
 
 
Please be advised that on August 2, 2007, Kaman Corporation filed an amendment to its annual 
report on Form 10-K for the fiscal year ended December 31, 2006, principally to provide revised 
segment reporting footnote disclosure.  The amendment has no effect on the company’s 
consolidated balance sheets as of December 31, 2006 and 2005 and the related consolidated 
statements of operations, shareholders' equity, and cash flows for any of years presented or on 
the company’s liquidity or financial position. The amended Form 10-K filing can be accessed for 
free at the SEC's website: www.sec.gov and at the company's website: www.kaman.com.   
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Kaman Corporation delivered strong results in 2006.
The company achieved record sales for the year and net earnings
were up sharply. Our two largest segments, Aerospace and 
Industrial Distribution, reported record operating income for the
year. This performance resulted from the continued execution 
of our focused long-term strategies for each business and from
favorable conditions in most of our markets.

Building on this performance is a principal objective of the 
company. In this report, we give an account of the year past;
and discuss the challenges, the progress, and our plans for 
sustaining the momentum we have achieved.

QUARTERLY COMMON STOCK INFORMATION
2006 HIGH LOW CLOSE DIVIDEND

First $25.45 $18.91 $25.16 12.5¢
Second 25.69 15.52 18.20 12.5¢
Third 19.00 17.25 18.01 12.5¢
Fourth 24.50 17.70 22.39 12.5¢

2005 HIGH LOW CLOSE DIVIDEND

First $13.38 $10.95 $12.45 11¢
Second 18.17 11.54 18.04 12.5¢
Third 24.48 17.47 20.45 12.5¢
Fourth 23.95 17.10 19.69 12.5¢

DIVIDEND REINVESTMENT PROGRAM
A Dividend Reinvestment Program is available for investment 
in common stock. A booklet describing the program may be
obtained from the transfer agent by calling (800) 842-7629.

ANNUAL MEETING
The Annual Meeting of Shareholders is scheduled to be held 
on Tuesday, April 17, 2007, at 11:00 a.m. at the offices of the 
company, 1332 Blue Hills Avenue, Bloomfield, CT 06002.

INVESTOR, MEDIA AND PUBLIC RELATIONS CONTACT
Russell H. Jones
Senior Vice President,
Chief Investment Officer and Treasurer
Telephone: (860) 243-6307

E-mail: Russell.Jones@kaman.com

MAILING ADDRESS
Kaman Corporation
1332 Blue Hills Avenue
P.O. Box 1
Bloomfield, Connecticut 06002

PUBLIC SECURITIES INFORMATION
Listing: Nasdaq Global Market
Symbol: KAMN

TRANSFER AGENT
Mellon Investor Services, LLC
P.O. Box 3315

South Hackensack, NJ 07606-1915

Telephone: (800) 227-0291

www.melloninvestor.com

INFORMATION FOR SHAREHOLDERS
In addition to this Annual Report, shareholders may obtain the
Form 10-K, filed annually with the Securities and Exchange 
Commission, and other SEC reports via Kaman’s web site or from
the Investor Contact.

KAMAN’S WEB SITE
Visit Kaman’s Home Page on the Internet,
http://www.kaman.com, to access a corporate overview,
investor information, and our media center.

COUNSEL
Murtha Cullina LLP
CityPlace
Hartford, Connecticut 06103

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
KPMG LLP
One Financial Plaza
Hartford, Connecticut 06103

INVESTOR INFORMATION
KAMAN CO R PO RATI O N AN D S U BS I D IAR I E S

K-MAX, KAflex, Gibraltar, Hamer, Latin Percussion, Ovation, Takamine and Toca are registered trademarks of Kaman Corporation. Gretsch, Sabian and Elixir are registered trademarks of others.
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kaman provides products and services through three business segments:

AE RO S PAC E

Kaman produces and/or markets:
> Complex metallic and composite structures for commercial, military,

and general aviation aircraft
> Missile and bomb fuzing systems for the U.S. and allied militaries
> The company’s SH–2G Super Seasprite maritime helicopters and 

K– MAX® medium-to-heavy lift helicopters, and 
> Widely-used proprietary aircraft bearings and components

I N D U STR IAL D I STR I B UTI O N

Kaman is one of the nation’s leading distributors of power transmission, motion control,
material handling and electrical components along with a wide range of bearings.
Products and value-added services are offered to a customer base of more than 50,000

companies representing a highly diversified cross-section of North American industry.

M U S I C

Kaman is the largest independent U.S. distributor of musical instruments and accessories,
offering more than 20,000 products for amateurs and professionals. Products offered on 
an exclusive basis, world-wide, include Adamas®, Applause®, Ovation®, and Hamer® Guitars,
LP®, Latin Percussion®and Toca® hand percussion instruments, and Gibraltar® percussion
hardware, Gretsch® professional drum sets and MBT Lighting and Sound®. Products offered
on an exclusive basis in the United States include Takamine®guitars and Sabian® Cymbals.

Kaman common shares are
traded on the NASDAQ Global
Market under the symbol:

KAMN
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paul r. kuhn
Chairman, President
and Chief Executive Officer

To our 
Shareholders,
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For Kaman, 2006 was a strong year in several respects. Operationally, the company achieved record
sales, and consolidated earnings were up sharply. Our Aerospace and Industrial Distribution segments
achieved record operating income for the year. The Music segment achieved record sales for the year
due to a full year of performance from the acquisition of Musicorp but, even so, sales were disappoint-
ing due to depressed consumer spending on music products over the course of the year. Music 
segment operating income declined for the year in part due to the effect of the soft market on the
overall business and, to a lesser extent, due to the incremental costs of Musicorp, many of which 
have been or will be eliminated as Musicorp is fully integrated into the segment. Strategically, each
segment moved forward in its markets securing new business relationships with top-level customers
and suppliers and, I believe, each segment grew in value. Organizationally, we completed our first full
year since recapitalizing into a single class of voting stock, made good appointments to augment seg-
ment leadership where necessary, and elected two new members to the board of directors following 
a national search. Financially, the company received affirmation of its Standard and Poor’s investment
grade rating of BBB- (stable); and in January 2007, the company expanded its revolving credit agree-
ment for working capital support by $50 million to a total of $200 million. Much has changed at
Kaman over the past several years. As we continue the effort to bring our helicopter contract with
Australia and its long period of losses to an end, we are more focused than ever on executing targeted
internal and external growth strategies for each of our businesses. We have excellent opportunities
and the financial flexibility to take advantage of those we wish to pursue.

financial review
For 2006, Kaman Corporation reported net earnings of $31.8 million, or $1.30 per share diluted,

compared to net earnings of $13.0 million, or $0.57 per share diluted in 2005. Results for 2006 include
$9.7 million in pretax charges in the Aerospace segment related to the company’s SH–2G(A) helicopter
program for Australia. Results for 2005 include $16.8 million in pretax charges for the Australia heli-
copter program partially offset by a $6.8 million pretax benefit in the Aerospace segment arising from
recoveries of amounts that the company had written off in 2004 on programs with MD Helicopters,
Inc. The 2005 results also include the impact of $8.3 million of primarily non-deductible expenses for
stock appreciation rights triggered by a significant increase in the price of Kaman stock in 2005 and
$3.3 million of non-deductible recapitalization expenses. The non-deductible expenses raised the



effective 2005 tax rate to 54.8 percent, compared to an effective 2006 tax rate of 39.2 percent.
Net sales for 2006 were $1.2 billion, compared to $1.1 billion in 2005.

aerospace segment
The Aerospace segment generated operating income of $48.1 million in 2006, compared to 

$33.3 million a year ago, including all of the previously noted items for each year. Segment sales 
for 2006 were $326.0 million, compared to $288.0 million in 2005.

Before 2005, our Aerospace company was one in which many of our activities were designed to
support our prime helicopter operations. Our costs were too high for competition in the global subcon-
tract market. In addition, the industry had gone through a consolidation that we had not participated
in, and therefore, in terms of new business opportunities, we were on the sidelines looking in. Since
then, we have made significant changes. We realigned the segment into four operating units to insu-
late most of the business from the greater prime helicopter overheads that all of the activities had 
previously shouldered, and since then have considerably reduced those overheads, as well. We upgraded
our facilities. We targeted the opportunities having the best overall margin potential and avoided other
business, sometimes at the cost of giving up things we had been doing for years. We put in place lean
initiatives throughout and are constantly striving to improve our efficiencies and our processes.
Our results are showing the benefit of these changes. Our margins in the Aerospace segment have
improved, our business base is growing, and we have developed our reputation as a lower cost, high
quality domestic partner to the prime aerospace manufacturers.

Both the commercial aircraft market and the military helicopter market, two of our prime areas
of focus, are strong and appear able to remain so for some time. Our task now is to perform on those
contracts we already have, which will by themselves provide year-over-year growth for our Kamatics
bearing business and our Aerostructures business, and we must be successful in taking advantage 
of other known opportunities we see emerging.

The Aerospace segment remains in transition with important tasks yet to be completed, includ-
ing our Australia SH–2G(A) helicopter program, the continuing work to bring the Joint Programmable
Fuze (JPF) program fully on line, and efforts to increase the business base overall. A closer look at the
financial and operational performance of the segment indicates that we have made good progress 
in each of these areas.

LETTER TO SHAREHOLDERS
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In thousands except per share amounts 2006 2005

Net Sales $ 1,206,154 $1,101, 196

Net Earnings 31,786 13,028

Total Assets 630,413 598,497

Per share amounts:
Net earnings per share

Basic $ 1.32 $ .57

Diluted 1.30 .57

Dividends declared .50 .485

Shareholders’ equity 12.28 1 1.28

FINANCIAL HIGHLIGHTS



The Aerostructures Division plant
in Jacksonville is operating 
at a higher level of output

the aerostructures division net sales for 2006 were $78.7 million, compared to $55.0 million
in 2005. Aerostructures has made significant progress since completing the closing of an old
Connecticut plant in 2003 and moving to expanded, modern facilities in Jacksonville, Florida. Both the
metals operations at Jacksonville, and the composite materials operations at our PlasticFab facilities in
Wichita, Kansas are operating at a higher level of output, producing subcontract assemblies and detail
parts for commercial and military aircraft programs, including several models of Boeing commercial
airliners, the Boeing C–17 military transport, and the Sikorsky BLACK HAWK helicopter. Today, the 
division’s facilities are modern and efficient and its cost structure is competitive.

The largest programs at the Jacksonville facility involve wing-structure assemblies for the Boeing
C–17 military transport, cockpits for the Sikorsky BLACK HAWK helicopter, and subassemblies for the
Boeing 777 commercial airliner. During the final months of 2006, we were notified by Boeing that the
C–17 program will be continued for a minimum of 22 additional shipsets, extending deliveries at the
current rate of 15 shipsets per year through at least the end of 2008. The program had previously
been expected to conclude by the middle of 2007. During 2006, the BLACK HAWK cockpits program
from Sikorsky made solid progress, with delivery of 56 cockpits during the year. In addition, production
on the Boeing 777 airliner has tracked Boeing’s favorable sales trend with the aircraft, and is currently
at approximately seven shipsets per month.

Activity also increased at PlasticFab. We won two promising new composite programs involving
the Boeing 787 Dreamliner during 2006, including a multi-year contract from the Shenyang Aircraft
Corporation of Shenyang, China to manufacture composite and metal panels for the vertical fin lead-
ing edge, which will be part of the Shenyang-supplied vertical fin on the new airliner, and a multi-year
contract from Spirit AeroSystems for production of the composite flight deck floor for the aircraft.
The company also won an award from Sikorsky Aircraft Corporation to manufacture and assemble
composite tail rotor pylons for its MH– 92 helicopters which will be operated by the Canadian
Maritime Defence Forces as CH–148 Cyclones. Production also continued on commercial and military
aircraft composite programs for Boeing, Bell Helicopter and others.

Our facilities in Jacksonville and Wichita both have available capacity to take advantage of new
opportunities we are actively pursuing.

5



the fuzing division net sales for 2006 were $71.1 million, compared to $64.1 million in 2005.
These figures include sales for the company’s Tucson-based Electro-Optics Development Center
(EODC) of $3.4 million and $5.7 million respectively for 2006 and 2005. Management responsibility for
the EODC was shifted to the division late in 2006. The Fuzing Division operates principally from plants
in Middletown, Connecticut and Orlando, Florida, producing safe, arm and fuzing devices for major
missile and bomb programs as well as precision measuring and mass memory systems for commer-
cial and military applications.

The division continued to make incremental progress in working through the technical and pro-
ducibility phases of bringing its JPF program to desired levels of production at the Dayron facility in
Orlando. This work involves strengthening the reliability of our supply chain, diagnosing and correct-
ing technical issues, and improving material flow. We believe significant progress has been made with
respect to many of these issues, and production quantities have been steadily increasing. We expect
demand for the JPF to remain strong through 2007 and beyond.

the helicopters division net sales for 2006 were $69.9 million, compared to $76.7 million 
in 2005. Figures for 2006 include the sale of one K– MAX helicopter, the last available, while 2005

included the sale of four K– MAX helicopters. While the Helicopters Division continues to market
its SH–2G and K– MAX aircraft, its focus has changed to bringing engineering and manufacturing 
support to the other primes in the industry.

The Helicopters Division began to perform subcontract work for Sikorsky in 2006, specifically
related to fuselage joining and installation tasks on the BLACK HAWK helicopter. This exposure to a
new customer is creating the potential for additional opportunities for the division. The division is also
continuing work under a program to provide depot level maintenance for SH–2G(E) helicopters deliv-
ered to the government of Egypt during the 1990s, along with initial planning for upgrades to those
aircraft. New contracts were also received for work on the K– MAX/BURRO research and development
program, an unpiloted version of the helicopter for the U.S. Government.

In 2006, the division made significant progress toward completion of the requirements of its
1997 helicopter production contract with the Commonwealth of Australia. As previously reported,
completing the SH–2G(A) program for Australia has taken longer than expected and the contract

LETTER TO SHAREHOLDERS
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is in a loss position. Please refer to the Management’s Discussion and Analysis (MD&A) section of this
report for a discussion of the status of that program, including disclosure of various program issues
that must still be resolved.

kamatics, including our German bearing subsidiary, RWG, achieved record sales of $106.3 million
in 2006, compared to $92.2 million in 2005, driven by a healthy international aerospace market and
strong demand in the market for the unique capabilities provided by our high-end and cost-effective
proprietary products.

Operating from facilities in Bloomfield, Connecticut and Dachsbach, Germany, Kamatics and 
RWG products include our proprietary Kamatics self-lubricating bearings, currently in use in almost
all military and commercial aircraft produced in North and South America and Europe, and market-
leading products for applications requiring the highest level of engineering and specialization in the
airframe bearing market. Orders and shipments were at record levels for the year with growth across
the bearings lines of both Kamatics and RWG as well as the KAflex® coupling and wire products lines 
at Kamatics. The business had a record backlog at the end of the year.

Growth prospects for this business remain good. While the strong market for commercial and
military aerospace work has created a positive climate for growth throughout the industry, a mean-
ingful contributor to Kamatics’ growth has been the company’s emergence as an industry leader in
overall delivery performance. Worldwide, customers’ engineering and quality departments have long
considered Kamatics a leader in its field. Our “lean” transformation over the last several years has now
earned us the further reputation as a leader in providing shorter lead-times and high on-time delivery
performance. As a result of this, the company is seeing a wide range of attractive new opportunities,
some of which could go into production as soon as 2007, and others of which could be realized three
to five years from now. To accommodate anticipated growth, we expanded our capacity in Bloomfield
by 25,000 square feet in 2006, and an additional 10,000 square feet is currently under construction
with occupancy expected during the second quarter of 2007.

In December 2006, Kamatics was awarded Pratt & Whitney Gold Supplier status, only the ninth
supplier worldwide to ever receive this recognition.

7

Our Kamatics/RWG aircraft bearing business
achieved record sales in 2006



industrial distribution segment
Our Industrial Distribution segment posted record operating income of $35.2 million in 2006,

compared to $29.4 million in 2005. Net sales for 2006 were also a record at $665.4 million, compared 
to $621.9 million in 2005. The increase in sales for the year was driven by strong organic growth in the 
business as we won new national accounts and expanded relationships with existing customers.

In 2006, the segment won major new business with two prestigious, nationally known compa-
nies. One of these new accounts is expected to become one of the segment’s largest. The segment
also won renewal of all of its major agreements that were expiring.

The industrial distribution business is a scalable business that can leverage its infrastructure to
raise operating margins as sales increase. While the business is strongly influenced by general nation-
al economic conditions and the base business tends to track the Industrial Production Index, it is also
an industry in which the three top players, including Kaman, are all adding market share due to both
consolidation in the ranks of distributors and the inclination of the larger manufacturers to concen-
trate their purchases through national account arrangements such as those we have been winning in
recent years. As was the case in 2006, this tends to enable the segment to grow at a rate somewhat in
excess of the U.S. industrial economy.

Winning new accounts leads to expansion of the segment’s geographic footprint. New branches
were opened in 2006, and more are planned for 2007. In addition, the segment is working to expand
its product offerings, particularly in the field of fluid power. We are confident that all of these things
taken together, combined with our continued pursuit of acquisition opportunities, will continue to
sustain the strong performance of 2006 over the longer term.

music segment
The Music segment’s operating income for 2006 was $11.6 million, compared to $13.0 million for

2005. Net sales for 2006 were $214.8 million, including $52.6 million from Musicorp, compared to
$191.3 million, including $28.7 million from Musicorp in 2005.

LETTER TO SHAREHOLDERS
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Higher energy prices and a weakening housing market took their toll on the music industry in
2006, with two national retailers filing for bankruptcy during the year. Within that challenging envi-
ronment, however, was a period of meaningful achievement as Kaman continued to build the value 
of its music business. During the year, we completed the consolidation of the 2005 acquisition of
Musicorp and continued to reduce Musicorp operating expenses. We also converted our distribution
agreement with Sabian Cymbals into an exclusive distribution contract, expanding an important
product offering to proprietary brand status and, in January 2007, Elixir Strings selected Kaman as its
exclusive U.S. distributor. The added value that Kaman brings as the largest independent distributor 
of musical instruments and accessories has allowed us to secure these arrangements. The company
has also used its sophisticated large-scale business systems to create a proprietary software system
link to our inventories for our customer base of several thousand retailers. Users range from the
industry’s largest national chains, which require such systems, to the smallest neighborhood music
stores, which gain the benefit of greater efficiency. All of this should benefit the company when the
outlook for musical instrument sales improves.

sustaining the momentum
As always, I would like to thank our management team, Board of Directors, and nearly 4,000

employees, whose combined efforts are responsible for what we have achieved. We have come a long
way in transforming Kaman Corporation, and the future looks bright for continued growth. With our
recapitalization in late 2005 that took us from a dual class, nonvoting structure to a single class of
voting stock, and with the improving financial performance that we are achieving, investor community
interest in the company has increased. We are working hard to sustain the momentum of our recent
successes, and I believe that Kaman is well positioned to continue building shareholder value in the
years ahead.

9

PAUL R. KUHN
Chairman, President and Chief Executive Officer

The value added that Kaman brings 
to the market allows us to secure 

exclusive distribution agreements with 
premier product lines
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Review
of Operations

AE RO S PAC E

I N D U STR IAL D I STR I B UTI O N

M U S I C
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Targeted strategies in each 
of our three segments have 
contributed to the building
momentum of recent years.

These strategies will 
continue to guide us as we
strive to sustain positive 
momentum into the future.
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Review of Aerospace

Representing approximately 27 percent of Kaman’s
consolidated sales for 2006, Kaman’s Aerospace 
segment has four primary operating units: our
Kamatics/RWG airframe bearing enterprise and 
the Aerostructures, Helicopters and Fuzing divisions
of Kaman Aerospace Corporation. The segment
achieved a 13.2 percent growth in sales to $326.0

million in 2006. Operating income for 2006 was
$48.1 million, up 44.6 percent from 2005, including
the effect of $9.7 million in pretax charges for the
Australia program in 2006 and $16.8 million in 
pretax charges for the Australia program partially
offset by a $6.8 million pretax benefit arising from
MD-Helicopters, Inc. program recoveries in 2005, as
detailed in the financial section of this report.

kaman’s strategy for the aerospace segment is:

> For Kamatics: Maintain leadership in product
technical performance and application engineer-
ing support while staying ahead of the curve in
product technology enhancement

> For the Aerostructures Division: Take advantage of
substantial opportunities arising from the Tier 1
producers’ offloading of manufacturing work

> For the Fuzing Division: Become the leading 
producer of fuzing systems for the U.S. and 
allied militaries

> For the Helicopters Division: Take advantage of
increasing opportunities in subcontracting as the
major producers move from manufacturing to
final assembly and systems integration

The segment is achieving sales and earnings growth,
has capacity for additional growth with facilities in
place and under construction, and continues to
deploy “lean” initiatives to further reduce costs.
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Sustaining Momentum

Kamatics
> progress

Kamatics, including our German sub-
sidiary RWG, achieved record sales of
$106.3 million in 2006, an increase of over
15 percent above the previous record set
in 2005. Orders and shipments were at
record levels for the year with growth
across the bearings, KAFlex couplings and
wire products lines. The business had a
record backlog at the end of the year and
good prospects for continued growth.

> sustaining momentum
A meaningful contributor to our growth
has been the company’s emergence as 
an industry leader in overall delivery 
performance. We now have a reputation
for providing shorter lead-times and high
on-time delivery performance. This is
yielding an abundance of opportunities,
and to accommodate anticipated growth,
we expanded our capacity in Bloomfield
by 25,000 square feet in 2006. An addi-
tional 10,000 square feet is currently
under construction with occupancy
expected in the second quarter of 2007.
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Sustaining Momentum in Aerospace

> progress
The Aerostructures Division has made
considerable progress since completing
the process of moving to expanded facili-
ties in Jacksonville, Florida. Both the
metallic operations at Jacksonville and
the composite materials operations at
Wichita, Kansas are now operating at a
higher level of output and profitability,
providing subassemblies for aircraft such
as the Boeing C–17 military transport,
Boeing 777 and 787 commercial airliners,
and the Sikorsky BLACK HAWK helicopter.

> sustaining momentum
We have targeted the opportunities 
having the best overall margin potential,
our business base is growing, and we
have developed an enviable reputation as
a subcontractor to prime manufacturers
looking for lower cost, high quality
domestic partners. Lean initiatives are 
in place throughout the organization 
for continuous improvement in cost
structure, efficiencies and processes.
Capacity for growth exists with existing
facilities and infrastructure.

Aerostructures Division
> progress

The company’s Joint Programmable 
Fuze (JPF) program has attractive growth
potential. Considered the “fuze of choice”
for the years ahead, Kaman has been
working through the technical and 
producibility phases of bringing the JPF
program to desired levels of production 
at its Dayron facilities in Orlando, Florida.
Early in the year, production capacity was
approximately 500 fuzes per month. As
the year progressed, capacity increased as
the Division worked on its remaining
technical and producibility issues.

Fuzing Division
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> progress
The legacy of the Helicopters Division lies
in legendary advances in helicopter tech-
nologies achieved from the earliest days
of rotary-wing flight to the present. The
Division’s current task lies in completing
its long-delayed and costly helicopter 
contract for Australia, a task that the
company believes is closer to realization.
The Division’s future includes the new
subcontract work it began to win in 2006,
along with service support, upgrades and
new opportunities involving Kaman’s 
SH–2G and K– MAX helicopters.

> sustaining momentum
The Division has rationalized its cost
structure and reduced overheads. This
has created new opportunities and has
enhanced the long-term outlook for the
Division. In 2006, the Division entered an
arrangement with Sikorsky for fuselage
joining and installation work on the
BLACK HAWK helicopter at our
Bloomfield, Connecticut facilities.

Helicopters Division
> sustaining momentum

In 2006, the U.S. Government provid-
ed Kaman $8.6 million to help fund 
producibility enhancements and to
install a second production site at the
company’s Middletown, Connecticut
facilities. Once both production lines
are fully up and running, JPF produc-
tion should increase to a targeted
rate of 2,000 fuzes per month and
continue at or close to that rate for
some time.
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Review of Industrial Distribution

Representing approximately 55 percent of Kaman’s
consolidated sales, Kaman’s Industrial Distribution
segment serves a broad cross section of North
American industry as the third largest player in the
$12 billion power transmission distribution mar-
ket. The segment achieved a 7.0 percent growth in
sales to a record $665.4 million in 2006. There were
no acquisitions during the year. Operating income 
was also a record at $35.2 million for 2006, a 
19.5 percent increase over the previous year.

kaman’s strategy for the industrial 
distribution segment is to:

> Expand our geographic footprint in major 
industrial markets to enhance our position in the
competition for regional and national accounts

> Broaden the product line to gain additional 
business from existing customers and new 
opportunities from a wider slice of the market

> Further enhance operating and asset utilization
efficiencies throughout the enterprise

The segment is achieving margin growth,
market share growth, and improved asset 
utilization efficiencies.
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Sustaining Momentum

Margin Growth
> progress

Segment margins have improved from
those achieved earlier in the decade. This
is a scalable business in which margins
generally increase as sales increase. It is
also an industry in which the top three
players, including Kaman, are all adding
market share due to both consolidation in
the ranks of distributors and the inclina-
tion of the large manufacturers to con-
centrate their purchases through national
account arrangements such as those
Kaman has been winning in recent years.

> sustaining momentum
Our plan is to continue moving forward
through organic growth and acquisitions,
while continuing to improve efficiencies.
Internal growth is expected through
national account wins and expansion 
of the company’s geographic footprint
that already includes approximately 
200 North American locations.
Acquisition opportunities are available 
in this highly fragmented industry, and
we expect to pursue those that meet
our strategic objectives.
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Sustaining Momentum in Industrial Distribution

> progress
With national accounts representing an
important source of market share and
margin growth, Kaman is focused on
winning its share. In 2006, the company
competed successfully for new business
with two major nationally known com-
panies. As the larger of these relation-
ships is brought on line, it will become
one of the segment’s largest accounts.
We also won renewal of all of our major
agreements that were expiring.

> sustaining momentum
Kaman documents the savings a national
account prospect will achieve. This,
along with superior service and industry
specific knowledge, is a cornerstone of
winning new accounts. Achieving the
promise is the key to winning renewals.
New accounts tend to require new loca-
tions, and geographic expansion then 
follows. In addition, there is ample room
for expansion of product breadth as 
customers seek more comprehensive
relationships with their chosen suppliers.
The company is currently expanding its
pneumatics offerings and electrical
motion control product lines.

Market Share Growth
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> progress
The majority of Kaman’s investment in the
industrial distribution business is in the
inventories it maintains in its branches
and distribution centers, and in its 
customer accounts receivable. Facilities,
for the most part, are leased. Efficient
asset utilization is therefore an essential
element in maintaining and improving our
return on invested capital. Kaman’s inven-
tory turns and days receivables outstand-
ing are among the best in the industry.

> sustaining momentum
To ensure continued improvement in
asset utilization efficiency, Kaman is
rationalizing its supplier base, concen-
trating purchases into a smaller number
of key suppliers and using collaborative
purchase planning to yield better pricing.
The use of forecast algorithms to project
what the company is going to use – 
and how much additional business 
can be supported by given levels of 
inventory – is helping optimize our 
overall investment in inventories.

Improved Efficiencies
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Review of Music

Representing approximately 18 percent of Kaman’s
consolidated sales for 2006, Kaman’s Music segment
is the largest independent distributor of musical
instruments and accessories in a $2.5 billion portion
of the U.S. musical instruments market. The segment
achieved a 12.2 percent growth in sales to a record
$214.8 million in 2006, largely due to the inclusion 
of a full year of results from its 2005 acquisition of
Musicorp. Overall, it was a disappointing year for 
the segment as consumer spending was lower than
hoped. Operating income declined 11.2 percent to
$11.6 million in 2006, due in large part to lower-
than-expected consumer spending.

kaman’s strategy for the music segment is to:

> Build on our strong brand identity while adding
new market-leading names to the company’s
offering of proprietary products 

> Lead the market in the use of technology,
providing systems to service customers 
at all levels

The segment has further established its industry
leadership, bringing the benefit of our position 
as the industry leader to customers, adding new 
product offerings, and using our technology 
differential to build the business.
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Sustaining Momentum

Industry Leadership
> progress

Our largest customers want a supplier
who can keep up with the complex needs
of a major retail chain. Our smaller cus-
tomers want a supplier who can provide
the effect of a “large back room”, with
convenient, rapid access to the products
and services they need. Kaman is the
largest independent distributor in the
industry with programs tailored to 
retailers of every size, a catalogue of over
20,000 products, and warehouses located
for rapid service anywhere in the country.

> sustaining momentum
In 2006, the company completed the
integration of Musicorp, which had been
Kaman’s largest competitor prior to its
purchase. Combining the two companies
has widened the gap between Kaman
and the rest of the field. The benefit
of our size differential includes better
systems, better pricing, a broader offer-
ing of desirable products, and the ability
to offer a high grade of service to all of
our customers.
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Sustaining Momentum in Music

> progress
The catalogue of exclusive products that
Kaman now brings to its customer base
continued to expand in 2006, and now
represents over fifty percent of total 
segment sales. These products, including
Ovation, Takamine and Hamer guitars,
Gretsch drums, Latin Percussion and 
Toca hand percussion instruments,
Sabian Cymbals and other lines, all 
of which are leaders in the market,
are available only through Kaman.

> sustaining momentum
For Kaman, exclusive access to leading
products builds market share. For the 
product manufacturer,it can mean signifi-
cant sales through our customer base 
of several thousand retailers. In 2006,
we obtained an exclusive agreement with
Sabian Cymbals for U.S. distribution, and
early in 2007 Elixir Strings selected Kaman
for a similar arrangement. The company 
is selective in choosing the brands it repre-
sents, takes great care in implementing
each arrangement, and has capacity to
add new exclusives in the years ahead.

Roster of exclusive product offerings
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> progress
Kaman provides the most sophisticated
technology offered in the music industry.
This allows retailers from the industry’s
largest national chains, who require such
capabilities, to the smallest neighborhood
music stores, who find it beneficial, to
spend more time selling and less 
time purchasing.

> sustaining momentum
An advantage of size lies in the skill sets
available to a large organization and the
capital resources a large company can
draw from to create programs and 
systems that truly set it apart in the
competitive field. Kaman has achieved 
a meaningful advantage: as the largest
independent distributor, Kaman leads
the field in business-to-business systems.

Most sophisticated technology
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Strong results in 2006,
along with several years 
of focused strategic 
development, have built
a robust foundation for 
moving forward.

Today, Kaman has the 
products and services,
customer relationships,
management depth and 
financial flexibility needed 
to continue to build the 
business profitably.
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2006
1,4

2005
1,2,3,4,8

2004
1,5

2003
1,6,8

2002
1,7,8

OPERATIONS
Net sales $1,206,154 $1,101,196 $ 995,192 $ 894,499 $ 880,776

Cost of sales 873,868 814,385 770,285 671,591 723,176

Selling, general and administrative expense 275,110 256,241 239,368 206,416 199,520

Net (gain) loss on sale of product lines and other assets 52 27 (199) (18,163) (2,299)

Restructuring costs — — — — 8,290

Other operating income (2,253) (2,214) (1,731) (1,448) (1,302)

Operating income (loss) 59,377 32,757 (12,531) 36,103 (46,609)

Interest expense, net 6,179 3,046 3,580 3,008 2,486

Other expense, net 919 860 1,053 1,265 1,831

Earnings (loss) before income taxes 52,279 28,851 (17,164) 31,830 (50,926)

Income tax benefit (expense) (20,493) (15,823) 5,342 (12,425) 17,325

Net earnings (loss) 31,786 13,028 (11,822) 19,405 (33,601)

FINANCIAL POSITION
Current assets $ 477,920 $ 458,808 $ 450,335 $ 418,851 $ 414,245

Current liabilities 198,337 223,276 226,105 160,555 157,094

Working capital 279,583 235,532 224,230 258,296 257,151

Property, plant and equipment, net 54,165 51,592 48,958 51,049 61,635

Total assets 630,413 598,497 562,331 528,311 535,540

Long-term debt 72,872 62,235 18,522 36,624 60,132

Shareholders’ equity 296,561 269,754 284,170 303,183 291,947

PER SHARE AMOUNTS
Net earnings (loss) per share – basic $ 1.32 $ .57 $ (.52) $ .86 $ (1.50)

Net earnings (loss) per share – diluted 1.30 .57 (.52) .86 (1.50)

Dividends declared .50 .485 .44 .44 .44

Shareholders’ equity 12.28 11.28 12.48 13.40 13.00

Market price range – High 25.69 24.48 15.49 14.91 18.81

– Low 15.52 10.95 10.71 9.40 9.42

AVERAGE SHARES OUTSTANDING
Basic 24,036 23,038 22,700 22,561 22,408

Diluted 24,869 23,969 22,700 23,542 22,408

GENERAL STATISTICS
Registered shareholders 4,468 4,779 5,192 5,509 5,634

Employees 3,906 3,712 3,581 3,499 3,615

Included within certain annual results are a variety of unusual or significant adjustments that may affect comparability. The most significant of such adjustments are described below as well as
within Management’s Discussion and Analysis and the Notes to Consolidated Financial Statements.

1. Cost of sales includes charges for the Australia SH-2G(A) helicopter program as follows: 2006 – $9,701; 2005 – $16,810; 2004 – $5,474; 2003 – $0; 2002 – $27,413.

2. Results for 2005 include $8,265 of expense for the company’s stock appreciation rights, $3,339 for legal and financial advisory fees associated with the recapitalization and $6,754 recovery of
previously written off amounts for MD Helicopters, Inc. (MDHI).

3. The effective tax rate for 2005 was 54.8 percent, which was unusually high principally due to the non-deductibility of expenses associated with stock appreciation rights and the company’s
recapitalization.

4. Average shares outstanding for 2006 and 2005 increased principally due to the completion of the recapitalization in November 2005.

5. Results for 2004 include the following adjustments: $20,083 (including $18,211 negative sales adjustments and $1,872 increase in bad debt reserve) related to the company’s investment in
MDHI programs; $7,086 non-cash adjustment for the Boeing Harbour Point program; $3,507 warranty reserve for two product warranty related issues and $3,471 non-cash adjustment
related to the University of Arizona matter.

6. The company sold its Electromagnetics Development Center during 2003 which resulted in a pre-tax gain of $17,415.

7. Cost of sales for 2002 includes the write-off of K-MAX inventories and fixed assets of $50,000 and Moosup facility assets of $2,679.

8. Results include the activity of certain significant entities from date of acquisition as follows: 2005 – Musicorp; 2003 – Industrial Supplies, Inc.; and 2002 – Latin Percussion, Inc.,
RWG Frankenjura-Industrie Flugwerklager GmbH, Dayron, majority equity interest in Delamac de Mexico S.A. de C.V.
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Management’s Discussion and Analysis of Financial Condition
and Results of Operations (MD&A) is intended to provide readers
of our consolidated financial statements with the perspectives of
management. The MD&A presents in a narrative form our finan-
cial condition, results of operations, liquidity and certain other
factors that may affect our future results. This will allow our
shareholders to obtain a comprehensive understanding of our
businesses, strategies, current trends and future prospects. Our
MD&A is presented in seven sections:
i . ov er v i e w  o f  b u s i n e s s
i i . e x ec u t i v e  s u mma r y
i i i . r es u l t s  o f  o per a t i o n s
i v. l i q u i d i t y  a n d  c a pi ta l  r esou r c e s
v. c r i t ic a l  ac c o u n t i n g  e st i ma t e s
v i . c o n t r ac t ua l  o bl igat io n s  a n d  

o f f -ba l a n c e  s h ee t  a r r a n g emen t s
v i i . r ec en t  ac c o u n t in g  st a n da r d s

Our MD&A should be read in conjunction with the Consolidated
Financial Statements and related Notes included in this 
Annual Report.

I. Overview of Business
Kaman Corporation is composed of three business segments:
Aerospace, Industrial Distribution, and Music.

aerospace segment
This segment has four operating units: Aerostructures, Fuzing,
Helicopters and Kamatics.

The Aerostructures Division produces aircraft subassemblies and
other parts for commercial and military airliners and helicopters.
Its principal customers are Boeing and Sikorsky Aircraft Corpora-
tion. Operations involving the use of metals are conducted
principally at the company’s Jacksonville, Florida facility, while
operations involving composite materials are conducted princi-
pally at the company’s Wichita, Kansas (Plastic Fabricating
Company) facility.

The Fuzing Division manufactures products for military and 
commercial markets, primarily related to military safe, arm and
fuzing devices for several missile and bomb programs; as well as
precision non-contact measuring systems for industrial and sci-
entific use; and high reliability memory systems for airborne,
shipboard, and ground-based programs. Principal customers
include the U.S. military, Boeing, Lockheed Martin and Raytheon.
In September 2006, the division assumed responsibility for the
company’s Electro-Optics Development Center (EODC). Operations

are conducted at the Middletown, Connecticut, Orlando, Florida
(Dayron) and Tucson, Arizona (EODC) facilities.

The Helicopters Division markets its helicopter engineering
expertise and performs subcontract programs for other manufac-
turers. It also refurbishes, provides upgrades and supports Kaman
SH-2G maritime helicopters operating with foreign militaries as
well as K-MAX® “aerial truck” helicopters operating with govern-
ment and commercial customers in several countries. The SH-2G
aircraft is currently in service with the Egyptian Air Force and 
the New Zealand and Polish navies. Operations are primarily 
conducted at the Bloomfield, Connecticut facility.

Operations for the Kamatics subsidiary are conducted at the
Bloomfield, Connecticut and Dachsbach, Germany (RWG) 
facilities. Kamatics primarily manufactures proprietary self-
lubricating bearings used in aircraft flight controls, turbine
engines and landing gear in Bloomfield. These bearings are 
currently used in nearly all military and commercial aircraft 
in production in North and South America and Europe and are
market-leading products for applications requiring a highly
sophisticated level of engineering and specialization in the 
airframe bearing market. Kamatics also manufactures market
leading proprietary power transmission couplings for helicopters
and other applications in Bloomfield and custom designed and
manufactured rolling element and self-lubricating bearings at
RWG for aerospace applications.

industrial distribution segment
The Industrial Distribution segment is the third largest power
transmission/motion control industrial distributor in North
America. We provide services and products including bearings,
electrical/mechanical power transmission, fluid power, motion
control and materials handling components to a broad spectrum
of industrial markets throughout North America. Our locations
consist of nearly 200 branches, distribution centers and call cen-
ters across the United States and in Canada and Mexico. We offer
almost two million items, as well as value-added services, to a
base of more than 50,000 customers representing a highly 
diversified cross-section of North American industry.

music segment
The Music segment is the largest independent U.S. distributor of
musical instruments and accessories, offering more than 20,000

products for amateurs and professionals. Our premium branded
products, many of which are brought to the market on an exclusive
basis, and our market-leading business-to-business systems for our
customer base of over 10,000 retailers nationwide, contribute to the
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performance of the business. Our array of fretted instruments
includes proprietary products, such as the Ovation® and Hamer®
guitars, as well as premier products including Takamine® guitars,
which are distributed in the United States under an exclusive 
distribution agreement. We offer an extended line of percussion
products and accessories through Latin Percussion®, the leading
supplier of hand percussion instruments. Additionally, our exclu-
sive distribution agreements with Gretsch® drums, Sabian®
cymbals, and most recently with Elixir® Strings, along with our
own CB®, Toca® and Gibraltar® lines, have further enhanced our
array of products offered.

While the vast majority of our sales are to North American cus-
tomers, we continue to build our presence in key international
markets including Europe, Asia, South America and Australia.
Operations are headquartered in Bloomfield, Connecticut and
conducted from manufacturing plants in New Hartford, Connecti-
cut and Scottsdale, Arizona, and strategically placed warehouse
facilities that primarily cover the North American market.

II. Executive Summary
The following is a summary of key events that occurred during 2006:

• The company experienced record consolidated net sales for
2006 of $1.2 billion, an increase of 9.5 percent over 2005,
with the Kamatics subsidiary and the Industrial Distribution 
segment generating record sales for 2006.

• The Aerospace segment and Industrial Distribution segment
experienced record operating income for 2006.

• Net earnings were $31.8 million, or $1.30 per share diluted,
compared to net earnings for 2005 of $13.0 million, or $0.57

per share diluted.

• Our net earnings increased in 2006 as compared to 2005

due in significant part to higher sales volume, increased gross
profit and continued focus on controlling operating expenses.

• We completed our first full year of operations since recapitaliz-
ing into a single class of voting stock in November 2005.

• The Aerospace segment continued to improve profitability
through operating efficiencies and further developed its rela-
tionships with key customers including Sikorsky, Boeing and
Airbus, which resulted in the broadening of our business base.

• In the fourth quarter of 2006, the U.S. Air Force released produc-
tion for Option 4 of the Joint Programmable Fuze (JPF) program.
This Option, valued at $39.6 million, is in addition to other JPF
contract modifications signed during 2006 totaling $38.9 million.

• During the year, as the company continued to work with our
customer towards completion of the Australian SH-2G(A) pro-
gram, we recorded an additional $9.7 million loss accrual related
to incremental anticipated costs to complete the contract.

• The Industrial Distribution segment has continued to win new
business with two prestigious, nationally known companies,
and maintained its current customer base with successful
renewals of all of its major agreements that were due to expire
during 2006.

• As the Music segment has worked to finalize the plan to con-
solidate our 2005 Musicorp acquisition, we have also increased
our market presence as well as our ability to provide service to
our national and mid to small size customers.

III. Results of Operations
CONSOLIDATED RESULTS
The following table presents certain financial results of the 
company and its business segments:

IN MILLIONS, EXCEPT PER SHARE DATA 2006 2005 2004

Net sales
Aerospace $ 326.0 $ 288.0 $ 252.4

Industrial Distribution 665.4 621.9 581.8

Music 214.8 191.3 161.0

Total net sales $ 1,206.2 $ 1,101.2 $ 995.2

% change 9.5% 10.7% 11.3%

Gross profit $ 332.3 $ 286.8 $ 224.9

% of net sales 27.5% 26.0% 22.6%

Selling, general & administrative
expenses (S,G&A) $ 275.1 $ 256.2 $ 239.4

% of net sales 22.8% 23.3% 24.1%

Operating income (loss) $ 59.4 $ 32.8 $ (12.5)

% of net sales 4.9% 3.0% (1.3)%

Interest expense, net (6.2) (3.0) (3.6)

Other expense, net (0.9) (0.9) (1.1)

Net earnings (loss) $ 31.8 $ 13.0 $ (11.8)

Net earnings (loss) 
per share – basic $ 1.32 $ .57 $ (.52)

Net earnings (loss) 
per share – diluted 1.30 .57 (.52)

Note – all percentages in the MD&A are calculated based upon financial information 
in thousands.
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net sales
For 2006, total consolidated net sales increased $105.0 million as
compared to 2005. Each of our three business segments experi-
enced growth in sales during 2006 as compared to 2005. Of the
total sales, 77.2 percent or $81.0 million was internally generated as
a result of strong commercial and military aerospace markets and
moderate growth in many of the industries to which the Industrial
Distribution segment provides product. The remaining 22.8 percent
or $24.0 million was a result of the 2005 Musicorp acquisition.

Total consolidated sales increased $106.0 million in 2005 compared
to 2004. The growth in sales is mainly due to internally generated
sales of $77.3 million, primarily attributable to a variety of factors
including an improving economic environment in the Aerospace
industry as well as continued stability in most of the markets in
which the Industrial Distribution segment participates. The acquisi-
tion of Musicorp produced $28.7 million of the 2005 sales increase.

gross profit
Total gross profit increased $45.5 million or 15.9 percent in 2006

compared to 2005. The 2006 gross profit includes $9.7 million in
charges related to additional anticipated costs on the Australia
helicopter program as compared to $16.8 million in 2005. These
charges have resulted in lower gross profit for both years, which
affects period over period comparisons. Both the 2006 and 2005

charges were offset by an increase in overall gross profit, prima-
rily due to higher sales volume, at the other Aerospace operating
units and Industrial Distribution and Music segments. The 2005

gross profit also includes a recovery of $4.6 million related to cer-
tain amounts due from MD Helicopters, Inc. (MDHI) that were
written off in 2004. Gross profit as a percentage of sales (gross
margin) has improved by 1.5 percentage points during 2006 pri-
marily as a result of increased efficiencies, higher sales volume
and a growing business base at most of the Aerospace segment
operating units as well as continued focus on gross margin
improvement in the Industrial Distribution segment.

For 2005, total gross profit increased $61.9 million or 27.5 percent
compared to 2004. The increase in gross profit was primarily
driven by sales growth in all three segments. Additionally there
were a variety of one-time negative adjustments, totaling $41.6
million, recorded during 2004 related to the MDHI and Boeing
Harbour Pointe contracts and the University of Arizona/EODC
contract that resulted in lower gross profit for that year.

selling, general & administrative expenses
Total selling, general and administrative expenses as a percent 
of net sales decreased 0.5 percentage points in 2006 compared to
2005. This was due to greater sales volume as well as lower corpo-
rate expenses during 2006. Total S,G&A increased $18.9 million or
7.4 percent in 2006 compared to 2005. S,G&A expense in our
three reporting segments increased $26.4 million offset by a 
$7.5 million decrease in corporate expense. The changes were
specifically due to the following items:

• Aerospace segment S,G&A increased 21.9 percent or $8.9 mil-
lion primarily due to increased commission expense as a result
of higher sales volume and higher personnel costs due to an
increase in headcount, salary increases as well as an increase
in pension expense. Additionally, during 2005 the Helicopters
Division recorded a recovery of $2.2 million of bad debt
expense related to MDHI.

• Industrial Distribution segment S,G&A expense increased 
8.3 percent or $10.6 million primarily due to expenses related
to higher sales volume, an increase in pension expense and
higher personnel costs partially attributable to an increase in
headcount due to new branch openings.

• Music segment S,G&A expense increased 15.5 percent or 
$6.9 million substantially all of which reflects a full year of
Musicorp S,G&A expense in 2006. Without the Musicorp
expenses, total S,G&A would have increased 3.2 percent,
primarily due to higher personnel costs including salaries and
health care benefits, as well as additional bad debt expense
during 2006.

• The decrease in corporate expense is primarily driven by a 
$7.2 million decrease in stock appreciation rights (SAR) expense
due to (a) fewer SARs outstanding at the end of 2006 compared
to 2005 and (b) less volatility in the company’s stock price
during 2006 as compared to 2005. Additionally, during 2005

the company incurred legal and financial advisory fees of 
$3.3 million related to the recapitalization as compared to an
insurance recovery related to this matter of $0.5 million in 2006.
The decrease in these expenses was slightly offset by higher
personnel costs as well as higher stock compensation expense
of $1.1 million due to the adoption of SFAS 123(R).
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Total S,G&A expense increased 7.0 percent or $16.8 million for
2005 compared to 2004 primarily due to the following items:

• Corporate expenses increased 48.8 percent or $14.0 million. The
increase in corporate expenses during 2005 compared to 2004

related principally to $8.3 million in SAR expense. There was
also an increase in incentive compensation expense, which
was essentially offset by a decrease in supplemental employ-
ees retirement plan expenses during 2005. Additionally, 2005

corporate expenses included $3.3 million in legal and financial
advisory fees related to the recapitalization.

• Overall S,G&A expense for the Aerospace segment decreased
16.9 percent or $8.2 million. The decrease was partially attribut-
able to lower personnel costs for certain operating units as well
as additional operational efficiencies. There were several non-
recurring items that caused the S,G&A in 2004 to be higher than
normal and the S,G&A in 2005 to be lower than normal. These
included certain non-recurring severance costs of $2.0 million
associated with realignment of the Aerospace segment’s man-
agement team incurred during 2004. Additionally, during 2005

the Helicopters Division reversed $2.2 million of bad debt
expense recorded in 2004 related to MDHI.

• S,G&A expense for the Industrial Distribution segment
increased 3.8 percent or $4.7 million. The increase in expenses
was primarily due to increased personnel costs including
annual payroll increases as well as additions to headcount in
2005. Pension expense also increased $1.6 million in 2005.

• S,G&A expense for the Music segment increased 16.4 percent
or $6.3 million. The increase was primarily due to Musicorp
S,G&A expenses of $5.5 million. Without the Musicorp
expenses, total S,G&A would have increased 2.1 percent in
2005 compared to 2004. This increase would have correlated
with the slight increase in sales attributable to the Music seg-
ment without Musicorp.

operating income
For 2006, operating income increased $26.6 million or 81.3
percent compared to 2005. The improved operating income for
2006 was primarily attributable to stronger operating results in
the Aerospace segment driven by the currently strong aerospace
industry, as well as lower charges related to the Australia pro-
gram. The Industrial Distribution segment’s moderate sales
growth, resulting from further market penetration and a stable
economy, was also a primary driver in the increased operating

income. The decrease in corporate S,G&A expense discussed
above also contributed substantially to the improvement in 
operating income in 2006. Music segment operating income
decreased as consumer spending slowed during 2006. The 2005

operating income includes the recovery of $6.8 million of 
previously written off MDHI program investments.

Operating income increased $45.3 million to $32.8 million for
2005 compared to an operating loss of $12.5 million for 2004.
The Aerospace segment contributed $33.3 million of operating
income to 2005 results as compared to a loss of $14.3 million in
2004. The 2004 results included negative adjustments of $41.6
million involving various aspects of the Aerospace segment as
previously disclosed. Industrial Distribution segment operating
income increased $10.1 million for 2005 compared to 2004 while
the Music segment operating income increased $1.9 million pri-
marily as a result of the August 2005 acquisition of Musicorp.
These increases in operating income more than offset the previ-
ously discussed increase in corporate expenses.

additional consolidated results
Net interest expense increased 102.9 percent to $6.2 million for
2006 compared to $3.0 million for 2005. Net interest expense gen-
erally consists of interest charged on the revolving credit facility
and the convertible debentures offset by interest income. The
increase is primarily due to higher average borrowings, as well 
as higher interest rates charged on borrowings during 2006 as
compared to 2005. Additionally, net interest expense for 2005

included receipts of $0.9 million for interest payments from
MDHI on past due amounts.

Net interest expense decreased 14.9 percent to $3.0 million for
2005 compared to $3.6 million for 2004. The decrease was the net
result of (a) higher interest rates charged on borrowings in 2005

resulting in an additional $0.4 million in interest expense and 
(b) an increase in interest income as a result of the $0.9 million 
of interest payments received from MDHI in 2005.

For 2006, the effective income tax rate is 39.2 percent as com-
pared to the effective tax rate of 54.8 percent for 2005. The higher
tax rate in 2005 arose principally from the non-deductibility of
expenses associated with SARs and the company’s recapitaliza-
tion. The effective income tax benefit for 2004 was 31.1 percent.
The effective tax rate represents the combined federal, state and
foreign tax effects attributable to pretax earnings for the year.
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other matters
As more fully discussed in our 2005 Annual Report, on November 3,
2005, the company completed the recapitalization of its capital
stock. The recapitalization replaced the company’s previously
existing dual class common stock structure (Class A non-voting
common and Class B voting common, $1 par value each) with one
class of voting common stock, $1 par value. As a result of the
recapitalization, $13.9 million in cash was paid and 1,498,851

shares of common stock were issued in exchange for 667,814

shares of Class B voting common stock.

AEROSPACE SEGMENT 
The following table presents selected financial data for the 
Aerospace segment:

IN MILLIONS 2006 2005 2004

Net sales $ 326.0 $ 288.0 $ 252.4

% change 13.2% 14.1% 0.5%

Operating income $ 48.1 $ 33.3 $ (14.3)

% of net sales 14.8% 11.6% (5.7)%

% change 44.6% 332.7% (196.3)%

net sales
Net sales for the Aerospace segment represent 27.0 percent and
26.1 percent of the total consolidated sales for 2006 and 2005,
respectively. The segment has four operating units: Aerostruc-
tures, Fuzing, Helicopters and the Kamatics subsidiary. In the
paragraphs that follow you will find further information with
respect to sales growth and significant programs for these four
operating units.

operating income
Operating income for 2006 increased $14.9 million. The 2006

results included a $9.7 million charge recorded for the Australian
SH-2G(A) program as compared to $16.8 million of such charges
in 2005. The increases in sales volume at the Aerostructures 
Division, Fuzing Division and the Kamatics subsidiary were the
primary drivers for the increase in operating profit for the total
segment. The Aerostructures Division's Jacksonville facility con-
tinued to improve on its business base principally as a result of 
the Sikorsky cockpit program. The Fuzing Division's Middletown
location experienced a higher volume of shipments of both
memory and fuzing products. The 2005 operating income
includes the recovery of $6.8 million of previously written off
MDHI program investments.

The Aerospace segment contributed $33.3 million of operating
income to 2005 results as compared to a loss of $14.3 million in
2004. This change was primarily due to Kamatics’ increased sales
volume, favorable product mix and cost control activities. The
2005 operating income included the recovery of $6.8 million
related to MDHI. Results for 2004 included $41.6 million in nega-
tive adjustments involving various aspects of the Aerospace
segment as previously reported.

2006 aerospace segment trends

the market
Both the commercial and military aerospace markets were strong
during 2006 and it is anticipated that this positive trend will 
continue through 2007. Several major prime contractors are 
anticipating a large amount of shipments of commercial and 
military aircraft over the next few years.

our strategy
Before 2005, our Aerospace segment was one in which many of our
activities were designed to support our prime helicopter operations.
We were not able to compete effectively in our target markets in
part due to higher operating expenses as a result of a lower than
sufficient business base. In 2005, the Aerospace segment realigned
and created separate divisions within the Aerospace segment. This
realignment allowed for greater transparency and accountability
through a more focused management structure. This realignment
along with upgrades to our facilities, lean initiatives and strategic
positioning as a subcontractor to the prime aerospace contractors
has allowed us to build our business base and develop our reputa-
tion as a lower cost, high quality domestic partner. We have been
able to successfully build upon several key programs, which are dis-
cussed in the following paragraphs.

aerostructures division
IN MILLIONS 2006 2005 2004

Net sales $ 78.7 $ 55.0 $ 45.4

% change 43.2% 21.2% 5.3%

Net sales increased $23.7 million and $9.6 million for 2006 and
2005, respectively, for the Aerostructures Division. The largest
driver of the increase in sales for both 2006 and 2005 is the 
contract with Sikorsky for the production of cockpits for the
BLACK HAWK helicopter. Other key drivers include higher 
shipments to Boeing, most notably for the 777 program, based 
on an increase in Boeing’s commercial aircraft production.
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aerostructures – major programs
The Sikorksy helicopter program, the Boeing 777 program, and the
Boeing C-17 wing structure assembly program comprise the
Aerostructures Division’s major programs. During the year, the
multi-year contract with Sikorsky ramped up at the Jacksonville
facility. This program includes installation of all wiring harnesses,
hydraulic assemblies, control pedals and sticks, seat tracks, pneu-
matic lines, and the composite structure that holds the windscreen
for several models of cockpit for the BLACK HAWK helicopter. This
program could lead to the fabrication of approximately 350 units
and have a total value of approximately $100.0 million or more
depending upon which models are ultimately ordered. The origi-
nal order, which was received in late 2004, covered 80 cockpits. In
the third quarter of 2006, Sikorsky ordered an additional 30 cock-
pits bringing the total order to 110 cockpits. Management
estimates that both orders will be fully delivered by mid-2007.
In February 2007, the division received a follow on order for an
additional 176 cockpits consisting of various models. Management
anticipates that deliveries on this 2007 order will continue
through 2008. As production on this program ramped up through-
out 2006, sales have increased and profitability has improved. A
total of 72 cockpits have been delivered under this contract from
inception to date. This program could lead to follow on work for
the manufacturing of additional cockpits as well as other work for
the customer. Our performance on this program has also provided
our Helicopters Division opportunities to work with Sikorsky.

Work continued on the production of structural wing subassem-
blies for the Boeing C-17. This long-term program has been an
important element in helping to maintain a sufficient business
base at the Jacksonville facility. The program was originally
scheduled to conclude in mid-2007 with the completion of the
180th aircraft. Recently, Boeing informed the division that the
program will continue for a minimum of 22 additional shipsets,
extending deliveries through the end of 2008.

Throughout 2006, the division has continued to work toward increas-
ing operational efficiencies through process improvement and lean
initiatives. The Jacksonville facility has clearly benefited from these
efforts and we are developing our reputation as a low cost, high qual-
ity subcontractor for the aerospace prime manufacturer community.
We are continuing these efforts at both our Jacksonville facility and
our Plastic Fabricating Company (PlasticFab) facility in Wichita.

In early 2006, Spirit AeroSystems awarded PlasticFab a $15.0 mil-
lion multi-year contract for production of the composite flight
deck floor for the Boeing 787 Dreamliner and Shenyang Aircraft
Corporation awarded Plasticfab a $20.5 million multi-year 

contract for the manufacture of metal and composite bonded
panels for the same aircraft. Additionally, the facility was
awarded a $6.7 million contract from Sikorsky to manufacture
and assemble composite tail rotor pylons for its MH-92 helicop-
ters. In late 2006, PlasticFab shipped its first parts for both the
Shenyang and Spirit programs and production on all three of
these programs is expected to ramp up during 2007 and 2008.
We are working with our customers to ensure that these new
contracts are brought on line effectively in order to meet schedul-
ing requirements and customer expectations. We are focused on
attracting and retaining qualified personnel in order to be able to
effectively carry out the new work that we have been awarded
and continue to support our legacy aircraft composite programs.

fuzing division
in millions 2006 2005 2004

Net sales $ 71.1 $ 64.1 $ 63.0

% change 10.9% 1.7% 18.2%

In September 2006, the company announced the assignment of
responsibility for our Electro-Optics Development Center (EODC)
to the Fuzing Division. As a result of this realignment, the net
sales for the Fuzing Division now include EODC sales of $3.4 mil-
lion, $5.7 million and $6.2 million for 2006, 2005 and 2004,
respectively. Total Fuzing Division net sales increased $7.0 million
and $1.1 million for 2006 and 2005, respectively. The increase in
sales for 2006 is primarily due to higher production volume and
shipments at the Middletown, CT facility for its legacy fuzing pro-
grams as well as higher shipments on the JPF program at the
Dayron facility. These positive operating results were partially
offset by a decrease in sales on the 40MM programs due to pro-
duction interruptions in early 2006 that continued through mid
2006. The slight increase in sales in 2005 was attributable to addi-
tional fuzing and memory and measuring systems sales activity
at the Middletown, CT facility. For 2005, sales at the Dayron facil-
ity remained relatively flat due to a delay in the delivery of
product for certain programs, partially due to certain manufactur-
ing issues impacting the JPF program.

fuzing – major programs
Dayron continued to produce fuzes under its contract with the
U.S. Air Force for the advanced FMU-152A/B Joint Programmable
Fuze (JPF). The current total value of JPF contracts awarded by the
U.S. Government from inception to date is $116.6 million, which
includes the fourth quarter 2006 exercise of Option 4 under this
program. This value primarily consists of Options 1 through 4
under the original contract and various contract modifications,
including a two-phase facilitization contract modification,
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additional foreign military sales facilitated by the U.S. Govern-
ment, as well as a variety of development and engineering
contracts, along with special tooling and test equipment. Delivery
requirements under Option 1 were completed during mid-2006

and management anticipates delivery of the remaining fuzes
under Option 2 in the first quarter of 2007. Contractual delivery
requirements under this program currently extend into late 2008.

Throughout 2006 the division worked through a variety of issues
related to the JPF manufacturing process that have in the past
resulted in, and may in the future result in, periodic interruptions of
program production. The division continues to work on diagnosing
and correcting technical issues, strengthening the reliability of its
supply chain, and improving material flow on the JPF program in
order to meet production requirements. The division has also
worked on production system improvements throughout the year
although the various production interruptions that have sporadi-
cally occurred have created operational inefficiencies. Management
believes that we have made significant progress on many of these
matters and believes most of them are now behind us.

The facilitization program that is currently underway is an impor-
tant element of our strategy to improve our quality and efficiency
on this program. The Phase 2 facilitization project will result in,
among other things, a second JPF production line at the division’s
Middletown facility. This program provides us an opportunity to
review production workflow to create greater efficiencies. Man-
agement expects that the facilitization program will be
completed in late 2007. Additionally, as the JPF product has con-
tinued to develop in the market, the division is focused on further
marketing of the JPF to foreign allied militaries. Foreign sales are
important to the ultimate success of the program. Overall, we
believe that profitability will improve as progress is made relative
to operating efficiencies, as deliveries to the U.S. military increase
and as further orders are received from foreign militaries.

helicopters division
in millions 2006 2005 2004

Net sales $ 69.9 $ 76.7 $ 66.9

% change (8.8)% 14.5% (24.6)%

Helicopters Division net sales decreased $6.8 million for 2006

compared to 2005. Net sales for 2005 increased $9.8 million com-
pared to 2004. The decrease in net sales for 2006 is primarily
attributable to lower K-MAX aircraft sales. In 2006, the division
sold only one K-MAX aircraft, the last available K-MAX aircraft, as
compared to four aircraft having been sold in 2005. The sale of the
last K-MAX also signaled the end of the division’s aircraft lease

revenue stream. This decrease was partially offset by new work
that the Helicopters Division performed for Sikorsky during 2006.
The 2005 increase is partially attributable to $6.0 million in addi-
tional sales of K-MAX as compared to 2004. Additionally, the 2004

sales are net of a non-cash sales adjustment for $18.2 million for
the division’s MDHI contracts whereas 2005 results include $4.6
million of sales to MDHI.

helicopters – sh-2 programs
Work continued on the SH-2G(A) program for Australia through-
out 2006. This program involves the remanufacture of eleven
helicopters with support, including a support services facility,
for the Royal Australian Navy (RAN). The combined contracts
have a current anticipated value of $762.6 million. The helicopter
production portion of the program is valued at $612.7 million,
essentially all of which has been recorded as sales through 2006.
The associated in-service support center contract has a current
anticipated value of $149.9 million of which 45 percent has been
recorded as sales through the end of 2006.

During 2006, the division made significant progress toward com-
pletion of the requirements of the 1997 production contract with
the Commonwealth of Australia by performing Formal Qualifica-
tion Testing (FQT) of the Integrated Tactical Avionics System (ITAS).
During this time, the division also worked with the Common-
wealth to resolve previously reported flight safety questions that
resulted in grounding of the aircraft early in 2006, and manage-
ment believes that the cause of the safety concern has been
rectified. The Commonwealth also continued to develop additional
work scope related to its aircraft certification requirements, which
would involve development and testing of new software and hard-
ware requirements for the automatic flight control system. The
division has provided a proposal to perform the additional work,
which could take up to approximately twenty-nine months.

Meanwhile, the company awaits the result of a previously
reported review by the Commonwealth’s Minister of Defence
regarding the possibility of pursuing an alternative to the Kaman
program. The company believes that its program is the most effi-
cient and cost effective method to achieve the Royal Australian
Navy’s operational needs.

While these activities are ongoing, in January 2007, the Common-
wealth also initiated the process that is provided for under the
contract to resolve disputes (which would begin with discussions
between the parties and could ultimately result in arbitration).
The parties subsequently agreed to stop that process and 
mutually waive, for the present, the expiration of any statute of
limitations periods that might be involved in the dispute. The
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Commonwealth’s principal assertions are that the helicopters
have not been delivered in a timely manner and the design of the
helicopter, particularly the automatic flight control system, is
inadequate from a safety perspective. Management believes that
its obligations to the Commonwealth under the program are
being performed and the design of the SH-2G(A) is safe and
proper as demonstrated by the significant operational history 
of this aircraft type with several countries, including the United
States. Management intends to continue its efforts to work with
the Commonwealth to develop a satisfactory path forward to
complete the SH-2G(A) program, which may include the addi-
tional work discussed above.

Continued cost growth on this contract has required additional
charges to the contract loss reserve including a $1.9 million charge
recorded in the fourth quarter of 2006. Charges recorded for 2006

related to this program total $9.7 million compared to $16.8 mil-
lion recorded during 2005, of which $2.5 million was recorded
during the fourth quarter of 2005. This production contract has
been in a loss position since 2002. The remaining accrued contract
loss as of the end of 2006 is $11.3 million. This contract loss accrual
continues to be monitored and adjusted as necessary to reflect the
anticipated cost of completing the contract.

At the conclusion of this contract, the company anticipates filing
a claim for a refund with the IRS for look-back interest which
management believes may be in excess of $5.0 million pretax.
During 2006, the company recorded $0.2 million in look-back
interest income related to the New Zealand SH-2G program. Look-
back interest income relates to the timing of taxes paid on
contract profit recognized in prior periods. Management’s policy
is to record this interest income or expense when the 
contract is completed as defined under IRS regulations.

The division is also continuing work under a program to provide
depot level maintenance for SH-2G(E) helicopters delivered to the
government of Egypt during the 1990s. Through December 2006,
the total estimated value of the program was $7.3 million and the
division had completed work on three of the aircraft. Work on the
fourth aircraft commenced in August and it is anticipated that it
will be completed in May 2007. In early January 2007, the division
received authorization for $1.8 million for depot level mainte-
nance on a fifth aircraft.

helicopters – other major programs
In July 2006, the Helicopters Division received a $3.1 million 
contract modification from the Army Material Research Develop-
ment and Engineering Command for follow-on work associated
with development of the BURRO Unmanned Resupply Helicopter,
utilizing the K-MAX. The funding covers work to enhance features
of the flight and mission management system and to support
BURRO participation in Army demonstrations. Separately, BURRO
was selected to participate in an Army-sponsored demonstration
at Ft. Benning, Georgia in November 2006, during which promis-
ing new technologies were being evaluated for rapid introduction
into the Army. The results of the Army’s evaluation are expected
in early 2007.

The division continues to support K-MAX helicopters that are
operating with customers. At the end of 2006, the division main-
tained $19.3 million of K-MAX inventory, which consisted of 
spare parts.

The Helicopters Division began to perform subcontract work for
Sikorsky in 2006, specifically fuselage joining and installation
tasks related to the BLACK HAWK helicopter as well as providing
certain mechanical subassemblies for Sikorsky. This exposure to 
a new customer is creating the potential for additional business
opportunities for the division.

kamatics
in millions 2006 2005 2004

Net sales $ 106.3 $ 92.2 $ 77.1

% change 15.2% 19.7% 17.0%

Net sales for the Kamatics subsidiary include RWG Frankenjura-
Industrie Flugwerklager GmbH, the company’s German aircraft
bearing manufacturer. Both Kamatics and RWG achieved record
sales for 2006 with total sales increasing $14.1 million. The
increase is a result of a higher volume of shipments to our cus-
tomers in the commercial jet liner market, the commercial
aftermarket, regional jet market and the commercial engine
market. For 2005, net sales increased $15.1 million, which was 
primarily attributable to more shipments of bearing products 
to Boeing as well as to Airbus and other customers in both the
commercial and military sectors.
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kamatics – major programs
Several key customers, including Boeing and Airbus, have been 
significant contributing factors to Kamatics’ operating results.
Kamatics continues to concentrate on maintaining delivery sched-
ules, as well as actively seeking additional sales opportunities and
working toward further market penetration. The company’s con-
tinued focus on process improvement and enhancing operating
efficiencies allows it to manage the additional order activity and
backlog. In order to meet production requirements, Kamatics
added 25,000 square feet of plant space at the Bloomfield facility
during the fourth quarter, representing an approximate 20 percent
increase in production space. Additionally, the company has an
additional 10,000 square feet under construction scheduled for
occupancy in the second quarter of 2007.

In December 2006, Kamatics was awarded the Pratt & Whitney
Gold Supplier Award. Kamatics is one of only nine Pratt & Whitney
Gold Supplier companies worldwide.

warranty matters
The company has two warranty-related matters that primarily
impact the FMU-143 program at the Dayron facility. The first item
involves a supplier’s recall of a switch embedded in certain bomb
fuzes. The second item involves bomb fuzes manufactured for the
U.S. Army utilizing systems which originated before Dayron was
acquired by Kaman that have since been found to contain an
incorrect part. The U.S. Army Sustainment Command (USASC), the
procurement agency that administers the FMU-143 contract, had
authorized the warranty rework in the late 2004/early 2005 time-
frame, however the company had not been permitted to finish
the work due to issues raised by the USASC primarily related to
administrative matters and requests for verification of the accu-
racy of test equipment (which accuracy was subsequently
verified). On December 27, 2006, the USASC notified the company
that it was changing its remedy under the warranty clause from
correction of the non-conforming fuzes to an “equitable adjust-
ment” of the contract price in the amount of $6.9 million. The
company believes that the USASC is unjustified in attempting to
make this change and has responded to that effect to the USASC.
The parties are following the procedure established by the con-
tract and if the USASC determines that it will not accept a rework
of the fuzes, the company intends to appeal the decision.

As previously disclosed, in March 2005 the U.S. Attorney’s Office
for the Middle District of Florida and the Defense Criminal 
Investigative Service (DCIS) initiated an investigation into the
second warranty matter. Dayron has cooperated fully with the

authorities, working to resolve the matter in a mutually satisfac-
tory manner. As of the date of this report, the company has not
received any notification from the authorities regarding resolu-
tion of the investigation.

On June 29, 2005, the company notified its two affected cus-
tomers of a non-conforming part that may have an impact on
certain aircraft panels manufactured by the Aerostructures facil-
ity in Wichita, Kansas, beginning in September 2002. As a result
of this matter, the company recorded a warranty accrual of $1.0
million during 2005, in anticipation of incurring its estimated
share of certain costs to manufacture replacement panels and
install them on certain aircraft. As of December 31, 2006, the com-
pany had a $0.7 million accrual remaining related to this matter.

other aerospace matters
As previously reported, a jury verdict was reached on May 17, 2006

in the company’s breach of contract suit against the University of
Arizona. The jury found in favor of Kaman on its claim that the Uni-
versity breached the contract between the parties and also found in
favor of Kaman and against the University on the University’s
counterclaim for breach of contract. No damages were awarded to
either party. The University has appealed the jury verdict to the Ari-
zona Court of Appeals and management currently expects a
decision from the court of appeals sometime during 2007.

On July 31, 2006, the company submitted an Offer to Purchase
(OTP) to NAVAIR and the General Services Administration to pur-
chase the portion of the Bloomfield campus that the company
currently leases from NAVAIR and has operated for several
decades for the principal purpose of performing U.S. government
contracts. Currently, the OTP is valid through July 31, 2007 and is
subject to negotiation of terms mutually acceptable to the 
company and the government that include, in consideration for
the transfer of title, the company’s assumption of responsibility
for environmental remediation at the facility as necessary to
meet the requirements of state law that will apply upon the
transfer. As of the date of this report, the company is in discus-
sions with the U.S. government regarding these terms and the
company anticipates that the process may take several more
months. Thereafter, upon completion of the government’s final
approval processes and requirements, the company anticipates
that transfer of title to the property will take place. In preparation
for this, the company is in discussions with the Connecticut
Department of Environmental Protection (CTDEP) in order to
define the scope of such remediation.
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In preparation for disposal of the Moosup, Connecticut facility,
CTDEP has given the company conditional approval for 
reclassification of groundwater in the vicinity of the facility 
consistent with the character of the area. The company has 
substantially completed the process of connecting neighboring
properties to public drinking water in accordance with such
approval and in coordination with the CTDEP and local authori-
ties. The company anticipates that this project will be completed
in 2007.

INDUSTRIAL DISTRIBUTION SEGMENT 
IN MILLIONS 2006 2005 2004

Net sales $ 665.4 $ 621.9 $ 581.8

% change 7.0% 6.9% 16.9%

Operating income $ 35.2 $ 29.4 $ 19.3

% of net sales 5.3% 4.7% 3.3%

% change 19.5% 52.1% 52.6%

net sales
The Industrial Distribution segment has continued its trend and
generated record sales for the third consecutive year. This segment
represents 55.2 percent of total 2006 net sales compared to 56.5
percent for 2005. The increase in sales is primarily due to steady
growth in all the regions and most of the markets in which we
participate. Specifically, the strongest performance related to con-
tinued strength in the mining, chemical and energy sectors in the
West region. The Central and East region generated steady growth
throughout the year specifically in the food processing industry
and the original equipment manufacturing (OEM) sectors.

The increase in net sales in 2005 represented steady growth,
partially as a result of new national accounts, despite higher
energy costs and the hurricanes in the southern region of the
country. During 2005, there was strength in the building materi-
als, mining and chemical industries specifically related to
demand in the Central and West regions in the United States.

operating income
In 2006, the Industrial Distribution segment experienced record
operating income for the second consecutive year. The increase in
operating income was primarily driven by the 7.0 percent increase
in sales volume, which generated an additional $7.7 million of oper-
ating income. Further margin improvements as a result of a variety
of margin control programs and higher rebate income for 2006 also
contributed to the increase year over year. Higher personnel costs

related to salary increases as well as additions to headcount due 
to branch openings and increased pension expense offset these
improvements to some extent. The increase in operating income
for 2005 was also largely driven by an increase in sales volume 
(6.9 percent), which resulted in an additional $8.3 million in 
operating income. Additionally, for both 2006 and 2005, favorable
economic conditions, new national accounts and continued focus on
operating efficiencies were factors in achieving these record results.

2006 trends

the market
Because of our diverse customer base, our performance tends to
track the U.S. Industrial Production Index. We are therefore
affected, to a large extent, by the overall business climate of our
customer industries, which includes plant capacity utilization
levels, and the effect of pricing spikes and/or supply interruptions
for basic commodities such as steel and oil. The Industrial Produc-
tion Index remained stable during 2006 although there are signs
of softening in various industries including the building industry
with respect to new home construction as well as the automotive
industry. Global demand for basic materials such as scrap steel,
coal, cement and copper continued to outpace supply in 2006,
which resulted in longer lead times and impacted our ability to
provide certain products to our customers.

our strategy
In order to meet the demands of our customers, we need to stay
focused on maintaining competitive pricing as well as providing
value added services that save our customers money and time
while helping them become more efficient and productive. Our
strategy to accomplish this is through offering solutions for
inventory management control procedures, process improve-
ments, e-commerce capabilities and customer production
enhancements. The segment’s size and scale of operations also
allows us to realize internal operating efficiencies as well as take
strategic advantage of vendor incentives in the form of rebates.
Management believes that we have the appropriate platforms,
including technology, systems management and customer and
supplier relationships, to compete effectively in our portion of the
highly diversified industrial distribution industry. We are cur-
rently working to further improve our technology in order to
continue to meet our customers’ growing needs. It is important
that we have the appropriate qualified personnel to undertake
these challenges and capitalize on opportunities and we continue
to work at attracting and retaining well-qualified people.
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Our business is one in which the three top players, including
Kaman, are all adding market share due to both consolidation 
in the ranks of distributors and the inclination of the larger 
manufacturers to concentrate their purchases through national
account arrangements. In late 2006, the segment was awarded
two new major contracts with prestigious, nationally known
companies, one of which will be one of the segment’s largest
accounts. Additionally, the segment succeeded in renewing all of
its major agreements that were expiring.

In 2006, new branches were opened in Austin, Texas; Greenville,
South Carolina; LaGrange, Georgia; and Topeka, Kansas and in
2007 we have plans for several more branches partially as a result
of the new contracts we won in 2006, which will further expand
our geographic footprint. We also continue to look for additional
opportunities in new markets, particularly the coal mining, oil
exploration and petroleum production industries. Additionally,
we continue to explore for potential acquisition candidates. Our
long-term strategy is to grow the segment by expanding into
additional areas that enhance our ability to compete for large
regional and national customer accounts. By so doing, we will
more clearly establish our business as one that can provide all
levels of service to our customers who are continually focused on
the streamlining of purchasing operations and consolidation of
supplier relationships.

MUSIC SEGMENT 
IN MILLIONS 2006 2005 2004

Net sales $ 214.8 $ 191.3 $ 161.0

% change 12.2% 18.8% 10.7%

Operating income $ 11.6 $ 13.0 $ 11.1

% of net sales 5.4% 6.8% 6.9%

% change (11.2)% 17.4% 16.6%

net sales
The Music segment represented 17.8 percent and 17.4 percent of
total net sales for 2006 and 2005, respectively. For 2006, the increase
in net sales was attributable to sales at Musicorp, which had sales
of $52.6 million in 2006. Excluding Musicorp sales for both 2006

and 2005, Music segment sales remained relatively flat year over
year. During 2006, there was a general softening in the market pri-
marily driven by lower consumer spending potentially as a result of
lower discretionary income. In 2005, the increase in net sales was
attributable to the acquisition of Musicorp, which had sales of 
$28.7 million after August 5, 2005, the date of acquisition.

operating income
Operating income for the Music segment decreased 11.2 percent
for 2006 compared to 2005. Despite the increase in sales year over
year, the additional gross profits generated by the incremental
sales were not sufficient to cover the additional operating
expenses that were incurred during 2006. During 2006, the seg-
ment also experienced an increase in bad debt expense due to
customer bankruptcies that occurred during the year. Operating
income increased 17.1 percent in 2005 compared to 2004. The
increase was driven by the additional operating income from the
acquisition of Musicorp. Without the Musicorp results, operating
income would have decreased slightly in part due to pricing pres-
sures in the competitive hand percussion market. Also, margins
were slightly lower as a larger portion of our sales was with
national accounts. This trend has continued through 2006.

2006 trends

the market
2006 was a challenging year for most businesses that participate in
the Music Industry. The trend of consolidation in the retail market
continued. The large retail chains continue to grow while the
smaller retailers appear to be losing market share to these large
musical instrument chains. There is an emerging trend involving
non-musical instrument retailers selling lower end musical prod-
ucts that has created additional competition in an already
challenging industry. The music industry is strongly affected by
consumer sentiment. Overall for the year, consumer confidence
was down due to a variety of factors. These factors include higher
gas prices, higher interest rates on housing and credit cards, higher
credit card minimum payments, as well as a slowing in the housing
market. These events have led to lower discretionary income and
thus lower consumer spending. Additionally, selling used musical
instruments on the Internet appears to have become more 
convenient and prevalent in the recent past. This trend may have
also had a negative effect on musical instrument retailer sales.
The segment’s mid to smaller sized customers appear to be affected
the most by this trend, which has a greater impact on Musicorp
results due to their overall customer base. At the same time, recent
bankruptcies by two of the segment’s national retailers appear to
be an indicator that even the larger national retailers are at risk in
this slow consumer spending market.

our strategy
A principal strategy of the segment over the past several years
has been to add popular premier branded products that can be
brought to market exclusively by the segment to build upon our
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Management assesses the company’s liquidity in terms of its abil-
ity to generate cash to fund operating, investing and financing
activities. Significant factors affecting liquidity include: cash flows
generated from or used by operating activities, capital expendi-
tures, investments in the business segments and their programs,
acquisitions, divestitures, dividends, adequacy of available bank
lines of credit, and factors which might otherwise affect the com-
pany’s business and operations generally, as described below
under the heading “Forward-Looking Statements”.

The primary sources of our liquidity are cash flow from opera-
tions and borrowings under our revolving credit agreement.
Although the company’s operating results have improved during
2006, we continue to rely significantly upon borrowings in order
to fund our working capital requirements as well as certain
investing and financing activities. During 2006, our working capi-
tal needs have continued to increase primarily as a result of
delays in the completion of the Australian SH-2G(A) program and
resolution of productivity issues at the Dayron facility. Going for-
ward, we believe that bank borrowings will continue to provide

an important source of support for the company’s activities. We
believe that our current revolving credit agreement, which was
recently expanded by $50 million, to a total of $200 million, along
with cash generated from operating activities, will be sufficient
to support our anticipated future liquidity requirements.

operating activities
Net cash provided by operating activities decreased $36.0 million
for 2006 compared to 2005. Additional cash used for working capi-
tal requirements primarily drives the decrease in cash provided by
operating activities. The Helicopters Division as well as the Fuzing
Division primarily drove these working capital requirements for
2006. Additionally there was an increase in accounts receivable as
a result of higher sales in the fourth quarter of 2006 compared to
the fourth quarter of 2005 as well as a higher level of uncollected
progress billings for certain Aerospace contracts. Additional uses
of cash in operating activities relate to payment of costs related to
the Australia SH-2G(A) program as well as other loss contracts,
including the Boeing Harbour Pointe contract, on which the 

market position. The added value that the segment brings as the
largest independent U.S. distributor has allowed us to secure such
arrangements. During 2006, the segment converted our distribu-
tion agreement with Sabian Cymbals into an exclusive contract,
expanding an important product offering to proprietary brand
status. Additionally effective January 1, 2007, Elixir Strings
selected the segment as its exclusive U.S. distributor.

2006 marked the first full year of Musicorp operations as part of the
Music segment. Throughout the year, the segment made signifi-
cant progress in its efforts to reduce redundant costs in order to
maintain profitability. Management believes that the effect of
these efforts will be more fully realized in 2007 and thereafter. The
closing of the Dallas location, the final warehouse scheduled to be
closed at this time, will occur in March 2007. The segment is now
focused on cross selling its premier proprietary products, including
Sabian Cymbals and Elixir Strings, to the Musicorp customer base.

As discussed above, the continued industry trend toward consolida-
tion in the retail market has led to growth in the very large retail
chains. The concentration of sales to these large customers is
increasing and this has led to increased pricing pressures. Manage-
ment’s strategy has been to build upon its competitive advantages
by creating and maintaining industry-leading distribution systems
and the computerized business-to-business capabilities that large
national retailers increasingly require. Although our national
accounts are important contributors to our sales volume, the seg-
ment also continues to support its traditional base of mid to small
retailers. We have utilized the advantage of our sophisticated, large-
scale business systems and have created a proprietary software
system link to our inventories for our customer base of several
thousand retailers ranging from the industry’s largest national
chains, which require such systems, to the smallest neighborhood
music stores, which gain the benefit of greater efficiency.
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IV. Liquidity and Capital Resources
DISCUSSION AND ANALYSIS OF CASH FLOWS – 2006
IN MILLIONS 2006 2005 $ CHANGE % CHANGE 2004

Total cash provided by (used in)
Operating activities $ 6.8 $ 42.8 $ (36.0) (84.1)% $ 29.9

Investing activities (15.7) (40.6) 24.9 61.4% (10.4)

Financing activities 8.4 (1.6) 10.0 637.5% (14.4)

Increase (decrease) in cash (0.5) 0.6 (1.1) (178.3)% 5.1



company worked during 2006. The company anticipates spending
an additional $11.3 million to fund the completion of the Australia
program. This amount has been recorded as an accrued contract
loss as of December 31, 2006.

investing activities
Net cash used in investing activities decreased $24.9 million for
2006 compared to 2005. In 2005, the company paid approximately
$29.0 million for the acquisition of Musicorp whereas there were
no acquisitions during 2006. This decrease is offset to some extent
by a greater amount of capital expenditures during 2006 princi-
pally as a result of the expansion of the Kamatics’ facility as well
as additional machinery and equipment capital expenditures for
other operating units within the Aerospace segment.

financing activities
Net cash provided by financing activities was $8.4 million during
2006 as compared to net cash used in financing activities of $1.6
million for 2005. In the fourth quarter of 2005, the company paid
$13.9 million to certain former Class B common shareholders in con-
nection with the recapitalization. The company’s net borrowing at
December 31, 2006 was $74.4 million which consisted of long-term
debt and notes payable as compared to $64.8 million at December
31, 2005. The 2006 borrowings were primarily to fund working cap-
ital requirements whereas the 2005 borrowings were primarily to
fund the acquisition of Musicorp and the recapitalization.

DISCUSSION AND ANALYSIS OF CASH FLOWS – 
2005 AND 2004
Net cash provided by operating activities increased $12.9 million
in 2005 as compared to 2004. The increase was partially due to an
increase in earnings from operations primarily attributable to
increased sales and operating income for each of our segments.
Total cash received increased during 2005 primarily due to higher
sales volume and the collection of $24.9 million of amounts due
associated with the Aerospace segment’s SH-2G(A) helicopter
program. Also favorably impacting cash flows during 2005 was
the collection of $7.2 million of payments from MDHI. These cash
inflows were offset by cash outflows related to the payment of
expenses associated with loss contracts, in particular the SH-
2G(A) program. Although this also occurred in 2004, the volume
of such payments during 2005 was substantially more than the
payments made during 2004. Additionally, there was consider-
ably more stock appreciation rights activity in 2005 than in 2004.

Net cash used in investing activities increased $30.2 million
during 2005. The increase is primarily due to the $29.0 million

paid in connection with the acquisition of Musicorp. Capital
expenditures were $9.9 million during 2005 as compared to $7.5
million in 2004. The increase was partially due to additional pur-
chases of machinery and equipment at Kamatics to support the
additional sales volume.

Net cash used in financing activities decreased $12.9 million in
2005 as compared to 2004. The company borrowed approximately
$29.0 million in long-term debt primarily to fund the acquisition
of Musicorp during the third quarter of 2005. In association with
the recapitalization, the company paid $13.9 million to certain
former Class B common shareholders. The company also paid $6.3
million related to notes payable during 2005 as compared to
receiving cash inflow of $1.2 million during 2004. Additionally, the
company increased its quarterly dividend by 13.6 percent during
the second quarter of 2005. This resulted in total dividends paid of
$10.7 million in 2005 as compared to $10.0 million in 2004.

FINANCING ARRANGEMENTS
As of December 31, 2006,the company had a $150 million revolv-
ing credit facility (Revolving Credit Agreement) expiring August
4, 2010. The facility includes the availability of funding in foreign
currencies as well as an “accordion” feature that provides the
company the opportunity to request, subject to bank approval, an
expansion of up to $50 million in the overall size of the facility. In
January 2007, the company activated the accordion thereby
expanding the Revolving Credit Agreement to $200 million. In 
conjunction with this exercise, the credit agreement was
amended to add another $50 million accordion feature for possi-
ble future activation bringing the total potential arrangement to
$250 million. The facility is expected to be sufficient to support
the company’s anticipated operating, investing and financing
activity for at least the next 12 months.

Total average bank borrowings for 2006 were $79.9 million com-
pared to $49.5 million for 2005 and $51.6 million for 2004. As of
December 31, 2006, there was $65.7 million available for borrow-
ing under the Revolving Credit Agreement. Letters of credit are
generally considered borrowings for purposes of the Revolving
Credit Agreement. A total of $26.3 million in letters of credit were
outstanding under the Revolving Credit Agreement at December
31, 2006, $19.8 million of which is related to the Australia 
SH-2G(A) program. The letter of credit for the production portion
of the Australia program has a balance of $16.0 million, the
majority of which is expected to remain in place until the first
fully capable aircraft is accepted by the RAN.
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Facility fees and interest rates under the Revolving Credit Agree-
ment are determined on the basis of the company’s credit rating
from Standard & Poor’s. In January 2007, Standard & Poor’s re-
affirmed the company rating as investment grade BBB- with an
outlook of stable. Management believes that this is a favorable
rating for a company of our size. Under the terms of the Revolving
Credit Agreement, if this rating should decrease, the effect would
be to increase facility fees as well as the interest rates charged.
The financial covenants related to the Revolving Credit Agree-
ment include a requirement that the company have i) EBITDA, at
least equal to 300 percent of net interest expense, on the basis of
a rolling four quarters and ii) a ratio of consolidated total indebt-
edness to total capitalization of not more than 55 percent. The
agreement also incorporates a financial covenant which provides
that if the company’s EBITDA to net interest expense ratio is less
than 6 to 1, the ratio of i) accounts receivable and inventory for
certain Kaman subsidiaries to ii) the company’s consolidated total
indebtedness cannot be less than 1.6 to 1. The company remained
in compliance with those financial covenants as of and for the
year ended December 31, 2006.

OTHER SOURCES/USES OF CAPITAL
At December 31, 2006, the company had $16.4 million of its 6
percent convertible subordinated debentures outstanding. The
debentures are convertible into shares of common stock at any
time on or before March 15, 2012 at a conversion price of $23.36

per share, generally at the option of the holder. Pursuant to a sink-
ing fund requirement that began March 15, 1997, the company
redeemed $1.7 million of the outstanding principal of the deben-
tures each year through 2005. During 2006, several debenture
holders elected to convert their bonds to shares of common stock,
resulting in the company issuing 12,871 shares of common stock
for the conversion of 301 debentures. As a result of these conver-
sions, the company redeemed only $1.6 million of the outstanding
principal of the debentures in 2006 and will continue to do so each
year going forward.

In November 2000, the company’s board of directors approved a
replenishment of the company’s stock repurchase program, provid-
ing for repurchase of an aggregate of 1.4 million common shares
for use in administration of the company’s stock plans and for gen-
eral corporate purposes. As of December 31, 2006, a total of 269,611

shares had been repurchased since inception of this replenishment
program. There were no shares repurchased during 2006.

We plan to record pension expense of approximately $9.6 million
and make a cash contribution of $9.9 million to our tax-qualified
defined benefit pension plan for the 2007 plan year. This is based

upon the asset value of the pension trust fund as of December 31,
2006. For the 2006 plan year, we expensed approximately 
$12.5 million and made a contribution of $9.8 million, of which
$2.5 million was paid in January 2007, to our tax-qualified
defined benefit pension plan. This was based upon the asset
value of the pension trust fund as of December 31, 2005.

V. Critical Accounting Estimates
The company’s significant accounting policies are outlined in
Note 1 to the Consolidated Financial Statements. The preparation
of these financial statements requires us to make estimates and
judgments that affect the reported amounts of assets, liabilities,
revenue, and expenses and related disclosures based upon histori-
cal experience, current trends and other factors that management
believes to be relevant. We are also responsible for evaluating the
propriety of our estimates, judgments, and accounting methods
as new events occur. Actual results could differ from those esti-
mates. Management periodically reviews the company’s critical
accounting policies, estimates, and judgments with the Audit
Committee of our Board of Directors. The most significant areas
currently involving management judgments and estimates are
described below.

LONG TERM CONTRACTS – REVENUE RECOGNITION
For long term contracts in the Aerospace segment, the company
generally recognizes sales and income based on the percentage-
of-completion method of accounting which allows for recognition
of revenue as work on a contract progresses. We recognize sales
and profit based upon either (1) the cost-to-cost method, in 
which profit is recorded based upon a ratio of costs incurred to
estimated total costs to complete the contract, or (2) the units-of-
delivery method, in which sales are recognized as deliveries are
made and cost of sales is computed on the basis of the estimated
ratio of total cost to total sales.

Management performs detailed quarterly reviews of all of our
long-term contracts. Based upon these reviews, we record adjust-
ments in profit estimates each period. When total estimated costs
exceed total estimated revenue to be earned, the company records
a provision for the entire anticipated contract loss at that time.

The percentage-of-completion method requires that we estimate
future revenues and costs over the life of a contract. Revenues are
estimated based upon the original contract price, with considera-
tion being given to exercised contract options, change orders and in
some cases projected customer requirements. Contract costs may
be incurred over a period of several years, and the estimation of
these costs requires significant judgment based upon the acquired
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knowledge and experience of program managers, engineers, and
financial professionals. Estimated costs are based primarily on
anticipated purchase contract terms, historical performance trends,
business base and other economic projections. The complexity of
certain programs as well as technical risks and the availability of
materials and labor resources could affect the company’s ability to
estimate future contract costs. A significant change in an estimate
on one or more programs could have a material effect on our finan-
cial position or results of operations.

For example, the company is required to make estimates and
assumptions related to its completion of the SH-2G(A) helicopter
program with the RAN. Estimating the ultimate total costs of this
program has been challenging primarily due to the complexity of
the development of the ITAS software and its integration into the
aircraft, the time and effort needed to complete the formal quali-
fication testing, as well as changes in the work scope that have
been made periodically throughout the program by the RAN.
These items have continued to delay final acceptance of the first
fully functional aircraft. These technical difficulties have also
delayed customer payments. During 2006, the company recorded
an additional $9.7 million accrued contract loss to provide for
additional anticipated costs for the completion of the contract,
principally related to formal qualification testing. While we
believe the accrued contract loss is sufficient to cover estimated
costs to complete the program, management will continue to
monitor the program and adjust the program loss, if necessary.

Although our arrangement with the RAN is currently our largest
contract, there are other contracts that management believes
could have a significant impact on our financial position includ-
ing the JPF program and the Sikorsky BLACK HAWK program.
Both of these programs ramped up during 2006, which led to an
increase in sales. These programs are an important element in the
continuing strategy to increase operating efficiencies and prof-
itability as well as broaden our business base. Management
continues to monitor and update program cost estimates quar-
terly for these contracts.

ALLOWANCE FOR DOUBTFUL ACCOUNTS
The company has three types of accounts receivables: (a) Trade
receivables, which consist of amounts billed and currently due
from customers; (b) U.S. Government contract receivables, which
consist of (1) amounts billed and (2) costs and accrued profit
earned but not yet billable under the terms of the contract; and 
(c) Commercial and other government contract receivables, which
also includes (1) amounts billed and (2) costs and accrued profit

earned but not yet billable under the terms of the contract. Trade
receivables typically relate to products sold by the Industrial 
Distribution and Music segments for which the sales occur gener-
ally upon shipment of the product. Contract receivables typically
relate to balances due under a long-term contractual arrange-
ment in which there are progress or milestone billings in
accordance with the terms of a contract.

The allowance for doubtful accounts represents management’s
best estimate of probable losses inherent in the receivable bal-
ance. These estimates are based on known past due amounts 
and historical write-off experience, as well as trends and factors
impacting the credit risk of specific customers. In an effort to
identify adverse trends for trade receivables, we perform ongoing
reviews of account balances and the aging of receivables.
Amounts are considered past due when payment has not been
received within a pre-determined time frame based upon the
credit terms extended. For our government and commercial 
contracts, we evaluate, on an ongoing basis, the amount of recov-
erable costs. The recoverability of costs is evaluated on a contract
by contract basis based upon historical trends of payments, pro-
gram viability and the customer’s credit-worthiness.

As of December 31, 2006 and 2005, our allowance for doubtful
accounts was 1.7 percent and 1.9 percent of gross receivables of
$192.7 million and $179.7 million, respectively. Receivables writ-
ten off, net of recoveries, in 2006 and 2005 were $1.0 million and
$1.1 million, respectively. Write-offs are charged directly against
the allowance for doubtful accounts only after we have
exhausted all collection efforts. Actual write-offs and adjust-
ments could differ from the allowance estimates due to
unanticipated changes in the business environment as well as
factors and risks associated with specific customers. During 2005,
the company had a favorable adjustment to its allowance for bad
debts of $2.2 million related to the recovery of MDHI receivables
that were reserved for during 2004.

The largest component of accounts receivable earned but not
billed relates to the SH-2G(A) program. As of December 31, 2006,
the company had $41.3 million of costs not billed which will be
due and payable as the Aerospace segment satisfactorily com-
pletes the Australian SH-2G(A) program. When these costs are
ultimately billed to the RAN, they will be offset by the application
of $7.5 million of contract advances previously paid to the com-
pany by the RAN. We anticipate that $11.3 million will be
required to fund completion of the program, which amount is
reported as an accrued contract loss as of December 31, 2006.
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INVENTORY VALUATION
We have four types of inventory (a) Merchandise for resale, (b) Con-
tracts in process, (c) Other work in process, and (d) Finished goods.

Merchandise for resale is stated at the lower of the cost of the inven-
tory or fair market value. Contracts in process, other work in process
and finished goods are valued at production cost comprised of mate-
rial, labor and overhead, including general and administrative
expenses where applicable. Contracts in process, other work in
process, and finished goods are reported at the lower of cost or net
realizable values. The company includes raw material amounts in
the contracts in process and other work in process balances. Raw
material includes certain general stock materials but primarily
relates to purchases that were made in anticipation of specific pro-
grams that have not been started as of the balance sheet date. The
amount of total raw material included in these in process amounts
is less than 10 percent of the total inventory balance.

The process for evaluating inventory obsolescence or market
value issues often requires the company to make subjective judg-
ments and estimates concerning future sales levels, quantities
and prices at which such inventory will be sold in the normal
course of business. We adjust our inventory by the difference
between the estimates and the actual cost of our inventory to
arrive at net realizable value. Changes in estimates of future sales
volume may necessitate future write-downs of inventory value.
Overall, management believes that our merchandise for resale is
not highly susceptible to obsolescence.

Inventory valuation at the Industrial Distribution and Music seg-
ments generally requires less subjective management judgment
than the valuation of certain Aerospace segment inventory.
Specifically, based upon a market evaluation performed in 2002,
the Aerospace segment wrote down its K-MAX inventory by
$46.7 million in that year. The K-MAX inventory balance, consist-
ing of work in process and finished goods, was $19.3 million as of
December 31, 2006 and $22.5 million as of December 31, 2005.
We believe that it is stated at net realizable value, although lack 
of demand for spare parts in the future could result in additional
write-downs of the inventory value. Management reviews the 
K-MAX inventory balance on an annual basis and determines if
any additional write downs are necessary.

VENDOR INCENTIVES
The company’s Industrial Distribution segment enters into agree-
ments with certain vendors providing for inventory purchase
rebates that are generally earned upon achieving specified

volume-purchasing or sales levels. The rebate percentages may
increase or decrease based upon the amount of inventory pur-
chased or sold annually. Each program is analyzed and reviewed
each quarter to determine the appropriateness of the projected
annual rebate. Historically, differences between our estimates
and actual rebates subsequently received have not been material.

To the extent that the segment has inventory on hand that quali-
fies for specific rebate programs, the recognition of the rebate is
generally deferred until the inventory is sold. The segment recog-
nizes these incentives as a reduction of cost of sales. Although
management believes that we will continue to receive vendor
incentives, there is no assurance that our vendors will continue to
provide comparable amounts of rebates in the future. Also, man-
agement cannot estimate whether we will continue to utilize the
vendor programs at the same level as in prior periods.

GOODWILL AND INTANGIBLE ASSETS
Goodwill and certain intangible assets that have indefinite lives
are evaluated at least annually for impairment. All intangible
assets are also reviewed for possible impairment whenever
changes in conditions indicate that carrying value may not be
recoverable. The annual evaluation is performed during the fourth
quarter, based on the initial annual forecast information. The iden-
tification and measurement of goodwill impairment involves the
estimation of fair value of the reporting unit as compared to its
carrying value. The company determines fair value of our report-
ing units by utilizing discounted cash flow models. Management’s
estimates of fair value are based upon factors such as projected
sales and growth rates, discount rate to reflect the risk inherent in
future cash flows, and other elements requiring significant judg-
ments. We utilize the current available information regarding
present industry and economic conditions and future expectations
to prepare our estimates and perform impairment evaluations.

The carrying value of goodwill and other indefinite lived intangi-
bles was $70.7 million and $68.5 million as of December 31, 2006

and 2005, respectively. Based upon its annual evaluation, manage-
ment has determined that there has been no impairment;
however, actual results could differ significantly from the most
recent forecasts, which might result in the future impairment of
recorded goodwill and other intangible asset balances. Based upon
our analysis, a 1.0 percentage point increase in the discount rate
used would not have resulted in any goodwill impairment. Addi-
tionally, a 10 percent decrease in the fair value of our reporting
units also would not have resulted in any goodwill impairment.
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LONG TERM INCENTIVE PROGRAMS
The company maintains the 2003 Stock Incentive Plan, which 
provides for equity compensation awards, including principally
incentive and non-statutory stock options, restricted stock, stock
appreciation rights, and long term incentive program (LTIP)
awards. In addition, the 2003 Plan contains provisions intended 
to qualify the plan under Section 162(m) of the Internal Revenue
Code of 1986, as amended.

On January 1, 2006, we adopted Statement of Financial Account-
ing Standards No. 123(R) (SFAS 123(R)) related to accounting for
share-based payments and, accordingly, we are now recording
compensation expense for share-based awards based upon an
assessment of the grant date fair value of the awards. The fair
value of each option award is estimated on the date of grant
using the Black-Scholes option valuation model. A number of
assumptions are used to determine the fair value of options
granted. These include expected term, volatility of the options
and the risk free interest rate.

expected term The expected term for options represents an esti-
mate of the period of time the stock options are expected to
remain outstanding and is generally based upon an analysis of
the historical behavior of stock option holders during the period
from 1995 through 2005.

volatility The volatility assumption is based on the historical
daily price data of the company’s stock over a period equivalent to
the weighted-average expected term of the options. Management
evaluated whether there were factors during that period which
were unusual and which would distort the volatility figure if used
to estimate future volatility and concluded that there were no
such factors.

risk-free rate The risk-free interest rate assumption is based
upon the interpolation of various U.S. Treasury rates determined
at the date of option grant. Expected dividends are based upon a
historical analysis of our dividend yield over the past year.

Restricted stock awarded to employees is included in earnings as
an expense over the vesting period of the award. Stock apprecia-
tion rights awarded to employees are also included in earnings
over the graded vesting period of the award. Similar to our stock
options, a fair value assessment is performed on stock apprecia-
tion rights. Unlike options, stock appreciation rights expense is
subject to increase or decrease based upon the fluctuation of the
market price of the shares each period.

LTIP awards provide certain senior executives an opportunity to
receive award payments in either stock or cash as determined by

the Personnel and Compensation Committee of the company’s
Board of Directors in accordance with the Plan, at the end of a
three-year performance cycle. For the performance cycle, the com-
pany’s financial results are compared to the Russell 2000 indices
for the same periods based upon the following: (a) average return
on total capital, (b) earnings per share growth and (c) total return
to shareholders. No awards will be payable unless the company’s
performance is at least in the 25th percentile of the designated
indices. The maximum award is payable if performance reaches
the 75th percentile of the designated indices. Performance
between the 25th and 75th percentiles is determined by straight-
line interpolation.

In order to estimate the liability related to the LTIP awards,
management must make assumptions as to how our current per-
formance compares to current Russell 2000 data based upon the
Russell 2000’s historical results. This analysis is performed on a
quarterly basis. When sufficient Russell 2000 data for the current
year is available, which typically will not be until April or May of
the following year, management will adjust the liability to reflect
the current best estimate of the total award. Actual results could
significantly differ from management’s estimates. The total liabil-
ity as of December 31, 2006 is $6.4 million. A 10.0 percentage point
increase in the total performance factor earned would result in a
reduction of pretax earnings by $0.4 million for 2006.

PENSION PLANS
The company maintains a qualified defined benefit pension plan
for its full-time U.S. employees (with the exception of certain
acquired companies that have not adopted the plan) as well as a
non-qualified Supplemental Employees Retirement Plan (SERP) 
for certain key executives. Expenses and liabilities associated with
each of these plans are determined based upon actuarial valua-
tions. Integral to these actuarial valuations are a variety of
assumptions including expected return on plan assets, discount
rate and rate of increase in compensation levels. Management 
regularly reviews these assumptions in consultation with our
external actuaries. Our assumptions are updated at the measure-
ment date, December 31st, and are disclosed in Note 14 to the
Consolidated Financial Statements included in this Annual Report.
In accordance with generally accepted accounting principles, the
impact of differences between actual results and the assumptions
are accumulated and generally amortized over future periods,
which will affect expense recognized in future periods.

Management believes that two assumptions, the discount rate
and the expected rate of return on plan assets, are important 
elements of expense and/or liability measurement.
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The discount rate represents the interest rate used to determine
the present value of future cash flows currently expected to be
required to settle the pension obligation. For 2006, management
reviewed the Citigroup Pension Discount Curve and Liability
Index to determine the appropriateness of our discount rate
assumptions. This index was designed to provide a market aver-
age discount rate to assist plan sponsors in valuing the liabilities
associated with postretirement obligations. The Citigroup index
is a hypothetical double A yield curve represented by a series of
annualized individual discount rates. Each bond issue underlying
the Citigroup index is required to have a rating of Aa or better by
Moody’s Investors Services, Inc. or a rating of AA or better by Stan-
dard & Poor’s. Additionally, we reviewed the change in the
general level of interest rates since the last measurement date
noting that overall rates have increased since 2005.

Based upon this information, management has used a 5.85 per-
cent discount rate as of December 31, 2006 for the qualified
benefit pension plan. This rate takes into consideration the popu-
lation of our pension plan and the anticipated payment stream as
compared to the Citigroup index and rounds the results to the
nearest fifth basis point. For the SERP, management used the
same methodology as the pension plan and derived a discount
rate of 5.60 percent for the benefit obligation. The difference in
the discount rates is due to the average age of the population of
the pension plan as compared to that of the SERP. The qualified
defined pension plan and SERP used a discount rate of 5.75 per-
cent in 2005 for purposes of calculating the benefit obligation. A
lower discount rate increases the present value of benefit obliga-
tions and increases pension expense. A one-percentage point
decrease in the assumed discount rate would have increased
annual pension expense in 2006 by $6.6 million. A one-percent-
age point increase in the assumed discount rate would have
decreased annual pension expense in 2006 by $4.3 million.

The expected long-term rate of return on plan assets represents
the average rate of earnings expected on the funds invested to pro-
vide for anticipated benefit payments. The expected return on
assets assumption is developed based upon several factors. Such
factors include current and expected target asset allocation, our
historical experience of returns by asset class type, a risk premium
and an inflation estimate. Our actuaries assist us in analyzing the
foregoing factors. A lower expected rate of return on pension plan
assets will increase pension expense. The expected return on plan
assets was 8.0 percent for both December 31, 2006 and 2005. A one
percentage point increase/decrease in the assumed return on pen-
sion plan assets assumption would have changed annual pension
expense in 2006 by approximately $3.7 million.

Effective December 31, 2006, the company adopted Statement of
Financial Accounting Standards No. 158 (SFAS 158), “Employer’s
Accounting for Defined Benefit Pension and Other Postretirement
Plans - an amendment of FASB Statements Nos. 87, 88, 106, and
132(R)”. SFAS 158 requires that we recognize the overfunded or
underfunded status of our defined benefit plans, calculated as the
difference between our plan assets and the projected benefit obli-
gation, as an asset or liability in our 2006 year-end balance sheet,
with changes in the funded status recognized through compre-
hensive income in the year in which they occur. Prior to the
adoption of SFAS 158, the company was required to maintain a
minimum funding liability based upon the accumulated benefit
obligation. The impact of the adoption of SFAS 158 is more fully
discussed in Note 14 to the Consolidated Financial Statements.

INCOME TAXES
Tax laws in certain of our operating jurisdictions require items to
be reported for tax purposes at different times than the items are
reflected in our financial statements. Some of these differences
are permanent, such as expenses which are never deductible on
our tax returns such as the recapitalization costs incurred during
2005, and some are temporary differences, such as depreciation
expense. Temporary differences create deferred tax assets and lia-
bilities. Deferred tax assets generally represent items that can be
used as a tax deduction or credit in our tax returns in future years
for which we have already recorded the tax benefit in our finan-
cial statements. Deferred tax liabilities generally represent tax
expense recognized in our financial statements for which pay-
ment is not yet due or the realized tax benefit of expenses we
have already reported in our tax returns, but have not yet recog-
nized as expense in our financial statements.

As of December 31, 2006 the company had recognized $39.2 mil-
lion of net deferred tax assets, net of valuation allowances. The
realization of these benefits is dependent in part on future tax-
able income. For those foreign countries or U.S. states where the
expiration of tax loss or credit carry forwards or the projected
operating results indicates that realization is not likely, a valua-
tion allowance is provided. Management believes that sufficient
income will be earned in the future to realize deferred income tax
assets, net of valuation allowances recorded. The realization of
these deferred tax assets can be impacted by changes to tax laws,
statutory tax rates and future taxable income levels.

Our effective tax rate was 39.2 percent for 2006. Our effective tax
rate is based on expected or reported income or loss, statutory tax
rates, and tax planning opportunities available to us in the vari-
ous jurisdictions in which we operate. Significant judgment is
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required in determining our effective tax rate and in evaluating
our tax positions. We establish reserves when, despite our belief
that our tax return positions are valid and defensible, we believe
that certain positions may not prevail if challenged. We adjust
these reserves in light of changing facts and circumstances, such
as the progress of a tax audit or changes in tax legislation. Our
effective tax rate includes the impact of reserve provisions and

changes to reserves that we consider appropriate. This rate is
then applied to our quarterly operating results. In the event that
there is a significant unusual or one-time item recognized in our
operating results, the tax attributable to that item would be sepa-
rately calculated and recorded at the same time as the unusual or
one-time item.

VI. Contractual Obligations and Off-Balance Sheet Arrangements
CONTRACTUAL OBLIGATIONS
The following table summarizes certain of the company’s contractual obligations as of December 31, 2006:

PAYMENTS DUE BY PERIOD (IN MILLIONS)

WITHIN 1–3 3–5 MORE THAN 5
CONTRACTUAL OBLIGATIONS TOTAL 1 YEAR YEARS YEARS YEARS

Long-term debt $ 74.4 $ 1.6 $ 3.1 $ 61.1 $ 8.6

Interest payments on debt A
22.5 6.6 8.5 5.1 2.3

Operating leases 49.1 17.5 19.6 7.9 4.1

Purchase obligations B
145.1 86.2 28.2 21.1 9.6

Other long-term obligations C
20.3 5.3 5.7 1.7 7.6

Planned funding of pension and SERP D
49.8 14.8 22.2 1.6 11.2

Total $ 361.2 $ 132.0 $ 87.3 $ 98.5 $ 43.4

Note: For more information refer to Note 10, Credit Arrangements–Short-Term Borrowing and Long-Term Debt; Note 16, Commitments and Contingencies; Note 15, Other Long-Term Liabilities;
and Note 14, Pension Plans in the Notes to Consolidated Financial Statements of this Annual Report.

The following assumptions have been used to derive the disclosed amounts:

A Interest payments on debt within one year are based upon the long-term debt that existed at December 31, 2006. After one year interest payments are based upon average estimated 
long-term debt balances outstanding each year.

B This category includes purchase commitments with suppliers for materials and supplies as part of the ordinary course of business, consulting arrangements and support services.
Only obligations in the amount of at least fifty thousand dollars are included.

C This category includes obligations under the company’s long-term incentive plan, deferred compensation plan and a supplemental disability income arrangement for one former 
company officer.

D This category includes planned funding of the company’s supplemental employees’ retirement plan and qualified defined benefit pension plan. Projected funding for the qualified defined
benefit pension plan beyond one year has not been included as there are several significant factors, such as the future market value of plan assets and projected investment return rates,
which could cause actual funding requirements to differ materially from projected funding.

OFF-BALANCE SHEET ARRANGEMENTS
The following table summarizes the company’s off-balance sheet arrangements:

PAYMENTS DUE BY PERIOD (IN MILLIONS)

WITHIN 1–3 3–5 MORE THAN 5
OFF-BALANCE SHEET ARRANGEMENTS TOTAL 1 YEAR YEARS YEARS YEARS

Outstanding commercial letters of credit $ 1.4 $ 1.4 $ — $    — $   —

Acquisition earn-outs 1
5.9 2.7 0.6 1.3 1.3

Total $ 7.3 $ 4.1 $ 0.6 $ 1.3 $ 1.3

1: The obligation to pay earn-out amounts depends upon the attainment of specific milestones for Dayron, an operation acquired in 2002.

The company currently maintains $26.3 million in outstanding standby letters of credit under the Revolving Credit Agreement. Of this
amount, $19.8 million is attributable to the Australia SH-2G(A) program. These letters of credit were issued to secure payments received 
in advance on the contract from the customer, the Royal Australian Navy. The letters of credit that relate to the production portion of the
contract, approximately $16.0 million, will remain in place until final acceptance of the first fully capable aircraft occurs. The remaining
$6.5 million relates to letters of credit related to the company’s estimate of workers compensation claims incurred. Management does not
currently anticipate making any payments against the outstanding letters of credit.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

KAMAN CO R PO RATI O N AN D S U BS I D IAR I E S

VII. Recent Accounting Standards
In July 2006, the Financial Accounting Standards Board (FASB)
issued FASB Interpretation No. 48 (FIN 48), “Accounting for Uncer-
tainty in Income Taxes—an interpretation of FASB Statement 
No. 109”, which clarifies the methodology for financial statement
recognition and measurement of a tax position taken or expected
to be taken in a tax return. The company is required to adopt 
FIN 48 on January 1, 2007, and the cumulative effect on net 
assets of such adoption is not expected to be material.

In September 2006, the FASB issued Statement of Financial
Accounting Standards No. 157 (SFAS 157), “Fair Value Measure-
ments,” which defines fair value, establishes guidelines for
measuring fair value and expands disclosures regarding fair value
measurements. SFAS 157 does not require any new fair value meas-
urements but rather eliminates inconsistencies in guidance found
in various prior accounting pronouncements. SFAS 157 is effective
for fiscal years beginning after November 15, 2007. Earlier adoption
is permitted, provided the company has not yet issued financial
statements, including for interim periods, for that fiscal year. We are
currently evaluating the impact of SFAS 157, but do not expect the
adoption of SFAS 157 to have a material impact on our consolidated
financial position, results of operations or cash flows.

FORWARD-LOOKING STATEMENTS:
This report may contain forward-looking information relating to the company’s busi-
ness and prospects, including the Aerospace, Industrial Distribution and Music
businesses, operating cash flow, and other matters that involve a number of uncer-
tainties that may cause actual results to differ materially from expectations. Those
uncertainties include, but are not limited to: 1) the successful conclusion of competi-
tions for government programs and thereafter contract negotiations with
government authorities, both foreign and domestic; 2) political conditions in coun-
tries where the company does or intends to do business; 3) standard government
contract provisions permitting renegotiation of terms and termination for the con-
venience of the government; 4) domestic and foreign economic and competitive
conditions in markets served by the company, particularly defense, commercial 
aviation, industrial production and consumer market for music products; 5) satisfac-
tory completion of the Australian SH-2G(A)program, including resolution of the
current contract dispute with the Commonwealth; 6) receipt and successful execution
of production orders for the JPF U.S. government contract including the exercise of all
contract options and receipt of orders from allied militaries, as both have been
assumed in connection with goodwill impairment evaluations; 7) in the EODC/Uni-
versity of Arizona litigation, successful defeat of the University’s appeal of the jury
verdict in the company’s favor; 8) satisfactory resolution of (i) the company’s dispute
with the U.S. Army procurement agency relating to warranty work for the FMU-143

program and (ii) the 2005 DCIS investigation of that program;
9) satisfactory results of negotiations with NAVAIR concerning purchase of the com-
pany’s leased facility in Bloomfield, Conn.; 10) continued support of the existing
K-MAX helicopter fleet, including sale of existing K-MAX spare parts inventory and in
2007, availability of a redesigned clutch assembly system; 11) cost growth in connec-
tion with environmental remediation activities at the Moosup facility and such
potential activities at the Bloomfield facility; 12) profitable integration of acquired
businesses into the company’s operations; 13) changes in supplier sales or vendor
incentive policies; 14) the effect of price increases or decreases; 15) pension plan
assumptions and future contributions; 16) future levels of indebtedness and capital
expenditures; 17) continued availability of raw materials in adequate supplies; 18)
the effects of currency exchange rates and foreign competition on future operations;
19) changes in laws and regulations, taxes, interest rates, inflation rates, general busi-
ness conditions and other factors; and 20) other risks and uncertainties set forth in
the company’s annual, quarterly and current reports, and proxy statements. Any for-
ward-looking information provided in this report should be considered with these
factors in mind. The company assumes no obligation to update any forward-looking
statements contained in this report.
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FIRST SECOND THIRD FOURTH TOTAL
QUARTER QUARTER QUARTER QUARTER YEAR

NET SALES
2006 $ 296,637 $ 292,967 $ 307,610 $ 308,940 $ 1,206,154

2005 263,306 271,263 278,111 288,516 1,101,196

GROSS PROFIT
2006 $ 81,345 $ 80,505 $ 84,126 $ 86,310 $ 332,286

2005 70,895 70,690 62,212 83,014 286,811

NET EARNINGS (LOSS)
2006 $ 5,920 $ 7,486 $ 8,738 $ 9,642 $ 31,786

2005 4,705 2,757 (3,612) 9,178 13,028

PER SHARE – BASIC
2006 $ .25 $ .31 $ .36 $ .40 $ 1.32

2005 .21 .12 (.16) .39 .57

PER SHARE – DILUTED
2006 $ .24 $ .31 $ .36 $ .39 $ 1.30

2005 .21 .12 (.16) .38 .57

Included within certain annual results are a variety of unusual or significant adjustments that may affect comparability. The most significant of such adjustments are described below as well as
within Management’s Discussion and Analysis and the Notes to Consolidated Financial Statements.

1 Included within the 2006 quarterly gross profit are charges related to the Australia SH-2G(A) program as follows: first quarter, $2,508; second quarter, $2,810; third quarter, $2,497; fourth
quarter, $1,886. Charges related to this program for each quarter in 2005 are as follows: first quarter, $191; second quarter, $3,063; third quarter, $11,040; fourth quarter, $2,516.

2 Second and third quarter 2006 results include stock appreciation rights income of $762 and $10, respectively as compared to stock appreciation rights expense of $3,938 and $4,416,
respectively, for the same quarters of 2005.

3 Third and fourth quarter of 2005 net sales, gross profit and net earnings include the results of Musicorp, which was acquired in August 2005, as compared to a full year of Musicorp operating
results for 2006.

4 Fourth quarter 2005 results include $5,103 recorded for the recovery of previously written off amounts due from MDHI, and interest thereon.

The quarterly per share amounts for 2005 do not equal the “Total Year” figure due to the third quarter loss causing the modified earnings per share calculation to be anti-dilutive.

SELECTED QUARTERLY FINANCIAL DATA
KAMAN CO R PO RATI O N AN D S U BS I D IAR I E S
( I N TH O U SAN D S EXCE PT PE R S HAR E AM O U NTS)
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MANAGEMENT’S REPORT ON INTERNAL CONTROL 
OVER FINANCIAL REPORTING
KAMAN CO R PO RATI O N AN D S U BS I D IAR I E S

Management of Kaman Corporation and subsidiaries is responsible for establishing and maintaining adequate internal control over finan-
cial reporting, as such term is defined in Securities Exchange Act Rule 13a–15(f). Our 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 in
accordance with accounting principles generally accepted in the United States of America. 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 company’s assets; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with accounting principles generally accepted in the United States of America,
and that the company’s receipts and expenditures are being made only in accordance with authorizations of the company’s management
and directors; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposi-
tion of the company’s assets that could have a material effect on the consolidated financial statements.

Because of its inherent limitations, internal control over financial reporting and procedures may not prevent or detect misstatements. A
control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the
control system are met. Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance
that all control issues and instances of fraud, if any, have been detected. Also, projections of any evaluation of effectiveness to future peri-
ods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with
the policies and procedures may deteriorate.

Under the supervision of and with the participation of our management, including the undersigned, the company has assessed its internal
controls over financial reporting as of December 31, 2006 based on criteria for effective internal control over financial reporting described
in “Internal Control – Integrated Framework” issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based
on this assessment, the company concluded that the company maintained effective internal control over financial reporting as of Decem-
ber 31, 2006 based on the specified criteria. During our assessment, management did not identify any material weaknesses in our internal
control over financial reporting. KPMG LLP, an independent registered accounting firm that also audited our consolidated financial state-
ments included in this report, audited management’s assessment of the effectiveness of internal control over financial reporting and
issued their report which is included herein.

March 1, 2007

Paul R. Kuhn Robert M. Garneau
Chairman, President and Executive Vice President
Chief Executive Officer and Chief Financial Officer
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THE BOARD OF DIRECTORS AND SHAREHOLDERS 
KAMAN CORPORATION
We have audited the accompanying consolidated balance sheets of Kaman Corporation and its subsidiaries (Kaman Corporation) as of
December 31, 2006 and 2005, and the related consolidated statements of operations, shareholders’ equity, and cash flows for each of the
years in the three-year period ended December 31, 2006. We also have audited management’s assessment, included in the accompanying
Management’s Report on Internal Control Over Financial Reporting, that Kaman Corporation and subsidiaries maintained effective inter-
nal 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 (COSO). Kaman Corporation’s management is respon-
sible for these consolidated financial statements, 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 these consolidated financial
statements, an opinion on management’s assessment, and an opinion on the effectiveness of the Company’s internal control over financial
reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those stan-
dards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of material
misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our audit of financial
statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall financial statement presentation.
Our audit of internal control over financial reporting included obtaining an understanding of internal control over financial reporting, evaluat-
ing 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 audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (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 detec-
tion 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, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Kaman Corporation as of December 31, 2006 and 2005, and the results of its operations and its cash flows for each of the years in the 
three-year period ended December 31, 2006, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, man-
agement’s assessment that Kaman Corporation maintained effective internal control over financial reporting as of December 31, 2006,
is fairly stated, in all material respects, based on criteria established in Internal Control—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO). Furthermore, in our opinion, Kaman Corporation maintained, in all
material respects, 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 (COSO).

As discussed in Notes 1, 14 and 18 to the consolidated financial statements, the Company changed its method of accounting for the 
share-based payments and defined benefit plans as of January 1, 2006 and December 31, 2006, respectively.

Hartford, Connecticut
March 1, 2007

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
KAMAN CO R PO RATI O N AN D S U BS I D IAR I E S



DECEMBER 31 2006 2005

ASSETS
current assets

Cash and cash equivalents $ 12,720 $ 12,998

Accounts receivable, net 189,328 176,285

Inventories 231,350 220,714

Deferred income taxes 25,425 31,652

Other current assets 19,097 17,159

Total current assets 477,920 458,808

p r o pe r t y, pl a n t  a n d  eq u i pme n t, n e t 54,165 51,592

g o o d w i l l 56,833 54,693

ot h e r  i n t a n g i b l e  a s s et s , n e t 19,264 19,836

d ef er r e d  i n c ome  t a x e s 14,000 7,908

ot h e r  a s s e t s 8,231 5,660

t ot a l  a s s e t s $ 630,413 $ 598,497

LIABILITIES AND SHAREHOLDERS’ EQUITY
current liabilities

Notes payable $ — $ 915

Current portion of long-term debt 1,551 1,660

Accounts payable – trade 95,059 94,716

Accrued salaries and wages 26,129 22,170

Accrued pension costs 2,965 13,150

Accrued contract losses 11,542 19,950

Advances on contracts 10,215 14,513

Other accruals and payables 42,661 49,779

Income taxes payable 8,215 6,423

Total current liabilities 198,337 223,276

l o n g - t er m  d e bt, exc l u d i n g  c u r r en t  p o r t io n 72,872 62,235

ot h er  l o n g - t er m  l i a b i l i t ies 62,643 43,232

c ommi t men t s  a nd  c o n t i n g e n c i e s  ( n ot e  16 )
shareholders’ equity

Capital stock, $1 par value per share:
Preferred stock, 200,000 shares authorized; none outstanding — —

Common stock, 50,000,000 shares authorized, voting, 24,565,111 shares issued 24,565 24,565

Additional paid-in capital 60,631 58,637

Retained earnings 219,137 199,383

Unamortized restricted stock awards — (454)

Accumulated other comprehensive loss (2,462) (4,145)

301,871 277,986

Less 421,840 shares and 660,382 shares of common stock 
in 2006 and 2005, respectively, held in treasury, at cost (5,310) (8,232)

Total shareholders’ equity 296,561 269,754

t ot a l  l i a bi l i t i es  a n d  s h a r eh o l d er s ’ equ i t y $ 630,413 $ 598,497

See accompanying notes to consolidated financial statements.
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YEAR ENDED DECEMBER 31 2006 2005 2004

net sales $ 1,206,154 $ 1,101,196 $ 995,192

costs and expenses
Cost of sales 873,868 814,385 770,285

Selling, general and administrative expense 275,110 256,241 239,368

Net (gain) loss on sale of assets 52 27 (199)

Other operating income (2,253) (2,214) (1,731)

Interest expense, net 6,179 3,046 3,580

Other expense, net 919 860 1,053

1,153,875 1,072,345 1,012,356

ea r n i n g s  ( l o s s )  b e f o r e  i n c ome  t a x e s 52,279 28,851 (17,164)

i n c om e  t a x  b e n e f i t  ( e x pen s e ) (20,493) (15,823) 5,342

n e t  e a r n i n g s  ( l o s s ) $ 31,786 $ 13,028 $ (11,822)

PER SHARE
Net earnings (loss) per share:

Basic $ 1.32 $ .57 $ (.52)

Diluted 1.30 .57 (.52)

Dividends declared .50 .485 .44

See accompanying notes to consolidated financial statements.
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YEAR ENDED DECEMBER 31 2006 2005 2004

preferred stock $ — $ — $ —
class a common stock

Balance – beginning of year — 23,066 23,066

Recapitalization — (23,066) —

Balance – end of year — — 23,066

class b common stock
Balance – beginning of year — 668 668

Recapitalization — (668) —

Balance – end of year — — 668

common stock
Balance – beginning of year 24,565 — —

Recapitalization — 24,565 —

Balance – end of year 24,565 24,565 —

additional paid-in capital
Balance – beginning of year 58,637 76,468 76,744

Stock awards issued and related tax benefit 855 (3,110) (276)

Share based compensation expense 1,450 — —

Conversion of debentures 143 2 —

Recapitalization — (14,723) —

Adoption of SFAS 123(R) (454) — —

Balance – end of year 60,631 58,637 76,468

retained earnings
Balance – beginning of year 199,383 197,586 219,401

Net earnings (loss) 31,786 13,028 (11,822)

Dividends declared (12,032) (11,231) (9,993)

Balance – end of year 219,137 199,383 197,586

unamortized restricted stock awards
Balance – beginning of year (454) (893) (1,727)

Stock awards issued — (116) (133)

Amortization of stock awards — 555 967

Adoption of SFAS 123(R) 454 — —

Balance – end of year — (454) (893)

accumulated other comprehensive loss
Balance – beginning of year (4,145) (684) (1,311)

Other comprehensive income (loss) 1,683 (3,461) 627

Balance – end of year (2,462) (4,145) (684)

treasury stock
Balance – beginning of year (8,232) (12,041) (13,658)

Shares acquired in 2006 – 0; 2005 – 4; 2004 – 757 — — (9)

Shares reissued in 2006 – 238,542; 2005 – 311,275; 2004 – 132,740 2,922 3,809 1,626

Balance – end of year (5,310) (8,232) (12,041)

t ot a l  s h a r ehol d er s ’ equ i t y $ 296,561 $ 269,754 $ 284,170

comprehensive income (loss)
Net earnings (loss) $ 31,786 $ 13,028 $ (11,822)

Foreign currency translation adjustments 1,268 503 627

Pension plan adjustments, net of tax of $255 in 2006 and net of tax benefit of $2,430 in 2005 415 (3,964) —

Other comprehensive income (loss) 1,683 (3,461) 627

t ot a l  c ompr e h en s i v e  i n c ome  ( l o s s ) $ 33,469 $ 9,567 $ (11,195)

See accompanying notes to consolidated financial statements.
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YEAR ENDED DECEMBER 31 2006 2005 2004

cash flows from operating activities
Net earnings (loss) $ 31,786 $ 13,028 $ (11,822)

Adjustments to reconcile net earnings (loss)
to cash provided by (used in) operating activities:

Depreciation and amortization 10,472 9,555 8,969

Provisions for (recovery of) losses on accounts receivable (47) (2,120) 2,180

Net (gain) loss on sale of assets 52 27 (199)

Non-cash write-down of assets — — 962

Non-cash sales adjustment for costs – not billed — — 21,332

Deferred income taxes (243) 3,183 (11,421)

Other, net 22,717 4,086 7,418

Changes in current assets and liabilities, excluding effects of acquisitions/divestitures:
Accounts receivable (12,624) 20,487 (20,179)

Inventories (10,280) (9,825) (18,175)

Income taxes receivable — — 1,043

Other current assets (1,932) (1,435) (2,695)

Accounts payable – trade (7,041) 10,986 19,561

Accrued contract losses (8,429) (17,550) 13,458

Advances on contracts (4,298) (2,208) (2,972)

Accrued expenses and payables (14,614) 10,902 19,615

Income taxes payable 1,300 3,660 2,807

Cash provided by (used in) operating activities 6,819 42,776 29,882

cash flows from investing activities
Proceeds from sale of assets 545 346 376

Expenditures for property, plant and equipment (13,219) (9,866) (7,539)

Acquisition of businesses including earn out adjustments (1,341) (31,875) (2,435)

Other, net (1,675) 788 (770)

Cash provided by (used in) investing activities (15,690) (40,607) (10,368)

cash flows from financing activities
Changes in notes payable (915) (6,341) 1,197

Changes in book overdraft 7,264 1,912 (4,412)

Changes in debt 10,528 27,745 (2,134)

Recapitalization — (13,892) —

Proceeds from exercise of employee stock plans 3,238 585 1,218

Purchases of treasury stock — — (9)

Dividends paid (12,002) (10,747) (9,979)

Debt issuance costs — (824) —

Other 283 — (305)

Cash provided by (used in) financing activities 8,396 (1,562) (14,424)

n e t  i n c r ea s e  ( d ec r ea s e )  i n  c a s h  a n d  c a s h  e q u i va l en t s (475) 607

5,090

e f f ec t  o f  e xc h a n g e  r a t e  c h a n g e s  o n  c a s h  a n d  c a s h  e q u i va l en t s 197 22

149

c a s h  a n d  c a s h  e q u i va l en t s  a t  beg i n n i n g  o f  yea r 12,998 12,369 7,130

c a s h  a n d  c a s h  e q u i va l en t s  a t  e n d  o f  yea r $ 12,720 $ 12,998 $ 12,369

Supplemental Disclosure of Cash Flow Information: Non-cash financing activity for 2006 and 2005 includes the conversion of 301 and 4 debentures with a total value of $301 and $4 into
12,871 and 171 shares of common stock, respectively, issued from treasury. There were no conversions of debentures during 2004.

See accompanying notes to consolidated financial statements.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
basis of presentation The accompanying consolidated financial
statements include the accounts of the company and its sub-
sidiaries. All inter-company balances and transactions have been
eliminated in consolidation. Certain amounts in prior year finan-
cial statements and notes thereto have been reclassified to
conform to current year presentation.

use of estimates The preparation of consolidated financial state-
ments in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assump-
tions. These estimates and assumptions affect the reported
amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

foreign currency translation The company has certain opera-
tions outside the United States that prepare financial statements
in currencies other than the U.S. dollar. For these operations,
results of operations and cash flows are translated using the aver-
age exchange rate throughout the period. Assets and liabilities
are generally translated at end of period rates. The gains and
losses associated with these translation adjustments are included
as a separate component of accumulated other comprehensive
income (loss) in shareholders’ equity.

concentration of credit risk Financial instruments that poten-
tially subject the company to concentrations of credit risk consist
principally of cash, cash equivalents and trade accounts receivable.
The Aerospace segment had one customer that accounted for 21.8%
and 25.0% of the consolidated accounts receivable balance as of
December 31, 2006 and 2005, respectively. No individual customer
accounted for more than 10% of consolidated net sales. Foreign sales
were approximately 14.1%, 14.4% and 13.6% of the company’s net
sales in 2006, 2005 and 2004, respectively, and are concentrated 
primarily in Australia, Canada, Europe, Mexico, and Asia.

revenue recognition Sales and estimated profits under 
long-term contracts are principally recognized on the 

percentage-of-completion method of accounting, generally using
as a measurement basis either a ratio that costs incurred bear to
estimated total costs (after giving effect to estimates of costs to
complete based upon most recent information for each contract)
or units-of-delivery. Reviews of contracts are made routinely
throughout their lives and the impact of revisions in profit 
estimates are recorded in the accounting period in which the 
revisions are made. Any anticipated contract losses are charged 
to operations when first indicated.

Other types of sales contracts are initially reviewed to ascertain if
there is a multiple element arrangement. If such an arrangement
exists and there is no evidence of stand-alone value for each ele-
ment of the undelivered items, recognition of sales for the
arrangement are deferred until all elements of the arrangement
are delivered and risk of loss and title has passed. For elements
that do have stand-alone value or are not considered a multiple
element arrangement, sales and related costs of sales are recog-
nized when the product has been shipped or delivered depending
upon when title and risk of loss has passed.

The company includes freight costs charged to customers in net
sales and the correlating expense as a cost of sales.

cost of sales and selling, general and administrative expenses
Cost of sales includes costs of products and services sold 
(i.e., purchased product, raw material, direct labor, engineering
labor, outbound freight charges and indirect and overhead
charges). Selling expenses primarily consist of advertising, pro-
motion, bid and proposal, employee payroll and corresponding
benefits and commissions paid to sales and marketing personnel.
General and administrative expenses primarily consist of
employee payroll including executive, administrative and 
financial personnel and corresponding benefits, incentive com-
pensation, independent research and development, consulting
expenses, warehousing costs, depreciation and amortization.

Certain costs including purchasing costs, receiving costs 
and inspection costs for certain reporting segments are not
included in the costs of sales line item. For the years ended
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December 31, 2006, 2005 and 2004, these costs of $4,172,
$3,366 and $2,992, respectively, are included in general and
administrative costs.

cash and cash equivalents Cash and cash equivalents include
cash on hand, demand deposits and short term cash investments.
These investments are highly liquid in nature and have original
maturities of three months or less. Book overdraft positions at the
end of each reporting period are reclassified to accounts payable
within the consolidated balance sheets. At December 31, 2006

and 2005, the company had book overdrafts of $17,995 and
10,730, respectively, classified in accounts payable.

accounts receivable The company has three types of accounts
receivable: (a) Trade receivables, which consist of amounts billed
and currently due from customers; (b) U.S. Government contracts,
which consist of (1) amounts billed; and (2) costs and accrued
profit – not billed and (c) Commercial and other government 
contracts, which consist of (1) amounts billed and (2) costs and
accrued profit – not billed.

The allowance for doubtful accounts reflects management’s best
estimate of probable losses inherent in the trade accounts receiv-
able and billed contracts balance. Management determines the
allowance based on known troubled accounts, historical experi-
ence, and other currently available evidence.

inventories Inventory of merchandise for resale is stated at cost
(using the average costing method) or market, whichever is lower.
Contracts and other work in process and finished goods are
valued at production cost represented by raw material, labor and
overhead. Initial tooling, startup costs and general and adminis-
trative expenses may be included, where applicable. Contracts
and other work in process and finished goods are not recorded in
excess of net realizable values. The company includes raw mate-
rial amounts in the contracts in process and other works in
process balances. Raw material includes certain general stock
materials but primarily relates to purchases that were made in
anticipation of specific programs for which production has not
been started as of the balance sheet date. The amount of total raw
material included in these in work process amounts is less than
10% of the total inventory balance.

property, plant and equipment Property, plant and equipment is
recorded at cost. Depreciation is computed primarily on a
straight-line basis over the estimated useful lives of the assets.
The estimated useful lives for buildings range from 15 to 30 years
and for leasehold improvements range from 5 to 20 years,
whereas machinery, office furniture and equipment generally
have useful lives ranging from 3 to 10 years. At the time of retire-
ment or disposal, the acquisition cost of the asset and related

accumulated depreciation are eliminated and any gain or loss is
credited to or charged against income.

In the event that facts and circumstances indicate that the carry-
ing value of long-lived assets or other assets may be impaired, a
specific evaluation of the assets or groups of assets is performed
to determine whether any impairment exists.

Maintenance and repair items are charged against income as
incurred, whereas renewals and betterments are capitalized and
depreciated.

goodwill and other intangible assets Goodwill and intangible
assets with indefinite lives are evaluated for impairment at least
annually in the fourth quarter, based on initial annual forecast
information. Intangible assets with finite lives are amortized
using the straight-line method over their estimated period of ben-
efit, which generally ranges from 10 to 20 years. The goodwill and
other intangible assets are also reviewed for possible impairment
whenever changes in conditions indicate that the fair value of a
reporting unit is below its carrying value. Based upon the annual
impairment assessment, there were no goodwill or intangible
asset impairments in 2006, 2005 or 2004.

product warranty costs Reserves are recorded on the consoli-
dated balance sheet in other accruals and payables to reflect the
company’s contractual liabilities related to warranty commit-
ments to customers. Warranty coverage of various lengths and
terms is provided to customers based upon standard terms and
conditions or negotiated contractual agreements. An estimated
warranty expense is recorded at the time of the sale based upon
historical warranty return rates and repair costs, or at the point 
in time when a specific warranty related expense is considered
probable and can be estimated.

vendor incentives The company’s Industrial Distribution seg-
ment enters into agreements with certain vendors providing for
inventory purchase incentives that are generally earned and rec-
ognized upon achieving specified volume-purchasing levels. To
the extent that the company has inventory on hand that qualifies
for specific rebate programs, the recognition of the rebate is
deferred until the inventory is sold. The segment recognizes these
incentives as a reduction of cost of sales. As of December 31, 2006

and 2005, total vendor incentive receivables, included in other
current assets, are $9,407 and $7,984, respectively.

research and development Research and development costs not
specifically covered by contracts are charged against income as
incurred through selling, general and administrative expense.
Such costs amounted to $3,358, $2,743 and $4,040 in 2006, 2005

and 2004, respectively.
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income taxes Deferred tax assets and liabilities are recognized
for the future tax consequences attributable to temporary differ-
ences between the financial statement carrying amounts of
assets and liabilities and their respective tax bases using enacted
tax rates expected to apply in the years in which temporary dif-
ferences are expected to be recovered or settled.

share-based arrangements On January 1, 2006, the company
adopted Statement of Financial Accounting Standards No. 123(R)
(SFAS 123(R)) related to accounting for share-based payments
and, accordingly, we are now recording compensation expense for
share-based awards based upon an assessment of the grant date
fair value of the awards. The fair value of each option award is
estimated on the date of grant using the Black-Scholes option val-
uation model. A number of assumptions are used to determine
the fair value of options granted. These include expected term,
volatility of the options and the risk free interest rate. The impact
of the adoption of SFAS 123(R) is more fully discussed in Note 18.

pension accounting Effective December 31, 2006, the company
adopted Statement of Financial Accounting Standards No. 158

(SFAS 158), “Employer’s Accounting for Defined Benefit Pension
and Other Postretirement Plans – an amendment of FASB State-
ments Nos. 87, 88, 106, and 132(R)”. SFAS 158 requires that we
recognize the overfunded or underfunded status of our defined
benefit plans, calculated as the difference between our plan
assets and the projected benefit obligation, as an asset or liability
in our 2006 year-end balance sheet, with changes in the funded
status recognized through comprehensive income in the year in
which they occur. Prior to the adoption of SFAS 158, the company
was required to maintain a minimum funding liability based
upon the accumulated benefit obligation. The impact of the adop-
tion of SFAS 158 is more fully discussed in Note 14.

recent accounting standards In July 2006, the Financial
Accounting Standards Board (FASB) issued FASB Interpretation
No. 48 (FIN 48), “Accounting for Uncertainty in Income Taxes—
an interpretation of FASB Statement No. 109”, which clarifies the
methodology for financial statement recognition and measure-
ment of a tax position taken or expected to be taken in a tax
return. The company is required to adopt FIN 48 on January 1,
2007, and the cumulative effect on net assets of such adoption 
is not expected to be material.

In September 2006, the FASB issued Statement of Financial
Accounting Standards No. 157 (SFAS 157), “Fair Value Measure-
ments,” which defines fair value, establishes guidelines for
measuring fair value and expands disclosures regarding fair value
measurements. SFAS 157 does not require any new fair value
measurements but rather eliminates inconsistencies in guidance

found in various prior accounting pronouncements. SFAS 157 is
effective for fiscal years beginning after November 15, 2007. Ear-
lier adoption is permitted, provided the company has not yet
issued financial statements, including for interim periods, for that
fiscal year. We are currently evaluating the impact of SFAS 157,
but do not expect the adoption of SFAS 157 to have a material
impact on our consolidated financial position, results of opera-
tions or cash flows.

2. RECAPITALIZATION 
On November 3, 2005, the company completed the recapitaliza-
tion of its capital stock, which had been approved by holders of
both classes of its common stock on October 11, 2005. The recapi-
talization replaced the company’s previously existing dual class
common stock structure (Class A non-voting common and Class B
voting common, $1 par value each) with one class of voting
common stock, $1 par value. Specifically, each share of Class A
non-voting common stock became one share of voting common
stock, and each share of Class B voting common stock was reclas-
sified into 3.58 shares of voting common stock or, alternatively, at
the election of the holders of such shares, 1.84 shares of voting
common stock and an amount in cash equal to $27.10. As a result
of the recapitalization, the company paid $13,892 to shareholders
electing the part stock/part cash option. A total of 1,498,851

shares of common stock were issued in exchange for 667,814

shares of Class B voting common stock.

3. ACQUISITIONS AND DIVESTITURES 
The company incurred costs of $1,341, $31,875, and $2,435 for the
acquisition of businesses during 2006, 2005 and 2004, respectively.
These acquisition costs include contingency payments to the
former owner of Dayron and such payments could be up to
$25,000 over time, if certain milestones are met. Any such contin-
gency payments would be treated as additional goodwill. An
accrual and additional goodwill of $1,751, $2,369 and $1,631 was
recorded during 2006, 2005 and 2004 associated with these addi-
tional payments for which milestones were met. A portion of the
2004 accrual was paid during 2005 whereas the remainder may be
paid upon the resolution of the warranty matter described in Note
12. Total contingency payments paid through 2006 were $4,013.

In August 2005, the company paid $29,003 to acquire certain
assets and assume certain liabilities of MBT Holdings Corp. and its
subsidiaries (now known as Musicorp), a wholesale distributor of
musical instruments and accessories headquartered in Charleston,
South Carolina. Musicorp was the second largest independent U.S.
distributor of musical instruments and accessories after Kaman.
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During 2004, the company issued a note for $405 to acquire cer-
tain assets, primarily consisting of inventory, of Brivsa de Mexico,
a small Monterrey, Mexico distributor, expanding the company’s
ability to serve customers with operations in Mexico.

During 2005 and 2004, the company purchased an additional
equity interest in Delamac de Mexico S.A. de C.V. (“Delamac”) and as
of the end of 2005 and 2004 the company had a 90.8% and 72.5%,
respectively, equity interest in Delamac. The company continues to
hold a 90.8% equity interest in Delamac as of December 31, 2006.
The minority interest is included in other long-term liabilities on
the consolidated balance sheets.

4. ACCOUNTS RECEIVABLE, NET
Accounts receivable consist of the following:
DECEMBER 31 2006 2005

Trade receivables $ 97,752 $ 96,776

U.S. Government contracts:
Billed 26,938 16,140

Costs and accrued profit – not billed 4,544 956

Commercial and other
government contracts:

Billed 21,479 19,569

Costs and accrued profit – not billed 41,968 46,244

Less allowance for doubtful accounts (3,353) (3,400)

Total $189,328   $176,285

Costs and accrued profit–not billed represent costs incurred on
contracts and related accrued profit, which will become billable
upon future deliveries, achievement of specific contract mile-
stones or completion of engineering and service type contracts.
Substantially all of such costs and accrued profits on commercial
and other government contracts relates to the Australia SH-2G(A)
program at December 31, 2006. The portion of the Australia con-
tract balance that will be recovered after one year is dependent
upon our progress on the program in 2007 and the outcome of
the ongoing contractual discussions with the customer.

The Aerospace segment had a program with MD Helicopters, Inc.
(“MDHI”) that involved multi-year contracts for production of
fuselages for the MDHI 500 and 600 series helicopters and com-
posite rotor blades for the MD Explorer helicopter. Because of
unresolved payment issues, the company stopped work on the
program in 2003. Furthermore, based upon MDHI’s lack of success
with respect to improving its financial and operational circum-
stances, the company recorded a non-cash sales and pre-tax
earnings charge of $20,083 (including an $18,211 negative sales
adjustment for costs and accrued profit not billed and a $1,872

addition to the company’s bad debt reserve for billed receivables)
in the third quarter of 2004. This charge eliminated the com-
pany’s investment in contracts with MDHI.

In the fourth quarter of 2005, the company entered into a multi-
year agreement with MDHI, which had been acquired and
recapitalized, for the production of rotor blades and other compo-
nents primarily for the MD Explorer helicopter. In connection
with this agreement, the company recorded a recovery of $6,754

for previously written off sales and accounts receivable.

During the fourth quarter 2004, the company recorded a non-cash
sales and pre-tax earnings adjustment of $3,471 (includes a $3,221

negative sales adjustment for costs not billed and a $250 addition
to the company’s bad debt reserve for billed receivables) associated
with a contract with the University of Arizona due to the curtail-
ment of the contract. This matter is further discussed in Note 16.

5. INVENTORIES
Inventories are comprised as follows:
DECEMBER 31 2006 2005

Merchandise for resale $ 130,694 $ 124,936

Contracts in process:
U.S. Government, net of progress

payments of $25,203 and $18,951

in 2006 and 2005, respectively 47,086 44,710

Commercial and other 
government contracts 18,949 14,554

Other work in process (including
certain general stock materials) 21,102 21,750

Finished goods 13,519 14,764

Total $ 231,350 $ 220,714

K-MAX® inventory of $19,320 and $22,538 is included in other
work in process and finished goods as of December 31, 2006 and
2005, respectively. Management believes that a significant portion
of this K-MAX inventory will be sold after one year, based upon the
anticipation of supporting the fleet for the foreseeable future.

The aggregate amounts of general and administrative costs
charged to inventory in the Aerospace segment during 2006, 2005

and 2004 were $32,997, $27,806, and $24,523, respectively. The
estimated amounts of general and administrative costs remain-
ing in contracts in process at December 31, 2006 and 2005 are
$5,899 and $5,505, respectively, and are based on the ratio of such
costs to total costs of production.

The company had Industrial Distribution segment inventory of
$3,600, $3,533 and $3,743 as of December 31, 2006, 2005 and
2004, respectively, on consignment at customer locations.
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6. PROPERTY, PLANT AND EQUIPMENT, NET
Property, plant and equipment, net is summarized as follows:
DECEMBER 31 2006 2005

Land $ 4,327 $ 4,302 

Buildings 32,420 30,165

Leasehold improvements 14,317 14,449

Machinery, office furniture and equipment 117,811 118,583

Total 168,875 167,499

Less accumulated depreciation (114,710) (115,907)

Property, plant and equipment, net $ 54,165 $ 51,592

Excess capacity and related costs, primarily attributable to the
Aerospace segment, of $2,424, $2,749 and $3,330 for 2006, 2005 

and 2004, respectively, were included in cost of sales.

Depreciation expense was $9,892, $9,235 and $8,835 for 2006,
2005 and 2004, respectively.

7. GOODWILL AND OTHER INTANGIBLE ASSETS, NET
Goodwill and other intangible assets, net are as follows:
DECEMBER 31 2006 2005

Goodwill:
Aerospace $ 38,132 $35,578

Industrial Distribution 4,078 4,081

Music 14,623 15,034

$ 56,833 $54,693

DECEMBER 31 2006 2005

Other intangible assets:
Other intangible assets – 

subject to amortization:
Customer relationships $ 3,400 $ 3,400

Trade names 2,000 2,000

Patents 1,293 1,937

Total 6,693 7,337

Less accumulated amortization (1,248) (1,320)

Other intangible assets – 
subject to amortization, net 5,445 6,017

Trade name – not subject 
to amortization 13,819 13,819

Other intangible assets, net $ 19,264 $19,836

With the exception of patents, the other intangible assets relate to
the Music segment. The patents primarily relate to the Aerospace
segment. During 2006, the company wrote off $676 of patents and

$459 of related accumulated amortization. Amortization periods
for intangible assets range from 10 to 20 years.

Intangible asset amortization expense was $387, $224 and $104 in
2006, 2005 and 2004, respectively. Amortization expense for each
of the next five years is expected to approximate $355 per year.

8. EXIT ACTIVITY
The following table displays the activity and balances of various
exit activities:

2006 2005

Balance at January 1 $ 6,007 $ 3,762

Costs incurred (1,940) (2,070)

Additions — 4,315

Net adjustment to goodwill (600) —

Balance at December 31 $ 3,467 $ 6,007

In connection with the acquisition of Musicorp in August 2005,
the company accrued $3,500 for certain exit costs. These costs
relate primarily to lease consolidation and employee severance
payments for reductions primarily in administrative and ware-
housing personnel. As part of finalizing its estimates of these
acquisition related restructuring costs, the company adjusted its
exit activity liability by $600 during 2006. The total accrual as of
December 31, 2006 was $769.

In connection with the Moosup, CT plant closure, the company
recorded restructuring costs of $8,290 in 2002. The charge included
$3,290 of severance related costs and $5,000 for closing the facility
(including estimated costs of an ongoing environmental remedia-
tion program and ultimate disposal). The remaining accrual as of
December 31, 2006, which consists primarily of the estimated cost
of ongoing environmental remediation, was $2,698.

Ongoing maintenance costs of $610 related to this idle facility 
is included in selling, general and administrative expenses.

These exit activity accruals are included in other accruals 
and payables on the consolidated balance sheets for each 
period presented.

9. ACCRUED CONTRACT LOSSES
Management performs detailed quarterly reviews of our con-
tracts and adjustments in profit estimates are recorded during
the period in which they are determined to be appropriate. When
total estimated costs exceed total estimated revenue to be earned,
the company immediately records a provision for the entire 
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anticipated contract loss. The following is a summary of total
accrued contracts losses for 2006 and 2005:

2006 2005

Balance at January 1 $ 19,950 $ 37,533

Costs incurred (18,079) (35,759)

Additions to loss accrual 10,937 19,147

Release to income (1,266) (971)

Balance at December 31 $ 11,542 $ 19,950

The largest portion of our historical accrued contract loss has
been associated with the Aerospace segment’s Australia SH-2G(A)
helicopter program with the Royal Australian Navy (RAN). During
2002, the company recorded a total pre-tax charge of $27,413 for
estimated cost growth, which eliminated the remaining $6,505 of
profit previously recorded on the program and established a
$20,908 loss accrual. This accrual was for anticipated cost growth
associated with completion of the aircraft, and final integration
and testing of the aircraft’s advanced Integrated Tactical Avionic
System (ITAS) software.

During 2003, the company continued to work on this program and
used the majority of the accrued contract loss previously recorded.
In 2004, the company recorded $5,474 for additional estimated
cost growth to complete the ITAS software. During 2005, the com-
pany recorded an additional $16,810 of accrued contract losses
primarily for cost growth resulting from additional testing needed
on the ITAS software before entering formal qualification testing.
During 2006, the company continued to work on preparation for
final acceptance of the first fully capable aircraft. As a result, the
company recorded an additional $9,701 for a variety of matters
including additional time needed to finalize testing of the ITAS
software, formal qualification testing, as well as further work
needed to satisfy some of the RAN’s requests related to flight
safety concerns. The company continues to work with the cus-
tomer throughout this process and regularly monitors the
program to ensure its proper valuation. The total accrued contract
loss remaining as of December 31, 2006 was $11,322.

During the second quarter of 2004, the company recorded a
$7,086 non-cash adjustment for the Boeing Harbour Pointe con-
tract in the Aerospace segment. The adjustment consisted of an
accrued contract loss of $4,280 and a valuation adjustment of
$2,806 associated with portions of the program inventory. Subse-
quent to the second quarter, the amount reflecting accrued
contract loss was changed to $6,124 and the inventory valuation
adjustment was changed to $962 as a result of additional orders

received as part of the program during the second half of 2004.
These changes had no impact on the total recorded adjustment.
The company has continued to work on this program, completion
of which is anticipated to occur in late 2007.

10. CREDIT ARRANGEMENT – 
SHORT-TERM BORROWINGS AND LONG-TERM DEBT
revolving credit agreement As of December 31, 2006, the com-
pany had a $150,000 revolving credit facility (Revolving Credit
Agreement) expiring August 4, 2010. The facility includes the
availability of funding in foreign currencies as well as an “accor-
dion” feature that provides the company the opportunity to
request, subject to bank approval, an expansion of up to $50,000

in the overall size of the facility. As of December 31, 2006, there
was $65,687 available for borrowing under the Revolving Credit
Agreement. Letters of credit are generally considered borrowings
for purposes of the Revolving Credit Agreement. In January 2007,
the company activated the accordion thereby expanding the
Revolving Credit Agreement to $200,000. The facility was also
amended to add another $50,000 accordion for possible future
activation bringing the total potential arrangement to $250,000.

The financial covenants associated with the current credit facility
include a requirement that the company have i) EBITDA at least
equal to 300% of net interest expense on the basis of a rolling
four quarters and ii) a ratio of consolidated total indebtedness to
total capitalization of not more than 55%. The agreement also
incorporates a financial covenant which provides that if the com-
pany’s EBITDA to net interest expense ratio is less than 6 to 1, the
ratio of i) accounts receivable and inventory for certain Kaman
subsidiaries to ii) the company’s consolidated total indebtedness
cannot be less than 1.6 to 1. For each outstanding credit facility as
of 2006, 2005 and 2004, the company was in compliance with our
debt covenants.

In 2005, the company incurred $824 in debt issuance costs associ-
ated with the establishment of the above described credit facility.
These costs have been capitalized and are being amortized on a
straight-line basis over the term of the facility. Total amortization
expense for 2006 and 2005 was $165 and $69, respectively.

certain letters of credit The face amounts of irrevocable letters
of credit issued under the Revolving Credit Agreement totaled
$26,280 and $30,537 at December 31, 2006 and 2005, respectively.
Of those amounts, $19,800 at December 31, 2006 and 2005 is
attributable to the Australia SH-2G(A) helicopter program.
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convertible subordinated debentures The company issued its
6% convertible subordinated debentures during 1987. The deben-
tures are convertible into shares of the common stock of Kaman
Corporation at any time on or before March 15, 2012 at a conver-
sion price of $23.36 per share at the option of the holder unless
previously redeemed by the company. Pursuant to a sinking fund
requirement that began March 15, 1997, the company redeemed
$1,660 of the outstanding principal amount of the debentures
each year through 2005. During 2006, several debenture holders
elected to convert their bonds to shares of common stock. The
company issued 12,871 shares of common stock for the conver-
sion of 301 debentures during 2006. As a result, the company will
only redeem $1,551 of the outstanding principal of the deben-
tures each year going forward. The debentures are subordinated
to the claims of senior debt holders and general creditors. These
debentures had a book value of $16,390 at December 31, 2006,
which is believed to approximate fair value. Deferred charges
associated with the issuance of the debentures are being amor-
tized over the term of the debentures.

short-term borrowings Under the Revolving Credit Agreement,
the company has the ability to borrow funds on both a short-term
and long-term basis. The company also has certain other credit
arrangements to borrow funds on a short-term basis with inter-
est at current market rates.

Short-term borrowings outstanding are as follows:
DECEMBER 31 2006 2005

Other credit arrangements $    — $  915

Total $ — $ 915

The weighted average interest rate on short-term borrowings  
outstanding as of December 31, 2005 was 4.87%.

long-term debt The company has long-term debt as follows:
DECEMBER 31 2006 2005

Revolving credit agreement $ 58,033 $45,518

Other credit arrangements — 135

Convertible subordinated debentures 16,390 18,242

Total 74,423 63,895

Less current portion 1,551 1,660

Total excluding current portion $ 72,872 $62,235

The aggregate amounts of annual maturities of long-term debt
for each of the next five years and thereafter are approximately
as follows:

2007 $ 1,551

2008 1,551

2009 1,551

2010 59,584

2011 1,551

Thereafter 8,635

interest payments Cash payments for interest were $6,584,
$4,023 and $3,676 for 2006, 2005 and 2004, respectively.

11. ADVANCES ON CONTRACTS
Advances on contracts include customer advances together with
customer payments and billings associated with the achievement
of certain contract milestones in excess of costs incurred, prima-
rily for the Australia SH-2G(A) helicopter contract. The customer
advances for that contract are fully secured by letters of credit. It
is anticipated that the advances on contracts along with the
majority of the associated letters of credit will remain in place
until final acceptance of the aircraft by the Royal Australian Navy.

12. PRODUCT WARRANTY COSTS 
Changes in the carrying amount of accrued product warranty
costs for 2006 and 2005 are summarized as follows:

2006 2005

Balance at January 1 $ 4,304 $ 3,827

Warranty costs incurred (2,737) (505)

Product warranty accrual 500 3,404

Release to income (39) (2,422)

Balance at December 31 $ 2,028 $ 4,304

The following paragraphs summarize significant warranty 
matters as of December 31, 2006:

The company has been working to resolve two warranty-related
matters at the Dayron facility. The first issue involves a supplier’s
recall of a switch embedded in certain bomb fuzes. The second
warranty issue involves bomb fuzes manufactured for the U. S.
Army utilizing systems which originated before Dayron was
acquired by Kaman that have since been found to contain an
incorrect part. As of the end of 2004, Dayron had a warranty
reserve of $3,507 related to these two issues. During 2005, Dayron
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was released of $2,058 of liability associated with certain lots of
fuzes by the customer and experienced cost growth of $1,628 pri-
marily related to the cost to cover additional fuzes identified by
the customer. The net reserve as of the end of 2006 related to these
two matters is $1,109. This represents management’s best esti-
mate of the costs, including re-work, transportation costs and
testing, currently expected to be incurred in resolving these mat-
ters. This matter is more fully discussed in Note 16.

In March 2005 the U.S. Attorney’s Office for the Middle District of
Florida and the Defense Criminal Investigative Service (DCIS) ini-
tiated an investigation into the second warranty matter. Dayron
has cooperated fully with the authorities, working to resolve the
matter in a mutually satisfactory manner. As of the date of this
report, the company has not received any notification from the
authorities regarding resolution of the investigation.

On June 29, 2005, the company notified its two affected cus-
tomers of a non-conforming part that may have an impact on
certain aircraft panels manufactured by the Aerostructures facil-
ity in Wichita, Kansas, beginning in September 2002. As a result
of this matter, the company recorded a warranty accrual of $1,040

during 2005, in anticipation of incurring its estimated share of
certain costs to manufacture replacement panels and install
them on certain aircraft. As of December 31, 2006, the company
had a $693 accrual remaining related to this matter.

13. INCOME TAXES
The components of income tax expense (benefit) are as follows:

2006 2005 2004

Current:
Federal $ 15,254 $ 8,558 $ 2,370

State 2,062 1,646 1,770

Foreign 3,181 2,451 1,935

20,497 12,655 6,075

Deferred:
Federal 39 3,083 (9,359)

State (30) 74 (1,918)

Foreign (13) 11 (140)

(4) 3,168 (11,417)

Total $ 20,493 $ 15,823 $ (5,342)

The tax effects of temporary differences that give rise to deferred
tax assets and liabilities are presented below:
DECEMBER 31 2006 2005

Deferred tax assets:
Long-term contracts $ 4,539 $ 7,383

Deferred employee benefits 29,800 27,116

Inventory 9,227 8,077

Tax loss and credit carry-forwards 4,298 3,484

Accrued liabilities and other items 5,966 6,612

Total deferred tax assets 53,830 52,672

Deferred tax liabilities:
Depreciation and amortization (4,225) (5,756)

Intangibles (5,473) (3,666)

Other items (1,222) (1,183)

Total deferred tax liabilities (10,920) (10,605)

Net deferred tax asset
before valuation allowance 42,910 42,067

Valuation allowance (3,740) (2,883)

Net deferred tax asset
after valuation allowance $ 39,170 $ 39,184

Foreign current deferred tax liabilities of $95 are included in other
accruals and payables on the Consolidated Balance Sheet as of
December 31, 2006. Foreign long-term deferred tax liabilities of
$160 and $376 are included in Other Long-Term Liabilities as of
December 31, 2006 and 2005, respectively. Valuation allowances of
$3,740 and $2,883 at December 31, 2006 and 2005, respectively,
reduced the deferred tax asset attributable to foreign loss and
state loss and credit carry-forwards to an amount that, based upon
all available information, is more likely than not to be realized.
Reversal of the valuation allowance is contingent upon the recog-
nition of future taxable income in the respective jurisdiction or
changes in circumstances which cause the recognition of the ben-
efits of the loss carry-forwards to become more likely than not. The
net increase in the valuation allowance of $857 is due to the gener-
ation of $1,162 in state loss and tax credit carry-forwards, offset by
$305 of current and anticipated utilization of Canadian and state
carry-forwards. Canadian tax loss carry-forwards are approxi-
mately $2,165 and could expire between 2007 and 2010. State
carry-forwards are in numerous jurisdictions with varying lives.

61



No valuation allowance has been recorded against the other
deferred tax assets because the company believes that these
deferred tax assets will, more likely than not, be realized. This
determination is based largely upon the company’s anticipated
future income, as well as its ability to carry-back reversing items
within two years to offset taxes paid. In addition, the company has
the ability to offset deferred tax assets against deferred tax liabili-
ties created for such items as depreciation and amortization.

Pre-tax income from foreign operations amounted to $6,787,
$4,358 and $3,227 in 2006, 2005 and 2004, respectively. Income
taxes have not been provided on undistributed earnings of
$12,349 from foreign subsidiaries since it is the company’s inten-
tion to permanently reinvest such earnings or to distribute them
only when it is tax efficient to do so. It is impracticable to esti-
mate the total tax liability, if any, which would be created by the
future distribution of these earnings.

The provision for income taxes differs from that computed at the
federal statutory corporate tax rate as follows:

2006 2005 2004

Federal tax (benefit) at 
35% statutory rate $ 18,298 $ 10,098 $ (6,007)

State income taxes, net of 
federal benefit 1,320 1,118 (127)

Tax effect of:
Compensation 1,311 3,467 617

Recapitalization costs — 1,169 93

Meals and entertainment 478 424 413

Other, net (914) (453) (331)

Income taxes (benefit) $ 20,493 $ 15,823 $ (5,342)

Cash payments for income taxes, net of refunds, were $17,703,
$8,934, and $2,198 in 2006, 2005 and 2004, respectively.

14. PENSION PLANS
The company has a non-contributory qualified defined benefit
pension plan covering the full-time U.S. employees of all U.S. sub-
sidiaries (with the exception of certain acquired companies that
have not adopted the plan). Employees become participants in

the plan upon their completion of hours of service requirements.
Benefits under this plan are generally based upon an employee’s
years of service and compensation levels during employment
with an offset provision for social security benefits. The company
also has a Supplemental Employees’ Retirement Plan (“SERP”),
which is considered a non-qualified pension plan. The SERP pro-
vides certain key executives, whose compensation is in excess of
the limitations imposed by federal law on the qualified defined
benefit pension plan, with supplemental benefits based upon eli-
gible earnings, years of service and age at retirement.

adoption of statement of financial accounting standards no. 158

Effective December 31, 2006, the company adopted Statement of
Financial Accounting Standards No. 158 (SFAS 158), “Employer’s
Accounting for Defined Benefit Pension and Other Postretirement
Plans - an amendment of FASB Statements Nos. 87, 88, 106, and
132(R)”. SFAS 158 requires that we recognize the overfunded or
underfunded status of our defined benefit plans (our Plans), calcu-
lated as the difference between our plan assets and the projected
benefit obligation, as an asset or liability in our 2006 year-end bal-
ance sheet, with changes in the funded status recognized through
comprehensive income in the year in which they occur.

The effect of the adoption of SFAS 158 on our consolidated 
balance sheet as of December 31, 2006 is as follows:

BEFORE REPORTED AS 
APPLICATION OF OF DECEMBER
STATEMENT 158 ADJUSTMENTS 31, 2006

Liability for pension benefits $ 49,051 $ (637) $ 48,414

Deferred income taxes assets 39,667 (242) 39,425

Accumulated other 
comprehensive loss (2,857) 395 (2,462)

Total shareholders’ equity 296,166 395 296,561

obligations and funded status
The accumulated benefit obligation for the qualified pension plan
was $437,273 and $420,211 at December 31, 2006 and 2005,
respectively. The accumulated benefit obligation for the SERP was
$33,336 and $28,811 at December 31, 2006 and 2005, respectively.
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The changes in actuarial present value of the projected benefit obligation and fair value of plan assets are as follows:
QUALIFIED PENSION PLAN SERP

DECEMBER 31 2006 2005 2006 2005

Projected benefit obligation at beginning of year $ 467,146 $ 432,354 $ 31,044 $ 20,205

Service cost 12,570 11,492 2,113 1,408

Interest cost 26,411 25,469 1,727 1,330

Plan amendments A — — (4,510) —

Actuarial liability (gain) loss B (2,856) 18,562 5,076 8,850

Benefit payments (21,311) (20,731) (841) (749)

Projected benefit obligation at end of year $ 481,960 $ 467,146 $ 34,609 $ 31,044

Fair value of plan assets at beginning of year $ 424,266 $ 407,182 $ — $ —

Actual return on plan assets 57,843 33,068 — —

Employer contribution 7,357 4,747 841 749

Benefit payments (21,311) (20,731) (841) (749)

Fair value of plan assets at end of year $ 468,155 $ 424,266 $ — $ —

Funded status at end of year $ (13,805) $ (42,880) $(34,609) $(31,044)

A During 2006, the SERP was amended to redefine the types of compensation that will be included in the calculation of benefits for participants. As a result of this amendment, only salaries and
annual bonus eligible to be paid before the date of the participant’s termination for periods in which the participant was an active employee shall be considered eligible compensation under
the SERP for all periods after December 31, 2005. The result of this amendment lowered the SERP liability by $4,510.

B The actuarial liability gain and loss amounts for the qualified pension plan for 2006 and 2005 are principally due to the effect of changes in the discount rate. The 2005 actuarial liability loss
for the SERP is primarily due to an increase in compensation as a result of significant stock appreciation rights activity during 2005.

The company has recorded underfunded and unfunded liabilities related to our qualified pension plan and SERP as follows:
QUALIFIED PENSION PLAN SERP

DECEMBER 31 2006 2005 2006 2005

Current liabilities $ — $ (10,531) $ (2,438) $ (850)

Noncurrent liabilities (13,805) — (32,171) (27,961)

$ (13,805) $ (10,531) $(34,609) $(28,811)

The 2005 pension liability was classified based upon the requirements of SFAS 87, whereas the 2006 pension liability is classified based
upon the guidance in SFAS 158.

The amounts included in accumulated other comprehensive income on the consolidated balance sheet represent costs that will be 
recognized as pension costs in future periods. These consist of:

QUALIFIED PENSION PLAN SERP

DECEMBER 31 2006 2005 2006 2005

Net loss (gain) $ (2,421) $ — $ 11,070 $ —

Additional minimum liability — — — 6,394

Prior service cost (credit) 511 — (3,436) —

Accumulated other comprehensive income (loss) $ (1,910) $ — $ 7,634 $ 6,394

The estimated net loss and prior service cost for the qualified pension plan and the SERP that will be amortized from accumulated other
comprehensive income into net periodic benefit cost over the next fiscal year will be $652 and $1,939, respectively.
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The pension plan net periodic benefit costs on the consolidated statement of operations and other amounts recognized in other compre-
hensive income on the statement of changes in shareholders’ equity were computed using the projected unit credit actuarial cost method
and included the following components:

QUALIFIED PENSION PLAN SERP

2006 2005 2004 2006 2005 2004

Service cost for benefits earned during the year $ 12,570 $ 11,492 $10,233 $ 2,113 $ 1,408 $ 1,262

Interest cost on projected benefit obligation 26,411 25,469 24,653 1,727 1,330 1,080

Expected return on plan assets (29,448) (28,476) (28,675) — — —

Amortization of prior service cost 48 6 6 (1,074) — —

Recognized net (gain) loss 2,960 1,668 — 2,632 223 2,663

Net pension benefit cost (income) $ 12,541 $ 10,159 $ 6,217 $ 5,398 $ 2,961 $ 5,005

Net loss (gain) $ (2,421) $ — $ — $ 11,070 $ — $ —

Prior service cost (credit) — — — — — —

Amortization of prior service cost 511 — — (3,436) — —

Additional minimum liability — — — (6,394) 6,394 —

Total recognized in other 
comprehensive income $ (1,910) $ — $ — $ 1,240 $ 6,394 $ —

Total recognized in net periodic benefit 
cost and other comprehensive income $ 10,631 $ 10,159 $ 6,217 $ 6,638 $ 9,355 $ 5,005

The company expects to contribute $9,900 to the qualified pension plan and $2,438 to the SERP for plan year 2007 whereas the plans are
expected to make the following benefit payments, which reflect expected future service:

QUALIFIED PENSION PLAN SERP

2007 $ 23,362 $ 2,438

2008 23,916 12,820

2009 24,723 9,360

2010 25,785 807

2011 26,513 797

2012—2016 147,821 11,231

For plan year 2006, the company made a contribution of $9,809 of which the final payment of $2,452 was paid in January 2007.

The actuarial assumptions used in determining benefit obligations of the pension plans are as follows:
QUALIFIED PENSION PLAN SERP

DECEMBER 31 2006 2005 2006 2005

Discount rate 5.85% 5.75% 5.60% 5.75%

Average rate of increase in compensation levels 3.5% 3.5% 3.5% 3.5%

The discount rates take into consideration the populations of our pension plans and the anticipated payment streams as compared to the
Citigroup Discount Yield Curve index and rounds the results to the nearest fifth basis point.

The actuarial assumptions used in determining the net periodic benefit cost of the pension plans are as follows:
QUALIFIED PENSION PLAN SERP

DECEMBER 31 2006 2005 2006 2005

Discount rate 5.75% 6.0% 5.75% 6.0%

Expected return on plan assets 8.0% 8.0% — —

Average rate of increase in compensation levels 3.5% 3.5% 3.5% 3.5%
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plan assets for qualified pension plan 
The expected return on plan assets rate was determined based upon
historical returns adjusted for estimated future market fluctuations.

Plan assets are invested in a diversified portfolio consisting of
equity and fixed income securities (including $17,074 of common
stock of Kaman Corporation at December 31, 2006). The invest-
ment policies and goals for pension plan assets are a) to place
assets with investment managers approved by the Finance Com-
mittee of the Board of Directors, b) to diversify across traditional
equity and fixed income asset classes to minimize the risk of
large losses, and c) to seek the highest total return (through a
combination of income and asset appreciation) consistent with
prudent investment practice, and on a five-year moving average
basis, not less than the actuarial earnings assumption.

The target equity/fixed income asset allocation ratio is 60%/40%
over the long term. If the ratio for any asset class moves outside
permitted ranges, the pension plan’s Administrative Committee
(the management committee that is responsible for plan admin-
istration) will act through an immediate or gradual process, as
appropriate, to reallocate assets.

The asset allocations by asset category, which are within the 
permitted ranges, are as follows:
DECEMBER 31 2006 2005

Equity securities 66% 64%

Fixed income securities 34% 36%

Total 100% 100%

Under the current investment policy no investment is made in
commodities, nor are short sales, margin buying hedges, covered
or uncovered call options, puts, straddles or other speculative
trading devices permitted. No manager may invest in interna-
tional securities, inflation linked treasuries, real estate, private
equities, or securities of Kaman Corporation without authoriza-
tion from the company. In addition, with the exception of U.S.
Government securities, managers’ holdings in the securities of
any one issuer, at the time of purchase, may not exceed 7.5% of
the total market value of that manager’s account.

Investment manager performance is evaluated over various time
periods in relation to peers and the following indexes: Domestic
Equity Investments, S&P 500; International Equity Investments,
Morgan Stanley EAFE; Fixed Income Investments, Lehman Broth-
ers’ Aggregate.

other plans
The company also maintains a defined contribution plan which
has been adopted by certain of its U.S. subsidiaries. All employees
of adopting employers who meet the eligibility requirements of
the plan may participate. Employer matching contributions are
currently made to the plan with respect to a percentage of each
participant’s pre-tax contribution. For each dollar that a partici-
pant contributes up to 5% of compensation, participating
subsidiaries make employer contributions of fifty cents ($.50).
Employer contributions to the plan totaled $3,259, $2,950 and
$2,917 in 2006, 2005 and 2004, respectively.

One of the company’s acquired U.S. subsidiaries maintains its
own defined contribution plan for their eligible employees.
Employer matching contributions are made on a discretionary
basis. Additionally, two of the company’s foreign subsidiaries
maintain their own small defined benefit plan for their local
employees. The pension liabilities of $527 associated with these
plans are included in accrued pension costs on the consolidated
balance sheets for the periods presented.

15. OTHER LONG-TERM LIABILITIES
Other long-term liabilities consist of the following:
DECEMBER 31 2006 2005

Supplemental employees’
retirement plan $ 32,171 $27,961

Long-term pension liability 13,805 —

Deferred compensation 10,309 9,519

Minority interest 409 387

Other 5,949 5,365

Total $ 62,643 $43,232

Disclosures regarding the assumptions used in the determination
of the pension and SERP liabilities are included in Note 14.

The company maintains a non-qualified deferred compensation
plan for certain of its employees as well as a non-qualified
deferred compensation plan for its Board of Directors. Generally,
these participants have the ability to defer a certain amount of
their compensation, as defined in the agreement. The deferred
compensation liability will be paid out either upon retirement or
as requested based upon certain terms in the agreements.
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16. COMMITMENTS AND CONTINGENCIES
Rent commitments under various leases for office space, ware-
houses, land and buildings expire at varying dates from January
2007 to December 2015. The standard term for most leases ranges
from 3 to 5 years. Some of the company’s leases have rent escala-
tions, rent holidays or contingent rent that are generally recognized
on a straight-line basis over the entire lease term. Material lease-
hold improvements and other landlord incentives are amortized
over the shorter of their economic lives or the lease term, including
renewal periods, if reasonably assured. Certain annual rentals are
subject to renegotiation, with certain leases renewable for varying
periods. The company recognizes rent expense for leases on a
straight-line basis over the entire lease term.

Lease periods for machinery and equipment range from 1 to 5 years.

Substantially all real estate taxes, insurance and maintenance
expenses are obligations of the company. It is expected that in the
normal course of business, leases that expire will be renewed or
replaced by leases on other similar properties.

The following future minimum rental payments are required
under operating leases that have initial or remaining non-cance-
lable lease terms in excess of one year as of December 31, 2006:

2007 $17,464

2008 11,778

2009 7,773

2010 4,716

2011 3,245

Thereafter 4,120

Total $49,096

Lease expense for all operating leases, including leases with
terms of less than one year, amounted to $16,369, $16,502 and
$16,585 for 2006, 2005 and 2004, respectively.

The company adopted the provisions of FASB Interpretation No. 47

(FIN 47) on December 31, 2005. Under FIN 47, a conditional asset
retirement obligation (CARO), including obligations of a lessee in
connection with leased property, must be recorded if the liability
can be reasonably estimated. The company currently leases vari-
ous properties under leases that give the lessor the right to make
the determination as to whether the lessee must return the prem-
ises to their original condition, except for normal wear and tear.
The company cannot at this time reasonably estimate the cost
that might be incurred in satisfaction of such conditional obliga-

tions, but does not believe such amounts would be material. The
company does not normally make substantial modifications to
leased property, and many of the company’s leases either require
lessor approval of planned improvements or transfer ownership of
such improvements to the lessor at the termination of the lease.
Historically we have not incurred significant costs to return leased
premises to their original condition.

legal matters From time to time, the company is subject to vari-
ous claims and suits arising out of the ordinary course of business,
including commercial, employment and environmental matters.
The ultimate results of all such matters is not presently deter-
minable, however based upon its current knowledge and except
for the potential effect of the matters described below, manage-
ment does not expect that their resolution would have a material
adverse effect on the company’s consolidated financial position.

The company has two warranty-related matters that primarily
impact the FMU-143 program at the Dayron facility. The first item
involves a supplier’s recall of a switch embedded in certain bomb
fuzes. The second item involves bomb fuzes manufactured for the
U.S. Army utilizing systems which originated before Dayron was
acquired by Kaman that have since been found to contain an
incorrect part. The U.S. Army Sustainment Command (USASC), the
procurement agency that administers the FMU-143 contract, had
authorized the warranty rework in the late 2004/early 2005 time-
frame, however the company had not been permitted to finish
the work due to issues raised by the USASC primarily related to
administrative matters and requests for verification of the accu-
racy of test equipment (which accuracy was subsequently
verified). On December 27, 2006, the USASC notified the company
that it was changing its remedy under the warranty clause from
correction of the non-conforming fuzes to an “equitable adjust-
ment” of the contract price in the amount of $6,900. The company
believes that the USASC is unjustified in attempting to make this
change and has responded to that effect to the USASC. The parties
are following the procedure established by the contract and if the
USASC determines that it will not accept a rework of the fuzes,
the company intends to appeal the decision.

As previously reported, a jury verdict was reached on May 17, 2006

in the company’s breach of contract suit against the University of
Arizona. The jury found in favor of Kaman on its claim that the Uni-
versity breached the contract between the parties and also found in
favor of Kaman and against the University on the University’s
counterclaim for breach of contract. No damages were awarded to
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either party. The University has appealed the jury verdict to the 
Arizona Court of Appeals and management currently expects a
decision from the court of appeals sometime during 2007.

other matters During 2006, the company made significant
progress toward completion of the requirements of the 1997 

production contract with the Commonwealth of Australia by 
performing Formal Qualification Testing (FQT) of the Integrated
Tactical Avionics System (ITAS). During this time, the company
also worked with the Commonwealth to resolve previously
reported flight safety questions that resulted in grounding of the
aircraft early in 2006, and management believes that the cause of
the safety concern has been rectified. The Commonwealth also
continued to develop additional work scope related to its aircraft
certification requirements, which would involve development and
testing of new software and hardware requirements for the auto-
matic flight control system. The company has provided a proposal
to perform the additional work, which could take up to approxi-
mately twenty-nine months.

Meanwhile, the company awaits the result of a previously
reported review by the Commonwealth’s Minister of Defence
regarding the possibility of pursuing an alternative to the Kaman
program. The company believes that its program is the most 
efficient and cost effective method to achieve the Royal 
Australian Navy’s operational needs.

While these activities are ongoing, in January 2007, the Common-
wealth also initiated the process that is provided for under the
contract to resolve disputes (which would begin with discussions
between the parties and could ultimately result in arbitration). The
parties subsequently agreed to stop that process and mutually
waive, for the present, the expiration of any statute of limitations
periods that might be involved in the dispute. The Commonwealth’s
principal assertions are that the helicopters have not been delivered
in a timely manner and the design of the helicopter, particularly
the automatic flight control system, is inadequate from a safety
perspective. Management believes that its obligations to the Com-
monwealth under the program are being performed and the design
of the SH-2G(A) is safe and proper as demonstrated by the signifi-
cant operational history of this aircraft type with several countries,
including the United States. Management intends to continue its
efforts to work with the Commonwealth to develop a satisfactory
path forward to complete the SH-2G(A) program, which may
include the additional work discussed above.

On July 31, 2006, the company submitted an Offer to Purchase
(OTP) to NAVAIR and the General Services Administration to pur-
chase the portion of the Bloomfield campus that the company
currently leases from NAVAIR and has operated for several
decades for the principal purpose of performing U.S. government
contracts. Currently, the OTP is valid through July 31, 2007 and is
subject to negotiation of terms mutually acceptable to the com-
pany and the government that include, in consideration for the
transfer of title, the company’s assumption of responsibility for
environmental remediation at the facility as necessary to meet
the requirements of state law that will apply upon the transfer.
As of the date of this report, the company is in discussions with
the U.S. government regarding these terms and the company
anticipates that the process may take several more months.
Thereafter, upon completion of the government’s final approval
processes and requirements, the company anticipates that trans-
fer of title to the property will take place. In preparation for this,
the company is in discussions with the Connecticut Department
of Environmental Protection (CTDEP) in order to define the scope
of such remediation.

In preparation for disposal of the Moosup, Connecticut facility,
CTDEP has given the company conditional approval for reclassifi-
cation of groundwater in the vicinity of the facility consistent
with the character of the area. The company has substantially
completed the process of connecting neighboring properties to
public drinking water in accordance with such approval and in
coordination with the CTDEP and local authorities. The company
anticipates that this project will be completed in 2007.

17. COMPUTATION OF EARNINGS (LOSS) PER SHARE
The earnings (loss) per share – basic computation is based on the
net earnings (loss) divided by the weighted average number of
shares of common stock outstanding for each year.

The earnings (loss) per share – diluted computation assumes that at
the beginning of the year the 6% convertible subordinated deben-
tures are converted into common stock with a resultant reduction
in interest costs net of tax. The earnings (loss) per share – diluted
computation also includes the common stock equivalency of dilu-
tive options granted to employees under the Stock Incentive Plan.
Excluded from the earnings (loss) per share – diluted calculation are
options granted of 73,700, 65,882 and 184,571 for the years ended
December 31, 2006, 2005 and 2004, respectively, to employees that
are anti-dilutive based on the average stock price.
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2006 2005 2004

Earnings (loss)
per share – basic

Net earnings (loss) $ 31,786 $ 13,028 $(11,822)

Weighted average shares 
outstanding (000) 24,036 23,038 22,700

Earnings (loss)
per share – basic $ 1.32 $ .57 $ (.52)

Earnings (loss)
per share – diluted

Net earnings (loss) $ 31,786 $ 13,028 $(11,822)

Plus:
After-tax interest

savings on convertible
debentures 609 546 —

Net earnings (loss)
assuming conversion $ 32,395 $ 13,574 $(11,822)

Weighted average
shares outstanding (000) 24,036 23,038 22,700

Plus shares issuable on:
Conversion of

6% convertible
debentures 719 796 —

Exercise of
dilutive options 114 135 —

Weighted average
shares outstanding
assuming conversion (000) 24,869 23,969 22,700

Earnings (loss)
per share – diluted 1 $ 1.30 $ .57 $ (.52)

1: The calculated diluted earnings (loss) per share amount for 2004 is anti-dilutive,
therefore, amount shown is equal to the basic earnings (loss) per share calculation.
Potentially dilutive average shares outstanding of 942,000 from the conversion of the
debentures and the exercise of dilutive stock options for the year ended December 31,
2004 have been excluded from the average diluted shares outstanding due to the loss
from operations in that year. Additionally, after-tax interest savings on convertible
debentures of $807 for the year ended December 31, 2004 has been excluded from net
earnings (loss) due to the loss from operations in that year.

18. SHARE-BASED ARRANGEMENTS
On January 1, 2006, we adopted Statement of Financial Account-
ing Standards No. 123(R) (SFAS 123(R)) related to accounting for
share-based payments and, accordingly, we are now recording
compensation expense for share-based awards based upon an
assessment of the grant date fair value of the awards. Prior to
2006, share-based compensation was accounted for in accordance
with Accounting Principles Board Opinion No. 25. We are using
the modified prospective method of adoption, which allows us to
apply SFAS 123(R) on a going-forward basis rather than restating
prior periods.

The company accounts for stock options and restricted stock as
equity awards whereas the stock appreciation rights and employee
stock purchase plan are accounted for as liability awards.

The following table summarizes share-based compensation
expense recorded during each period presented:

2006 2005 2004

Stock options $ 893 $ — $ —

Restricted stock awards 729 555 967

Stock appreciation rights 1,036 8,265 212

Employee stock purchase plan 209 — —

Total share-based 
compensation expense $ 2,867 $ 8,820 $ 1,179

Compensation expense for stock options and restricted stock
awards, which is recorded in general and administrative expense,
is recognized on a straight-line basis over the vesting period of
the award. The expense recorded for stock appreciation rights
includes a cumulative effect adjustment of $105 recorded as of
the beginning of 2006 as a result of adopting SFAS 123(R) to
reflect the effect of changing our valuation methodology to
record compensation expense from intrinsic value to fair value.

stock option accounting The following table reflects pro forma
net earnings and earnings per share for the twelve months ended
December 31, 2005 and 2004 as if we had applied the fair value
method.

2005 2004

Net earnings (loss):
As reported $ 13,028 $(11,822)

Stock compensation expense 
reported in net earnings,
net of tax effect 5,468 1,330

Less pro forma stock 
compensation expense,
net of tax effect (6,215) (2,069)

Pro forma net earnings (loss) $ 12,281 $(12,561)

Earnings (loss) per share – basic:
As reported .57 (.52)

Pro forma .53 (.55)

Earnings (loss) per share – diluted:
As reported .57 (.52)

Pro forma .53 (.55)

stock incentive plan The 2003 Stock Incentive Plan (the “2003

Plan”) provides for the issuance of 2,000,000 shares of common
stock and includes a continuation and extension of the predeces-
sor plan. As with the predecessor plan, the 2003 Plan provides for
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equity compensation awards, including principally incentive and
non-statutory stock options, restricted stock, stock appreciation
rights, and long-term incentive program (LTIP) awards. In addi-
tion, the 2003 Plan contains provisions intended to qualify the
LTIP under Section 162(m) of the Internal Revenue Code of 1986,
as amended. As of December 31, 2006, there were 1,644,794

shares available for grant under the plan.

LTIP awards provide certain senior executives an opportunity to
receive award payments in either stock or cash as determined by
the Personnel and Compensation Committee in accordance with
the Plan, at the end of a three-year performance cycle. For the per-
formance cycle, the company’s financial results are compared to
the Russell 2000 indices for the same periods based upon the fol-
lowing: (a) average return on total capital, (b) earnings per share
growth and (c) total return to shareholders. No awards will be
payable unless the company’s performance is at least in the 25th
percentile of the designated indices. The maximum award is
payable if performance reaches the 75th percentile of the desig-
nated indices. Performance between the 25th and 75th
percentiles is determined by straight-line interpolation.
Through 2006, all of the LTIP awards have been paid in cash.

Stock options are granted with an exercise price equal to the aver-
age market price of our stock at the date of grant. Options and
Stock Appreciation Rights (SARs) granted under the plan gener-
ally expire ten years from the date of grant and vest 20% each
year over a 5-year period on each of the first five anniversaries
from the date of grant. Restricted stock awards (RSA) are generally
granted with restrictions that lapse at the rate of 20% per year
over a 5-year period on each of the first five anniversaries from
the date of grant. Generally, these awards are subject to forfeiture
if a recipient separates from service with the company.

Stock option activity is as follows:
WEIGHTED-

AVERAGE
STOCK OPTIONS OUTSTANDING: OPTIONS EXERCISE PRICE

Balance at January 1, 2004 1,275,670 $ 13.67

Options granted 176,565 14.03

Options exercised (48,350) 10.13

Options cancelled (76,080) 14.07

Balance at December 31, 2004 1,327,805 13.82

Options granted 305,500 11.62

Options exercised (663,262) 13.84

Options cancelled (59,800) 12.89

Balance at December 31, 2005 910,243 13.13

Options granted 161,600 21.32

Options exercised (137,244) 13.13

Options cancelled (33,960) 15.97

Balance at December 31, 2006 900,639 $ 14.49

The following table presents information regarding options 
outstanding as of December 31, 2006:

Weighted-average contractual 
remaining term – options outstanding 6.53 years

Aggregate intrinsic value – 
options outstanding $ 7,320

Options exercisable 357,420

Weighted-average exercise price – 
options exercisable $ 14.20

Aggregate intrinsic value –
options exercisable $ 3,008

Weighted-average contractual 
remaining term – options exercisable 4.58 years

As of December 31, 2005 and 2004 there were 301,831 and
814,240 options exercisable, respectively.

Intrinsic value represents the amount by which the market price
of the stock on the measurement date exceeded the exercise price
of the option. The intrinsic value on the date of exercise of options
that were exercised in 2006 was $1,388. The company’s policy for
issuing shares upon stock option exercises is to issue those shares
from treasury stock. The company currently has an open stock 
repurchase plan which would enable the company to repurchase
shares as needed.

The fair value of each option award is estimated on the date of
grant using the Black-Scholes option valuation model. The follow-
ing table indicates the weighted-average assumptions used in
estimating fair value in 2006, 2005 and 2004:

2006 2005 2004

Expected option term 6.5 years 8 years 8 years
Expected volatility 41.5% 40.0% 45.0%

Risk-free interest rate 4.5% 4.2% 4.1%

Expected dividend yield 2.5% 3.8% 3.1%

Per share fair value of 
options granted $ 7.96 $ 3.73 $ 5.36

The expected term for options represents an estimate of the period
of time the stock options are expected to remain outstanding and
is generally based upon an analysis of the historical behavior of
stock option holders during the period from 1995 through 2005.

The volatility assumption is based on the historical daily price
data of the company’s stock over a period equivalent to the
weighted-average expected term of the options. Management
evaluates whether there were factors during that period which
were unusual and which would distort the volatility figure if used
to estimate future volatility and concluded that there were no
such factors.
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The risk-free interest rate assumption is based upon the interpo-
lation of various U.S. Treasury rates determined at the date of
option grant. Expected dividends are based upon a historical
analysis of our dividend yield over the past year.

Restricted Stock activity is as follows:
WEIGHTED-AVERAGE

GRANT DATE 
RESTRICTED STOCK OUTSTANDING: RSA FAIR VALUE

Nonvested at January 1, 2006 56,580 $ 12.79

RSA granted 45,475 22.24

RSA vested (46,260) 17.35

RSA cancelled (2,100) 21.38

Nonvested at December 31, 2006 53,695 $ 16.52

The grant date fair value for restricted stock is the average market
price of the unrestricted shares on date of grant. Prior to adopting
SFAS 123(R), the fair value of nonvested awards (restricted stock
and deferred stock units) was recorded to additional paid-in capi-
tal with the offsetting entry posted to unamortized restricted
stock awards, also an equity account. The unearned compensa-
tion was then amortized to compensation expense related to
equity awards over the vesting period using the straight-line
method. With the adoption of SFAS 123(R), we offset $454 of
unearned compensation against additional paid-in capital.

Stock Appreciation Rights activity is as follows:
WEIGHTED-AVERAGE

SARs OUTSTANDING: SARs EXERCISE PRICE 

Balance at January 1, 2006 241,780 $ 11.51

SARs granted — —

SARs exercised (102,720) 12.67

SARs cancelled — —

Balance at December 31, 2006 139,060 $ 10.65

Total cash paid to settle stock appreciation rights (at intrinsic
value) for 2006 and 2005 was $1,227 and $7,373, respectively.
SARs are re-evaluated on a quarterly basis using the Black-Scholes
valuation model.

We record a tax benefit and associated deferred tax asset for com-
pensation expense recognized on non-qualified stock options and
restricted stock for which we are allowed a tax deduction. For
2006, we recorded a tax benefit of $307 for these two types of
compensation expense.

The windfall tax benefit is the tax benefit realized on the exercise
of non-qualified stock options and disqualifying dispositions of
stock acquired by exercise of incentive stock options and
Employee Stock Purchase Plan stock purchases in excess of the

deferred tax asset originally recorded. The total windfall tax 
benefit realized in 2006 was $344.

As of December 31, 2006, future compensation costs related to
non-vested stock options and restricted stock grants is $1,804.
Management anticipates that this cost will be recognized over a
weighted-average period of 1.81 years.

employees stock purchase plan The Kaman Corporation Employ-
ees Stock Purchase Plan allows employees to purchase common
stock of the company, through payroll deductions, at 85% of the
market value of shares at the time of purchase. The plan provides
for the grant of rights to employees to purchase a maximum of
1,500,000 shares of common stock. There are no charges or credits
to income in connection with the plan for 2005 or 2004 as the plan
was considered non-compensatory prior to the adoption of SFAS
123(R). During 2006, 68,930 shares were issued to employees at
prices ranging from $16.86 to $24.59. During 2005, 83,485 shares
were issued to employees at prices ranging from $9.46 to $20.15,
and during 2004, 111,669 shares were issued at prices ranging
from $9.45 to $12.61. At December 31, 2006, there were 471,403

shares available for purchase under the plan.

19. SEGMENT INFORMATION
The company reports results in three business segments – 
Aerospace, Industrial Distribution and Music.

The Aerospace segment produces aircraft structures and compo-
nents for military and commercial aircraft, including specialized
aircraft bearings, and supports the SH-2G Super Seasprite naval
helicopter and the K-MAX medium-to-heavy lift helicopter, and
provides various advanced technology products serving critical
specialized markets including missile and bomb fuzing.

The Industrial Distribution segment is the nation’s third largest
distributor of power transmission, motion control, material han-
dling and electrical components and a wide range of bearings.
Products and value-added services are offered to a customer base
of more than 50,000 companies representing a highly diversified
cross-section of North American industry.

The Music segment is the largest independent U.S. distributor of
musical instruments and accessories, offering more than 20,000

products for amateurs and professionals. Proprietary products
include Ovation®, Takamine®, and Hamer® guitars, Latin Percus-
sion® and Toca® instruments, Gibraltar® percussion hardware and
Gretsch® professional drum sets. During 2006, the segment con-
verted our distribution agreement with Sabian® Cymbals into an
exclusive contract, expanding an important product offering to
proprietary brand status. Additionally effective January 1, 2007,
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Elixir® Strings selected the segment as its exclusive U.S. distributor.
Summarized financial information by business segment is as follows:

2006 2005 2004

Net sales:
Aerospace $ 326,002 $ 287,945 $ 252,348

Industrial Distribution 665,420 621,933 581,843

Music 214,732 191,318 161,001

$ 1,206,154 $ 1,101,196 $ 995,192

Operating income (loss):
Aerospace $ 48,140 $ 33,285 $ (14,303)

Industrial Distribution 35,160 29,415 19,338

Music 11,555 13,016 11,085

Net gain (loss)  
on sale of assets (52) (27) 199

Corporate expense (35,426) (42,932) (28,850)

Operating income (loss) 59,377 32,757 (12,531)

Interest expense, net (6,179) (3,046) (3,580)

Other expense, net (919) (860) (1,053)

Earnings (loss)
before income taxes $ 52,279 $ 28,851 $ (17,164)

Identifiable assets:
Aerospace $ 285,606 $ 266,369 $ 289,343

Industrial Distribution 188,672 175,725 164,711

Music 111,861 117,347 76,764

Corporate 44,274 39,056 31,513

$ 630,413 $ 598,497 $ 562,331

Capital expenditures:
Aerospace $ 8,867 $ 5,445 $ 3,615

Industrial Distribution 2,930 2,748 2,709

Music 1,120 1,474 1,074

Corporate 302 199 141

$ 13,219 $ 9,866 $ 7,539

Depreciation and amortization:
Aerospace $ 5,834 $ 5,596 $ 5,468

Industrial Distribution 2,285 2,057 1,972

Music 1,718 1,371 963

Corporate 635 531 566

$ 10,472 $ 9,555 $ 8,969

Operating income is total revenues less cost of sales and selling,
general and administrative expense including corporate expense.
Operating income includes net gain on sale of product lines and
other assets.

During 2006 and 2005, the Aerospace segment recorded an addi-
tional $9,701 and $16,810 charge, respectively, for accrued
contract loss on the SH-2G(A) program. Additionally during 2005,
the Aerospace segment recorded a $6,754 recovery of previously
written off MDHI sales and accounts receivable. Music segment
operating income includes results for Musicorp since the date of
acquisition in August 2005. In 2005, corporate expense included
$8,265 of stock appreciation rights expense and $3,339 of consult-
ing expenses related to the recapitalization.

Results for 2004 included the following adjustments: $20,083

(including $18,211 negative sales adjustments and $1,872

increase in bad debt reserve) related to the company’s investment
in MDHI programs; $7,086 non-cash adjustment for the Boeing
Harbour Pointe program; $5,474 charge for the Australian SH-
2G(A) program; $3,507 warranty reserve for two product
warranty related issues and $3,471 non-cash adjustment related
to the University of Arizona matter.

Identifiable assets are year-end assets at their respective net car-
rying values segregated as to segment and corporate use.

For the periods presented, the corporate identifiable assets are
principally comprised of cash, short-term and long-term deferred
income tax assets, cash surrender value for our life insurance poli-
cies and fixed assets. The increase in corporate assets in 2006 is
primarily due to an increase in prepaid expense and other assets
related to additional life insurance contributions. Corporate assets
increased in 2005 primarily due to an increase in net deferred 
tax assets.

Net sales by the Aerospace segment made under contracts with
U.S. Government agencies (including sales to foreign govern-
ments through foreign military sales contracts with U.S.
Government agencies) totaled $156,060, $120,683 and $112,540

in 2006, 2005 and 2004, respectively.

Sales are attributed to geographic regions based on their location
of origin. Geographic distribution of sales are as follows:

2006 2005 2004

United States $ 1,036,380 $ 943,159 $859,539

Australia/New Zealand 28,854 26,106 44,278

Canada 48,598 45,039 37,205

Europe 48,623 40,198 29,857

Mexico 19,327 18,469 13,462

Japan 11,569 18,671 4,272

Other 12,803 9,554 6,579

$ 1,206,154 $1,101,196 $995,192
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Kaman Corporation delivered strong results in 2006.
The company achieved record sales for the year and net earnings
were up sharply. Our two largest segments, Aerospace and 
Industrial Distribution, reported record operating income for the
year. This performance resulted from the continued execution 
of our focused long-term strategies for each business and from
favorable conditions in most of our markets.

Building on this performance is a principal objective of the 
company. In this report, we give an account of the year past;
and discuss the challenges, the progress, and our plans for 
sustaining the momentum we have achieved.

QUARTERLY COMMON STOCK INFORMATION
2006 HIGH LOW CLOSE DIVIDEND

First $25.45 $18.91 $25.16 12.5¢
Second 25.69 15.52 18.20 12.5¢
Third 19.00 17.25 18.01 12.5¢
Fourth 24.50 17.70 22.39 12.5¢

2005 HIGH LOW CLOSE DIVIDEND

First $13.38 $10.95 $12.45 11¢
Second 18.17 11.54 18.04 12.5¢
Third 24.48 17.47 20.45 12.5¢
Fourth 23.95 17.10 19.69 12.5¢

DIVIDEND REINVESTMENT PROGRAM
A Dividend Reinvestment Program is available for investment 
in common stock. A booklet describing the program may be
obtained from the transfer agent by calling (800) 842-7629.

ANNUAL MEETING
The Annual Meeting of Shareholders is scheduled to be held 
on Tuesday, April 17, 2007, at 11:00 a.m. at the offices of the 
company, 1332 Blue Hills Avenue, Bloomfield, CT 06002.
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Commission, and other SEC reports via Kaman’s web site or from
the Investor Contact.
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Visit Kaman’s Home Page on the Internet,
http://www.kaman.com, to access a corporate overview,
investor information, and our media center.
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