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* If the form is filed by more than one reporting person, see Instruction 4(b)(v).

** Intentional misstatements or omissions of facts constitute Federal Criminal Violations. See 18 U.S.C. 1001 and 15 U.S.C. 78ff(a).

(1) The reporting person's ownership information includes 5,110 shares of the issuer's common stock, based on a 401(k) plan statement dated
as of March 31, 2014.

Note: File three copies of this Form, one of which must be manually signed. If space is insufficient, see Instruction 6 for procedure.
Potential persons who are to respond to the collection of information contained in this form are not required to respond unless the form displays
a currently valid OMB number. derived the selected historical financial information as of and for the fiscal years ended
December 28, 2003 and December 29, 2002 from our audited consolidated financial statements which are not
included in this annual report on Form 10-K. As with our financial statements for the fiscal years ended January 1,
2006 and January 2, 2005, we adjusted the information in the financial statements for the fiscal years ended
December 28, 2003 and December 29, 2002, where appropriate, to account for our discontinued operations.

Our historical financial information may not be indicative of our results of operations or financial position that you should expect in the future.
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You should read the following selected historical financial information together with our �Management�s Discussion and Analysis of Financial
Condition and Results of Operations� and our consolidated financial statements, including the related notes, included elsewhere in this annual
report on Form 10-K.

Fiscal Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

December 28,
2003

December 29,
2002

(In thousands, except per share data)
Income Statement Data:
Sales $ 1,546,358 $ 1,473,831 $ 1,429,089 $ 1,344,540 $ 1,296,829
Operating income(1) 153,402 140,951 137,676 126,955 10,998
Other expense, net(2) 2,666 74,291 38,332 53,513 29,786
Income (loss) from continuing operations before taxes(3) 150,736 66,660 99,344 73,442 (18,788)
Income (loss) from continuing operations, net of income
taxes(4) 118,324 66,532 75,879 50,755 (10,404)
(Loss) income from discontinued operations, net of income
taxes (1,174) 15,214 20,659 2,652 (10,274)
Gain (loss) on dispositions of discontinued operations, net
of income taxes(7)(8)(9) 2,433 186,362 (495) (448) (13,460)

Net income (loss) before effect of accounting change 119,583 268,108 96,043 52,959 (34,138)
Effect of accounting change, net of income tax(10) �  �  �  �  (117,800)

Net income (loss) $ 119,583 $ 268,108 $ 96,043 $ 52,959 $ (151,938)

Basic earnings (loss) per share:
Continuing operations $ 0.95 $ 0.51 $ 0.60 $ 0.40 $ (0.08)
Discontinued operations 0.01 1.56 0.16 0.02 (0.19)
Effect of accounting change, net of
income tax �  �  �  �  (0.94)

Net income (loss) $ 0.96 $ 2.07 $ 0.75 $ 0.42 $ (1.21)

Diluted earnings (loss) per share:
Continuing operations $ 0.94 $ 0.51 $ 0.59 $ 0.40 $ (0.08)
Discontinued operations 0.01 1.54 0.16 0.02 (0.19)
Effect of accounting change, net of
income tax �  �  �  �  (0.94)

Net income (loss) $ 0.95 $ 2.04 $ 0.74 $ 0.41 $ (1.21)

Weighted-average common shares outstanding:
Basic: 125,203 129,267 127,345 126,363 125,439
Diluted: 126,512 131,140 129,429 127,741 125,439
Cash dividends per common share $ 0.28 $ 0.28 $ 0.28 $ 0.28 $ 0.28

As of

December
31,

January 1,
2006

January 2,
2005

December 28,
2003

December 29,
2002
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2006

Balance Sheet Data:
Total assets $ 2,510,322 $ 2,693,461 $ 2,575,507 $ 2,607,727 $ 2,825,482
Short-term debt 1,153 1,131 9,714 5,167 191,408
Long-term debt 151,781 243,282 364,874 544,307 614,053
Stockholders� equity(5)(6) 1,577,730 1,650,513 1,460,085 1,349,050 1,252,344
Common shares outstanding 123,255 130,109 129,059 126,909 125,854
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(1) We adopted Statement of Financial Accounting Standards (�SFAS�) No. 123(R), �Share-Based Payment� (�SFAS No. 123(R)�), on January 2,
2006. The total incremental pre-tax compensation related to stock options was $9.2 million in 2006.

(2) In 2005, we incurred $54.9 million in fees associated with the extinguishment of our senior subordinated 8 7/8% notes due 2013 offset by
gains on the sales of investments of $5.8 million.

(3) We incurred pre-tax restructuring (reversals) charges, net, of ($3.6) million in 2006, $22.1 million in 2005, ($2.8) million in 2003 and
$36.6 million in 2002. The 2002 pre-tax restructuring charge primarily related to the combination of our Life Science and Analytical
Instruments businesses into the Life and Analytical Sciences segment.

(4) The 2005 effective tax rate on continuing operations of 0.19% was largely due to a $27.5 million benefit related to the settlement of
federal, state and foreign income tax audits and an additional accrual of $15.5 million related to the homeland investment provisions of
the American Jobs Creation Act of 2004.

(5) In 2006, we adopted Statement of SFAS No. 158, �Employers� Accounting for Defined Benefit Pension and Other Postretirement Plans, an
amendment of FASB Statements No. 87, 88, 106, and 132(R)� (�SFAS No. 158�). The impact of adopting SFAS No. 158 was a reduction to
accumulated other comprehensive income of $32.7 million, a reduction to other assets of $26.6 million, an increase to current liabilities
of $7.3 million, an increase to current assets of $0.7 million and a reduction to long-term liabilities of $0.4 million, with no impact to our
consolidated statements of operations or statements of cash flows.

(6) In 2006, we repurchased in the open market 8.9 million shares of our common stock at an aggregate cost of $190.1 million, including
commissions. The repurchased shares have been reflected as additional authorized but unissued shares, with the payments reflected in
common stock and capital in excess of par value. These repurchases were made pursuant to our stock repurchase program announced in
November 2005 (the �Program�).

(7) In 2006, we sold substantially all of the assets of our Fluid Sciences Semiconductor business for approximately $26.5 million, subject to
a net working capital adjustment, plus potential additional contingent consideration. We recognized a pre-tax gain of $3.8 million,
exclusive of additional contingent consideration.

(8) In 2005, we sold the Aerospace and Fluid Testing businesses of our Fluid Sciences segment for a net pre-tax gain of $280.9 million. Net
pre-tax losses of $8.5 million related to the sale of the Lithography Business and Fiber Optic Test Equipment Business were partially
offset by other pre-tax gains of $1.4 million that related to multiple discontinued operations.

(9) In 2002, we sold the Security and Detection Systems business for a net pre-tax gain on the sale of $15.0 million. We also approved
separate plans to shut down our Telecommunications Component and sell our Entertainment Lighting businesses with related losses
recorded to reduce the assets to the amount estimated to be fair value less cost to sell Entertainment Lighting business of $2.1 million and
Telecommunications Component business of $18.4 million.

(10) We adopted Statement of SFAS No. 142, �Goodwill and Other Intangible Assets� (�SFAS No. 142�) in 2002. We completed our transitional
implementation of the impairment of testing provisions of SFAS No. 142, which resulted in a $117.8 million after-tax charge for
goodwill associated with the lighting reporting unit within the Optoelectronics segment.
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Item 7.    Management�s Discussion and Analysis of Financial Condition and Results of Operations

This annual report on Form 10-K, including the following management�s discussion and analysis, contains forward-looking information that you
should read in conjunction with the consolidated financial statements and notes to consolidated financial statements that we have included
elsewhere in this annual report on Form 10-K. For this purpose, any statements contained in this report that are not statements of historical fact
may be deemed to be forward-looking statements. Words such as �believes,� �plans,� �anticipates,� �expects,� �will� and similar expressions are intended
to identify forward-looking statements. Our actual results may differ materially from the plans, intentions or expectations we disclose in the
forward-looking statements we make. We have included important factors above under the heading �Risk Factors� in Item 1A above that we
believe could cause actual results to differ materially from the forward-looking statements we make. We are not obligated to publicly update any
forward-looking statements, whether as a result of new information, future events or otherwise.

Overview

We are a leading provider of scientific instruments, consumables and services to the pharmaceutical, biomedical, academic research,
environmental testing and general industrial markets, commonly referred to as the health sciences and photonics markets. We design,
manufacture, market and service products and systems within two businesses, each constituting a separate reporting segment:

� Life and Analytical Sciences. We are a leading provider of drug discovery, genetic screening and environmental and
chemical analysis tools, including instruments, reagents, consumables, and services.

� Optoelectronics. We provide a broad range of digital imaging, sensor and specialty lighting components used in the biomedical,
consumer products and other specialty end markets.

The health sciences markets include all of the businesses in our Life and Analytical Sciences segment and the medical imaging business, as well
as elements of the medical sensors and lighting businesses in our Optoelectronics segment. The photonics markets include the remaining
businesses in our Optoelectronics segment.

Accounting Period

Our fiscal year ends on the Sunday nearest December 31. We report fiscal years under a 52/53 week format. Under this method, certain years
will contain 53 weeks. The fiscal years ended December 31, 2006 and January 1, 2006 included 52 weeks. The fiscal year ended January 2, 2005
included 53 weeks.

Consolidated Results of Continuing Operations

Sales
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2006 Compared to 2005. Sales for 2006 were $1,546.4 million versus $1,473.8 million during 2005, an increase of $72.6 million, or 5%.
Acquisitions increased 2006 sales by $21.6 million over 2005. Changes in foreign exchange rates increased sales by $9.8 million over 2005. The
analysis in the remainder of this paragraph compares segment sales for 2006 as compared to 2005 and includes the effect of foreign exchange
rate fluctuations and acquisitions. The total increase in sales includes a $63.5 million, or 6%, increase in our Life and Analytical Sciences
segment sales, which grew from $1,081.1 million in 2005 to $1,144.6 in 2006 primarily due to increases in sales of service of $31.8 million,
instruments of $29.8 and consumables and reagents of $1.9 million. Our Optoelectronics segment sales grew $9.1 million, or 2%, from $392.7
million in 2005 to $401.8 million in 2006 primarily due to sales of our digital imaging products increasing by $15.1 million, while sales within
our sensors and specialty lighting product lines decreased $6.0 million.
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2005 Compared to 2004. Sales for 2005 were $1,473.8 million, versus $1,429.1 million during 2004, an increase of $44.7 million, or 3%.
Acquisitions increased 2005 sales by $12.1 million over 2004, whereas changes in foreign exchange rates had an immaterial impact on sales on a
year-over-year basis. Fiscal 2005 had 52 weeks compared to 53 weeks in fiscal 2004. In the fourth quarter of fiscal 2004, an average week�s sales
represented $29.4 million. The analysis in the remainder of this paragraph compares significant sales for 2005 as compared to 2004 and includes
the effect of foreign exchange rate fluctuations and the previously mentioned extra week during 2004. The total increase in sales reflects an
$18.3 million, or 2%, increase in our Life and Analytical Sciences segment sales, which grew from $1,062.8 million in 2004 to $1,081.1 in 2005.
Our Optoelectronics segment sales grew $26.4 million, or 7%, from $366.3 million in 2004 to $392.7 million in 2005.

Cost of Sales

2006 Compared to 2005. Cost of sales for 2006 was $918.3 million, versus $859.3 million for 2005, an increase of $59.0 million, or 7%. As a
percentage of sales, cost of sales increased to 59.4% in 2006 from 58.3% in 2005, resulting in a decrease in gross margin of 110 basis points to
40.6% in 2006 from 41.7% in 2005. This decrease was primarily attributable to unfavorable product and geography mix of sales, pricing
pressures and inflation, including commodity costs during 2006. Partially offsetting these items were efficiencies gained through increased
production volume and successful execution of productivity initiatives. Amortization of intangible assets was $29.2 million in 2006 as compared
to $27.8 million in 2005. With the adoption of SFAS No. 123(R), cost of sales for 2006 also included stock option expense of $1.3 million. No
stock option expense was recorded in 2005.

2005 Compared to 2004. Cost of sales for 2005 was $859.3 million, versus $846.3 million for 2004, an increase of $13.0 million, or 2%. As a
percentage of sales, cost of sales decreased to 58.3% in 2005 from 59.2% in 2004, resulting in an increase in gross margin of 90 basis points to
41.7% in 2005 from 40.8% in 2004. The increase in gross margin was largely attributable to higher sales volume enabling better leveraging of
fixed costs and increased manufacturing productivity, offset by pricing pressures and inflation, including commodity costs in 2005 and higher
contribution of Optoelectronics revenue as a percentage of overall sales. While Optoelectronics does have lower gross margins than Life and
Analytical Sciences, it also has lower operating expenses as a percentage of sales. Amortization of intangible assets was $27.8 million in 2005 as
compared to $27.6 million in 2004.

Selling, General and Administrative Expenses

2006 Compared to 2005. Selling, general and administrative expenses for 2006 were $376.9 million, versus $365.5 million for 2005, an increase
of $11.4 million, or 3%. As a percentage of sales, selling, general and administrative expenses decreased 40 basis points to 24.4% in 2006 from
24.8% in 2005. This decrease was the result of increased fixed cost leverage and cost controls, offset in part by increased investment in business
development activities, stock option expense and an increase in the number of sales employees in emerging markets and higher growth product
lines. Amortization of intangible assets was $3.0 million in 2006 as compared to $0.8 million in 2005. With the adoption of SFAS No. 123(R),
selling, general and administrative expenses for 2006 also included $7.2 million of stock option expense whereas no stock option expense was
recorded in 2005.

2005 Compared to 2004. Selling, general and administrative expenses for 2005 were $365.5 million, versus $362.3 million for 2004, an increase
of $3.2 million, or 1%. As a percentage of sales, selling, general and administrative expenses decreased 60 basis points to 24.8% in 2005 from
25.4% in 2004. The decrease as a percentage of sales of 60 basis points in 2005 was primarily due to net productivity improvements and cost
reductions in both our Life and Analytical Sciences and Optoelectronics segments. Amortization of intangible assets was $0.8 million in 2005.
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Research and Development Expenses

2006 Compared to 2005. Research and development expenses for 2006 were $99.7 million versus $87.4 million in 2005, an increase of $12.3
million, or 14%. As a percentage of sales, research and development expenses increased to 6.4% in 2006 from 5.9% in 2005. Amortization of
intangible assets was $1.6 million in 2006 as compared to $0.1 million in 2005. With the adoption of SFAS No. 123(R), research and
development expenses for 2006 also included $0.7 million of stock option expense whereas no stock option expense was recorded in 2005. We
directed research and development efforts during 2006 and 2005 primarily toward genetic screening, biopharmaceutical, and environmental and
chemical end markets within our Life and Analytical Sciences segment and medical digital imaging within our Optoelectronics segment in order
to help accelerate our growth initiatives. We expect our research and development spending to increase on both an absolute and percentage of
sales basis in 2007, and to continue to emphasize these same markets.

2005 Compared to 2004. Research and development expenses for 2005 were $87.4 million versus $82.4 million in 2004, an increase of $5.0
million, or 6%. As a percentage of sales, research and development expenses increased to 5.9% in 2005 from 5.8% in 2004. Amortization of
intangible assets was $0.1 million in 2005. We directed research and development efforts during 2005 and 2004 primarily toward drug
discovery, genetic screening and environmental and chemical analysis tools within our Life and Analytical Sciences segment, and medical
digital imaging and Cermax® lighting within our Optoelectronics segment.

Restructuring (Reversals) and Integration Charges, Net

2006 Compared to 2005. Restructuring and integration (reversals) and charges, net, for 2006 were ($3.6) million versus $22.1 million for 2005.
The following table summarizes our restructuring accrual balances and related activity by restructuring plan during 2006, 2005 and 2004:

Balance at
12/28/2003

2004
Amounts

paid
Balance at
1/02/2005

2005
Charges

2005
Amounts
paid and
incurred

2005
Changes in
Estimates

Balance at
1/1/2006

2006
Charges

2006
Amounts

paid
and

incurred

2006
Changes in
Estimates

Balance at
12/31/2006

(In thousands)
2001 to 2003 plans $ 7,159 $ (4,481) $ 2,678 $ �  $ (1,944) $ 5,430 $ 6,164 $ �  $ (2,001) $ (2,651) $ 1,512
Q2 2005 plan �  �  �  8,251 (5,510) (403) 2,338 �  (1,358) (577) 403
Q4 2005 plan �  �  �  8,223 (6,077) �  2,146 �  (789) (1,167) 190
Q2 2006 plan �  �  �  �  �  �  �  755 (650) �  105

Restructuring 7,159 (4,481) 2,678 16,474 (13,531) 5,027 10,648 755 (4,798) (4,395) 2,210
Integration 874 (507) 367 564 (337) �  594 �  (73) �  521

Total Restructuring and
Integration $ 8,033 $ (4,988) $ 3,045 $ 17,038 $ (13,868) $ 5,027 $ 11,242 $ 755 $ (4,871) $ (4,395) $ 2,731

Q2 2006 Plan:
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During the second quarter of 2006, we recognized a $0.8 million pre-tax restructuring charge in the Life and Analytical Sciences segment, which
we refer to as the Q2 2006 Plan. The principal actions in the Q2 2006 Plan were workforce reductions resulting from reorganization activities to
shift resources into product lines that were more consistent with our growth strategy.

As part of our Q2 2006 Plan, we reduced headcount by 23. All actions related to the Q2 2006 Plan were completed by the end of the second
quarter of 2006, and we anticipate that the remaining payments of $0.1 million will be completed by the end of the second quarter of 2007.

30

Edgar Filing: ENCORE WIRE CORP - Form 4

Table of Contents 11



Table of Contents

The following table summarizes the components of the Q2 2006 Plan activity recognized in 2006 by segment:

Life and Analytical Sciences Optoelectronics Total

(Dollars in thousands)
Severance $ 755 $ �  $ 755

Q4 2005 Plan:

During the fourth quarter of 2005, we recognized an $8.2 million pre-tax restructuring charge in both Life and Analytical Sciences and
Optoelectronics, which we refer to as the Q4 2005 Plan. The principal actions in the Q4 2005 Plan were workforce reductions resulting from our
resource shift toward product lines that are more consistent with our growth strategy, as well the closure of manufacturing and administrative
facilities in order to consolidate certain operations in our North American and European territories.

During 2006, we recorded a pre-tax restructuring reversal, net, of $1.2 million relating to our Q4 2005 Plan due to the completion in June 2006
of the sale of a building previously reserved for in the Q4 2005 Plan, partially offset by higher than expected severance costs. The amount of the
proceeds from the sale of the building in excess of the current book value of the building was recorded as a pre-tax restructuring reversal within
our Optoelectronics segment.

As part of the Q4 2005 Plan, we reduced headcount by 44. All actions related to the Q4 2005 Plan have been completed and we anticipate that
the remaining payments of $0.2 million will be completed by the end of 2008.

The following table summarizes the Q4 2005 Plan pre-tax restructuring charges recognized in 2005 by segment:

Life and Analytical Sciences Optoelectronics Total

(Dollars in thousands)
Severance $ 2,029 $ 114 $ 2,143
Abandonment of Excess
Facilities 240 5,840 6,080

Total $ 2,269 $ 5,954 $ 8,223

Q2 2005 Plan:
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During the second quarter of 2005, we recognized an $8.2 million pre-tax restructuring charge in Life and Analytical Sciences and
Optoelectronics, which we refer to as the Q2 2005 Plan. The principal actions in the Q2 2005 Plan were workforce reductions resulting from
reorganization activities to shift resources into geographic regions and product lines that were more consistent with our growth strategy. During
the fourth quarter of 2005, we recorded a pre-tax restructuring reversal of $0.4 million relating to this plan due to lower than expected employee
separation costs associated with the Life and Analytical Sciences segment.

During 2006, we recorded a pre-tax restructuring reversal of $0.6 million relating to this plan due to lower than expected employee separation
costs associated with both the Life and Analytical Sciences and Optoelectronics segments.

As part of the Q2 2005 Plan, we reduced headcount by 228. All actions related to the Q2 2005 Plan have been completed and we anticipate that
the remaining payments of $0.4 million will be completed by the end of the first quarter of 2008.
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The following table summarizes the Q2 2005 pre-tax restructuring charges recognized in 2005 by segment:

Life and Analytical Sciences Optoelectronics Total

(Dollars in thousands)
Severance $ 5,320 $ 2,791 $ 8,111
Abandonment of Excess
Facilities �  140 140

Total $ 5,320 $ 2,931 $ 8,251

2001 to 2003 Restructuring and Integration Plans:

The principal actions in these restructuring plans were workforce reductions related to the integration of our Life Sciences and Analytical
Instruments businesses in order to reduce costs and achieve operational efficiencies as well as workforce reductions at one of the Optoelectronics
manufacturing facilities to reflect declining demand for several product lines. We have approximately $2.0 million of remaining liabilities
associated with 2001 to 2003 restructuring and integration plans, primarily relating to workforce severance benefits associated with the closure
of our European manufacturing facility in the Life and Analytical Sciences segment and remaining lease obligations of closed facilities. The
remaining terms of these leases vary in length and will be paid through 2014.

During 2006, we recorded a pre-tax restructuring reversal of $2.7 million relating to the Q4 2002 Plan due to the completion in December 2006
of the sale of a building previously reserved for in the Q4 2002 Plan. The amount of the proceeds from this sale in excess of the current book
value of the property was recorded as a pre-tax restructuring reversal within our Life and Analytical Sciences segment.

Impairment of Assets

2006 Compared to 2005. Impairment of assets was $3.2 million in 2006 and zero in 2005. The 2006 impairment was recorded within the Life
and Analytical Sciences segment, which included a $2.8 million loss related to a manufacturing facility, and a $0.4 million loss on impairment of
a license agreement.

Gains (Losses) on Dispositions

2006 Compared to 2005. Dispositions resulted in a net gain of $1.5 million in 2006 and in 2005. Gain on dispositions in 2006 included a $0.6
million gain from an insurance reimbursement due to fire damage in a certain manufacturing facility and a $0.9 million gain on disposal of fixed
assets. Gain on dispositions in 2005 included a $2.0 million gain from an insurance reimbursement due to fire damage in certain manufacturing
facilities offset by a $0.5 million loss on disposal of fixed assets due to a facility upgrade.
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2005 Compared to 2004. Dispositions resulted in a net gain of $1.5 million in 2005 versus a net loss of $0.4 million in 2004. Loss on
dispositions in 2004 included a $0.7 million loss from the sale of a business and was partially offset by a $0.3 million gain from the sale of
facilities.
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Interest and Other Expense, Net

Interest and other expense, net consisted of the following:

2006 2005 2004

(In thousands)
Interest income $ (9,390) $ (3,321) $ (2,401)
Interest expense 9,157 27,291 36,203
(Gains) losses on sale of investments, net (2,296) (5,844) 300
Extinguishment of debt �  54,886 4,143
Other 5,195 1,279 87

$ 2,666 $ 74,291 $ 38,332

2006 Compared to 2005. Interest and other (income) expense, net for 2006 was $2.7 million versus $74.3 million for 2005, a decrease of $71.6
million or 96%. The decrease in interest and other (income) expense, net in 2006 as compared to 2005, was due primarily to the overall
reduction in outstanding debt, lower borrowing costs, an increase in outstanding cash balances and extinguishment of debt from 2005. Interest
income increased $6.1 million due to higher cash balances and higher investment rates. In addition, interest expense decreased $18.1 million
primarily due to the repurchase of our senior subordinated 8 7/8% notes due 2013, which we repurchased through a tender offer in the fourth
quarter of 2005, and the repayment of the remainder of our term loan. The decrease in interest expense resulting from the debt reduction in 2005
was partially offset by $151.5 million in debt outstanding as of December 31, 2006 under our new senior unsecured revolving credit facility,
which we also entered into during the fourth quarter of 2005. We also recognized a net gain on dispositions of investments of $2.3 million
associated with the dissolution of certain investments. We incurred a nonrecurring charge of $54.9 million in 2005 to repay our senior
subordinated 8 7/8% notes due 2013. Other expenses in 2006 and 2005 consisted primarily of expense related to foreign currency translation. A
more complete discussion of our liquidity is set forth below under the heading, �Liquidity and Capital Resources.�

2005 Compared to 2004. Interest and other expense, net for 2005 was $74.3 million versus $38.3 million for 2004, an increase of $36.0 million
or 94%. The increase in interest and other expense, net in 2005 as compared to 2004, was due primarily to the fees associated with the
extinguishment of approximately $300 million of our senior subordinated 8 7/8% notes due 2013, which included premium fees of $36.3 million,
an $8.9 million accelerated amortization of term loan and senior subordinated 8 7/8% notes due 2013 issuance fees, and $8.5 million in charges
associated with terminating interest rate swaps. The increase was partially offset by a corresponding decrease in interest expense on our senior
subordinated 8 7/8% notes due 2013 that were purchased pursuant to our tender offer in the fourth quarter of 2005, as well as a lower average
outstanding term loan balance (which was approximately $120 million). In addition, we recognized a gain on sale of investments of $5.8 million
associated with the liquidation of an investment.

Provision/Benefit for Income Taxes

2006 Compared to 2005. The 2006 provision for income taxes from continuing operations was $32.4 million, versus a provision of $0.1 million
in 2005. The 2006 effective tax rate from continuing operations was 21.5% as compared to the 2005 effective tax rate of 0.2%. The lower
effective tax rate in 2005 was primarily due to (i) a benefit from the settlement of income tax audits for prior years in 2005 offset by the tax cost
of the domestic reinvestment plan repatriation calculated in accordance with the homeland investment provisions of the American Jobs Creation
Act of 2004; and (ii) the use in 2005 of federal, state, and foreign tax attributes (current year state and foreign net operating losses, federal
current year research and experimental credits, and state current year income tax credits) enabled by the sale of our Fluid Sciences segment.
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due to differences in the geographical distribution of income in 2006 versus 2005.
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In December 2006, the Tax Relief and Health Care Act of 2006 (the �Tax Act�) was enacted. The Tax Act retroactively restored the expired
research and experimental tax credit provisions of the law from January 1, 2006, and extended the credit through December 31, 2007. As a result
of the Tax Act, we recorded a benefit for the research and experimental tax credit in 2006 in the amount of $1.6 million.

2005 Compared to 2004. The 2005 provision for income taxes from continuing operations was $0.1 million, versus a provision of $23.5 million
in 2004. The 2005 effective tax rate from continuing operations was 0.2% as compared to the 2004 effective tax rate of 23.6%. The reduction in
the effective tax rate between the years was due to (i) an incremental $17.0 million benefit associated with the conclusion of audits with the
Internal Revenue Service and Revenue Canada with respect to the years 1999 through 2002; and (ii) the use in 2005 of federal, state, and foreign
tax attributes (current year state and foreign net operating losses, federal current year research and experimental credits, and state current year
income tax credits) enabled by the sale of our Fluid Sciences segment. These benefits were partially offset by an incremental accrual of $6.8
million for the tax cost of the domestic reinvestment plan repatriation calculated in accordance with the homeland investment provisions of the
American Jobs Creation Act of 2004.

Discontinued Operations

As part of our continued efforts to focus on higher growth opportunities, we have discontinued certain businesses and accounted for them as
discontinued operations in accordance with SFAS No. 144, �Accounting for the Impairment or Disposal of Long-Lived Assets.� Accordingly, the
results of operations and related cash flows have been presented as discontinued operations for all periods presented. The assets and liabilities of
these businesses have been presented separately and are reflected within the assets and liabilities from discontinued operations in the
accompanying consolidated balance sheets as of December 31, 2006 and January 1, 2006. We recorded the following gains and losses, which we
report as the gain (loss) on dispositions of discontinued operations, during the three years ended December 31, 2006:

2006 2005 2004

(In thousands)
Gain on the sale of Semiconductor business $ 3,750 $ �  $ �  
Gain on the sale of Aerospace business 532 250,638 �  
(Loss) gain on the sale of Fluid Testing business (234) 30,281 �  
Loss on the sale of Lithography business (1,720) (3,307) �  
Gain on contract settlements associated with the Technical Services business 1,227 900 1,487
Loss on the sale of Fiber Optics Test Equipment business (36) (5,184) �  
Net (loss) gain on dispositions of other discontinued operations (197) 497 (2,303)

Net (loss) gain on disposition of discontinued operations before income taxes 3,322 273,825 (816)
Provision for (benefit from) income taxes 889 87,463 (321)

Gain (loss) on disposition of discontinued operations, net of income taxes $ 2,433 $ 186,362 $ (495)

In September 2005, our Board of Directors approved a plan to divest our Fluid Sciences segment. The Fluid Sciences segment consisted of three
businesses�Aerospace, Fluid Testing and Semiconductor. In November 2005, we sold the Fluid Testing division for approximately $34.5 million,
resulting in a net pre-tax gain of $30.3 million. In December 2005, we sold the Aerospace division for approximately $333.0 million, resulting in
a net pre-tax gain of $250.6 million. These gains were recognized during fiscal 2005 as gains on the dispositions of discontinued operations. We
received total cash proceeds in these transactions of approximately $360.0 million. During 2006, we finalized the net working capital
adjustments associated with the sales of these businesses, settled a claim related to an employee benefit program, and ceased future benefit
accruals to a postretirement medical plan. In 2006, these actions resulted in the recognition of a gain of $0.5 million and a loss of $0.2 million
relative to the Aerospace business and the Fluid Testing business, respectively. In February 2006, we sold
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substantially all of the assets of our Semiconductor business for approximately $26.5 million, subject to a net working capital adjustment, plus
potential additional contingent consideration. We recognized a pre-tax gain of $3.8 million, exclusive of additional contingent consideration in
2006.

In December 2005, our Board of Directors approved a plan to sell our Lithography business. In June 2005, our Board of Directors approved a
plan to shut down our Fiber Optics Test Equipment business. The results of these businesses were previously reported as part of the
Optoelectronics segment. During the year ended December 31, 2006, we substantially completed the remediation of an environmental matter
within the Lithography business, resulting in recognition of a pre-tax loss of $1.7 million. The completion of the shutdown of the Fiber Optics
Test Equipment business resulted in a pre-tax loss of $5.2 million related to lease and severance costs and the reduction of fixed assets and
inventory to net realizable value. We recognized the net loss during fiscal 2005.

In September 2004, our Board of Directors approved a plan to shut down our Computer-To-Plate business. In June 2004, our Board of Directors
approved a plan to shut down our Electroformed Products business and sell our Ultraviolet Lighting business. The results of these businesses
were previously reported as part of the Optoelectronics reporting segment. The abandonment of the Computer-To-Plate business resulted in a
$1.0 million write-down of certain fixed assets and inventory for the year ended January 2, 2005. The net assets of the Electroformed Products
business were written off resulting in a $1.6 million pre-tax loss in 2004. The fixed assets and inventory of the Ultraviolet Lighting business
were sold in July 2004 for their approximate book value.

During 2006, 2005 and 2004, we settled various claims under certain long-term contracts and transition services with our Technical Services
business, which we sold in August 1999. The net settlement and the reversal of certain previously established contingencies resulted in pre-tax
gains of $1.2 million in 2006, $0.9 million in 2005 and $1.5 million in 2004.

Summary operating results of the discontinued operations for the periods prior to disposition were as follows:

2006 2005 2004

(In thousands)
Sales $ 8,705 $ 223,997 $ 261,535
Costs and expenses 9,706 200,156 225,045

Operating (loss) income from discontinued operations (1,001) 23,841 36,490
Other expenses, net 397 1,314 1,778

(Loss) income from discontinued operations before income taxes (1,398) 22,527 34,712
(Benefit from) provision for income taxes (224) 7,313 14,053

(Loss) income from discontinued operations, net of income taxes $ (1,174) $ 15,214 $ 20,659

Acquisitions
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Acquisition of Agilix Corporation. In February 2006, we acquired specified assets of Agilix Corporation (�Agilix�) for approximately $8.7 million
in cash plus potential additional contingent consideration, which we expect to be immaterial to us. Assets acquired primarily relate to Agilix�s
core technology which centers around labeling technology using isobaric mass tags that allow for the simultaneous quantification of molecules,
such as proteins, from multiple samples.

Acquisition of Spectral Genomics, Inc. In April 2006, we acquired specified assets and assumed specified liabilities of Spectral Genomics, Inc.
(�Spectral�), a leader in molecular karyotyping technology used to evaluate chromosomal abnormalities. Consideration for the transaction was
approximately $12.1 million in cash plus
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potential additional contingent consideration, which we expect to be immaterial to us. We will make a $1.9 million payment in the first quarter
of 2007, as well as royalty payments based on future sales, to license additional intellectual property rights from a third party.

Acquisition of Clinical & Analytical Service Solutions Ltd. In June 2006, we acquired the stock of Clinical & Analytical Service Solutions Ltd.
(�C&A�), a scientific equipment asset and managed maintenance company serving the pharmaceutical, biotechnology and healthcare markets.
Consideration for the transaction was approximately $12.4 million in cash, net of cash acquired, plus potential additional contingent
consideration, which we expect to be immaterial to us.

Acquisition of J.N. Macri Technologies LLC and NTD Laboratories, Inc. In July 2006, we acquired specified assets and assumed specified
liabilities of J.N. Macri Technologies LLC (�Macri�) and acquired the stock of NTD Laboratories, Inc. (�NTD�). Macri holds and licenses global
patents related to free beta Human Chorionic Gonadotropin (�free Beta hCG�). Free Beta hCG is a peptide hormone produced in the early stage of
pregnancy that is widely recognized as an important biomarker for first-trimester prenatal risk assessment. NTD is a laboratory specializing in
prenatal risk assessment and offers laboratory developed and validated testing under the brand name UltraScreen®, of which free Beta hCG is an
important component. Aggregate consideration for these transactions was $55.2 million in cash, net of cash acquired.

Acquisition of Avalon Instruments Limited. In September 2006, we acquired the stock of Avalon Instruments Limited (�Avalon�). The acquisition
of Avalon expands and complements our molecular spectroscopy product portfolio by adding a family of innovative bench-top dispersive
Raman spectrometers. Raman spectroscopy identifies and characterizes the composition of both organic and inorganic materials in a wide range
of applications. Consideration for this transaction was $5.4 million in cash, net of cash acquired, plus potential additional contingent
consideration, which we expect to be immaterial to us.

Acquisition of Triton Technology Ltd. In December 2006, we acquired specified assets of Triton Technology Ltd (�Triton�). We acquired from
Triton a line of Dynamic Mechanical Analysis (�DMA�) products. The DMA products offer a thermal analysis tool that is used by scientists in the
polymers, pharmaceuticals and food industries for diverse applications ranging from simple quality control to advanced research. Consideration
for this transaction was $2.3 million in cash at the closing, plus additional cash payments of $1.6 million in 2007.

Acquisition of Evotec Technologies GmbH. In January 2007, we acquired the stock of Evotec Technologies GmbH (�Evotec�). The acquisition is
intended to allow us to provide our customers in the pharmaceutical, biotechnology and academic arenas with Evotec�s high content screening
(�HCS�) instruments and software. These analysis tools determine the composition of cells and cell structure, a critical step in moving potential
drug targets quickly through the discovery process. Consideration for this transaction was approximately $33.0 million in cash, subject to a net
working capital adjustment.

Acquisition of Euroscreen Products S.A. In January 2007, we acquired the stock of Euroscreen Products S.A. (�Euroscreen�), a developer of the
AequoScreen� cellular assay platform. The AequoScreen� platform from Euroscreen is based on an innovative luminescence technology that
generates higher quality data, while reducing the number of false positives in G protein-coupled receptor (�GPCR�) screening applications.
Consideration for this transaction was approximately $18.1 million in cash.

The operations for each of these acquisitions completed in 2006 are reported within the results of our Life and Analytical Sciences segment from
the acquisition date. The operations subsequent to the acquisitions, individually and in the aggregate, did not have a material effect on our
financial position, results of operations or cash flows.
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assets acquired and liabilities assumed. The purchase prices and related allocations have not been finalized and may be revised as a result of
adjustments made to the purchase prices, additional information regarding liabilities assumed, including contingent liabilities, and revisions of
preliminary estimates of fair values made at the dates of purchase. In connection with the fair valuing of the assets acquired and liabilities
assumed, we, assisted by valuation consultants, performed assessments of intangible assets using customary valuation procedures and
techniques.

Contingencies, Including Tax Matters

We are conducting a number of environmental investigations and remedial actions at our current and former locations and, along with other
companies, have been named a potentially responsible party (�PRP�) for certain waste disposal sites. We accrue for environmental issues in the
accounting period that our responsibility is established and when the cost can be reasonably estimated. We have accrued $3.5 million as of
December 31, 2006, representing our management�s estimate of the total cost of ultimate disposition of known environmental matters. This
amount is not discounted and does not reflect any recovery of any amounts through insurance or indemnification arrangements. These cost
estimates are subject to a number of variables, including the stage of the environmental investigations, the magnitude of the possible
contamination, the nature of the potential remedies, possible joint and several liability, the time period over which remediation may occur, and
the possible effects of changing laws and regulations. For sites where we have been named a PRP, our management does not currently anticipate
any additional liability to result from the inability of other significant named parties to contribute. We expect that the majority of such accrued
amounts could be paid out over a period of up to ten years. As assessment and remediation activities progress at each individual site, these
liabilities are reviewed and adjusted to reflect additional information as it becomes available. There have been no environmental problems to
date that have had or are expected to have a material adverse effect on our financial position, results of operations or cash flows. While it is
possible that a loss exceeding the amounts recorded in the consolidated financial statements may be incurred, the potential exposure is not
expected to be materially different from those amounts recorded.

In papers dated October 23, 2002, Enzo Biochem, Inc. and Enzo Life Sciences, Inc. (collectively, �Enzo�) filed a complaint in the United States
District Court for the Southern District of New York, Civil Action No. 02-8448, against Amersham plc, Amersham BioSciences, PerkinElmer,
Inc., PerkinElmer Life Sciences, Inc., Sigma-Aldrich Corporation, Sigma Chemical Company, Inc., Molecular Probes, Inc., and Orchid
BioSciences, Inc. The complaint alleges that we have breached our distributorship and settlement agreements with Enzo, infringed Enzo�s
patents, engaged in unfair competition and fraud, and committed torts against Enzo by, among other things, engaging in commercial
development and exploitation of Enzo�s patented products and technology, separately and together with the other defendants. Enzo seeks
injunctive and monetary relief. In 2003, the court severed the lawsuit and ordered Enzo to serve individual complaints against the five
defendants. We subsequently filed an answer and a counterclaim alleging that Enzo�s patents are invalid. In July 2006, the court issued a decision
regarding the construction of the claims in Enzo�s patents that effectively limited the coverage of certain of those claims and, we believe,
excludes certain of our products from the coverage of Enzo�s patents. Discovery is ongoing. No trial date has been set, but summary judgment
motions were filed by the defendants in January 2007.

On October 17, 2003, Amersham Biosciences Corp. filed a complaint, which was subsequently amended, in the United States District Court for
New Jersey, Civil Action No. 03-4901, against our subsidiary, alleging that our ViewLux� and certain of its Image FlashPlate� products infringe
three of Amersham�s patents related to high-throughput screening (the �NJ case�). On August 18, 2004, Amersham plc filed a complaint against
two of our United Kingdom-based subsidiaries in the Patent Court of the English High Court of Justice, Case No. 04C02688, alleging that our
same products infringe one corresponding Amersham patent in the United Kingdom, which was granted in August 2004 (the �UK case�).
Amersham seeks injunctive and monetary relief in both cases. We filed answers and counterclaims in both cases. On October 29, 2003, we filed
a complaint, which was subsequently amended, against Amersham in the United States District Court for Massachusetts, Civil

37

Edgar Filing: ENCORE WIRE CORP - Form 4

Table of Contents 24



Table of Contents

Action No. 03-12098, alleging that Amersham�s IN Cell Analyzer, and LEADseeker� Multimodality Imaging system and certain Cyclic AMP and
IP3 assays infringe two of our patents related to high-throughput screening (the �MA case�). We seek injunctive and monetary relief. Amersham
subsequently filed an answer and counterclaims. After a trial in the UK case in December 2005, the court ruled in February 2006 that
Amersham�s patent in question was invalid in the United Kingdom and awarded costs to us. Amersham initiated an appeal of the ruling in the UK
case but withdrew that appeal in January 2007. In May 2006, the court in the NJ case issued a decision regarding the construction of the claims
in Amersham�s patents that adopted many of Amersham�s claim construction positions. Our motion asking the court to reconsider that decision
was denied. Discovery has not yet been completed in either the NJ or MA case, nor has a trial date been set in either case. A voluntary mediation
occurred in September 2006, but did not result in a resolution of these matters. Fact discovery, which was stayed pending the mediation, has now
resumed. At the suggestion of the court in the NJ case, additional mediation is being scheduled.

We believe we have meritorious defenses to these lawsuits and other proceedings, and we are contesting the actions vigorously in all of the
above matters. We are currently unable, however, to reasonably estimate the amount of loss, if any, that may result from the resolution of these
matters or to determine whether resolution of any of these matters will have a material adverse impact on our consolidated financial statements.

During 2005, the Internal Revenue Service concluded its audit of federal income taxes for the years 1999 through 2002. We have agreed to the
conclusions of the Internal Revenue Service in all matters with the exception of one, and have filed a single issue protest with the Appeals
Division of the Internal Revenue Service. We expect to resolve the matter in the first half of 2007. Regardless of the outcome of the protest, we
do not expect the final resolution to significantly impact our financial position, results of operations or cash flows.

We are under regular examination by tax authorities in the United States and other countries (such as Germany and the United Kingdom) in
which we have significant business operations. The tax years under examination vary by jurisdiction. We regularly assess the likelihood of
additional assessments in each of the taxing jurisdictions resulting from these and subsequent years� examinations. We have established income
tax reserves which we believe to be adequate in relation to the potential for additional assessments. Once established, reserves are adjusted as
additional information becomes available and when an event occurs requiring a change to the reserves. The resolution of tax matters is not
expected to have a material effect on our consolidated financial condition.

We are also subject to various other claims, legal proceedings and investigations covering a wide range of matters that arise in the ordinary
course of our business activities. Each of these matters is subject to uncertainties, and it is possible that some of these matters may be resolved
unfavorably to us. We have established accruals for potential losses that we believe are probable and reasonably estimable. In the opinion of our
management, based on our review of the information available at this time, the total cost of resolving these other contingencies at December 31,
2006, should not have a material adverse effect on our consolidated financial statements.

Reporting Segment Results of Continuing Operations

Life and Analytical Sciences

2006 Compared to 2005. Sales for 2006 were $1,144.6 million, versus $1,081.1 million in 2005, an increase of $63.5 million, or 6%. The effect
of acquisitions increased our sales for 2006 by $21.6 million, as compared to 2005. Changes in foreign exchange rates increased sales by
approximately $8.3 million in 2006, as compared to 2005. The following analysis in the remainder of this paragraph compares selected sales by
market and product type for 2006, as compared to 2005, and includes the effect of foreign exchange rate fluctuations and acquisitions. Our
OneSource� laboratory service sales increased by $31.8 million, sales to genetic screening customers increased by $24.8 million, and sales to
environmental and chemical analysis customers increased by
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$16.7 million, while sales to biopharmaceutical customers decreased by $9.9 million. Sales by type of product included increases in sales of
service of $31.8 million, instruments of $29.8, and consumables and reagents of $1.9 million.

Operating profit for 2006 was $115.4 million, versus $110.2 million for 2005, an increase of $5.2 million, or 5%. The increase in operating
profit in 2006 as compared to 2005 was primarily the result of increased sales volume and a decrease in pre-tax restructuring charges in 2005
partially offset by a decrease in gross margin and an increase in stock option, amortization, selling, general and administrative, and research and
development expenses. Pre-tax restructuring charges decreased from a $12.9 million in 2005 to a reversal of $1.7 million in 2006. The decrease
in gross margin is due to unfavorable product and geography mix of sales, pricing pressures and inflation, including commodity costs during
2006, partially offset by efficiencies gained through increased production volume and successful execution of productivity initiatives. Fiscal
2006 includes stock option expense of $3.2 million. Amortization of intangible assets was $31.3 million for 2006 and $26.2 million for 2005.

2005 Compared to 2004. Sales for 2005 were $1,081.1 million, versus $1,062.8 million in 2004, an increase of $18.3 million, or 2%. Changes in
foreign exchange rates had an immaterial impact on sales and operating profit. Fiscal 2005 had 52 weeks compared to 53 weeks in fiscal 2004.
In the fourth quarter of fiscal 2004, an average week�s sales represented $22.3 million. The following analysis compares significant sales by
market and product type for 2005, as compared to 2004, and includes the effect of foreign exchange rate fluctuations and the previously
mentioned extra week during 2004. Sales to genetic screening customers increased $17.1 million, OneSource� service sales increased by $15.1
million, sales to environmental and chemical analysis customers increased $5.5 million, and sales to biopharmaceutical customers decreased
$19.4 million. Sales by type of product included increases in sales of instruments of $9.0 million, service of $15.1 million, offset by decreases in
reagent consumables of $5.8 million.

Operating profit for 2005 was $110.2 million, versus $103.6 million in 2004, an increase of $6.6 million or 6%. Increases in operating profit
resulting from increased sales volume and productivity initiatives were offset by a pre-tax restructuring charge of $12.9 million and a $1.7
million increase in research and development spending. Amortization of intangibles was $26.2 million for the year ended January 1, 2006,
versus $26.4 million for the year ended January 2, 2005.

Optoelectronics

2006 Compared to 2005. Sales for 2006 were $401.8 million, versus $392.7 million for 2005, an increase of $9.1 million, or 2%. Changes in
foreign exchange rates increased sales by approximately $1.5 million in 2006, as compared to sales in 2005. The analysis in the remainder of this
paragraph compares selected sales by product type for 2006, as compared to 2005, and includes the effect of foreign exchange fluctuations and
acquisitions. Sales of our digital imaging products increased by $15.1 million while sales within our sensors and specialty lighting product lines
decreased $6.1 million due to a decrease in Cermax® video and specific military platforms.

Operating profit for 2006 was $70.0 million, versus $58.4 million for 2005, an increase of $11.6 million, or 20%. The increase in operating
profit in 2006, as compared to 2005, was primarily the result of a $1.9 million pre-tax restructuring reversal in 2006 as compared to the $9.2
million pre-tax restructuring charge in 2005, offset by a decrease in gross margin. The decrease in gross margin is due to an unfavorable product
mix and pricing pressures, inflation, including commodity costs during 2006, and capacity issues within the amorphous silicon business, offset
by successful execution of productivity initiatives. Fiscal 2006 includes stock option expense of $1.6 million. Amortization of intangible assets
was $2.5 million for 2006 and $2.6 million for 2005. Fiscal 2005 also included a $0.2 million charge for in-process research and development
related to the acquisition of the capital stock of Elcos AG, or Elcos, a leading European designer and manufacturer of custom light emitting
diode, or LED, solutions for biomedical and industrial applications.
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2005 Compared to 2004. Sales for 2005 were $392.7 million, versus $366.3 million for 2004, an increase of $26.4 million, or 7%. Acquisitions
increased 2005 sales by $12.1 million over 2004 sales. Changes in foreign exchange rates had an immaterial impact on sales and operating
profit. Fiscal 2005 had 52 weeks compared to 53 weeks in fiscal 2004. In the fourth quarter of fiscal 2004, an average week�s sales represented
$7.1 million. The following analysis of significant sales by product line for 2005, as compared to 2004, includes the effects of changes in foreign
exchange rates and the previously mentioned extra week during 2004. Sales of specialty lighting products increased by $10.2 million, sales of
digital imaging products increased by $9.4 million due to increased sales of diagnostic and radiotherapy digital x-ray products, and sales of
sensors increased $6.8 million.

Operating profit for 2005 was $58.4 million, versus $59.1 million for 2004, a decrease of $0.7 million, or 1%. The decrease in operating profit
was primarily the result of increases in operating profit from increased sales volume, net productivity improvements and cost reduction actions,
which were more than offset by pricing reductions and a $9.2 million pre-tax restructuring charge. Amortization of intangible assets increased to
$2.6 million in 2005 from $1.2 million in 2004 due to the acquisition of Elcos in the beginning of 2005.

Liquidity and Capital Resources

We require cash to pay our operating expenses, make capital expenditures, service our debt and other long-term liabilities and pay dividends on
our common stock. Our principal sources of funds are from our operations and the capital markets, particularly the debt markets. In the near
term, we anticipate that our operations will generate sufficient cash to fund our operating expenses, capital expenditures, interest payments on
our debt and dividends on our common stock. In the long-term, we expect to use internally generated funds and external sources to satisfy our
debt and other long-term liabilities.

Principal factors that could affect the availability of our internally generated funds include:

� deterioration of sales due to weakness in markets in which we sell our products and services, and

� changes in our working capital requirements.

Principal factors that could affect our ability to obtain cash from external sources include:

� financial covenants contained in the financial instruments controlling our borrowings that limit our total borrowing capacity,

� increases in interest rates applicable to our outstanding variable rate debt,

� a ratings downgrade that would limit our ability to borrow under our accounts receivable facility and our overall access to the
corporate debt market,

� volatility in the markets for corporate debt,
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� a decrease in the market price for our common stock, and

� volatility in the public equity markets.

Cash Flows

Fiscal Year 2006

Operating Activities. Net cash generated by continuing operations operating activities was $127.0 million in 2006, compared to net cash
generated by continuing operations operating activities of $192.9 million in 2005. Principal contributors to the generation of cash from operating
activities during 2006 were net income from continuing operations of $118.3 million and depreciation and amortization of $69.2 million. These
amounts were offset in part by taxes paid on divestitures of $60.3 million and a net increase in working capital of $9.4 million. Contributing to
the net increase in working capital in 2006, excluding the effect of foreign exchange rate
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fluctuations, was an increase in inventory of $11.1 million and a decrease in accounts payable of $1.7 million, offset in part by a decrease in
accounts receivable of $3.3 million. Strong performance in accounts receivable collections in the Life and Analytical Sciences segment was
partially offset by increased accounts payable disbursements in both the Life and Analytical Sciences and Optoelectronics segments. The
increase in inventory is primarily the result of expanding the amount of inventory held at service locations within the Life and Analytical
Sciences segment. There was no incremental use of our accounts receivable securitization facility during 2006, which totaled $45.0 million at
both December 31, 2006 and January 1, 2006. Changes in accrued expenses, other assets and liabilities and other items totaled $9.2 million
during 2006, and primarily relates to timing of payments for tax, restructuring and salary and benefits. Also included in the $9.2 million above
are the net gain from dispositions of property, plant and equipment of $1.5 million and the net gain from settlement of investments of $2.3
million.

Investing Activities. Net cash used in continuing operations investing activities was $140.0 million in 2006, compared to $333.3 million of cash
provided by continuing operations investing activities in 2005. Included in 2006 was $25.0 million of net proceeds received from the sale of our
Semiconductor business unit and $6.6 million of net proceeds from the sale of investments. This was offset by approximately $129.0 million of
net cash used for acquisitions. In addition, we incurred $12.1 million of business development transaction costs, earn-out payments and other
costs in connection with these and previous transactions. Capital expenditures in 2006 were $44.5 million, mainly in the areas of tooling and
other capital equipment purchases, in addition to facility improvements. These cash outflows were partially offset by $5.3 million from the
advance and settlement of an insurance claim, $4.9 million received from the sale of property, plant and equipment, and $3.8 million from the
settlement of life insurance policies.

Financing Activities. Net cash used in continuing operations financing activities was $313.5 million in 2006, compared to $217.6 million in
2005, an increase of $95.9 million, or 44%. In 2006, we repurchased in the open market 8.9 million shares of our common stock at a total cost of
$190.1 million, including commissions. Debt reductions during 2006 totaled $110.7 million, compared to reductions in 2005 of $374.7 million.
These uses of cash were offset by proceeds from common stock option exercises of $21.5 million and the related tax benefit of $2.2 million. In
addition, we paid $35.5 million in dividends during 2006.

Fiscal Year 2005

Operating Activities. Net cash generated by continuing operations operating activities was $192.9 million in 2005. Contributing to the generation
of cash from operating activities during 2005 were depreciation and amortization of $67.0 million, net income from continuing operations of
$66.5 million, amortization of deferred debt issuance costs, accretion of discounts and extinguishment of debt of $57.4 million, , non-cash
restructuring expense of $22.1 million, a decrease in working capital accounts of $12.5 million and stock-based compensation of $9.8 million,
offset by $27.8 million from the resolution of prior year tax contingencies and $14.6 million from accrued expenses and other. Contributing to
the decrease in working capital accounts in 2005, excluding the effect of foreign exchange rate fluctuations, was an increase in accounts payable
of $23.2 million, offset by increases in accounts receivable of $10.4 million and inventory of $0.3 million. There was no incremental use of our
accounts receivable securitization facility during 2005. The outstanding amount under this facility totaled $45.0 million at both January 1, 2006
and January 2, 2005.

Investing Activities. Investing activities related to continuing operations contributed $333.3 million in 2005. In 2005, we received $366.6 million
from the disposition of businesses, primarily comprising Fluid Sciences proceeds of $359.1 million. We also received $9.4 million from
dispositions of property, plant and equipment and $2.9 million from the advance and settlement of an insurance claim. In 2005, we also made
capital expenditures of $28.0 million, mainly for tooling and productivity improvements and for system and facility costs. In addition, we used
$17.6 million for acquisitions and investments, primarily for our acquisition of Elcos for $13.2 million and the settlement of earnouts for $1.8
million.
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Financing Activities. In 2005, we used $217.6 million of net cash in continuing operations financing activities. Debt reductions during 2005
totaled $374.7 million, primarily comprising $300.0 million used to repay our senior subordinated debt, and $70.0 million to repay our term
loan. In addition, we paid $36.3 million of premium related to the prepayment of our senior subordinated debt and $8.5 million to settle interest
rate swaps on this debt. We also paid $36.3 million in dividends and $24.4 million to purchase our common stock pursuant to a stock repurchase
program we implemented in 2005. We borrowed $244.3 million related to the repatriation of funds under the American Jobs Creation Act of
2004 and received $19.4 million from the exercise of employee stock options.

Current Borrowing Arrangements

Senior Unsecured Credit Facility. On October 31, 2005, we entered into a $350.0 million five-year senior unsecured revolving credit facility.
Letters of credit in the aggregate amount of approximately $15.0 million, originally issued under our previous credit agreement, are treated as
issued under this agreement. We use the senior unsecured revolving credit facility for general corporate purposes which may include working
capital, refinancing existing indebtedness, capital expenditures, share repurchases, acquisitions and strategic alliances. The interest rates under
the senior unsecured revolving credit facility are based on the Eurocurrency rate at the time of borrowing plus a margin or the base rate from
time to time. The base rate is the higher of (1) the corporate base rate announced from time to time by Bank of America, N.A. and (2) the
Federal Funds rate plus 50 basis points. We may allocate all or a portion of our indebtedness under the senior unsecured revolving credit facility
to interest based upon the Eurocurrency rate plus a margin or the base rate. The Eurocurrency margin as of December 31, 2006 was 60 basis
points; the weighted average Eurocurrency rate was 3.62%. There were approximately $151.5 million of borrowings under the facility as of
December 31, 2006 with interest based on the above described Eurocurrency rate. At year end, the borrowings were undertaken by certain
foreign subsidiaries of ours and the funds were borrowed in the subsidiaries� functional currencies of Euro (EUR), Canadian Dollars (CAD) and
Japanese Yen (JPY). The effective rates of the borrowings as of December 31, 2006 were as follows: EUR: 4.27%; CAD: 4.88% and JPY:
1.09%.

Our senior unsecured revolving credit facility contains covenants that require us to maintain specific financial ratios, including:

� A minimum interest coverage ratio, and

� A maximum total leverage ratio.

At all times during 2006, we were in compliance with all applicable covenants.

Senior Subordinated Notes. In December 2002 we issued ten-year senior subordinated notes at a rate of 8 7/8% with a face value of $300.0
million (the �Senior Subordinated Notes�). In the fourth quarter of 2005, we commenced and substantially completed a tender offer and consent
solicitation for any and all of the Senior Subordinated Notes. We repurchased all but $25 thousand of these notes as of November 23, 2005. In
connection with the tender offer, we solicited consents to amend the indenture under which the Senior Subordinated Notes were issued and
removed most of the restrictive covenants from the indenture.

Off-Balance Sheet Arrangements

Edgar Filing: ENCORE WIRE CORP - Form 4

Table of Contents 33



Receivables Securitization Facility. During 2001, we established a wholly owned consolidated subsidiary to maintain a receivables purchase
agreement with a third party financial institution. Under this arrangement, we sold, on a revolving basis, certain of our accounts receivable
balances to the consolidated subsidiary which simultaneously sold an undivided percentage ownership interest in designated pools of receivables
to a third party financial institution. As collections reduce the balance of sold accounts receivable, new receivables are sold. Our consolidated
subsidiary retains the risk of credit loss on the receivables. Accordingly, the full amount
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of the allowance for doubtful accounts has been provided for on our balance sheet. The amount of receivables sold and outstanding with the third
party financial institution may not exceed $65.0 million. Under the terms of this arrangement, our consolidated subsidiary retains collection and
administrative responsibilities for the balances. The amount of receivables sold to the consolidated subsidiary was $67.8 million as of
December 31, 2006 and $91.0 million as of January 1, 2006. At each of December 31, 2006 and January 1, 2006, an undivided interest of $45.0
million in the receivables had been sold to the third party financial institution under this arrangement. The remaining interest in receivables of
$22.8 million and $46.0 million that were sold to and held by the consolidated subsidiary were included in accounts receivable in the
consolidated financial statements at December 31, 2006 and January 1, 2006, respectively.

The agreement requires the third party financial institution to be paid interest during the period from the date the receivable is sold to its maturity
date. At December 31, 2006, the effective interest rate was LIBOR plus approximately 50 basis points. The servicing fees received constitute
adequate compensation for services performed. No servicing asset or liability is therefore recorded. The agreement also includes conditions that
require us to maintain a senior unsecured credit rating of BB or above, as defined by Standard & Poor�s Rating Services, and Ba2 or above, as
defined by Moody�s Investors Service. At December 31, 2006, we had a senior unsecured credit rating of BBB- with a stable outlook from
Standard & Poor�s Rating Services, and of Baa3 with a stable outlook from Moody�s Investors Service. In January 2007, our consolidated
subsidiary entered into an agreement to extend the term of the accounts receivable securitization facility to January 25, 2008.

Dividends

Our Board of Directors declared regular quarterly cash dividends of seven cents per share in each quarter of 2006 and 2005, resulting in an
annual dividend rate of 28 cents per share.

Contractual Obligations

The following table summarizes our contractual obligations at December 31, 2006:

Operating

Leases

Sr. Unsecured
Revolving

Credit Facility
Maturing 2010

8.875% Sr.
Subordinated

Notes due
2013

Other
Revolving

Debt
Facilities

Employee
Benefit
Plans Total

(In thousands)
2007 $ 31,883 $ �  $ �  $ 1,373 $ 22,434 $ 55,690
2008 23,240 �  �  �  22,650 45,890
2009 17,964 �  �  �  23,166 41,130
2010 14,000 151,536 �  �  23,661 189,197
2011 11,474 �  �  �  24,435 35,909
Thereafter 119,183 �  25 �  135,405 254,613

Total $ 217,744 $ 151,536 $ 25 $ 1,373 $ 251,751 $ 622,429

Because the credit facility borrowings carry variable interest rates, the above table does not contemplate interest obligations.
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Capital Expenditures

During 2007, we expect to make capital expenditures of approximately $40.0 million to $45.0 million primarily to introduce new products, to
improve our operating processes, to shift the production capacity to lower cost locations, to increase capacity in the amorphous silicon business
and to develop information technology. We expect to use our available cash and internally generated funds to fund these expenditures.
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Other Potential Liquidity Considerations

During 2006, we repurchased in the open market 8.9 million shares of our common stock at an aggregate cost of $190.1 million, including
commissions. These repurchases were made pursuant to our stock repurchase program announced in November 2005 (the �Program�). The
repurchased shares have been reflected as additional authorized but unissued shares, with the payments reflected in common stock and capital in
excess of par value. On November 6, 2006, we announced that our Board of Directors authorized us to repurchase up to 10.0 million additional
shares of our common stock under a new stock repurchase program (the �New Program�). The New Program will expire on October 25, 2010
unless this authorization is terminated earlier by our Board. The New Program may also be suspended or discontinued at any time. From
January 1, 2007 through February 23, 2007, we repurchased 2.4 million shares of our common stock in the open market under the New Program
at an aggregate cost of $57.0 million, including commissions. Any repurchased shares will be available for use in connection with corporate
programs. If we continue to repurchase shares, the repurchase program will be funded using our existing financial resources, including cash and
cash equivalents and our existing senior unsecured revolving credit facility. At December 31, 2006, we had cash and cash equivalents of
approximately $191.1 million.

During 2005 and 2006, we have received advance payments toward business interruption and building damage from an insurance claim for a
chemical fire that occurred within our Life and Analytical Sciences facility in Boston, Massachusetts in early 2005. The incident occurred during
non-business hours and no employee casualties or injuries were reported. We expect that we will reach final settlement with the insurer in 2007
and believe we have sufficient insurance so that any gain or loss incurred by us in connection with this fire and environmental clean-up should
not have a material effect on our results of operations.

Effects of Recently Adopted Accounting Pronouncement

In December 2004, the FASB issued SFAS No. 123(R), which requires compensation costs related to stock-based transactions, including
employee stock options, to be recognized in the financial statements based on fair value. SFAS No. 123(R) revises SFAS No. 123, as amended,
�Accounting for Stock-Based Compensation� (�SFAS No. 123�), and supersedes Accounting Principles Board (�APB�) Opinion No. 25, �Accounting
for Stock Issued to Employees.� We adopted SFAS No. 123(R) on January 2, 2006, and prior to adoption we applied the intrinsic value based
method prescribed in APB Opinion No. 25, as permitted by SFAS No. 123, in accounting for employee stock-based compensation. We generally
did not recognize compensation expense in connection with the grant of stock options because the options granted had an exercise price equal to
the fair market value of the underlying common stock on the date of grant.

In transitioning from APB Opinion No. 25 to SFAS No. 123(R), we have applied the modified prospective method. Accordingly, periods prior to
adoption have not been restated and are not directly comparable to periods after adoption. Under the modified prospective method,
compensation cost recognized in periods after adoption includes (i) compensation cost for all stock-based payments granted prior to, but not yet
vested as of January 2, 2006, based on the grant-date fair value estimated in accordance with the original provisions of SFAS No. 123, less
estimated forfeitures, and (ii) compensation cost for all stock-based payments granted subsequent to January 1, 2006, based on the grant-date fair
value estimated in accordance with the provisions of SFAS No. 123(R), less estimated forfeitures.

The total pre-tax stock-based compensation expense for the cost of stock options, restricted stock, restricted stock units and performance units
was $17.5 million in 2006. The total income tax benefit recognized in the consolidated statements of operations for stock-based compensation
was $6.1 million in 2006, respectively. At December 31, 2006, total unrecognized stock-based compensation expense, expected to be recognized
over a weighted average period of 1.6 fiscal years, amounted to $10.6 million. Total unrecognized stock-based compensation expense will be
adjusted for future changes in estimated forfeitures, if any.
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Prior to the adoption of SFAS No. 123(R), we presented all excess tax benefits related to stock compensation as cash flows from operating
activities in our consolidated statements of cash flows. SFAS No. 123(R) requires the cash flows resulting from these tax benefits to be classified
as cash flows from financing activities. In 2006, the tax benefit from the exercise of stock options was $2.2 million, which was classified as cash
flows from financing activities, as compared to $5.3 million in 2005, which was classified as cash flows from operating activities.

Prior to the adoption of SFAS No. 123(R), unearned compensation was recorded in a contra-equity account and established at the date restricted
stock was granted, representing the amount of unrecognized restricted stock expense that would be reduced as expense is recognized. Under the
provisions of SFAS No. 123(R), the recognition of unearned compensation at the date restricted stock is granted is no longer required.
Therefore, in the first quarter of 2006, the $6.4 million of unrecognized restricted stock that had been recorded in �Unearned compensation� in the
consolidated balance sheet as of January 1, 2006 was reclassified to �Capital in excess of par value.�

In September 2006, the SEC issued Staff Accounting Bulletin No. 108, �Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements� (�SAB 108�). SAB 108 provides guidance on how prior year misstatements should be taken
into consideration when quantifying misstatements in current year financial statements for purposes of determining whether the current year�s
financial statements are materially misstated. We were required to adopt SAB 108 in 2006. The adoption of SAB 108 did not have a material
impact on our consolidated financial statements.

In September 2006, the FASB issued SFAS No. 158 which requires companies to recognize a net liability or asset and an offsetting adjustment
to accumulated other comprehensive income to report the funded status of defined benefit pension and other postretirement benefit plans.
Additionally, SFAS No. 158 requires companies to measure plan assets and obligations at their year-end balance sheet date. SFAS No. 158
requires prospective application and was effective for us as of the end of fiscal year 2006.

The impact of adopting SFAS No. 158 was a reduction to accumulated other comprehensive income of $32.7 million, a reduction to other assets
of $26.6 million, an increase to current liabilities of $7.3 million, an increase to current assets of $0.7 million and a reduction to long-term
liabilities of $0.4 million, with no impact to our consolidated statements of operations or statements of cash flows. There was also no impact
from the adoption of SFAS No. 158 on our compliance with the financial covenants contained in our loan agreement, described in more detail in
Note 16 of our consolidated financial statements.

Effects of Recently Issued Accounting Pronouncements

In July 2006, the FASB issued FASB Interpretation (�FIN�) No. 48, �Accounting for Uncertainty in Income Taxes� (�FIN No. 48�). FIN No. 48 was
issued to clarify the accounting for uncertainty in income taxes recognized in the financial statements by prescribing a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return in
accordance with SFAS No. 109, �Accounting for Income Taxes.� The new interpretation is effective for fiscal years beginning after December 15,
2006. We are required to adopt FIN No. 48 in the first quarter of fiscal year 2007. We are currently evaluating the requirements of FIN No. 48
and have not yet determined the impact on our consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements� (�SFAS No. 157�). SFAS No. 157 clarifies the principle that fair
value should be based on the assumptions market participants would use when pricing an asset or liability and establishes a fair value hierarchy
that prioritizes the information used to develop those assumptions. Under the standard, fair value measurements would be separately disclosed
by level within the fair value hierarchy. We will be required to adopt SFAS No. 157 in the first quarter of fiscal year 2008. We are currently
evaluating the requirements of SFAS No. 157 and have not yet determined the impact, if any, of its adoption on our consolidated financial
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In February 2007, the FASB issued SFAS No. 159, �The Fair Value Option for Financial Assets and Financial Liabilities� (�SFAS No. 159�). SFAS
No. 159 provides entities with an option to report selected financial assets and liabilities at fair value, with the objective to reduce both the
complexity in accounting for financial instruments and the volatility in earnings caused by measuring related assets and liabilities differently.
We will be required to adopt SFAS No. 159 in the first quarter of fiscal year 2008. We are currently evaluating the requirements of SFAS
No. 159 and have not yet determined the impact, if any, of its adoption on our consolidated financial statements.

Application of Critical Accounting Policies and Estimates

The preparation of consolidated financial statements requires us to make estimates and judgments that affect the reported amounts of assets,
liabilities, sales and expenses and related disclosure of contingent assets and liabilities. On an ongoing basis, we evaluate our estimates,
including those related to bad debts, inventories, intangible assets, income taxes, restructuring, pensions and other postretirement benefits,
contingencies and litigation. We base our estimates on historical experience and on various other assumptions that we believe to be reasonable
under the circumstances, the results of which form the basis for making judgments about the carrying values of assets and liabilities that are not
readily apparent from other sources. Actual results may differ from these estimates under different assumptions or conditions.

We believe the following critical accounting policies affect our more significant judgments and estimates used in preparation of our consolidated
financial statements.

Revenue recognition. We record product sales when persuasive evidence of an arrangement exists, delivery has occurred, the price to the buyer
is fixed or determinable, and collectibility is reasonably assured. For products that include installation, if the installation meets the criteria to be
considered a separate element, we recognize product revenue upon delivery, and we delay recognition of installation revenue until the
installation is complete. For sales that include customer-specified acceptance criteria, we recognize revenue only after the acceptance criteria
have been met. We defer revenue from services and recognize it over the contractual period or as we render services and the customer accepts
them. When arrangements include multiple elements, we use objective evidence of fair value to allocate revenue to the elements and recognize
revenue when the criteria for revenue recognition have been met for each element, all in accordance with Emerging Issues Task Force Issue No.
00-21, �Revenue Arrangements with Multiple Deliverables�. Because the majority of our sales relate to specific manufactured products or units
rather than long-term customized projects, we generally do not experience significant changes in original estimates. Further, we have not
experienced any significant refunds or promotional allowances that require significant estimation.

Warranty Costs. We provide for estimated warranty costs for products at the time of their sale. Warranty liabilities are based on estimated future
repair costs using historical labor and material incurred in the warranty period.

Allowances for doubtful accounts. We maintain allowances for doubtful accounts for estimated losses resulting from the inability of our
customers to make required payments. We generally compute our allowance for doubtful accounts by (1) applying specific percentage reserves
on accounts that are past due and deemed uncollectible; and (2) specifically reserving for customers known to be in financial difficulty.
Therefore, if the financial condition of our customers were to deteriorate beyond our estimates, we may have to increase our allowance for
doubtful accounts. This would reduce our earnings.

Inventory valuation. We initially value inventory at actual cost to purchase and/or manufacture. We periodically review these values to ascertain
that market value of the inventory continues to exceed its recorded cost. Generally, reductions in value of inventory below cost are caused by our
maintenance of stocks of products in excess of demand or technological obsolescence of the inventory. We regularly review inventory quantities
on
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hand and, when necessary, record provisions for excess and obsolete inventory based on either our estimated forecast of product demand and
production requirements or historical trailing usage of the product. If our sales do not materialize as planned or at historic levels, we may have to
increase our reserve for excess and obsolete inventory. This would reduce our earnings. If actual market conditions are more favorable than
anticipated, inventory previously written down may be sold, resulting in lower costs of sales and higher income from operations than expected in
that period.

Business Combinations. The allocation of purchase price for business combinations requires estimates and judgment as to expectations for future
cash flows of the acquired business and the allocation of those cash flows to identifiable intangible assets in determining the estimated fair value
for purchase price allocation purposes. In connection with the fair valuing of the assets acquired and liabilities assumed, we are assisted by
valuation consultants, and assessments of intangible assets using customary valuation procedures and techniques are performed. If the actual
results differ from the estimates and judgments used in these estimates, the amounts recorded in the financial statements could result in a
possible impairment of the intangible assets and goodwill or require acceleration of the amortization expense of finite-lived intangible assets.

Value of long-lived assets, including intangibles. We carry a variety of long-lived assets on our balance sheet including property and equipment,
investments, identifiable intangible assets, and goodwill. We periodically review the carrying value of all of these assets based, in part, upon
current estimated market values and our projections of anticipated future cash flows. We undertake this review (1) on an annual basis for assets
such as goodwill and non-amortizing intangible assets and (2) on a periodic basis for other long-lived assets when facts and circumstances
suggest that cash flows emanating from those assets may be diminished. Any impairment charge that we record reduces our earnings. We
completed the annual impairment tests of goodwill for 2006 and 2005 and concluded that there were no impairments. While we believe that our
estimates of current value are reasonable, different assumptions regarding items such as future cash flows and the volatility inherent in markets
which we serve could affect our evaluations and result in impairment charges against the carrying value of those assets. In addition, we currently
evaluate the remaining useful life of our non-amortizing intangible assets at least annually to determine whether events or circumstances
continue to support an indefinite useful life. If events or circumstances indicate that the useful lives of non-amortizing intangible assets are no
longer indefinite, the assets will be tested for impairment in accordance with SFAS No. 142. These intangible assets will then be amortized
prospectively over their estimated remaining useful life and accounted for in the same manner as other intangible assets that are subject to
amortization.

Employee compensation and benefits. Retirement and postretirement benefit plans are a significant cost of doing business and represent
obligations that will be ultimately settled far in the future and therefore are subject to estimation. Retirement and postretirement benefit plan
expenses are allocated to cost of sales, research and development, and selling, general and administrative expenses, in our consolidated
statement of operations. We incurred expenses of $10.2 million in 2006, $11.9 million in 2005 and $9.1 million in 2004 for our retirement and
postretirement plans. We expect expenses of approximately $12.0 million in 2007 for our retirement and postretirement plans. Pension
accounting is intended to reflect the recognition of future benefit costs over the employee�s approximate service period based on the terms of the
plans and the investment and funding decisions made. We are required to make assumptions regarding such variables as the expected long-term
rate of return on assets and the discount rate applied, to determine service cost and interest cost, in order to arrive at pension income or expense
for the year. As of December 31, 2006, we estimated the expected long-term rate of return of assets in our pension portfolios in the United States
was 8.5%, and was 7.6% for plans outside the United States. We have analyzed the rates of return on assets used and determined that these rates
are reasonable based on the plans� historical performance relative to the overall markets in the countries where we invest the assets, as well as our
current expectations for long-term rates of returns for our pension assets. Our management will continue to assess the expected long-term rate of
return on plan assets assumptions for each plan based on relevant market conditions, and will make adjustments to the assumptions as
appropriate. Discount rate assumptions have been, and continue to be, based on the prevailing market long-term interest rates at the
measurement date. If any of our

47

Edgar Filing: ENCORE WIRE CORP - Form 4

Table of Contents 43



Table of Contents

assumptions were to change, our pension plan expenses would also change. A one-quarter percent increase in the discount rate would decrease
our net periodic benefit cost by $0.4 million for 2007 in the United States and by $0.1 million for 2007 for all plans outside the United States. A
one percent decrease in the estimated return on plan assets would increase our pre-tax pension expense by $2.1 million for 2007 in the United
States and by $1.0 million for 2007 for all plans outside the United States. We have reduced the volatility in our healthcare costs provided to our
retirees by adopting a defined dollar plan feature. Under the defined dollar plan feature, our total annual liability for healthcare costs to any one
retiree is limited to a fixed dollar amount, regardless of the nature or cost of the healthcare needs of that retiree. Our maximum future liability,
therefore, cannot be increased by future changes in the cost of healthcare.

Restructuring activities. Our financial statements detail specific charges relating to restructuring activities as well as the actual spending that has
occurred against the resulting accruals in accordance with SFAS No. 146, �Accounting for Costs Associated with Exit or Disposal Activities.� Our
pre-tax restructuring charges are estimates based on our preliminary assessments of (1) severance benefits to be granted to employees, based on
known benefit formulas and identified job grades, (2) costs to abandon certain facilities based on known lease costs of sub-rental income and
(3) asset impairments as discussed above under �Value of Long-Lived Assets, Including Intangibles.� Because these accruals are estimates, they
are subject to change as a result of deviations from initial restructuring plans or subsequent information that may come to our attention. For
example, actual severance costs may be less than anticipated if employees voluntarily leave prior to the time at which they would be entitled to
severance, or if anticipated legal hurdles in foreign jurisdictions prove to be less onerous than expected. In addition, unanticipated successes or
difficulties in terminating leases and other contractual obligations may lead to changes in estimates. When such changes in estimates occur, they
are reflected in our financial statements on the income statement line entitled �restructuring and integration (reversals) charges, net.�

Gains or losses on dispositions. When we record the disposition of an asset or discontinuance of an operation, we make an estimate relative to
the amount we expect to realize on the sale or disposition. This estimate is based on a variety of factors, including current interest in the market,
alternative markets for the assets, and other relevant factors. If anticipated proceeds are less than the current carrying amount of the asset or
operation, we record a loss. If anticipated proceeds are greater than the current carrying amount of the asset or operation, we recognize a gain net
of expected contingencies when the transaction has been consummated. Accordingly, we may realize amounts different than were first
estimated. During the year ended December 31, 2006, we recognized $1.5 million in gains from disposition of fixed assets. We also recorded
$2.4 million in gains from the disposition of discontinued operations, which consisted of gains from the final disposition of our Aerospace, Fluid
Testing, Telecommunications Components and Technical Services businesses, offset by losses associated with the disposition of our Fiber
Optics Test Equipment and Lithography businesses. Any such changes decrease or increase current earnings, and are recorded either against the
�gains on disposition� or �discontinued operations� line items appearing in our income statement.

Income taxes. Our business operations are global in nature, and we are subject to taxes in numerous jurisdictions. Tax laws and tax rates vary
substantially in these jurisdictions and are subject to change given the political and economic climate in those countries. We report and pay
income tax based on operational results and applicable law. Our tax provision contemplates tax rates currently in effect to determine both our
current and deferred tax provisions. Any significant fluctuation in rates or changes in tax laws could cause our estimates of taxes we anticipate
either paying or recovering in the future to change. Such changes could lead to either increases or decreases in our effective tax rate.

Significant judgment is required in determining our worldwide provision for income taxes and recording the related tax assets and liabilities. In
the ordinary course of our business, there are operational decisions, transactions, facts and circumstances, and calculations for which the ultimate
tax determination is not certain. Furthermore, our tax positions are periodically subject to challenge by taxing authorities throughout the world.
Where appropriate, we reserve for tax matters when we believe that the likelihood of an incremental liability being incurred is probable in
accordance with the provisions of SFAS No. 5, �Accounting for Contingencies�,
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and SFAS No. 109, �Accounting for Income Taxes� (�SFAS No. 109�). Any significant impact as a result of changes in underlying facts, law, tax
rates, tax audit, or review could lead to adjustments to our income tax expense, our effective tax rate, or our cash flow.

Additionally, in accordance with SFAS No. 109 we have established valuation allowances against a variety of deferred tax assets, including net
operating loss carryforwards, foreign tax credits, other income tax credits and certain pension accruals. Valuation allowances take into
consideration our ability to use these deferred tax assets and reduce the value of such items to the amount that is deemed more likely than not to
be recoverable. Improvements or other changes in our operations, domestically and internationally, could increase our ability to utilize these tax
attributes in the future. The release of valuation allowances in periods when these tax attributes become realizable would reduce our effective tax
rate.

Item 7A.    Quantitative and Qualitative Disclosures About Market Risk

Quantitative and Qualitative Disclosures about Market Risks

Financial Instruments

Financial instruments that potentially subject us to concentrations of credit risk consist principally of temporary cash investments, marketable
securities and accounts receivable. We believe we had no significant concentrations of credit risk as of December 31, 2006.

In the ordinary course of business, we enter into foreign exchange contracts for periods consistent with our committed exposures to mitigate the
effect of foreign currency movements on transactions denominated in foreign currencies. Transactions covered by hedge contracts include
intercompany and third-party receivables and payables. The contracts are primarily in European and Asian currencies, have maturities that do
not exceed 12 months, have no cash requirements until maturity, and are recorded at fair value on the consolidated balance sheet. Credit risk is
insignificant as the foreign exchange instruments are contracted with major banking institutions. Unrealized gains and losses on our foreign
currency contracts are recognized immediately in earnings for hedges designated as fair value and, for hedges designated as cash flow, the
related unrealized gains or losses are deferred as a component of other comprehensive income in the accompanying consolidated balance sheet.
Deferred gains and losses are recognized in income in the period in which the underlying anticipated transaction occurs. For the year ended
December 31, 2006, we did not engage in any designated cash flow hedges. Principal hedged currencies include the British Pound (GBP),
Canadian Dollar (CAD), Euro (EUR), Japanese Yen (JPY), and Singapore Dollar (SGD). We held forward foreign exchange contracts with U.S.
equivalent notional amounts totaling $174.8 million at December 31, 2006 and $197.6 million as of January 1, 2006. The approximate fair value
of these foreign currency derivative contracts was insignificant. The gains and losses realized on foreign currency derivative contracts are not
material and the duration of these contracts was generally 30 days for 2006. We do not enter into derivatives for trading or other speculative
purposes, nor do we use leveraged financial instruments.
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Market Risk

Market Risk. We are exposed to market risk, including changes in interest rates and currency exchange rates. To manage the volatility relating to
these exposures, we enter into various derivative transactions pursuant to our policies to hedge against known or forecasted market exposures.

Foreign Exchange Risk. The potential change in foreign currency exchange rates offers a substantial risk to us, as approximately 62% of our
business is conducted outside of the United States, generally in foreign currencies. Our risk management strategy currently uses forward
contracts to mitigate certain balance sheet foreign currency transaction exposures. The intent is to offset gains and losses that occur on the
underlying exposures, with gains and losses resulting from the forward contracts that hedge these exposures. Moreover, we are able to partially
mitigate the impact that fluctuations in currencies have on our net income as a result of our manufacturing facilities located in countries outside
the United States, material sourcing and other spending which occur in countries outside the U.S resulting in a natural hedge.

Although we attempt to manage our foreign currency exchange risk through the above activities, when the U.S. dollar weakens against other
currencies in which we transact business, generally sales and net income will be positively but not proportionately impacted.

Foreign Currency Risk�Value-at-Risk Disclosure. We utilize a Value-at-Risk model to determine the potential earning/fair value exposures
presented by our foreign currency related financial instruments. As discussed above, we seek to minimize this exposure through our hedging
program. Our Value-at-Risk computation is based on the Monte Carlo simulation, utilizing a 95% confidence interval and a holding period of 30
days. As of December 31, 2006, this computation estimated that there is a 5% chance that the market value of the underlying exposures and the
corresponding derivative instruments either increase or decrease due to foreign currency fluctuations by more than $0.1 million. This
Value-At-Risk measure is consistent with our financial statement disclosures relative to our foreign currency hedging program. Specifically,
during each of the four quarters ended in fiscal 2006 the Value-At-Risk was $0.1 million, with an average of approximately $0.1 million.

Interest Rate Risk. As described above, our debt portfolio includes variable rate instruments. Fluctuations in interest rates can therefore have a
direct impact on both our short-term cash flows, as they relate to interest, and our earnings.

Interest Rate Risk�Sensitivity. As of December 31, 2006, our debt portfolio consisted of $151.8 million of variable rate debt. In addition, our cash
and cash equivalents, for which we receive interest at variable rates, were $191.1 million at December 31, 2006. Our current earnings exposure
for changes in interest rates can be summarized as follows:

(1) Changes in interest rates can cause interest charges on our variable rate debt, consisting of $151.8 million of revolving debt facilities, to
fluctuate. An increase of 10%, or approximately 42 basis points, in current interest rates would cause an additional pre-tax charge to our earnings
of $0.6 million for fiscal year 2007.

(2) Changes in interest rates can cause our cash flows relative to interest payments on variable rate debt to fluctuate. As described above, an
increase of 10%, or approximately 42 basis points, in current interest rates would cause our cash outflows to increase by $0.6 million for fiscal
year 2007.
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(3) Changes in interest rates can cause our cash flows relative to interest received to fluctuate.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of PerkinElmer, Inc.

Waltham, Massachusetts

We have audited the accompanying consolidated balance sheets of PerkinElmer, Inc. and subsidiaries (the �Company�) as of December 31, 2006
and January 1, 2006, and the related consolidated statements of operations, stockholders� equity and comprehensive income, and cash flows for
each of the three years in the period ended December 31, 2006. Our audits also included the financial statement schedule listed in the Index at
Item 15(a)2. These financial statements and financial statement schedule are the responsibility of the Company�s management. Our responsibility
is to express an opinion on these financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of PerkinElmer, Inc. and
subsidiaries as of December 31, 2006 and January 1, 2006, and the results of their operations and their cash flows for each of the three years in
the period ended December 31, 2006, in conformity with accounting principles generally accepted in the United States of America. Also, in our
opinion, such financial statement schedule, when considered in relation to the basic consolidated financial statements taken as a whole, presents
fairly in all material respects the information set forth therein.

As discussed in Note 1 to the consolidated financial statements, the Company adopted Statement of Financial Accounting Standards (�SFAS�)
No. 123(R), �Share-Based Payment� and SFAS No. 158 �Employers� Accounting for Defined Benefit Pension and Other Postretirement Plans, an
amendment of FASB Statements No. 87, 88, 106, and 132(R)�.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the effectiveness of
the Company�s internal control over financial reporting as of December 31, 2006, based on the criteria established in Internal Control�Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission, and our report dated March 1, 2007 expressed
an unqualified opinion on management�s assessment of the effectiveness of the Company�s internal control over financial reporting, and an
unqualified opinion on the effectiveness of the Company�s internal control over financial reporting.

/S/ DELOITTE & TOUCHE LLP

Boston, Massachusetts

March 1, 2007
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CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands, except per share data)
Sales $ 1,546,358 $ 1,473,831 $ 1,429,089
Cost of sales 918,287 859,295 846,326
Selling, general and administrative expenses 376,849 365,457 362,322
Research and development expenses 99,719 87,371 82,356
Restructuring and integration (reversals) charges, net (3,640) 22,065 �  
Impairment of assets 3,246 �  �  
(Gains) losses on dispositions, net (1,505) (1,502) 409
In-process research and development charge �  194 �  

Operating income from continuing operations 153,402 140,951 137,676
Interest and other expense, net 2,666 74,291 38,332

Income from continuing operations before income taxes 150,736 66,660 99,344
Provision for income taxes 32,412 128 23,465

Income from continuing operations 118,324 66,532 75,879
(Loss) income from discontinued operations, net of income taxes (1,174) 15,214 20,659
Gain (loss) on disposition of discontinued operations, net of income taxes 2,433 186,362 (495)

Net income $ 119,583 $ 268,108 $ 96,043

Basic earnings per share:
Continuing operations $ 0.95 $ 0.51 $ 0.60
Discontinued operations 0.01 1.56 0.16

Net income $ 0.96 $ 2.07 $ 0.75

Diluted earnings per share:
Continued operations $ 0.94 $ 0.51 $ 0.59
Discontinued operations 0.01 1.54 0.16

Net income $ 0.95 $ 2.04 $ 0.74

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS

As of the Years Ended

December 31,
2006

January 1,
2006

(In thousands except share
and per share data)

Current assets:
Cash and cash equivalents $ 191,059 $ 502,264
Accounts receivable, net 268,459 250,844
Inventories, net 183,260 163,150
Other current assets 101,511 71,189
Current assets of discontinued operations 477 11,442

Total current assets 744,766 998,889

Property, plant and equipment, net 182,196 177,369
Marketable securities and investments 7,508 9,222
Intangible assets, net 404,021 375,419
Goodwill 1,117,724 1,026,201
Other assets 52,502 90,156
Long-term assets of discontinued operations 1,605 16,205

Total assets $ 2,510,322 $ 2,693,461

Current liabilities:
Short-term debt $ 1,153 $ 1,131
Accounts payable 152,836 146,971
Accrued restructuring and integration costs 2,731 11,242
Accrued expenses 318,987 324,954
Current liabilities of discontinued operations 826 10,241

Total current liabilities 476,533 494,539
Long-term debt 151,781 243,282
Long-term liabilities 304,278 303,687
Long-term liabilities of discontinued operations �  1,440

Total liabilities 932,592 1,042,948
Commitments and contingencies
Stockholders� equity:
Preferred stock � $1 par value per share, authorized 1,000,000 shares; none issued or outstanding �  �  
Common stock � $1 par value per share, authorized 300,000,000 shares; issued and outstanding 123,255,000 and
130,109,000 shares at December 31, 2006 and January 1, 2006, respectively 123,255 130,109
Capital in excess of par value 407,345 556,728
Unearned compensation �  (6,372)
Retained earnings 1,040,190 964,690
Accumulated other comprehensive income 6,940 5,358

Total stockholders� equity 1,577,730 1,650,513
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Total liabilities and stockholders� equity $ 2,510,322 $ 2,693,461

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS� EQUITY

AND COMPREHENSIVE INCOME

For the Three Years Ended December 31, 2006

Comprehensive

Income

Common

Stock

Amount

Capital in

Excess of
Par

Unearned

Compensation

Retained

Earnings

Accumulated

Other

Comprehensive

Income
(Loss)

Cost of

Shares Held
in Treasury

Total

Stockholders�

Equity

(In thousands)
Balance, December 28, 2003 $ 145,101 $ 681,550 $ (3,494) $ 672,616 $ 30,908 $ (177,631) $ 1,349,050

Comprehensive income
Net income $ 96,043 �  �  �  $ 96,043 �  �  $ 96,043
Other comprehensive income (loss), net
of tax
Foreign currency translation
adjustments 38,354 �  �  �  �  38,354 �  38,354
Change in minimum liability of
pension, net of tax (11,987) �  �  �  �  (11,987) �  (11,987)
Unrealized gains on securities arising
during the period, net of tax 75 �  �  �  �  75 �  75

Other comprehensive income 26,442 �  �  �  �  �  �  �  

Comprehensive income $ 122,485 �  �  �  �  �  �  �  

Dividends �  �  �  �  (35,781) �  �  (35,781)
Exercise of employee stock options �  855 9,646 �  �  �  4,540 15,041
Issuance of common stock for
employee benefit plans �  167 3,408 2,034 �  �  2,336 7,945
Issuance (cancellation) of common
stock for long-term incentive program �  (16) 2,185 (2,742) �  �  1,918 1,345
Elimination of treasury stock �  (17,048) (151,789) �  �  �  168,837 �  

Balance, January 2, 2005 $ 129,059 $ 545,000 $ (4,202) $ 732,878 $ 57,350 $ �  $ 1,460,085

Comprehensive income
Net income $ 268,108 �  �  �  $ 268,108 �  �  $ 268,108
Other comprehensive income (loss), net
of tax
Foreign currency translation
adjustments (44,626) �  �  �  �  (44,626) �  (44,626)
Change in minimum liability of
pension, net of tax (7,376) �  �  �  �  (7,376) �  (7,376)
Unrealized gains on securities arising
during the period, net of tax 10 �  �  �  �  10 �  10
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Other comprehensive loss (51,992) �  �  �  �  �  �  �  

Comprehensive income $ 216,116 �  �  �  �  �  �  �  

Dividends �  �  �  �  (36,296) �  �  (36,296)
Exercise of employee stock options and
related income tax benefits �  1,533 23,198 �  �  �  �  24,731

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

Income

Common

Stock

Amount

Capital in

Excess of
Par

Unearned

Compensation

Retained

Earnings

Accumulated

Other

Comprehensive

Income
(Loss)

Cost of

Shares Held
in Treasury

Total

Stockholders�

Equity

(In thousands)
Issuance of common stock for employee
benefit plans �  308 4,267 101 �  �  �  4,676
Buyback and cancellation of common
stock (1,096) (23,301) �  �  �  �  (24,397)
Issuance (cancellation) of common stock
for long-term incentive program �  305 7,564 (2,271) �  �  �  5,598

Balance, January 1, 2006 $ 130,109 $ 556,728 $ (6,372) $ 964,690 $ 5,358 $ �  $ 1,650,513

Reclassification of unearned
compensation to capital in excess of par
upon the adoption of SFAS
No. 123(R)�See Note 19 �  �  (6,372) 6,372 �  �  �  �  
Comprehensive income
Net income $ 119,583 �  �  �  $ 119,583 �  �  $ 119,583
Other comprehensive income (loss), net
of tax
Foreign currency translation adjustments 33,431 �  �  �  �  33,431 �  33,431
Change in minimum liability of pension,
net of tax 895 �  �  �  �  895 �  895
Unrealized gains on securities arising
during the period, net of tax 2 �  �  �  �  2 �  2

Other comprehensive income 34,328 �  �  �  �  �  �  �  

Comprehensive income $ 153,911 �  �  �  �  �  �  �  

Adjustment to initially adopt SFAS
No. 158, net of tax �  �  �  �  �  (32,746) �  (32,746)
Dividends �  �  �  �  (44,083) �  �  (44,083)
Exercise of employee stock options and
related income tax benefits �  1,663 22,061 �  �  �  �  23,724
Issuance of common stock for employee
benefit plans �  113 2,l83 �  �  �  �  2,296
Buyback and cancellation of common
stock (8,904) (181,217) �  �  �  �  (190,121)
Issuance (cancellation) of common stock
for long-term incentive program �  274 4,572 �  �  �  �  4,846
Stock option compensation under SFAS
No. 123(R) �  �  9,390 �  �  �  �  9,390

Balance, December 31, 2006 $ 123,255 $ 407,345 $ �  $ 1,040,190 $ 6,940 $ �  $ 1,577,730

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)
Operating activities:
Net income $ 119,583 $ 268,108 $ 96,043
Add net loss (income) from discontinued operations 1,174 (15,214) (20,659)
Add net (gain) loss on disposition of discontinued operations (2,433) (186,362) 495

Net income from continuing operations 118,324 66,532 75,879
Adjustments to reconcile income from continuing operations to net cash provided by continuing
operations:
Restructuring and integration (reversals) charges, net (3,640) 22,065 �  
Depreciation and amortization 69,184 66,998 67,599
Stock-based compensation 16,144 9,824 8,402
Deferred taxes (10,007) 1,421 21,932
Contingencies and prior year tax matters (1,322) (27,772) (8,019)
Amortization of deferred debt issuance cost, accretion of discounts and extinguishment of debt 292 57,385 8,099
(Gains) losses on dispositions, net (3,801) (7,346) 709
Asset impairments 3,246 �  �  
Changes in assets and liabilities which provided cash, excluding effects from companies purchased and
divested:
Accounts receivable, net 3,315 (10,434) 17,951
Inventories (11,067) (323) 5,625
Accounts payable (1,671) 23,242 (14,443)
Tax benefit from exercise of common stock options �  5,343 �  
Taxes paid on divestitures (60,297) �  �  
Accrued expenses and other 8,321 (13,999) (10,758)

Net cash provided by continuing operations operating activities 127,021 192,936 172,976
Net cash provided by discontinued operations operating activities 419 15,157 27,781

Net cash provided by operating activities 127,440 208,093 200,757

Investing activities:
Capital expenditures (44,473) (27,993) (15,818)
Proceeds from advance and settlement of insurance claim 5,309 2,942 �  
Proceeds from dispositions of property, plant and equipment, net 4,876 9,393 3,442
Proceeds from surrender of life insurance policies 3,826 �  �  
Proceeds from dispositions of investments, net 23,627 366,578 425
(Payments for) proceeds from acquisitions and investments, net of cash and cash equivalents acquired (133,128) (17,571) 2,765

Net cash (used in) provided by continuing operations investing activities (139,963) 333,349 (9,186)
Net cash provided by (used in) discontinued operations investing activities 467 (10,060) (2,497)

Net cash (used in) provided by investing activities (139,496) 323,289 (11,683)

Financing activities:
Payments on debt (110,748) (374,656) (175,000)
Premium on prepayment of debt �  (36,321) �  
Settlement of interest rate swaps �  (8,480) �  
Proceeds from borrowings �  244,253 �  
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Payment of debt issuance costs (741) (1,133) �  
Decrease in other credit facilities (164) 24 39
Tax benefit from exercise of common stock options 2,203 �  �  
Proceeds from exercise of common stock options 21,520 19,388 15,041
Purchases of common stock (190,121) (24,397) �  
Dividends paid (35,455) (36,296) (35,781)

Net cash used in continuing operations financing activities (313,506) (217,618) (195,701)
Net cash used in discontinued operations financing activities �  (233) (237)

Net cash used in financing activities (313,506) (217,851) (195,938)

Effect of exchange rate changes on cash and cash equivalents 14,357 (8,780) 12,878

Net (decrease) increase in cash and cash equivalents (311,205) 304,751 6,014
Cash and cash equivalents at beginning of year 502,264 197,513 191,499

Cash and cash equivalents at end of year $ 191,059 $ 502,264 $ 197,513

Supplemental disclosures of cash flow information�See Note 2:
Cash paid during the year for:
Interest $ 7,368 $ 37,361 $ 32,491
Income taxes $ 91,394 $ 44,008 $ 36,448

The accompanying notes are an integral part of these consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1: Nature of Operations and Accounting Policies

Nature of Operations:    PerkinElmer, Inc. is a global high technology company which designs, manufactures, markets and supports products,
systems and service offerings within two reporting segments: Life and Analytical Sciences and Optoelectronics.

The consolidated financial statements include the accounts of PerkinElmer, Inc. and its subsidiaries (the �Company�). All material intercompany
balances and transactions have been eliminated in consolidation. Investments in business entities in which the Company does not have control,
but has the ability to exercise significant influence over operating and financial policies, are accounted for by the equity method.

The Company�s fiscal year ends on the Sunday nearest December 31. The Company reports fiscal years under a 52/53 week format. Under this
method, certain years will contain 53 weeks. The fiscal years ended December 31, 2006 and January 1, 2006 included 52 weeks. The year ended
January 2, 2005 included 53 weeks.

Accounting Policies and Estimates:    The preparation of consolidated financial statements in accordance with accounting principles generally
accepted in the United States of America requires the Company to make estimates and judgments that affect the reported amounts of assets,
liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. On an ongoing basis, the Company evaluates its
estimates. The Company bases its estimates on historical experience and on various other assumptions that are believed to be reasonable under
the circumstances, the results of which form the basis for making judgments about the carrying values of assets and liabilities that are not readily
apparent from other sources. Actual results may differ from these estimates.

Revenue Recognition:    The Company�s product sales are recorded when persuasive evidence of an arrangement exists, delivery has occurred,
the price to the buyer is fixed or determinable and collectibility is reasonably assured. For products that include installation, and if the
installation meets the criteria to be considered a separate element, product revenue is recognized upon delivery, and installation revenue is
recognized when the installation is complete. For sales that include customer-specified acceptance criteria, revenue is recognized after the
acceptance criteria have been met. Certain of the Company�s products require specialized installation. Revenue for these products is deferred
until installation is completed. Revenue from services is deferred and recognized over the contractual period or as services are rendered and
accepted by the customer. When arrangements include multiple elements, the Company uses objective evidence of fair value to allocate revenue
to the elements and recognizes revenue when the criteria for revenue recognition have been met for each element.

Warranty Costs:    The Company provides for estimated warranty costs for products at the time of their sale. Warranty liabilities are based on
estimated future repair costs using historical labor and material costs incurred in the warranty period.

Shipping and Handling Costs:    The Company reports shipping and handling costs in both sales and the related costs as cost of goods sold to the
extent they are billed to customers. In all other instances they are reflected as a component of cost of goods sold.

Inventories: Inventories, which include material, labor and manufacturing overhead, are valued at the lower of cost or market. Substantially all
inventories are accounted for using the first-in, first-out (�FIFO�) method of determining inventory costs. Inventory quantities on-hand are

Edgar Filing: ENCORE WIRE CORP - Form 4

Table of Contents 61



regularly reviewed, and where necessary, provisions for excess and obsolete inventory are recorded based primarily on the Company�s estimated
forecast of product demand and production requirements.

Income Taxes:    The Company uses the asset and liability method of accounting for income taxes. Under the asset and liability method, deferred
tax assets and liabilities are recognized for the estimated future tax
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

consequences attributable to differences between the financial statement carrying amounts of assets and liabilities and their respective tax bases.
This method also requires the recognition of future tax benefits such as net operating loss carryforwards, to the extent that realization of such
benefits is more likely than not. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in
the years in which those temporary differences are expected to be recovered or settled. A valuation allowance is established for any deferred tax
asset for which realization is not more likely than not. Pursuant to Accounting Principles Board (�APB�) Opinion No. 23, �Accounting for Income
Taxes�Special Areas� (�APB Opinion No. 23�), and related interpretations with respect to corporate earnings permanently reinvested offshore, the
Company does not accrue tax for the repatriation of its foreign earnings that it considers to be permanently reinvested outside the United States.

Property, Plant and Equipment:    The Company depreciates plant and equipment using the straight-line method over their estimated useful
lives, which generally fall within the following ranges: buildings�10 to 40 years; leasehold improvements�estimated useful life or remaining term
of lease, whichever is shorter; machinery and equipment�3 to 7 years. Certain tooling costs are capitalized and amortized over a 3 year life, while
repairs and maintenance costs are expensed.

Asset Retirement Obligations:    The Company records obligations associated with its lease obligations, the retirement of tangible long-lived
assets and the associated asset-retirement costs in accordance with Financial Accounting Standards (�SFAS�) No. 143, �Accounting for Asset
Retirement Obligations,� and FASB Interpretation (�FIN�) No. 47, �Accounting for Conditional Asset Retirement Obligations, an interpretation of
SFAS No. 143�. The Company reviews legal obligations associated with the retirement of long-lived assets that result from contractual
obligations or the acquisition, construction, development and/or normal use of the assets. If it is determined that a legal obligation exists,
regardless of whether the obligation is conditional on a future event, the fair value of the liability for an asset retirement obligation is recognized
in the period in which it is incurred, if a reasonable estimate of fair value can be made. The fair value of the liability is added to the carrying
amount of the associated asset, and this additional carrying amount is depreciated over the life of the asset. The difference between the gross
expected future cash flow and its present value is accreted over the life of the related lease as an operating expense.

Pension Plans:    The Company�s funding policy provides that payments to the United States (U.S.) pension trusts shall at least be equal to the
minimum funding requirements of the Employee Retirement Income Security Act of 1974. Non-U.S. plans are accrued for, but generally not
fully funded, and benefits are paid from operating funds. In future reporting periods, the difference between actual amounts and estimates based
on actuarial assumptions will be recognized in �other comprehensive income� in the period in which they occur.

In September 2006, the Financial Accounting Standards Board (�FASB�) issued SFAS No. 158, �Employers� Accounting for Defined Benefit
Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R)� (�SFAS No. 158�). SFAS No. 158
requires companies to recognize a net liability or asset and an offsetting adjustment to accumulated other comprehensive income to report the
funded status of defined benefit pension and other postretirement benefit plans. Additionally, SFAS No. 158 requires companies to measure plan
assets and obligations at their year-end balance sheet date. SFAS No. 158 requires prospective application and was effective for the Company as
of the end of fiscal year 2006.

The impact of adopting SFAS No. 158 was a reduction to accumulated other comprehensive income of $32.7 million, a reduction to other assets
of $26.6 million, an increase to current liabilities of $7.3 million, an increase to current assets of $0.7 million and a reduction to long-term
liabilities of $0.4 million, with no impact to the Company�s consolidated statements of operations or statements of cash flows. There was also no
impact from the adoption of SFAS No. 158 on the Company�s compliance with the financial covenants contained in its loan agreement, described
in more detail in Note 14, below.
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Translation of Foreign Currencies:    For foreign operations, asset and liability accounts are translated at current exchange rates; income and
expenses are translated using weighted average exchange rates. Resulting translation adjustments, as well as gains and losses from certain
intercompany transactions, are reported in accumulated other comprehensive income, a separate component of stockholders� equity.

Intangible Assets:    The Company�s intangible assets consist of (1) goodwill, which is not being amortized; (2) indefinite lived intangibles,
which consist of certain trademarks and trade names that are not subject to amortization; and (3) amortizing intangibles, which consist of patents
and purchased technologies, which are being amortized over their useful lives. All intangible assets are subject to impairment tests on an annual
or periodic basis.

The annual impairment assessment of goodwill is performed by the Company on the later of January 1 or the first day of each fiscal year. This
same impairment test will be performed at other times during the course of the year should an event occur which suggests that the recoverability
of goodwill should be reconsidered. Non-amortizing intangibles are also subject to an annual impairment test. The impairment test consists of a
comparison of the fair value of the intangible asset with its carrying amount. If the carrying amount of an intangible asset exceeds its fair value,
an impairment loss in an amount equal to that excess is recognized. Amortizing intangibles are currently evaluated for impairment using the
methodology set forth in SFAS No. 144, �Accounting for the Impairment or Disposal of Long-Lived Assets�. Recoverability of these assets is
assessed only when events have occurred that may give rise to an impairment. When a potential impairment has been identified, forecasted
undiscounted net cash flows of the operations to which the asset relates are compared to the current carrying value of the long-lived assets
present in that operation. If such cash flows are less than such carrying amounts, long-lived assets, including such intangibles, are written down
to their respective fair values.

Stock-Based Compensation:    The Company has three stock-based compensation plans from which it makes grants, which are described more
fully in Note 19. Effective January 2, 2006, the Company adopted SFAS No. 123(R), �Share-Based Payment� (�SFAS No. 123(R)�), which requires
compensation costs related to stock-based transactions, including employee stock options, to be recognized in the financial statements based on
fair value. SFAS No. 123(R) revises SFAS No. 123, as amended, �Accounting for Stock-Based Compensation� (�SFAS No. 123�), and supersedes
APB Opinion No. 25, �Accounting for Stock Issued to Employees� (�APB Opinion No. 25�). Prior to January 2, 2006, the Company applied the
intrinsic value based method prescribed in APB Opinion No. 25, as permitted by SFAS No. 123, in accounting for employee stock-based
compensation. The Company generally did not recognize compensation expense in connection with the grant of stock options because the
options granted had an exercise price equal to the fair market value of the underlying common stock on the date of grant.

In transitioning from APB Opinion No. 25 to SFAS No. 123(R), the Company applied the modified prospective method. Accordingly, periods
prior to adoption have not been restated and are not directly comparable to periods after adoption. Under the modified prospective method,
compensation cost recognized in periods after adoption includes (i) compensation cost for all stock-based payments granted prior to, but not yet
vested as of January 2, 2006, based on the grant-date fair value estimated in accordance with the original provisions of SFAS No. 123, less
estimated forfeitures, and (ii) compensation cost for all stock-based payments granted subsequent to January 1, 2006, based on the grant-date fair
value estimated in accordance with the provisions of SFAS No. 123(R), less estimated forfeitures.

The FASB Staff Position ("FSP") No. 123R-3, "Transition Election Related to Accounting for the Tax Effects of Share-Based Payment Awards."
The FSP No. 123R-3 required an entity to follow either the transition guidance for the additional-paid-in-capital pool as prescribed in SFAS
No. 123R or the alternative transition method described in FSP No. 123R-3. An entity that adopted SFAS No. 123R using the modified
prospective
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application may make a one-time election to adopt the transition method described in the FSP No. 123R-3, and may take up to one year from the
latter of its initial adoption of SFAS No. 123R or the effective date of the FSP No. 123R-3 to evaluate the available transition alternatives and
make its one-time election. The Company adopted the alternative transition method provided in the FSP No. 123R-3 for calculating the tax
effects of stock-based compensation under SFAS No. 123R.

Prior to the adoption of SFAS No. 123(R), the Company presented all excess tax benefits related to stock compensation as cash flows from
operating activities in the consolidated statements of cash flows. SFAS No. 123(R) requires the cash flows resulting from these tax benefits to be
classified as cash flows from financing activities. Tax benefits are recognized related to the cost for share-based payments to the extent the
equity instrument would ordinarily result in a future tax deduction under existing law. Tax expense will be recognized to write off excess
deferred tax assets when the tax deduction upon settlement of a vested option is less than the cumulative compensation expense recorded in the
statement of operations for that option, to the extent not offset by prior tax credits for settlements where the tax deduction was greater than the
expense recognized based on the fair value at date of grant.

Prior to the adoption of SFAS No. 123(R), unearned compensation was recorded in a contra-equity account and established at the date restricted
stock was granted representing the amount of unrecognized restricted stock expense. Under the provisions of SFAS No. 123(R), the recognition
of unearned compensation at the date restricted stock is granted is no longer allowed. Therefore, in the first quarter of 2006, the unrecognized
restricted stock that had been in �Unearned compensation� in the consolidated balance sheet as of January 1, 2006 was reclassified to �Capital in
excess of par value.�

Marketable Securities and Investments:    Marketable Securities and Investments, whether debt or equity, are accounted for in accordance with
SFAS No. 115, �Accounting for Certain Investments in Debt and Equity Securities�. The cost of securities sold is based on the specific
identification method. If securities are classified as available for sale, the Company records these investments at their fair values with unrealized
gains and losses included in accumulated other comprehensive income (loss). Under the cost method of accounting, equity investments in
private companies are carried at cost and are adjusted for other-than-temporary declines in fair value, additional investments or distributions.

Cash Flows:    For purposes of the Consolidated Statements of Cash Flows, the Company considers all highly liquid unrestricted instruments
with a purchased maturity of three months or less to be cash equivalents. The carrying amount of cash and cash equivalents approximates fair
value due to the short maturities.

Environmental Matters:    The Company accrues for costs associated with the remediation of environmental pollution when it is probable that a
liability has been incurred and the Company�s proportionate share of the amount can be reasonably estimated. The recorded liabilities have not
been discounted.

Comprehensive Income (Loss):    Comprehensive income (loss) is defined as net income or loss and other changes in stockholders� equity from
transactions and other events from sources other than stockholders. Comprehensive income (loss) is reflected in the Consolidated Statements of
Stockholders� Equity and Comprehensive Income.
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Derivative Instruments and Hedging:    The Company records derivative instruments on the balance sheet as assets or liabilities, measured at fair
value. Gains or losses resulting from changes in the values of those derivatives would be accounted for depending on the use of the derivative
instrument and whether it qualifies for hedge accounting.
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Reclassifications:    Certain reclassifications have been made to prior years� financial statements to conform to the 2006 presentation. These
reclassifications have no material impact on previously reported net income or cash flows.

Recent Accounting Pronouncements:    In September 2006, the SEC issued Staff Accounting Bulletin No. 108, �Considering the Effects of Prior
Year Misstatements when Quantifying Misstatements in Current Year Financial Statements� (�SAB 108�). SAB 108 provides guidance on how
prior year misstatements should be taken into consideration when quantifying misstatements in current year financial statements for purposes of
determining whether the current year�s financial statements are materially misstated. The Company was required to adopt SAB 108 in 2006. The
adoption of SAB 108 did not have a material impact on the Company�s consolidated financial statements.

In July 2006, the FASB issued FIN No. 48, �Accounting for Uncertainty in Income Taxes� (�FIN No. 48�). FIN No. 48 was issued to clarify the
accounting for uncertainty in income taxes recognized in the financial statements by prescribing a recognition threshold and measurement
attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return in accordance
with SFAS No. 109, �Accounting for Income Taxes.� The new interpretation is effective for fiscal years beginning after December 15, 2006. The
Company is required to adopt FIN No. 48 in the first quarter of fiscal year 2007. The Company is currently evaluating the requirements of FIN
No. 48 and has not yet determined the impact on its consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements� (�SFAS No. 157�). SFAS No. 157 clarifies the principle that fair
value should be based on the assumptions market participants would use when pricing an asset or liability, and establishes a fair value hierarchy
that prioritizes the information used to develop those assumptions. Under the standard, fair value measurements would be separately disclosed
by level within the fair value hierarchy. The Company will be required to adopt SFAS No. 157 in the first quarter of fiscal year 2008. The
Company is currently evaluating the requirements of SFAS No. 157 and has not yet determined the impact, if any, of its adoption on its
consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, �The Fair Value Option for Financial Assets and Financial Liabilities� (�SFAS No. 159�). SFAS
No. 159 provides entities with an option to report selected financial assets and liabilities at fair value, with the objective to reduce both the
complexity in accounting for financial instruments and the volatility in earnings caused by measuring related assets and liabilities differently.
The Company will be required to adopt SFAS No. 159 in the first quarter of fiscal year 2008. The Company is currently evaluating the
requirements of SFAS No. 159 and have not yet determined the impact, if any, of its adoption on its consolidated financial statements.

Note 2: Acquisitions

Acquisition of Agilix Corporation.    In February 2006, the Company acquired specified assets of Agilix Corporation (�Agilix�) for approximately
$8.7 million in cash plus potential additional contingent consideration, which management expects to be immaterial to the Company. Assets
acquired primarily relate to Agilix�s core technology which centers around labeling technology using isobaric mass tags that allow for the
simultaneous quantification of molecules, such as proteins, from multiple samples.

Acquisition of Spectral Genomics, Inc.    In April 2006, the Company acquired specified assets and assumed specified liabilities of Spectral
Genomics, Inc. (�Spectral�), a leader in molecular karyotyping technology used to evaluate chromosomal abnormalities. Consideration for the
transaction was approximately $12.1 million in cash plus potential additional contingent consideration, which management expects to be
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immaterial to the Company. The Company will make a $1.9 million payment in the first quarter of 2007, as well as royalty payments based on
future sales, to license additional intellectual property rights from a third party.
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Acquisition of Clinical & Analytical Service Solutions Ltd.    In June 2006, the Company acquired the stock of Clinical & Analytical Service
Solutions Ltd. (�C&A�), a scientific equipment asset and managed maintenance company serving the pharmaceutical, biotechnology and
healthcare markets. Consideration for the transaction was approximately $12.4 million in cash, net of cash acquired, plus potential additional
contingent consideration, which management expects to be immaterial to the Company.

Acquisition of J.N. Macri Technologies LLC and NTD Laboratories, Inc.    In July 2006, the Company acquired specified assets and assumed
specified liabilities of J.N. Macri Technologies LLC (�Macri�) and acquired the stock of NTD Laboratories, Inc. (�NTD�). Macri holds and licenses
global patents related to free beta Human Chorionic Gonadotropin (�free Beta hCG�). Free Beta hCG is a peptide hormone produced in the early
stage of pregnancy that is widely recognized as an important biomarker for first-trimester prenatal risk assessment. NTD is a laboratory
specializing in prenatal risk assessment and offers laboratory developed and validated testing under the brand name UltraScreen®, of which free
Beta hCG is an important component. Aggregate consideration for these transactions was $55.2 million in cash, net of cash acquired.

Acquisition of Avalon Instruments Limited.    In September 2006, the Company acquired the stock of Avalon Instruments Limited (�Avalon�). The
acquisition of Avalon expands and complements the Company�s Molecular Spectroscopy product portfolio by adding a family of innovative
bench-top dispersive Raman spectrometers. Raman spectroscopy identifies and characterizes the composition of both organic and inorganic
materials in a wide range of applications. Consideration for this transaction was $5.4 million in cash, net of cash acquired, plus potential
additional contingent consideration, which management expects to be immaterial to the Company.

Acquisition of Triton Technology Ltd.    In December 2006, the Company acquired specified assets of Triton Technology Ltd (�Triton�). The
Company acquired from Triton a line of Dynamic Mechanical Analysis (�DMA�) products. The DMA products offer a thermal analysis tool that is
used by scientists in the polymers, pharmaceuticals and food industries for diverse applications ranging from simple quality control to advanced
research. Consideration for this transaction was $2.3 million in cash at the closing, plus additional cash payments of $1.6 million in 2007.

Acquisition of Evotec Technologies GmbH.    In January 2007, the Company acquired the stock of Evotec Technologies GmbH (�Evotec�). The
acquisition is intended to allow the Company to provide its customers in the pharmaceutical, biotechnology and academic arenas with Evotec�s
high content screening (�HCS�) instruments and software. These analysis tools determine the composition of cells and cell structure, a critical step
in moving potential drug targets quickly through the discovery process. Consideration for this transaction was approximately $33.0 million in
cash, subject to a net working capital adjustment.

Acquisition of Euroscreen Products S.A.    In January 2007, the Company acquired the stock of Euroscreen Products S.A. (�Euroscreen�), a
developer of the AequoScreenTM cellular assay platform. The AequoScreenTM platform from Euroscreen is based on an innovative luminescence
technology that generates higher quality data, while reducing the number of false positives in G protein-coupled receptor (�GPCR�) screening
applications. Consideration for this transaction was approximately $18.1 million in cash.

The operations for each of these acquisitions completed in 2006 are reported within the results of the Company�s Life and Analytical Sciences
segment from the acquisition date. The operations subsequent to the acquisitions, individually and in the aggregate, did not have a material effect
on the Company�s financial position, results of operations or cash flows.

Edgar Filing: ENCORE WIRE CORP - Form 4

Table of Contents 71



The acquisitions were accounted for in accordance with SFAS No. 141, �Business Combinations�, and the Company has accordingly allocated the
purchase prices of the acquisitions based upon the preliminary fair values of the assets acquired and liabilities assumed. The purchase prices and
related allocations have not been finalized
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and may be revised as a result of adjustments made to the purchase prices, additional information regarding liabilities assumed, including
contingent liabilities, and revisions of preliminary estimates of fair values made at the dates of purchase. In connection with the fair valuing of
the assets acquired and liabilities assumed, management, assisted by valuation consultants, performed assessments of intangible assets using
customary valuation procedures and techniques.

The components of the preliminary purchase prices and allocations for the acquisitions completed in 2006 are as follows:

Agilix Spectral C&A
Macri/
NTD Avalon Triton

(In thousands)
Consideration and acquisition costs:
Cash payments, net of cash acquired $ 8,696 $ 12,100 $ 12,377 $ 55,222 $ 5,353 $ 2,343
Deferred consideration �  1,900 �  �  �  1,570
Transaction costs 68 69 440 377 165 112

Total consideration and acquisition costs $ 8,764 $ 14,069 $ 12,817 $ 55,599 $ 5,518 $ 4,025

Allocation of purchase price
Current assets $ �  $ 468 $ 2,468 $ 3,044 $ 512 $ 137
Property, plant and equipment 646 388 533 384 8 �  
Identifiable intangible assets 7,300 9,900 4,186 32,600 1,600 770
Goodwill 818 5,427 10,753 31,811 4,111 3,143
Other assets �  �  184 40 �  �  
Deferred taxes �  �  (1,280) (8,388) (480) �  
Liabilities assumed �  (2,114) (4,027) (3,892) (233) (25)

Total $ 8,764 $ 14,069 $ 12,817 $ 55,599 $ 5,518 $ 4,025

Note 3: Restructuring Charges

The Company has undertaken a series of restructuring actions related to the impact of acquisitions, divestitures and the integration of its business
units. Restructuring actions in 2001 and 2002 were recorded in accordance with EITF 94-3, �Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring)�. Restructuring actions taken
since 2002 were recorded in accordance with SFAS No. 146, �Accounting for Costs Associated with Exit or Disposal Activities� (�SFAS No. 146�).
In certain instances, specifically when governmental authorities are involved in setting severance levels, SFAS No. 112, �Employers� Accounting
for Postemployment Benefits�, is applied.

A description of each of the restructuring plans and the activity recorded is as follows:
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Q2 2006 Plan:

During the second quarter of 2006, the Company�s management approved a plan for workforce reductions in two locations in the United States as
the Company shifts resources into product lines that are more consistent with the Company�s growth strategy. The Company completed notifying
affected employees on June 30, 2006. As a result of this plan, the Company recorded a pre-tax restructuring charge of $0.8 million during the
second quarter of 2006 (the �Q2 2006 Plan�). The principal actions within the Q2 2006 Plan related to a workforce reduction resulting from
reorganization activities within the Life and Analytical Sciences segment.
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The following table summarizes the components of the Q2 2006 Plan activity:

Headcount Severance

(Dollars in thousands)
Balance at January 1, 2006 �  $ �  
Provision 23 755
Amounts paid (23) (650)

Balance at December 31, 2006 �  $ 105

All actions related to the Q2 2006 Plan have been completed and the Company anticipates that the remaining payments of $0.1 million will be
completed by the end of the second quarter of 2007.

Q4 2005 Plan:

During the fourth quarter of 2005, the Company recognized a $2.2 million pre-tax restructuring charge in the Life and Analytical Sciences
segment and a $6.0 million pre-tax restructuring charge in the Optoelectronics segment (the �Q4 2005 Plan�). The purpose of these restructuring
actions was to shift resources into geographic regions and product lines that were more consistent with the Company�s growth strategy. The
principal actions in the Q4 2005 Plan were workforce reductions and the closure of several facilities resulting from reorganization activities.

During 2006, the Company recorded a pre-tax restructuring charge, net, of $0.2 million relating to its Q4 2005 Plan due to higher than expected
costs associated with the workforce reductions in Europe within the Life and Analytical Sciences segment. The Company also recorded a pre-tax
restructuring reversal of $1.4 million relating to its Q4 2005 Plan due to the completion in June 2006 of the sale of a building previously
reserved for in the Q4 2005 Plan. The amount of the proceeds from this sale in excess of the current book value of the property was recorded as
a pre-tax restructuring reversal within the Optoelectronics segment.

The following table summarizes the components of the Q4 2005 Plan activity:

Headcount Severance
Abandonment

of Excess Facilities Total

(Dollars in thousands)
Balance at January 2, 2005 �  $ �  $ �  $ �  
Provision 44 2,161 6,062 8,223
Amounts paid (20) (369) (5,708) (6,077)
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Balance at January 1, 2006 24 1,792 354 2,146
Change in estimate �  236 (1,403) (1,167)
Amounts (paid) received (24) (1,965) 1,176 (789)

Balance at December 31, 2006 �  $ 63 $ 127 $ 190

All actions related to the Q4 2005 Plan have been completed and the Company anticipates that the remaining payments of $0.2 million will be
completed by the end of 2008.

Q2 2005 Plan:

During the second quarter of 2005, the Company recognized a $5.3 million pre-tax restructuring charge in the Life and Analytical Sciences
segment and a $2.9 million pre-tax restructuring charge in the Optoelectronics segment (the �Q2 2005 Plan�). The purpose of these restructuring
actions was to shift resources into geographic
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regions and product lines that were more consistent with the Company�s growth strategy. The principal actions in the Q2 2005 Plan were
workforce reductions resulting from reorganization activities. All workforce reductions have been completed and the remaining payments relate
to international severance contracts.

During 2006, the Company recorded a pre-tax restructuring reversal of $0.6 million relating to the Q2 2005 Plan due to lower than expected
employee separation costs associated with both the Life and Analytical Sciences and Optoelectronics segments.

The following table summarizes the components of the Q2 2005 Plan activity:

Headcount Severance
Abandonment

of Excess Facilities Total

(Dollars in thousands)
Balance at January 2, 2005 �  $ �  $ �  $ �  
Provision 228 8,111 140 8,251
Change in estimate �  (403) �  (403)
Amounts paid (228) (5,370) (140) (5,510)

Balance at January 1, 2006 �  2,338 �  2,338
Change in estimate �  (577) �  (577)
Amounts paid �  (1,358) �  (1,358)

Balance at December 31, 2006 �  $ 403 $ �  $ 403

All actions related to the Q2 2005 Plan have been completed and the Company anticipates that the remaining payments of $0.4 million will be
completed by the end of the first quarter of 2008.

2001 to 2003 Restructuring and Integration Plans:

The principal actions in these restructuring plans were workforce reductions related to the integration of the Company�s Life Sciences and
Analytical Instruments businesses in order to reduce costs and achieve operational efficiencies as well as workforce reductions at one of the
Optoelectronics manufacturing facilities to reflect declining demand for several product lines. The Company has approximately $2.0 million of
remaining liabilities associated with 2001 to 2003 restructuring and integration plans, primarily relating to workforce severance benefits
associated with the closure of our European manufacturing facility in the Life and Analytical Sciences segment and remaining lease obligations
of closed facilities. The remaining terms of these leases vary in length and will be paid through 2014.
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During 2006, the Company recorded a pre-tax restructuring reversal of $2.7 million relating to the Q4 2002 Plan due to the completion in
December 2006 of the sale of a building previously reserved for in the Q4 2002 Plan. The amount of the proceeds from this sale in excess of the
current book value of the property was recorded as a pre-tax restructuring reversal within the Life and Analytical Sciences segment.

Note 4: Impairment of Assets

The Company recorded a charge of $3.2 million for the impairment of assets during 2006 within the Life and Analytical Sciences segment. This
impairment included a $2.8 million loss related to a manufacturing facility and a $0.4 million loss on impairment of a license agreement.
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Note 5: Interest and Other Expense, Net

Interest and other expense, net consisted of the following:

2006 2005 2004

(In thousands)
Interest income $ (9,390) $ (3,321) $ (2,401)
Interest expense 9,157 27,291 36,203
(Gains) losses on disposition of investments, net (2,296) (5,844) 300
Extinguishment of debt �  54,886 4,143
Other 5,195 1,279 87

$ 2,666 $ 74,291 $ 38,332

Note 6: Income Taxes

The components of income (loss) from continuing operations before income taxes were as follows:

2006 2005 2004

(In thousands)
U.S. $ 10,295 $ (51,609) $ (48,057)
Non-U.S. 140,441 118,269 147,401

$ 150,736 $ 66,660 $ 99,344

The components of the provision for (benefit from) income taxes for continuing operations were as follows:

Current

Deferred Expense

(Benefit) Total

(In thousands)
2006
Federal $ 3,113 $ (10,941) $ (7,828)
State 2,583 (1,366) 1,217
Non-U.S. 36,723 2,300 39,023
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$ 42,419 $ (10,007) $ 32,412

2005
Federal $ (36,893) $ 4,381 $ (32,512)
State (662) 511 (151)
Non-U.S. 36,262 (3,471) 32,791

$ (1,293) $ 1,421 $ 128

2004
Federal $ (20,756) $ 25,375 $ 4,619
State (6,535) (929) (7,464)
Non-U.S. 28,824 (2,514) 26,310

$ 1,533 $ 21,932 $ 23,465

The total provision for income taxes included in the consolidated financial statements was as follows:

2006 2005 2004

(In thousands)
Continuing operations $ 32,412 $ 128 $ 23,465
Discontinued operations 665 94,776 13,732

$ 33,077 $ 94,904 $ 37,197
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A reconciliation of income tax expense at the U.S. federal statutory income tax rate to the recorded tax provision (benefit) is as follows:

2006 2005 2004

(In thousands)
Tax at statutory rate $ 52,758 $ 23,331 $ 34,771
Non-U.S. rate differential, net (13,124) (10,272) (24,454)
U.S. taxation of multinational operations 2,816 5,566 2,162
State income taxes, net 551 (2,102) 807
Extra-territorial income and qualified production activities income (2,315) (2,078) (2,170)
Repatriation pursuant to AJCA* and APB Opinion No. 23 �  15,475 8,709
Contingencies and prior year tax matters (2,565) (27,772) (8,019)
Use of research and experimental credits (1,573) (2,233) �  
Change in valuation allowance (4,177) (1,417) 10,975
Other, net 41 1,630 684

$ 32,412 $ 128 $ 23,465

* The homeland investment provisions of the American Jobs Creation Act.

The tax effects of temporary differences and attributes that gave rise to deferred income tax assets and liabilities as of December 31, 2006 and
January 1, 2006 were as follows:

2006 2005

(In thousands)
Deferred tax assets:
Inventory $ 9,349 $ 8,225
Reserves and accruals 13,421 16,551
Accrued compensation 19,257 14,000
Net operating loss and credit carry forwards 93,581 86,958
Postretirement health benefits �  621
Pension contribution 83 �  
Restructuring reserve 664 1,996
All other, net 498 313

Total deferred tax assets 136,853 128,664
Deferred tax liabilities:
Pension contribution �  (8,617)
Postretirement health benefits (564) �  
Depreciation and amortization (82,158) (78,593)
All other, net (9,457) (7,748)

Total deferred tax liabilities (92,179) (94,958)
Valuation allowance (105,821) (96,839)
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Net deferred liabilities $ (61,147) $ (63,133)

At December 31, 2006, the Company had state net operating loss carryforwards of $108.4 million; foreign net operating loss carryforwards of
$200.1 million, state tax credit carryforwards of $4.4 million and foreign tax credit carryforwards of $17.8 million�subject to expiration in years
ranging from 2007 to 2026, and without expiration for certain foreign net operating loss carryforwards and certain state credit carryforwards. At
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December 31, 2006, the Company also had a U.S. federal net operating loss carryforward of approximately $4.0 million as a result of an
acquisition made during 2006. The utilization of this loss is subject to an annual limitation based on Section 382 of the Internal Revenue Code of
1986, as amended. This loss will expire in 2026. Valuation allowances generally take into consideration limitations imposed upon the use of the
tax attributes and reduce the value of such items to the likely net realizable amount. Based on the judgment of the Company, and consistent with
prior years, full valuation allowances have been established against these tax attributes with the exception of the acquired federal net operating
loss carryforward and certain foreign net operating loss carryforwards that have been determined to be more likely than not to be realized. The
tax benefit of the reversal of the valuation allowance associated with the Company�s research and experimental credits was reported as part of the
gain on disposal of discontinued operations in 2005. Included in the foreign tax credit carryforwards and corresponding valuation allowance of
$17.8 million are $5.3 million of credits which, if utilized, will result in a credit to equity rather than a reduction of the income tax provision.

Current deferred tax assets of $32.1 million and $40.0 million were included in other current assets at December 31, 2006 and January 1, 2006,
respectively. Long-term deferred tax assets of $3.0 million and $6.0 million were included in other assets at December 31, 2006 and January 1,
2006, respectively. Long-term deferred tax liabilities of $82.8 million and $109.1 million were included in other long-term liabilities at
December 31, 2006 and January 1, 2006, respectively. Additionally, $13.4 million of net deferred tax liabilities are recorded through other
comprehensive income, primarily as a result of the adoption of FASB Statement No. 158 in 2006.

The Company generally considers all earnings generated outside of the United States to be permanently reinvested offshore. Pursuant to APB
Opinion No. 23 and related interpretations with respect to corporate earnings permanently reinvested offshore, the Company therefore does not
accrue U.S. tax for the repatriation of its foreign earnings it considers to be permanently reinvested outside the United States. However, the
Company regularly reviews its global cash needs and may repatriate foreign earnings when necessary and when these earnings can be distributed
in cash and in a tax efficient manner. As of December 31, 2006, the amount of foreign earnings for which no U.S. tax cost has been provided
was approximately $221 million. The U.S. tax cost has not been determined due to the fact that it is not practicable at this time.

During 2005, the Internal Revenue Service concluded its audit of federal income taxes for the years 1999 through 2002. The Company has
agreed to the conclusions of the Internal Revenue Service in all matters with the exception of one, and has filed a single issue protest with the
Appeals Division of the Internal Revenue Service. The Company expects to resolve the matter in the first half of 2007. Regardless of the
outcome of the protest, the Company does not expect the final resolution to significantly impact its financial position, results of operations or
cash flows.

The Company is under regular examination by tax authorities in the United States and other countries (such as Germany and the United
Kingdom) in which the Company has significant business operations. The tax years under examination vary by jurisdiction. The Company
regularly reviews the likelihood of additional assessments in each of the taxing jurisdictions resulting from these and subsequent years�
examinations. The Company has established income tax reserves which it believes to be adequate in relation to the potential for additional
assessments. Once established, reserves are adjusted as additional information becomes available and when an event occurs requiring a change
to the reserves. The resolution of tax matters is not expected to have a material effect on the Company�s consolidated financial condition.

In December 2006, the Tax Relief and Health Care Act of 2006 (the �Tax Act�) was enacted. The Tax Act retroactively restored the expired
research and experimental tax credit provisions of the law from January 1, 2006, and extended the credit through December 31, 2007. As a result
of the Tax Act, the Company recorded a
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benefit in the fourth quarter of 2006 for the research and experimental tax credit for the full year 2006 in the amount of $1.6 million.

Note 7: Discontinued Operations

As part of its continued efforts to focus on higher growth opportunities, the Company has discontinued certain businesses. The Company has
accounted for these businesses as discontinued operations in accordance with SFAS No. 144, �Accounting for the Impairment or Disposal of
Long-Lived Assets,� and, accordingly, has presented the results of operations and related cash flows as discontinued operations for all periods
presented. The assets and liabilities of these businesses have been presented separately and are reflected within the assets and liabilities from
discontinued operations in the accompanying consolidated balance sheets as of December 31, 2006 and January 1, 2006.

The Company recorded the following gains and losses, which have been reported as the gain (loss) on dispositions of discontinued operations
during the three years ended:

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)
Gain on the sale of Semiconductor business $ 3,750 $ �  $ �  
Gain on the sale of Aerospace business 532 250,638 �  
(Loss) gain on the sale of Fluid Testing business (234) 30,281 �  
Loss on the sale of Lithography business (1,720) (3,307) �  
Gain on contract settlements associated with the Technical Services
business 1,227 900 1,487
Loss on the sale of Fiber Optics Test Equipment business (36) (5,184) �  
Net (loss) gain on dispositions of other discontinued operations (197) 497 (2,303)

Net gain (loss) on disposition of discontinued operations before income
taxes 3,322 273,825 (816)
Provision for (benefit from) income taxes 889 87,463 (321)

Gain (loss) on disposition of discontinued operations, net of income taxes $ 2,433 $ 186,362 $ (495)

In September 2005, the Company�s Board of Directors approved a plan to divest its Fluid Sciences segment. The Fluid Sciences segment
consisted of three businesses�Aerospace, Fluid Testing and Semiconductor. In November 2005, the Company sold the Fluid Testing division for
approximately $34.5 million, resulting in a net pre-tax gain of $30.3 million. In December 2005, the Company sold the Aerospace division for
approximately $333.0 million, resulting in a net pre-tax gain of $250.6 million. These gains were recognized during fiscal 2005 as gains on the
dispositions of discontinued operations. The Company received total cash proceeds in these transactions of approximately $360.0 million.
During 2006, the Company finalized the net working capital adjustments associated with the sales of these businesses, settled a claim related to
an employee benefit program, and ceased future benefit accruals to a postretirement medical plan. In 2006, these actions resulted in the
recognition of a gain of $0.5 million and a loss of $0.2 million relative to the Aerospace business and the Fluid Testing business, respectively. In
February 2006, the Company sold substantially all of the assets of its Semiconductor business for approximately $26.5 million, subject to a net
working capital adjustment, plus potential additional contingent consideration. A pre-tax gain of $3.8 million, exclusive of additional contingent
consideration, was recognized in 2006.
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In December 2005, the Company�s Board of Directors approved a plan to sell its Lithography business. In June 2005, the Company�s Board of
Directors approved a plan to shut down the Company�s Fiber Optics Test Equipment business. The results of these businesses were previously
reported as part of the Optoelectronics segment. During the year ended December 31, 2006, the Company substantially completed the
remediation of an environmental matter within the Lithography business, resulting in recognition of a pre-tax loss of $1.7 million. The
completion of the shut-down of the Fiber Optics Test Equipment business resulted in a pre-tax loss of $5.2 million related to lease and severance
costs and the reduction of fixed assets and inventory to net realizable value. The Company recognized the net loss during fiscal 2005.

In September 2004, the Company�s Board of Directors approved a plan to shut down its Computer-To-Plate business. In June 2004, the
Company�s Board of Directors approved a plan to shut down the Company�s Electroformed Products business and sell the Company�s Ultraviolet
Lighting business. The results of these businesses were previously reported as part of the Optoelectronics reporting segment. The abandonment
of the Computer-To-Plate business resulted in a $1.0 million write-down of certain fixed assets and inventory for the year ended January 2,
2005. The net assets of the Electroformed Products business were written off resulting in a $1.6 million pre-tax loss in 2004. The fixed assets
and inventory of the Ultraviolet Lighting business were sold in July 2004 for their approximate book value.

During 2006, 2005 and 2004, the Company settled various claims under certain long-term contracts and transition services with our Technical
Services business, which the Company sold in August 1999. The net settlement and the reversal of certain previously established contingencies
resulted in pre-tax gains of $1.2 million in 2006, $0.9 million in 2005 and $1.5 million in 2004.

Summary operating results of the discontinued operations for the periods prior to disposition were as follows:

2006 2005 2004

(In thousands)
Sales $ 8,705 $ 223,997 $ 261,535
Costs and expenses 9,706 200,156 225,045

Operating (loss) income from discontinued operations (1,001) 23,841 36,490
Other expenses, net 397 1,314 1,778

(Loss) income from discontinued operations before income taxes (1,398) 22,527 34,712
(Benefit from) provision for income taxes (224) 7,313 14,053

(Loss) income from discontinued operations, net of income taxes $ (1,174) $ 15,214 $ 20,659
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Note 8: Earnings per Share

Basic earnings per share was computed by dividing net income by the weighted-average number of common shares outstanding during the
period less restricted unvested shares. Diluted earnings per share was computed by dividing net income by the weighted-average number of
common shares outstanding plus all potentially dilutive common stock equivalents, primarily shares issuable upon the exercise of stock options
using the treasury stock method. The following table reconciles the number of shares utilized in the earnings per share calculations:

2006 2005 2004

(In thousands)
Number of common shares � basic 125,203 129,267 127,345
Effect of dilutive securities:
Stock options and restricted stock 1,309 1,873 2,084

Number of common shares � diluted 126,512 131,140 129,429

Number of potentially dilutive securities excluded from calculation due to antidilutive
impact 8,297 4,989 5,347

Antidilutive securities include outstanding stock options with exercise prices and average unrecognized compensation cost in excess of the
average fair market value of common stock for the related period. Antidilutive options were excluded from the calculation of diluted net income
per share and could become dilutive in the future.

Note 9: Accounts Receivable

Accounts receivable were net of reserves for doubtful accounts of $12.2 million and $11.7 million as of December 31, 2006 and January 1, 2006,
respectively.

During 2001, the Company established a wholly owned consolidated subsidiary to maintain a receivables purchase agreement with a third party
financial institution. Under this arrangement, the Company sold, on a revolving basis, certain of the Company�s accounts receivable balances to
the consolidated subsidiary which simultaneously sold an undivided percentage ownership interest in designated pools of receivables to a third
party financial institution. As collections reduce the balance of sold accounts receivable, new receivables are sold. The Company�s consolidated
subsidiary retains the risk of credit loss on the receivables. Accordingly, the full amount of the allowance for doubtful accounts has been
provided for on the Company�s balance sheet. The amount of receivables sold and outstanding with the third party financial institution may not
exceed $65.0 million. Under the terms of this arrangement, the Company retains collection and administrative responsibilities for the balances.
The amount of receivables sold to the consolidated subsidiary was $67.8 million as of December 31, 2006 and $91.0 million as of January 1,
2006. At each of December 31, 2006 and January 1, 2006, an undivided interest of $45.0 million in the receivables had been sold to the third
party financial institution under this arrangement. The remaining interest in receivables of $22.8 million and $46.0 million that were sold to and
held by the consolidated subsidiary were included in accounts receivable in the consolidated financial statements at December 31, 2006 and
January 1, 2006, respectively.
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The agreement requires the third party financial institution to be paid interest during the period from the date the receivable is sold to its maturity
date. At December 31, 2006, the effective interest rate was LIBOR plus approximately 50 basis points. The servicing fees received constitute
adequate compensation for services performed. No servicing asset or liability is therefore recorded. The agreement also includes conditions that
require the Company to maintain a senior unsecured credit rating of BB or above, as defined by Standard & Poor�s Rating Services, and Ba2 or
above, as defined by Moody�s Investors Service. At December 31, 2006, the
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Company had a senior unsecured credit rating of BBB � with a stable outlook from Standard & Poor�s Rating Services, and of Baa3 with a stable
outlook from Moody�s Investors Service. In January 2007, the Company�s consolidated subsidiary entered into an agreement to extend the term of
the accounts receivable securitization facility to January 25, 2008.

Note 10: Inventories

Inventories as of December 31, 2006 and January 1, 2006 consisted of the following:

2006 2005

(In thousands)
Raw materials $ 67,014 $ 59,023
Work in progress 10,077 9,606
Finished goods 106,169 94,521

Total Inventories $ 183,260 $ 163,150

Note 11: Property, Plant and Equipment

Property, plant and equipment, at cost, as of December 31, 2006 and January 1, 2006, consisted of the following:

2006 2005

(In thousands)
Land $ 18,780 $ 19,509
Building and leasehold improvements 160,697 147,983
Machinery and equipment 345,657 316,961

Total property, plant and equipment 525,134 484,453
Accumulated depreciation (342,938) (307,084)

Total property, plant and equipment, net $ 182,196 $ 177,369

Depreciation expense on property, plant and equipment for the years ended December 31, 2006, January 1, 2006 and January 2, 2005 was $35.4
million, $38.4 million and $40.0 million, respectively.

Note 12: Marketable Securities and Investments
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Investments as of December 31, 2006 and January 1, 2006 consisted of the following:

2006 2005

(In thousands)
Marketable securities $ 6,374 $ 7,991
Joint venture and other investments 1,134 1,231

$ 7,508 $ 9,222

Marketable securities include equity and fixed-income securities held to meet obligations associated with the supplemental executive retirement
plan and other deferred compensation plans. The Company has, accordingly, classified securities as long-term.

The net unrealized holding gain on marketable securities, net of deferred income taxes, reported as a component of accumulated other
comprehensive income in stockholders� equity, was a $0.1 million gain at December 31, 2006 and January 1, 2006. The proceeds from the sales
of securities and the related gains and losses are not material for any period presented.
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Marketable securities classified as available for sale as of December 31, 2006 and January 1, 2006 consisted of the following:

Market

Value

Gross Unrealized Holding

Cost Gains (Losses)

(In thousands)
2006
Equity securities $ 4,141 $ 3,841 $ 309 $ (9)
Fixed-income securities 2,086 2,088 �  (2)
Other 147 231 �  (84)

$ 6,374 $ 6,160 $ 309 $ (95)

2005
Equity securities $ 5,043 $ 4,748 $ 326 $ (31)
Fixed-income securities 2,768 2,776 �  (8)
Other 180 270 �  (90)

$ 7,991 $ 7,794 $ 326 $ (129)

Note 13: Goodwill and Intangible Assets

In accordance with SFAS No. 142, �Goodwill and other Intangible Assets,� the Company is required to test goodwill for impairment at the
reporting unit level upon initial adoption and at least annually on the later of January 1 or the first day of each fiscal year. As part of the
Company�s ongoing compliance with SFAS No. 142, the Company, assisted by valuation consultants, completed its annual assessment of
goodwill and intangible assets for the year ending December 31, 2006. The results of this annual assessment resulted in no impairment of
goodwill or intangible assets for fiscal 2006.

The changes in the carrying amount of goodwill for fiscal 2006 and 2005 are as follows:

Life and

Analytical

Sciences Optoelectronics Consolidated

(In thousands)
Balance, January 2, 2005 1,005,224 37,785 1,043,009
Foreign currency translation (32,455) (2,237) (34,692)
Elcos acquisition �  8,393 8,393
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Purchase accounting adjustments 9,491 �  9,491

Balance, January 1, 2006 982,260 43,941 1,026,201
Foreign currency translation 32,183 2,384 34,567
Acquisition and earn-out adjustments 55,700 1,256 56,956

Balance, December 31, 2006 $ 1,070,143 $ 47,581 $ 1,117,724
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Identifiable intangible asset balances at December 31, 2006 by category and by business segment were as follows:

Life and
Analytical
Sciences Optoelectronics Consolidated

(In thousands)
Patents $ 99,047 $ 11,800 $ 110,847
Less: Accumulated amortization (42,040) (9,492) (51,532)

Net patents 57,007 2,308 59,315

Licenses 59,444 534 59,978
Less: Accumulated amortization (25,233) (534) (25,767)

Net licenses 34,211 �  34,211

Core technology 234,989 9,495 244,484
Less: Accumulated amortization (90,082) (3,071) (93,153)

Net core technology 144,907 6,424 151,331

Net amortizable intangible assets 236,125 8,732 244,857
Non-amortizing intangible assets 159,033 131 159,164

Totals $ 395,158 $ 8,863 $ 404,021

Identifiable intangible asset balances at January 1, 2006 by category and business segment were as follows:

Life and
Analytical
Sciences Optoelectronics Consolidated

(In thousands)
Patents $ 79,155 $ 11,800 $ 90,955
Less: Accumulated amortization (33,596) (8,312) (41,908)

Net patents 45,559 3,488 49,047

Licenses 50,129 1,400 51,529
Less: Accumulated amortization (21,629) (1,400) (23,029)

Net licenses 28,500 �  28,500
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Core technology 201,788 8,495 210,283
Less: Accumulated amortization (70,098) (1,477) (71,575)

Net core technology 131,690 7,018 138,708

Net amortizable intangible assets 205,749 10,506 216,255
Non-amortizing intangible assets 159,033 131 159,164

Totals $ 364,782 $ 10,637 $ 375,419

Total amortization expense for finite-lived intangible assets was $33.8 million in 2006, $28.6 million in 2005 and $27.6 million in 2004.

Note 14: Debt

Senior Unsecured Credit Facility.    On October 31, 2005, the Company entered into a $350.0 million five-year senior unsecured revolving
credit facility. Letters of credit in the aggregate amount of approximately $15.0 million, originally issued under our previous credit agreement,
are treated as issued under this agreement. The Company uses the senior unsecured revolving credit facility for general corporate purposes
which may include
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working capital, refinancing existing indebtedness, capital expenditures, share repurchases, acquisitions and strategic alliances. The interest rates
under the senior unsecured revolving credit facility are based on the Eurocurrency rate at the time of borrowing plus a margin or the base rate
from time to time. The base rate is the higher of (1) the corporate base rate announced from time to time by Bank of America, N.A. and (2) the
Federal Funds rate plus 50 basis points. The Company may allocate all or a portion of our indebtedness under the senior unsecured revolving
credit facility to interest based upon the Eurocurrency rate plus a margin or the base rate. The Eurocurrency margin as of December 31, 2006
was 60 basis points; the weighted average Eurocurrency rate was 3.62%. There were approximately $151.5 million of borrowings under the
facility as of December 31, 2006 with interest based on the above described Eurocurrency rate. At year end, the borrowings were undertaken by
certain foreign subsidiaries of the Company�s and the funds were borrowed in the subsidiaries� functional currencies of Euro (EUR), Canadian
Dollars

(CAD) and Japanese Yen (JPY). The effective rates of the borrowings as of December 31, 2006 were as follows: EUR: 4.27%; CAD: 4.88% and
JPY: 1.09%. The agreement contains affirmative, negative and financial covenants and events of default customary for financings of this type.
The financial covenants include interest coverage and debt-to-EBITDA ratios. At all times during 2006, the Company was in compliance with
all applicable covenants.

Senior Subordinated Notes.    In December 2002 the Company issued ten-year senior subordinated notes at a rate of 8 7/8% with a face value of
$300.0 million (the �Senior Subordinated Notes�). In the fourth quarter of 2005, the Company commenced and substantially completed a tender
offer and consent solicitation for any and all of the Senior Subordinated Notes. The Company repurchased all but $25 thousand of these notes as
of November 23, 2005. In connection with the tender offer, the Company solicited consents to amend the indenture under which the Senior
Subordinated Notes were issued and removed most of the restrictive covenants from the indenture.

The following table summarizes the maturities of the Company�s indebtedness at December 31, 2006:

Sr. Unsecured

Revolving
Credit Facility
Maturing 2010

8.875% Sr.

Subordinated

Notes due
2013

Other
Revolving

Debt
Facilities Total

(In thousands)
2007 $ �  $ �  $ 1,373 $ 1,373
2008 �  �  �  �  
2009 �  �  �  �  
2010 151,536 �  �  151,536
2011 �  �  �  �  
Thereafter �  25 �  25

Total $ 151,536 $ 25 $ 1,373 $ 152,934

Note 15: Accrued Expenses
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Accrued expenses as of December 31, 2006 and January 1, 2006 consisted of the following:

2006 2005

(In thousands)
Payroll and incentives $ 29,977 $ 27,499
Employee benefits 43,868 34,568
Deferred revenue 72,921 61,454
Federal, non-U.S. and state income taxes 73,208 122,166
Other accrued operating expenses 99,013 79,267

$ 318,987 $ 324,954
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Note 16: Employee Benefit Plans

The Company has adopted the balance sheet recognition requirements of SFAS No. 158 on December 31, 2006, which requires the Company to
recognize a net liability or asset and an offsetting adjustment to accumulated other comprehensive income to report the funded status of defined
benefit pension and other postretirement benefit plans. The incremental effect of adopting SFAS No. 158 on individual line items in the
consolidated financial statements at December 31, 2006 is shown below:

Before
Adoption of
SFAS No.

158

Adoption
of

SFAS No.
158

After
Adoption of
SFAS No.

158

(In thousands)
Other current assets $ 100,857 $ 654 $ 101,511
Total current assets 744,112 654 744,766
Other assets 79,061 (26,559) 52,502

Total assets $ 2,536,227 $ (25,905) $ 2,510,322

Accrued Expenses $ 311,726 $ 7,261 $ 318,987
Total current liabilities 469,272 7,261 476,533
Long-term liabilities 304,698 (420) 304,278
Accumulated other comprehensive income 39,686 (32,746) 6,940

Total liabilities and stockholders� equity $ 2,536,227 $ (25,905) $ 2,510,322

Savings Plan:    The Company has a savings plan for the benefit of qualified United States (U.S.) employees. Under this plan, for Life and
Analytical Sciences and corporate employees, the Company contributes an amount equal to the lesser of 100% of the employee�s voluntary
contribution or 5.0% of the employee�s annual compensation up to applicable Internal Revenue Service limits. For Optoelectronics employees,
the Company contributes an amount equal to the lesser of 55% of the amount of the employee�s voluntary contribution or 3.3% of the employee�s
annual compensation up to applicable Internal Revenue Service limits. Savings plan expense was $7.6 million in 2006, $8.3 million in 2005 and
$7.8 million in 2004.

Pension Plans:    The Company has defined benefit pension plans covering some U.S. employees and non-U.S. pension plans for some non-U.S.
employees. The principal U.S. defined benefit pension plans were closed to new hires effective January 31, 2001, and benefits for those
employed by the Company�s former Life Sciences businesses within the Company�s Life and Analytical Sciences segment were frozen as of that
date. Plan benefits were frozen as of March 2003 for those employed by the Company�s former Analytical Instruments business within its Life
and Analytical Sciences segment and corporate employees. The plans provide benefits that are based on an employee�s years of service and
compensation near retirement.

Net periodic pension cost included the following components:
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2006 2005 2004

(In thousands)
Service cost $ 5,156 $ 6,301 $ 6,165
Interest cost 22,188 22,673 22,049
Expected return on plan assets (22,260) (22,468) (22,422)
Settlement loss 67 �  �  
Net amortization and deferral 6,091 4,543 1,970

$ 11,242 $ 11,049 $ 7,762
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The following table sets forth the changes in the funded status of the principal U.S. pension plans and the principal non-U.S. pension plans and
the amounts recognized in the Company�s consolidated balance sheets as of December 31, 2006 and January 1, 2006.

2006 2005

Non-U.S. U.S. Non-U.S. U.S.

(In thousands)
Actuarial present value of benefit obligations:
Accumulated benefit obligations $ 242,181 $ 209,230 $ 211,089 $ 211,609

Change in benefit obligations:
Projected benefit obligations at beginning of year $ 222,397 $ 215,790 $ 222,666 $ 208,485
Service cost 3,282 1,874 3,581 2,720
Interest cost 10,166 12,022 10,288 12,385
Benefits paid and plan expenses (10,804) (12,806) (10,128) (12,186)
Participants� contributions 441 �  357 �  
Actuarial loss (gain) 1,950 (3,692) 19,723 10,077
Effect of exchange rate changes 27,692 �  (24,090) �  
Plan activity due to acquisitions/divestitures �  �  �  (5,691)

Projected benefit obligations at the end of year $ 255,124 $ 213,188 $ 222,397 $ 215,790

Change in plan assets:
Fair value of plan assets at beginning of year $ 76,891 $ 213,075 $ 70,581 $ 208,520
Actual return on plan assets 7,786 27,331 13,426 16,741
Benefits paid and plan expenses (10,804) (12,806) (10,128) (12,186)
Employer contribution 10,348 �  9,401 �  
Participant contribution 441 �  357 �  
Effect of exchange rate changes 10,650 �  (6,746) �  

Fair value of plan assets at end of year 95,312 227,600 76,891 213,075

Plan assets (greater)/less than projected benefit obligations 159,812 (14,412) 145,506 2,715
Unrecognized net prior service costs * * (128) (27)
Unrecognized net loss * * (42,375) (54,249)

Net amount recognized in the consolidated balance sheets $ 159,812 $ (14,412) $ 103,003 $ (51,561)

Net amounts recognized in the consolidated balance sheets consist of:
Noncurrent assets $ �  $ (14,412) $ * $ *
Current liabilities 5,721 �  * *
Noncurrent liabilities 154,091 �  * *
Accrued benefit liability included in other long-term liabilities * * 137,479 �  
Prepaid benefit cost included in long-term other assets * * �  (51,561)
Intangible assets included in long-term other assets * * (392) �  
Accumulated other comprehensive income�pre-tax * * (34,084) �  
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Net amounts recognized in the consolidated balance sheets $ 159,812 $ (14,412) $ 103,003 $ (51,561)

Net amounts recognized in accumulated other comprehensive income consist
of:
Net actuarial loss $ 44,951 $ 35,192 $ * $ *
Prior service cost 147 20 * *

Net amounts recognized in accumulated other comprehensive income $ 45,098 $ 35,212 $ * $ *

Actuarial assumptions as of the year-end measurement date:
Discount rate 4.73% 6.00% 4.33% 5.75%
Rate of compensation increase 3.35% 3.50% 2.99% 3.50%
Actuarial assumptions used to determine net periodic pension cost during the
year:
Discount rate 4.33% 5.75% 4.94% 6.00%
Rate of compensation increase 2.99% 3.50% 2.96% 3.50%
Expected rate of return on assets 7.60% 8.50% 7.00% 8.50%

*Not applicable due to change in accounting standard.
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The Company also sponsors a supplemental executive retirement plan to provide senior management with benefits in excess of normal pension
benefits. Effective July 31, 2000, this plan was closed to new entrants. At December 31, 2006 and January 1, 2006, the projected benefit
obligations were $19.7 million and $19.9 million, respectively. Assets with a fair value of $0.7 million and $2.1 million, segregated in a trust
(which is included in marketable securities and investments on the consolidated balance sheets), were available to meet this obligation as of
December 31, 2006 and January 1, 2006, respectively. Pension expense for this plan was approximately $2.0 million in 2006, $1.8 million in
2005 and $1.9 million in 2004.

An incremental additional minimum liability of $7.4 million, net of tax, was recorded to stockholder�s equity and included in other
comprehensive income during 2005 related to the Company�s non-U.S. pension plans in the United Kingdom and Germany. Unrecognized net
losses are amortized over the remaining service period in accordance with accounting regulations.

Assets of the defined benefit pension plans are primarily equity and debt securities. Asset allocation at December 31, 2006 and January 1, 2006,
and target asset allocations for fiscal 2007, are as follows:

Target Allocation Percentage of Plan Assets at

December 31, 2006 December 31, 2006 January 1, 2006

Asset Category Non-U.S. U.S. Non-U.S. U.S. Non-U.S. U.S.

Equity securities 65-75% 45-75% 71% 67% 70% 65%
Debt securities 25-35% 15-30% 28% 22% 30% 24%
Other 0-5% 0-25% 1% 11% �  % 11%

Total 100% 100% 100% 100% 100% 100%

The Company maintains target allocation percentages among various asset classes based on investment policies established for the pension plans
which are designed to maximize the total rate of return (income and appreciation) after inflation within the limits of prudent risk taking, while
providing for adequate near-term liquidity for benefit payments. The Company�s expected returns on assets assumptions are derived from studies
conducted by actuaries and investment advisors. The studies include a review of anticipated future long-term performance of individual asset
classes and consideration of the appropriate asset allocation strategy given the anticipated requirements of the plans to determine the average rate
of earnings expected on the funds invested to provide for the pension plans benefits. While the study gives appropriate consideration to recent
fund performance and historical returns, the assumption is primarily a long-term, prospective rate.

The Company does not expect to make any contributions to the U.S. pension plan during fiscal 2007. With respect to non-U.S. plans, the
Company expects to contribute approximately $11.1 million in 2007.

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid as follows:
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Non-U.S. U.S.

(In thousands)
2007 $ 9,530 $ 12,552
2008 9,707 12,605
2009 10,118 12,713
2010 10,192 13,137
2011 10,732 13,375
2012-2016 60,787 72,950
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The estimated amount that will be amortized from accumulated other comprehensive income into net periodic benefit cost in 2007 is as follows:

2007

(In thousands)
Net actuarial loss $ 4,849
Prior service cost 58

$ 4,907

Postretirement Medical Plans:    The Company provides health care benefits for eligible retired U.S. employees under a comprehensive major
medical plan or under health maintenance organizations where available. The majority of the Company�s U.S. employees become eligible for
retiree health benefits if they retire directly from the Company and have at least ten years of service. Generally, the major medical plan pays
stated percentages of covered expenses after a deductible is met and takes into consideration payments by other group coverage and by
Medicare. The plan requires retiree contributions under most circumstances and has provisions for cost-sharing charges. Effective January 1,
2000, this plan was closed to new hires. For employees retiring after 1991, the Company has capped its medical premium contribution based on
employees� years of service. The Company funds the amount allowable under a 401(h) provision in the Company�s defined benefit pension plan.
Assets of the plan are primarily equity and debt securities.

Net periodic postretirement medical benefit cost (credit) included the following components:

2006 2005 2004

(In thousands)
Service cost $ 93 $ 129 $ 125
Interest cost 237 383 522
Expected return on plan assets (858) (801) (771)
Net amortization and deferral (637) (654) (483)
Curtailment gain* (1,842) �  �  

$ (3,007) $ (943) $ (607)

* The Company ceased future benefit accruals to its existing postretirement medical plan as part of the divesture of its Fluid Sciences segment,
which was complete in February 2006. In connection with this action, the Company recorded curtailment gains of approximately $1.8 million
during fiscal year 2006 to discontinued operations.

80

Edgar Filing: ENCORE WIRE CORP - Form 4

Table of Contents 104



Table of Contents

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

The following table sets forth the changes in the postretirement medical plan�s funded status and the amounts recognized in the Company�s
consolidated balance sheets at December 31, 2006 and January 1, 2006.

2006 2005

(In thousands)
Actuarial present value of benefit obligations:
Retirees $ 3,840 $ 6,212
Active employees eligible to retire 615 488
Other active employees 2,319 2,034

Accumulated benefit obligations at beginning of year 6,774 8,734

Service cost 93 129
Interest cost 237 383
Benefits paid (360) (582)
Actuarial gain (1,628) (1,890)
Plan amendments (910) �  

Change in accumulated benefit obligations during the year (2,568) (1,960)

Retirees 2,324 3,840
Active employees eligible to retire 343 615
Other active employees 1,539 2,319

Accumulated benefit obligations at end of year 4,206 6,774

Change in plan assets:
Fair value of plan assets at beginning of year 10,266 9,719
Actual return on plan assets 1,316 807
Benefits paid and plan expenses �  (260)

Fair value of plan assets at end of year 11,582 10,266

Fair value of plan assets greater than accumulated benefit obligations (7,376) (3,492)
Unrecognized prior service costs * 2,823
Unrecognized net loss * 3,274

Net amount recognized in the consolidated balance sheets $ (7,376) $ 2,605

Net amounts recognized in the consolidated balance sheets consist of:
Noncurrent assets $ (7,376) $ *

Net amount recognized in the consolidated balance sheets $ (7,376) $ *

Net amounts recognized in accumulated other comprehensive income consist of:
Net actuarial gain $ (5,398) $ *
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Prior service cost (1,576) *

Net amounts recognized in accumulated other comprehensive income $ (6,974) $ *

Actuarial assumptions as of the year-end measurement date:
Discount rate 6.00% 5.75%
Actuarial assumptions used to determine net cost during the year:
Discount rate 5.75% 6.00%
Expected rate of return on assets 8.50% 8.50%
Healthcare cost trend rate:
First year ** **
Ultimate ** **
Time to reach ultimate ** **

* Not applicable due to change in accounting standard.
** In 2001, the Company moved entirely to a defined dollar plan. Accordingly, such assumptions are no longer applicable.
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The consolidated financial statements included $7.4 million of long-term assets and $1.6 million of long-term liabilities as of December 31,
2006 and January 1, 2006, respectively.

The Company maintains a Master Trust for plan assets related to the U.S. defined benefit plans and the U.S. postretirement medical plan.
Accordingly, investment policies, target asset allocations and actual asset allocations are the same as those disclosed for the U.S. defined benefit
plans.

The Company does not expect to make any contributions to the postretirement medical plan during 2007.

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid as follows:

Postretirement Medical Plan

(In thousands)
2007 $ 352
2008 338
2009 335
2010 332
2011 328
2012-2016 1,668

The estimated amount that will be amortized from accumulated other comprehensive income into net periodic benefit cost in 2007 is as follows:

2007

(In
thousands)

Net actuarial gain $ (382)
Prior service cost (315)

$ (697)

Deferred Compensation Plans:    During 1998, the Company implemented a nonqualified deferred compensation plan that provides benefits
payable to officers and certain key employees or their designated beneficiaries at specified future dates, or upon retirement or death. Benefit
payments under the plan are funded by a combination of contributions from participants and the Company. The obligations related to the
deferred compensation plan totaled $5.4 million and $5.7 million at December 31, 2006 and January 1, 2006, respectively.
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Note 17: Contingencies

The Company is conducting a number of environmental investigations and remedial actions at current and former Company locations and, along
with other companies, has been named a potentially responsible party (�PRP�) for certain waste disposal sites. The Company accrues for
environmental issues in the accounting period that the Company�s responsibility is established and when the cost can be reasonably estimated.
The Company has accrued $3.5 million as of December 31, 2006, representing management�s estimate of the total cost of ultimate disposition of
known environmental matters. Such amount is not discounted and does not reflect the recovery of any amounts through insurance or
indemnification arrangements. These cost estimates are subject to a number of variables, including the stage of the environmental investigations,
the magnitude of the possible contamination, the nature of the potential remedies, possible joint and several liability, the time period over which
remediation may occur and the possible effects of changing laws and regulations. For sites where the
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Company has been named a PRP, management does not currently anticipate any additional liability to result from the inability of other
significant named parties to contribute. The Company expects that the majority of such accrued amounts could be paid out over a period of up to
ten years. As assessment and remediation activities progress at each individual site, these liabilities are reviewed and adjusted to reflect
additional information as it becomes available. There have been no environmental problems to date that have had or are expected to have a
material adverse effect on the Company�s financial position, results of operations or cash flows. While it is possible that a loss exceeding the
amounts recorded in the consolidated financial statements may be incurred, the potential exposure is not expected to be materially different from
those amounts recorded.

In papers dated October 23, 2002, Enzo Biochem, Inc. and Enzo Life Sciences, Inc. (collectively, �Enzo�) filed a complaint in the United States
District Court for the Southern District of New York, Civil Action No. 02-8448, against Amersham plc, Amersham BioSciences, PerkinElmer,
Inc., PerkinElmer Life Sciences, Inc., Sigma-Aldrich Corporation, Sigma Chemical Company, Inc., Molecular Probes, Inc., and Orchid
BioSciences, Inc. The complaint alleges that the Company has breached its distributorship and settlement agreements with Enzo, infringed
Enzo�s patents, engaged in unfair competition and fraud, and committed torts against Enzo by, among other things, engaging in commercial
development and exploitation of Enzo�s patented products and technology, separately and together with the other defendants. Enzo seeks
injunctive and monetary relief. In 2003, the court severed the lawsuit and ordered Enzo to serve individual complaints against the five
defendants. The Company subsequently filed an answer and a counterclaim alleging that Enzo�s patents are invalid. In July 2006, the court issued
a decision regarding the construction of the claims in Enzo�s patents that effectively limited the coverage of certain of those claims and, the
Company believes, excludes certain of the Company�s products from the coverage of Enzo�s patents. Discovery is ongoing. No trial date has been
set, but summary judgment motions were filed by the defendants in January 2007.

On October 17, 2003, Amersham Biosciences Corp. filed a complaint, which was subsequently amended, in the United States District Court for
New Jersey, Civil Action No. 03-4901, against a subsidiary of the Company, alleging that the Company�s ViewLux� and certain of its Image
FlashPlate� products infringe three of Amersham�s patents related to high-throughput screening (the �NJ case�). On August 18, 2004, Amersham plc
filed a complaint against two of the Company�s United Kingdom-based subsidiaries in the Patent Court of the English High Court of Justice,
Case No. 04C02688, alleging that the Company�s same products infringe one corresponding Amersham patent in the United Kingdom, which
was granted in August 2004 (the �UK case�). Amersham seeks injunctive and monetary relief in both cases. The Company filed answers and
counterclaims in both cases. On October 29, 2003, the Company filed a complaint, which was subsequently amended, against Amersham in the
United States District Court for Massachusetts, Civil Action No. 03-12098, alleging that Amersham�s IN Cell Analyzer, and LEADseeker�

Multimodality Imaging system and certain Cyclic AMP and IP3 assays infringe two of the Company�s patents related to high-throughput
screening (the �MA case�). The Company seeks injunctive and monetary relief. Amersham subsequently filed an answer and counterclaims. After
a trial in the UK case in December 2005, the court ruled in February 2006 that Amersham�s patent in question was invalid in the United Kingdom
and awarded costs to the Company. Amersham initiated an appeal of the ruling in the UK case but withdrew that appeal in January 2007. In May
2006, the court in the NJ case issued a decision regarding the construction of the claims in Amersham�s patents that adopted many of Amersham�s
claim construction positions. The Company�s motion asking the court to reconsider that decision was denied. Discovery has not yet been
completed in either the NJ or MA case, nor has a trial date been set in either case. A voluntary mediation occurred in September 2006, but did
not result in a resolution of these matters. Fact discovery, which was stayed pending the mediation, has now resumed. At the suggestion of the
court in the NJ case, additional mediation is being scheduled.

The Company believes it has meritorious defenses to these lawsuits and other proceedings, and it is contesting the actions vigorously in all of the
above matters. The Company is currently unable, however, to
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reasonably estimate the amount of loss, if any, that may result from the resolution of these matters or to determine whether resolution of any of
these matters will have a material adverse impact on its consolidated financial statements.

The Company is also subject to various other claims, legal proceedings and investigations covering a wide range of matters that arise in the
ordinary course of its business activities. Each of these matters is subject to uncertainties, and it is possible that some of these matters may be
resolved unfavorably to the Company. The Company has established accruals for potential losses that it believes are probable and reasonably
estimable. In the opinion of the Company�s management, based on its review of the information available at this time, the total cost of resolving
these other contingencies at December 31, 2006, should not have a material adverse effect on the Company�s consolidated financial statements.

Note 18: Warranty Reserves

The Company provides warranty protection for certain products for periods ranging from one to three years beyond the date of sale. The
majority of costs associated with warranty obligations include the replacement of parts and the time of service personnel to respond to repair and
replacement requests. A warranty reserve is recorded based upon historical results, supplemented by management�s expectations of future costs.
Warranty reserves are included in �Accrued expenses� on the consolidated balance sheets. A summary of warranty reserve activity for the years
ended December 31, 2006, January 1, 2006 and January 2, 2005 is as follows:

(In thousands)

Balance at December 28, 2003 $ 9,369
Provision 13,042
Charges (13,184)
Foreign currency 374

Balance at January 2, 2005 9,601
Provision 13,457
Charges (13,516)
Foreign currency (335)

Balance at January 1, 2006 9,207
Provision 14,497
Charges (14,141)
Foreign currency 491

Balance at December 31, 2006 $ 10,054

Note 19: Stockholders� Equity

Stock-Based Compensation:
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In December 2004, the FASB issued SFAS No. 123(R) which requires compensation costs related to stock-based transactions, including
employee stock options, to be recognized in the financial statements based on fair value. SFAS No. 123(R) revises SFAS No. 123, as amended,
and supersedes APB Opinion No. 25.

Effective January 2, 2006, the Company adopted the provisions of SFAS No. 123(R) using the modified prospective transition method.
Accordingly, periods prior to adoption have not been restated and are not directly comparable to periods after adoption. Under the modified
prospective method, compensation cost recognized in periods after adoption includes (i) compensation cost for all stock-based payments granted
prior to, but not yet
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vested as of, January 2, 2006, based on the grant-date fair value estimated in accordance with the original provisions of SFAS No. 123, less
estimated forfeitures, and (ii) compensation cost for all stock-based payments granted subsequent to January 1, 2006, based on the grant-date fair
value estimated in accordance with the provisions of SFAS No. 123(R), less estimated forfeitures.

Prior to January 2, 2006, the Company accounted for stock-based compensation plans in accordance with the provisions of APB Opinion No. 25,
as permitted by SFAS No. 123. Under APB Opinion No. 25, the Company was generally not required to recognize compensation expense for the
cost of stock options, when such options had an exercise price equal to the market price at the date of grant, or shares issued under the
Company�s Employee Stock Purchase Plan. If the fair value based method as prescribed by SFAS No. 123 had been applied by the Company, the
effect on net income and earnings per share for 2005 and 2004 would have been as follows:

Year Ended

January 1,

2006

January 2,

2005

(In thousands, except per
share data)

Net income $ 268,108 $ 96,043
Add: Stock-based employee compensation expense included in net income, net of related tax
effects 3,408 1,481
Deduct: Total stock-based employee compensation expense determined under fair market value
method for all awards, net of related tax effects (12,801) (19,501)

Pro forma net income $ 258,715 $ 78,023

Earnings per share:
Basic � as reported $ 2.07 $ 0.75
Basic � pro forma $ 2.00 $ 0.61
Diluted � as reported $ 2.04 $ 0.74
Diluted � pro forma $ 1.97 $ 0.60

As of December 31, 2006, the Company had three stock-based compensation plans. Under the 2005 Incentive Plan, 5.4 million shares of the
Company�s common stock were made available for stock option grants, restricted stock awards and performance units. Under the 2001 Incentive
Plan, 8.8 million shares of the Company�s common stock were made available for stock option grants, restricted stock awards and performance
units. Under the Life Sciences Plan, 2.3 million shares of the Company�s common stock were made available for stock option grants.

For 2006, in accordance with the adoption of SFAS No. 123(R), the Company recorded incremental pre-tax compensation related to the stock
options of $9.2 million. The total pre-tax stock-based compensation expense for the cost of stock options, restricted stock, restricted stock units
and performance units was $17.5 million for 2006. The total income tax benefit recognized in the consolidated statements of operations for
stock-based compensation was $6.1 million in 2006. Stock-based compensation costs capitalized as part of inventory were approximately $0.2
million as of December 31, 2006.
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Stock Options:    The Company has granted options to purchase common shares at prices equal to the market price of the common shares on the
date the option is granted. Conditions of vesting are determined at the time of grant. Options are generally exercisable in equal annual
installments over a period of three years and will generally expire seven years after the date of grant. Options assumed as part of business
combination transactions retain all the rights, terms and conditions of the respective plans under which they were originally issued.
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The fair value of each option grant is estimated using the Black-Scholes option pricing model. The fair value is then amortized on a straight-line
basis over the requisite service periods of the awards, which is generally the vesting period. Use of a valuation model requires management to
make certain assumptions with respect to selected model inputs. Expected volatility was calculated primarily based on the historical volatility of
the Company�s stock. The average expected life was based on the contractual term of the option and historic exercise experience. The risk-free
interest rate is based on U.S. Treasury zero-coupon issues with a remaining term equal to the expected life assumed at the date of grant.
Forfeitures are estimated based on voluntary termination behavior, as well as an analysis of actual option forfeitures. The Company�s
weighted-average assumptions used in the Black-Scholes option pricing model are as follows:

2006 2005 2004

Risk-free interest rate 4.4% 3.5% 2.7%
Expected dividend yield 1.3% 1.3% 0.9%
Expected lives 4.0 years 4.0 years 4.0 years
Expected stock volatility 35% 48% 57%

The following table summarizes stock option activity for the three years ended December 31, 2006:

2006 2005 2004

Number
of

Shares

Weighted-
Average

Price

Number
of

Shares

Weighted-
Average

Price

Number
of

Shares

Weighted-
Average

Price

(Shares in thousands)
Outstanding at beginning of year 13,541 $ 22.44 14,031 $ 21.47 15,292 $ 21.27
Granted 1,787 22.46 1,755 21.97 1,228 19.78
Exercised (1,650) 13.04 (1,525) 12.72 (1,298) 11.76
Canceled/Forfeited (1,100) 27.36 (720) 22.97 (1,191) 27.77

Outstanding at end of year 12,578 $ 23.25 13,541 $ 22.44 14,031 $ 21.47

Exercisable at end of year 9,702 $ 23.74 10,648 $ 23.41 10,431 $ 24.00

The weighted-average grant-date fair values of options granted during 2006, 2005 and 2004 were $6.83, $8.36 and $8.26, respectively. The total
intrinsic value of options exercised during 2006, 2005 and 2004 were $16.2 million, $13.7 million and $12.0 million, respectively. Cash received
from option exercises for 2006, 2005 and 2004 was $21.5 million, $19.4 million and $15.0 million, respectively. The related tax benefit
classified as a financing cash inflow was $2.2 million for 2006. The related tax benefit classified as an operating cash inflow was $5.3 million
for 2005 and zero for 2004.

The total pre-tax compensation recognized related to the stock options, which is a function of current and prior year awards, is net of estimated
forfeitures and was approximately $9.2 million in 2006. There was $10.6 million of total unrecognized compensation cost related to nonvested
stock options granted as of December 31, 2006. This cost is expected to be recognized over a weighted-average period of 1.6 fiscal years and
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will be adjusted for any future changes in estimated forfeitures. The aggregate intrinsic value for stock options outstanding at December 31,
2006 was $26.9 million with a weighted-average remaining contractual term of 3.8 years. The aggregate intrinsic value for stock options
exercisable at December 31, 2006 was $25.4 million with a weighted-average remaining contractual term of 3.3 years. At December 31, 2006,
there are 10.7 million stock options that are expected to vest, in the future, with an aggregate intrinsic value of $22.9 million and a
weighted-average remaining contractual term of 3.8 years.
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The following table summarizes total compensation expense related to stock options included in the Company�s consolidated statement of
operations at December 31, 2006:

December 31, 2006

(In thousands)
Cost of sales $ 1,251
Selling, general and administrative expenses 7,091
Research and development expenses 708
Discontinued operations 95

Compensation expense related to stock options 9,145
Foreign currency translation 22
Less: income tax benefit (3,025)

Net compensation expense related to stock options $ 6,142

The following table summarizes information about stock options outstanding at December 31, 2006:

Options Outstanding Options Exercisable

Prices

Number
Outstanding at
December 31,

2006

Weighted-
Average

Remaining
Contractual Life

Weighted-
Average
Exercise

Price

Number
Exercisable at
December 31,

2006

Weighted-
Average Exercise

Price

$4.88 �   5.70 63,666 2.7 $ 4.91 63,666 $ 4.91
  7.03 �   9.59 617,650 2.8 8.26 590,456 8.23
10.77 � 16.09 1,565,181 2.3 13.48 1,564,681 13.48
16.43 � 24.15 5,852,174 4.8 20.67 3,003,550 19.68
25.24 � 37.17 3,953,070 3.6 30.67 3,953,070 30.67
39.18 � 49.98 509,585 1.0 44.65 509,585 44.65
50.28 � 57.27 16,718 3.2 56.44 16,718 56.44

$4.88 � 57.27 12,578,044 3.8 $ 23.25 9,701,726 $ 23.74

Restricted Stock Awards:    The Company has awarded restricted stock and restricted stock units that contain time-based vesting provisions and
restricted stock that contains performance-based vesting provisions to certain employees at no cost to them, which cannot be sold, assigned,
transferred or pledged during the restriction period. These awards were granted under the Company�s 2005 Incentive Plan and 2001 Incentive
Plan. All restrictions on the awards will lapse upon certain situations including death or disability of the employee and a change in control of the
Company. Recipients of the restricted stock have the right to vote such shares and receive dividends.
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Restricted Stock Awards (Time-based Vesting)�Grants of restricted stock and restricted stock units that vest through the passage of time. The fair
value of the award at the time of the grant is expensed on a straight line basis primarily in selling, general and administrative expenses over the
vesting period, which is generally three years.

Restricted Stock Awards (Performance-based Vesting)�Grants of restricted stock that vest based on certain specified performance criteria. The
fair value of the shares is expensed over the period of performance primarily in selling, general and administrative expenses, once achievement
of criteria is deemed probable.
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The following table summarizes the restricted stock activity for the three years ended December 31, 2006:

2006 2005 2004

Number
of

Shares

Weighted-
Average
Grant-

Date Fair
Value

Number
of

Shares

Weighted-
Average
Grant-

Date Fair
Value

Number
of

Shares

Weighted-
Average
Grant-

Date Fair
Value

Nonvested at beginning of year 330,669 $ 20.59 363,002 $ 23.37 321,666 $ 27.23
Granted 290,578 22.32 400,589 20.76 198,000 20.06
Vested (156,444) 21.62 (359,666) 23.14 (107,331) 27.65
Forfeited (48,000) 20.72 (73,256) 22.79 (49,333) 28.92

Nonvested at end of year 416,803 $ 21.40 330,669 $ 20.59 363,002 $ 23.37

The weighted-average grant-date fair value of restricted stock awards granted was $22.32 per share in 2006, $20.76 per share in 2005 and $20.06
per share in 2004. The total compensation recognized related to the restricted stock awards, which is a function of current and prior year awards,
was approximately $4.4 million in 2006, $5.2 million in 2005 and $2.3 million in 2004. As of December 31, 2006, there were 416,803 shares of
restricted stock awards outstanding subject to forfeiture.

As of December 31, 2006, there was $7.1 million of total unrecognized compensation cost related to nonvested restricted stock awards. That cost
is expected to be recognized over a weighted-average period of 1.6 fiscal years. The fair value of restricted stock awards vested was $3.4 million
in 2006, $8.3 million in 2005 and $3.0 million in 2004.

Unearned compensation was recorded in a contra-equity account and established at the date restricted stock is granted representing the amount
of unrecognized restricted stock expense that is reduced as expense is recognized. Under the provisions of SFAS No. 123(R), the recognition of
unearned compensation at the date restricted stock is granted is no longer required. Therefore, in the first quarter of 2006, the $6.4 million of
unrecognized restricted stock that had been in �Unearned compensation� in the consolidated balance sheet as of January 1, 2006 was reclassified to
�Capital in excess of par value.�

Performance Units:    The Company�s performance unit program provides a cash award based on the achievement of specific performance
criteria. A target number of units are granted at the beginning of a three-year performance period. The number of units earned at the end of the
performance period is determined by multiplying the number of units granted by a performance factor ranging from 0% to 200%. Awards are
determined by multiplying the number of units earned by the stock price at the end of the performance period, and are paid in cash. The
compensation expense associated with these units is recognized over the period that the performance targets are expected to be achieved. The
Company granted 208,328, 247,197 and 198,000 performance units during 2006, 2005 and 2004, respectively. The weighted-average grant-date
fair values of performance units granted during 2006, 2005 and 2004 were $22.74, $21.02 and $20.06, respectively. The total compensation
related to these performance units, which is a function of current and prior year awards, was approximately $4.0 million, $6.2 million and $1.4
million for 2006, 2005 and 2004, respectively. As of December 31, 2006, there were 473,995 performance units outstanding subject to
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Employee Stock Purchase Plan:    In April 1999, the Company�s stockholders approved the 1998 Employee Stock Purchase Plan, whereby
participating employees had the right to purchase common stock at a price equal to 85% of the lower of the closing price on the first day or the
last day of the six-month offering period. In April 2005, the Compensation and Benefits Committee of the Company�s Board of Directors voted
to amend the Employee Stock Purchase Plan, effective July 1, 2005, whereby participating employees have the right to
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purchase common stock at a price equal to 95% of the closing price on the last day of each six-month offering period. The number of shares
which an employee may purchase, subject to certain aggregate limits, is determined by the employee�s voluntary contribution, which may not
exceed 10% of the employee�s base compensation. During 2006, the Company issued 0.1 million shares under this plan at a weighted-average
price of $20.43 per share. During 2005, the Company issued 0.3 million shares under this plan at a weighted-average price of $17.52 per share.
During 2004, the Company issued 0.4 million shares under this plan at a weighted-average price of $15.66 per share. There remains available for
sale to employees an aggregate of 1.7 million shares of the Company�s stock out of the 5.0 million shares authorized by shareholders.

Comprehensive Income:

The components of accumulated other comprehensive income (loss), net of tax were as follows:

Foreign
Currency

Translation
Adjustment

Change in
Minimum
Liability of

Pension

Unrecognized
Losses and

Prior
Service

Costs, net

Unrealized
Gains

on
Securities

Accumulated
Other

Comprehensive
Income (Loss)

(In thousands)
Balance, December 28, 2003 $ 43,904 $ (13,038) $ �  $ 42 $ 30,908
Current year change 38,354 (11,987) �  75 26,442

Balance, January 2, 2005 82,258 (25,025) �  117 57,350
Current year change (44,626) (7,376) �  10 (51,992)

Balance, January 1, 2006 37,632 (32,401) �  127 5,358
Current year change 33,431 895 �  2 34,328
Adoption of SFAS No. 158 �  31,506 (64,252) �  (32,746)

Balance, December 31, 2006 $ 71,063 $ �  $ (64,252) $ 129 $ 6,940

The tax effects on the components of other comprehensive income (loss) are minimal due to the Company�s position under APB Opinion No. 23
and the valuation allowances on the minimum pension liability. The components of other comprehensive income (loss) were as follows:

After-Tax
Amount

(In thousands)
2006
Foreign currency translation adjustments $ 33,431
Change in minimum liability of pension 895
Unrealized gains on securities 2
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Other comprehensive income $ 34,328

2005
Foreign currency translation adjustments $ (44,626)
Change in minimum liability of pension (7,376)
Unrealized gains on securities 10

Other comprehensive loss $ (51,992)

2004
Foreign currency translation adjustments $ 38,354
Change in minimum liability of pension (11,987)
Unrealized gains on securities 75

Other comprehensive income $ 26,442
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

Cost of Shares Held In Treasury:

Effective July 1, 2004, companies incorporated in Massachusetts became subject to the Massachusetts Business Corporation Act (�the Act�),
Chapter 156D. As a result, Chapter 156D eliminates the concept of �treasury shares� and provides that shares reacquired by a company become
�authorized but unissued� shares. Accordingly, as of the effective date of the Act, the Company has redesignated its existing treasury shares, at an
aggregate cost of $168.8 million, as authorized but unissued and has allocated this amount to the common stock par value and capital in excess
of par value.

Stock Repurchase Program:

During 2006, the Company repurchased in the open market 8.9 million shares of its common stock at an aggregate cost of $190.1 million,
including commissions. These repurchases were made pursuant to a stock repurchase program announced in November 2005 (the �Program�). The
repurchased shares have been reflected as additional authorized but unissued shares, with the payments reflected in common stock and capital in
excess of par value. On November 6, 2006, the Company announced that its Board of Directors authorized the Company to repurchase up to
10.0 million additional shares of common stock under a new stock repurchase program (the �New Program�). The New Program will expire on
October 25, 2010 unless this authorization is terminated earlier by the Board. The New Program may also be suspended or discontinued at any
time. From January 1, 2007 through February 23, 2007, the Company repurchased 2.4 million shares of its common stock in the open market
under the New Program at an aggregate cost of $57.0 million, including commissions.

Note 20: Financial Instruments

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of temporary cash investments,
marketable securities and accounts receivable. The Company believes it had no significant concentrations of credit risk as of December 31,
2006.

In the ordinary course of business, the Company enters into foreign exchange contracts for periods consistent with its committed exposures to
mitigate the effect of foreign currency movements on transactions denominated in foreign currencies. Transactions covered by hedge contracts
include intercompany and third-party receivables and payables. The contracts are primarily in European and Asian currencies, have maturities
that do not exceed 12 months, have no cash requirements until maturity, and are recorded at fair value on the consolidated balance sheet. Credit
risk and market risk are insignificant as the foreign exchange instruments are contracted with major banking institutions. Unrealized gains and
losses on the Company�s foreign currency contracts are recognized immediately in earnings for hedges designated as fair value and, for hedges
designated as cash flow, the related unrealized gains or losses are deferred as a component of other comprehensive income in the accompanying
consolidated balance sheet. Deferred gains and losses are recognized in income in the period in which the underlying anticipated transaction
occurs and impacts earnings. For the year ended December 31, 2006, the Company did not engage in any designated cash flow hedges. Principal
hedged currencies include the British Pound (GBP), Canadian Dollar (CAD), Euro (EUR), Japanese Yen (JPY), and Singapore Dollar (SGD).
The Company held forward foreign exchange contracts with U.S. equivalent notional amounts totaling $174.8 million at December 31, 2006 and
$197.6 million as of January 1, 2006, and the approximate fair value of these foreign currency derivative contracts was insignificant. The gains
and losses realized on foreign currency derivative contracts are not material and the duration of these contracts was generally 30 days for 2006.
The Company does not enter into derivatives for trading or other speculative purposes, nor does the Company use leveraged financial
instruments.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

Fair Value of Financial Instruments

The Company estimates the fair value of financial instruments based on interest rates available to the Company and by comparison to quoted
market prices. The carrying amounts of cash and cash equivalents, accounts receivable, accounts payable and accrued expenses approximate fair
value due to the short-term maturities of these assets and liabilities.

The fair values of marketable securities included in investments have been determined using available quoted market prices for such securities.
The fair value and carrying value of the Company�s investments are disclosed in Note 12 above.

The Company�s $350.0 million senior unsecured revolving credit facility had an outstanding balance as of December 31, 2006 of $151.5
million. The interest rate on the Company�s senior unsecured revolving credit facility, and prior year senior secured credit facility, are reset
monthly to correspond to variable rates that reflect currently available terms and conditions for similar debt. Consequently, the carrying value of
the current year and prior year credit facilities approximate fair value.

Note 21: Leases

The Company leases certain property and equipment under operating leases. Rental expense charged to continuing operations for 2006, 2005
and 2004 amounted to $37.7 million, $30.6 million and $34.6 million, respectively. Minimum rental commitments under noncancelable
operating leases are as follows: $31.9 million in 2007, $23.2 million in 2008, $18.0 million in 2009, $14.0 million in 2010, $11.5 million in 2011
and $119.2 million in 2012 and thereafter.

Note 22: Industry Segment and Geographic Area Information

The Company follows SFAS No. 131, �Disclosures About Segments of an Enterprise and Related Information.� SFAS No. 131 establishes
standards for the way public business enterprises report information about operating segments in annual financial statements and in interim
reports to shareholders. The method for determining what information to report is based on the way that management organizes the segments
within the Company for making operating decisions and assessing financial performance. The Company evaluates the performance of its
operating segments based on sales and operating profit. Intersegment sales and transfers are not significant. Based on the guidance in SFAS
No. 131, the Company has two operating segments for financial reporting purposes. The accounting policies of the operating segments are the
same as those described in Note 1. The operating segments and their principal products and services are:

� Life and Analytical Sciences. The Company is a leading provider of drug discovery, genetic screening and environmental and
chemical analysis tools, including instruments, reagents, consumables, and services.

� Optoelectronics. The Company provides a broad range of digital imaging, sensor and specialty lighting components used in
biomedical, consumer products and other specialty end markets.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

Sales and operating profit by segment for the three years ended December 31, 2006, excluding discontinued operations, are shown in the table
below:

2006 2005 2004

(In thousands)
Life and Analytical Sciences
Sales $ 1,144,562 $ 1,081,104 $ 1,062,767
Operating profit 115,372 110,228 103,609
Optoelectronics
Sales 401,796 392,727 366,322
Operating profit 70,021 58,405 59,096
Other
Operating loss (31,991) (27,682) (25,029)
Continuing Operations
Sales 1,546,358 1,473,831 1,429,089
Operating profit 153,402 140,951 137,676

Additional information relating to the Company�s operating segments is as follows:

Depreciation and
Amortization Expense Capital Expenditures

(In thousands) (In thousands)

2006 2005 2004 2006 2005 2004

Life and Analytical Sciences $ 50,613 $ 46,217 $ 47,645 $ 25,973 $ 15,592 $ 6,747
Optoelectronics 16,522 19,712 18,717 12,003 11,798 7,556
Other 2,049 1,069 1,237 6,497 603 1,515

Continuing operations $ 69,184 $ 66,998 $ 67,599 $ 44,473 $ 27,993 $ 15,818

Discontinued operations $ 332 $ 7,272 $ 9,506 $ 109 $ 3,065 $ 3,143

Total Assets

December 31,
2006

January 1,
2006

(In thousands)
Life and Analytical Sciences $ 2,208,922 $ 1,994,502
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Optoelectronics 259,829 290,676
Other 39,489 380,636
Net current and long-term assets of discontinued operations 2,082 27,647

$ 2,510,322 $ 2,693,461
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

The following geographic area information for continuing operations includes sales based on location of external customer and net long-lived
assets based on physical location:

Sales

2006 2005 2004

(In thousands)
U.S. $ 590,388 $ 569,906 $ 580,040
International:
United Kingdom 107,563 98,419 99,767
Germany 114,516 95,279 103,751
Japan 76,586 81,568 92,089
France 75,923 71,154 87,834
Italy 71,332 66,065 76,589
Other International 510,050 491,440 389,019

Total International 955,970 903,925 849,049

$ 1,546,358 $ 1,473,831 $ 1,429,089

Net Long-Lived Assets

December 31,
2006

January 1,
2006

(In thousands)
U.S. $ 1,324,540 $ 1,291,444
International:
Singapore 173,985 154,317
Germany 101,286 96,070
Netherlands 40,162 37,276
United Kingdom 58,720 32,004
Canada 21,012 24,776
Finland 27,023 20,757
Other International 14,740 15,833

Total International 436,928 381,033

$ 1,761,468 $ 1,672,477
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

Note 23: Quarterly Financial Information (Unaudited)

Selected quarterly financial information follows:

First
Quarter

Second
Quarter

Third
Quarter

Fourth
Quarter Year

(In thousands, except per share data)
2006
Sales $ 355,454 $ 377,001 $ 386,917 $ 426,986 $ 1,546,358
Gross profit 141,687 151,589 155,941 178,854 628,071
Operating income from continuing operations 28,992 35,693 36,515 52,202 153,402
Income (loss) from continuing operations before income taxes 29,165 33,879 36,738 50,954 150,736
Income (loss) from continuing operations 22,020 26,320 28,915 41,069 118,324
Net income 23,617 24,485 29,753 41,728 119,583
Basic earnings (loss) per share:
Continuing operations $ 0.17 $ 0.21 $ 0.23 $ 0.34 $ 0.95
Net income 0.18 0.19 0.24 0.34 0.96
Diluted earnings (loss) per share:
Continuing operations $ 0.17 $ 0.21 $ 0.23 $ 0.33 $ 0.94
Net income 0.18 0.19 0.24 0.34 0.95
Cash dividends per common share 0.07 0.07 0.07 0.07 0.28

2005
Sales $ 358,174 $ 368,017 $ 359,982 $ 387,658 $ 1,473,831
Gross profit 148,289 151,123 150,282 164,842 614,536
Operating income from continuing operations 28,678 21,688 41,167 49,418 140,951
Income (loss) from continuing operations before income taxes 20,619 14,243 35,119 (3,321) 66,660
Income (loss) from continuing operations 15,602 30,562 26,469 (6,101) 66,532
Net income 19,829 28,898 31,833 187,548 268,108
Basic earnings (loss) per share:
Continuing operations $ 0.12 $ 0.24 $ 0.20 $ (0.05) $ 0.51
Net income 0.15 0.22 0.25 1.45 2.07
Diluted earnings (loss) per share:
Continuing operations $ 0.12 $ 0.23 $ 0.20 $ (0.05) $ 0.51
Net income 0.15 0.22 0.24 1.45 2.04
Cash dividends per common share 0.07 0.07 0.07 0.07 0.28
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.

Item 9A. Controls and Procedures

Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure
controls and procedures as of December 31, 2006. The term �disclosure controls and procedures� as defined in Rules 13a-15(e) and 15d-15(e)
under the Securities Exchange Act of 1934, as amended (the �Exchange Act�), means controls and other procedures of a company that are
designed to ensure that information required to be disclosed by the company in the reports that it files or submits under the Exchange Act is
recorded, processed, summarized and reported, within the time periods specified in the SEC�s rules and forms. Disclosure controls and
procedures include, without limitation, controls and procedures designed to ensure that information required to be disclosed by a company in the
reports that it files or submits under the Exchange Act is accumulated and communicated to the company�s management, including its principal
executive and principal financial officers, as appropriate to allow timely decisions regarding required disclosure. Management recognizes that
any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving their objectives,
and management necessarily applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures. Based on the
evaluation of our disclosure controls and procedures as of December 31, 2006, our Chief Executive Officer and Chief Financial Officer
concluded that, as of such date, our disclosure controls and procedures were effective at the reasonable assurance level.

Management�s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting. Internal control over
financial reporting is defined in Rule 13a-15(f) or 15d-15(f) promulgated under the Exchange Act as a process designed by, or under the
supervision of, the company�s principal executive and principal financial officers and effected by the company�s board of directors, management
and other personnel, 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 and includes those policies and procedures that:

� Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of the
assets of the company;

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

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

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. 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
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the degree of compliance with the policies or procedures may deteriorate.

Our management assessed the effectiveness of our internal control over financial reporting as of December 31, 2006. In making this assessment,
our management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission (�COSO�) in Internal
Control-Integrated Framework.

Based on this assessment, our management believes that, as of December 31, 2006, our internal control over financial reporting was effective
based on those criteria.

Our independent auditors have issued an audit report on our management�s assessment of our internal control over financial reporting. This report
appears below.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of PerkinElmer, Inc.

Waltham, Massachusetts

We have audited management�s assessment, included in the accompanying Management�s Report on Internal Control Over Financial Reporting,
that PerkinElmer, Inc. and subsidiaries (the �Company�) maintained effective internal control over financial reporting as of December 31, 2006,
based on criteria established in Internal Control�Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (�COSO�). The Company�s management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express an opinion on management�s
assessment and an opinion on the effectiveness of the Company�s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an understanding of internal control over financial reporting, evaluating
management�s assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company�s internal control over financial reporting is a process designed by, or under the supervision of, the company�s principal executive and
principal financial officers, or persons performing similar functions, and effected by the company�s board of directors, management, and other
personnel to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. A company�s internal control over financial reporting includes those
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being
made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company�s assets that could have a material effect on the
financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or improper management
override of controls, material misstatements due to error or fraud may not be prevented or detected on a timely basis. Also, projections of any
evaluation of the effectiveness of the internal control over financial reporting to future periods are subject to the risk that the controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management�s assessment that the Company maintained effective internal control over financial reporting as of December 31,
2006, is fairly stated, in all material respects, based on the criteria established in Internal Control�Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission. Also in our opinion, the Company maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2006, based on the criteria established in Internal Control�Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission.
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We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated
financial statements and financial statement schedule as of and for the year
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ended December 31, 2006 of the Company, and our report dated March 1, 2007 expressed an unqualified opinion on those financial statements
and financial statement schedule and includes an explanatory paragraph relating to the Company�s adoption of Statement of Financial Accounting
Standards (�SFAS�) No. 123(R), �Share-Based Payment� and SFAS No. 158 �Employers� Accounting for Defined Benefit Pension and Other
Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R)�.

/s/ Deloitte & Touche LLP

Boston, Massachusetts

March 1, 2007

Changes in Internal Control Over Financial Reporting

No change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) occurred during
the fiscal quarter ended December 31, 2006 that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

Item 9B. Other Information

Not applicable.
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PART III

Item 10. Directors, Executive Officers and Corporate Governance

The information required to be disclosed by this Item pursuant to Item 401 of Regulation S-K with respect to our executive officers is contained
in Part I of this annual report on Form 10-K under the caption, �Executive Officers of the Registrant.� The remaining information required to be
disclosed by the Item pursuant to Item 401 and Item 407 of Regulation S-K is contained in the proxy statement for our annual meeting of
stockholders to be held on April 24, 2007 under the captions �Proposal No. 1 Election of Directors�; �Information Relating to Our Board of
Directors and Its Committees�Board of Directors Meetings and Committees�Audit Committee�; �Information Relating to Our Board of Directors
and Its Committees�Director Candidates� and �Other Matters-Shareholder Proposals for 2008 Annual Meeting of Shareholders� and is incorporated
in this annual report on Form 10-K by reference.

The information required to be disclosed by this Item pursuant to Item 405 of Regulation S-K is contained in the proxy statement for our annual
meeting of stockholders to be held on April 24, 2007 under the caption �Section 16(a) Beneficial Ownership Reporting Compliance,� and is
incorporated in this annual report on Form 10-K by reference.

We have adopted a code of ethics, our Standards of Business Conduct, that applies to our principal executive officer, principal financial officer,
principal accounting officer or controller and persons performing similar functions. Our Standards of Business Conduct, as well as our corporate
governance guidelines and the charters for the audit, compensation and benefits, nominating and corporate governance, executive and finance
committees of our Board of Directors, are each accessible under the �Corporate Governance� heading of the �Investor Corner� section of our
website, www.perkinelmer.com. This information is also available in print to any stockholder who requests it by writing to PerkinElmer, Inc.,
940 Winter Street, Waltham, Massachusetts 02451. Attention: Investor Relations. We also intend to disclose in the same location on our website,
any amendments to, or waivers from, our Standards of Business Conduct that are required to be disclosed pursuant to the disclosure
requirements of Item 5.05 of Form 8-K.

Item 11. Executive Compensation

The information required to be disclosed by this Item pursuant to Item 402 and Item 407(e) of Regulation S-K is contained in the proxy
statement for our annual meeting of stockholders to be held on April 24, 2007 under the captions �Information Relating to Our Board of Directors
and Its Committees�Director Compensation� and ��Compensation Committee Interlocks and Insider Participation,� �Compensation Committee Report�
and �Executive Compensation,� and is incorporated in this annual report on Form 10-K by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information required to be disclosed by this Item pursuant to Item 403 of Regulation S-K is contained in the proxy statement for our annual
meeting of stockholders to be held on April 24, 2007 under the caption �Beneficial Ownership of Common Stock�, and is incorporated in this
annual report on Form 10-K by reference.

The information required to be disclosed by this Item pursuant to Item 201(d) of Regulation S-K is contained in the proxy statement for our
annual meeting of stockholders to be held on April 24, 2007 under the caption �Executive Compensation-Equity Compensation Plan Information,�
and is incorporated in this annual report on Form 10-K by reference.
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Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required to be disclosed by this Item pursuant to Item 404 of Regulation S-K is contained in the proxy statement for our annual
meeting of stockholders to be held on April 24, 2007 under the caption �Information Related to our Board of Directors and Its Committees�Certain
Relationships and Policies on Related Transactions,� and is incorporated in this annual report on Form 10-K by reference.

The information required to be disclosed by this Item pursuant to Item 407(a) of Regulation S-K is contained in the proxy statement for our
annual meeting of stockholders to be held on April 24, 2007 under the caption �Information Relating to Our Board of Directors and Its
Committees�Determination of Independence� and is incorporated in this annual report on Form 10-K by reference.

Item 14. Principal Accountant Fees and Services

The information required to be disclosed by this Item pursuant to Item 9(e) of Schedule 14A is contained in the proxy statement for our annual
meeting of stockholders to be held on April 24, 2007 under the caption �Independent Auditors Fees and Other Matters�, and is incorporated in this
annual report on Form 10-K by reference.
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PART IV

Item 15.    Exhibits and Financial Statement Schedules

(a) DOCUMENTS FILED AS PART OF THIS REPORT:

1. FINANCIAL STATEMENTS

Included in Part II, Item 8:

Report of Independent Registered Public Accounting Firm

Consolidated Statements of Operations for each of the Three Years in the Period Ended December 31, 2006

Consolidated Balance Sheets at December 31, 2006 and January 1, 2006

Consolidated Statements of Stockholders� Equity and Comprehensive Income for each of the Three Years in the Period Ended December 31,
2006

Consolidated Statements of Cash Flows for each of the Three Years in the Period Ended December 31, 2006

Notes to Consolidated Financial Statements

2. FINANCIAL STATEMENT SCHEDULE

Schedule II�Valuation and Qualifying Accounts
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We have omitted financial statement schedules, other than those we note above, because of the absence of conditions under which they are
required or because the required information is given in the financial statements or notes thereto.

3. EXHIBITS

Exhibit
No. Exhibit Title

3.1 PerkinElmer, Inc.�s Restated Articles of Organization were filed with the Commission on August 15, 2001 as Exhibit 3.1 to our
quarterly report on Form 10-Q and are herein incorporated by reference.

3.2 PerkinElmer, Inc.�s Amended and Restated By-Laws were filed with the Commission on January 30, 2007 as Exhibit 3.1 to our
current report on Form 8-K and are herein incorporated by reference.

4.1 Specimen Certificate of PerkinElmer Inc.�s Common Stock, $1 par value, was filed with the Commission on August 15, 2001 as
Exhibit 4.1 to our quarterly report on Form 10-Q and is herein incorporated by reference.

*10.1 PerkinElmer, Inc.�s Supplemental Executive Retirement Plan, as amended through July 23, 2004, was filed with the Commission
on November 5, 2004 as Exhibit 10.1 to our quarterly report on Form 10-Q and is herein incorporated by reference.

*10.2 PerkinElmer, Inc.�s 1999 Incentive Plan was filed with the Commission on March 11, 2005 as Exhibit 10.2 to our annual report on
Form 10-K and is herein incorporated by reference.

  10.3 Credit Agreement dated as of October 31, 2005 among PerkinElmer, Inc. and Certain Subsidiaries, as Borrowers, Bank of
America, N.A., as Administrative Agent, Swing Line Lender and L/C Issuer, Bank of America, N.A., Canada Branch as Canada
Paying Agent, Bank of America, N.A., Singapore Branch, as Singapore Paying Agent, and Bank of America, N.A., Tokyo
Branch, as Yen Paying Agent and the Other Lenders party thereto, was filed with the Commission on November 4, 2005 as
Exhibit 10.1 to our current report on Form 8-K and is herein incorporated by reference.
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Exhibit
No. Exhibit Title

*10.4 Employment Contracts:

(1) Amended and Restated Employment Agreement between PerkinElmer, Inc. and Gregory L. Summe dated July 27, 2004 was
filed with the Commission on August 6, 2004 as Exhibit 10.2(a) to our quarterly report on Form 10-Q and is herein incorporated
by reference;

(2) Amended and Restated Employment Agreement between PerkinElmer, Inc. and Robert F. Friel dated June 23, 2004 was filed
with the Commission on August 6, 2004 as Exhibit 10.2(b) to our quarterly report on Form 10-Q and is herein incorporated by
reference and is representative of the employment agreements of the executive officers listed herein at numbers (2) through and
including (3);

(3) Amended and Restated Employment Agreement between PerkinElmer, Inc. and Richard F. Walsh dated June 1, 2004;

(4) Amended and Restated Employment Agreement between PerkinElmer, Inc. and Jeffrey D. Capello dated June 11, 2004 was
filed with the Commission on August 6, 2004 as Exhibit 10.2(c) to our quarterly report on Form 10-Q and is herein incorporated
by reference;

(5) Employment Agreement between PerkinElmer, Inc. and John A. Roush dated November 5, 2004 was filed with the
Commission on March 11, 2005 as Exhibit 10.5 to our annual report on Form 10-K and is herein incorporated by reference;

(6) Employment Agreement between PerkinElmer, Inc. and Katherine A. O�Hara dated March 29, 2005 was filed with the
Commission on May 13, 2005 as Exhibit 10.1 to our quarterly report on Form 10-Q and is herein incorporated by reference; and

(7) Employment Agreement between PerkinElmer, Inc. and Michael L. Battles effective November 1, 2006 was filed with the
Commission on October 31, 2006 as Exhibit 10.1 to our current report on Form 8-K and is herein incorporated by reference.

*10.5 PerkinElmer�s 2005 Incentive Plan was filed with the Commission on March 11, 2005 as Appendix B to our definitive proxy
statement on Schedule 14A and is herein incorporated by reference.

*10.6 PerkinElmer, Inc.�s 1998 Deferred Compensation Plan, 1999 Restatement, was filed with the Commission on March 12, 2004 as
Exhibit 10.10 to our annual report on Form 10-K and is herein incorporated by reference.

*10.7 PerkinElmer Inc.�s Amended and Restated 2001 Incentive Plan was filed with the Commission on November 13, 2006 as Exhibit
10.1 to our quarterly report on Form 10-Q and is herein incorporated by reference.

  10.8 Receivables Sale Agreement dated as of December 21, 2001 among PerkinElmer Receivables Company, PerkinElmer, Inc. ABN
AMRO Bank N.V., the Committed Purchasers and Windmill Funding Corporation (the �Receivables Sale Agreement�) was filed
with the Commission on March 29, 2002 as Exhibit 10.12 to our Annual Report on Form 10-K and is herein incorporated by
reference. The First Amendment to the Receivables Sale Agreement dated as of June 28, 2002 was filed with the Commission on
March 18, 2003 as Exhibit 10.12(a) to our annual report on Form 10-K and is herein incorporated by reference. The Second
Amendment to the Receivables Sale Agreement dated as of October 7, 2002 was filed with the Commission on March 18, 2003 as
Exhibit 10.12(b) to our annual report on Form 10-K and is herein incorporated by reference. The Third Amendment to the
Receivables Sale Agreement dated as of December 20, 2002 was filed with the Commission as Exhibit 10.12(c) to our annual
report on Form 10-K on March 18, 2003 and is herein incorporated by reference. The Fourth Amendment to the Receivables Sale
Agreement dated as of January 31, 2003 was filed with the Commission on March 18, 2003 as Exhibit 10.12(d) to our annual
report on Form 10-K and is herein incorporated by reference. The Fifth Amendment to the Receivables Sale Agreement dated as
of March 26, 2003 was filed with the Commission on May 8, 2003 as Exhibit 10.4 to our registration statement on Form S-4, File
No. 333-104351, and is herein incorporated by reference. The Sixth Amendment to the Receivables Sale Agreement dated as of
September 23, 2003
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was filed with the Commission on November 12, 2003 as Exhibit 10.1 to our quarterly report on Form 10-Q and is herein
incorporated by reference. The Seventh Amendment to the Receivables Sale Agreement dated as of December 26, 2003 was filed
with the Commission on March 12, 2004 as Exhibit 10.12 (a) to our annual report on Form 10-K and is herein incorporated by
reference. The Eighth Amendment to the Receivables Sale Agreement dated as of January 30, 2004 was filed with the
Commission on March 12, 2004 as Exhibit 10.12 (b) to our annual report on Form 10-K and is herein incorporated by reference.
The Ninth Amendment to the Receivables Sale Agreement dated as of January 28, 2005 was filed with the Commission on
March 11, 2005 as Exhibit 10.12 to our annual report on Form 10-K and is herein incorporated by reference. The Tenth
Amendment and the Eleventh Amendment to the Receivables Sale Agreement dated as of October 31, 2005 and November 10,
2005, respectively, were filed with the Commission on November 14, 2005 as Exhibits 10.1 and 10.2, respectively, to our
quarterly report on Form 10-Q and are herein incorporated by reference. The Twelfth Amendment to the Receivables Sale
Agreement dated as of January 27, 2006 was filed with the Commission on March 17, 2006 as Exhibit 10.9 to our annual report
on Form 10-K and is herein incorporated by reference. The Thirteenth Amendment to the Receivables Sale Agreement dated as of
January 26, 2007 is attached hereto as Exhibit 10.8.

  10.9 Purchase and Sale Agreement dated as of December 21, 2001 among PerkinElmer, Inc., PerkinElmer Holdings, Inc., PerkinElmer
Life Sciences, Inc., Receptor Biology, Inc., PerkinElmer Instruments LLC, PerkinElmer Optoelectronics NC, Inc., PerkinElmer
Optoelectronics SC, Inc. and PerkinElmer Canada, Inc., as Originators, and PerkinElmer Receivables Company, as Buyer (the
�Purchase and Sale Agreement�), was filed with the Commission on March 28, 2002 as Exhibit 10.13 to our annual report on Form
10-K and is herein incorporated by reference. The First Amendment to the Purchase and Sale Agreement dated as of March 26,
2003 was filed with the Commission on May 8, 2003 as Exhibit 10.5 to our registration statement on Form S-4, File No.
333-104351, and is herein incorporated by reference. The Second Amendment to the Purchase and Sale Agreement dated as of
September 23, 2003 was filed with the Commission on November 12, 2003 as Exhibit 10.2 to our quarterly report on Form 10-Q
and is herein incorporated by reference. The Third Amendment to the Purchase and Sale Agreement dated as of November 10,
2005 was filed with the Commission on November 14, 2005 as Exhibit 10.3 to our quarterly report on Form 10-Q and is herein
incorporated by reference.

*10.10 PerkinElmer Inc.�s Amended and Restated Life Sciences Incentive Plan was filed with the Commission on November 13, 2006 as
Exhibit 10.2 to our quarterly report on Form 10-Q and is herein incorporated by reference.

*10.11 PerkinElmer, Inc.�s 1999 Vivid Technologies Equity Incentive Plan was filed with the Commission on March 18, 2003 as Exhibit
10.15 to our annual report on Form 10-K and is herein incorporated by reference.

*10.12 Amendment to Equity Awards.

(1) Amendment to Equity Awards between PerkinElmer, Inc. and Gregory L. Summe dated July 27, 2004 was filed with the
Commission on August 6, 2004 as Exhibit 10.3(a) to our quarterly report on Form 10-Q and is herein incorporated by reference.

(2) Amendment to Equity Awards between PerkinElmer, Inc. and Robert F. Friel, dated as of June 23, 2004, was filed with the
Commission on August 6, 2004 as Exhibit 10.3(b) to our quarterly report on Form 10-Q and is herein incorporated by reference,
and is representative of the amendments to equity awards entered into between PerkinElmer, Inc. and each of the following
executive officers: Jeffrey D. Capello dated as of June 11, 2004 and Richard F. Walsh dated as of June 1, 2004.
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*10.13 Amendment to Vested Option Awards.

(1) Amendment to Vested Option Awards from PerkinElmer, Inc. to Gregory L. Summe dated July 27, 2004 was filed with the
Commission on August 6, 2004 as Exhibit 10.4(a) to our quarterly report on Form 10-Q and is herein incorporated by reference.

(2) Amendment to Vested Option Awards from PerkinElmer, Inc. to Robert F. Friel dated June 23, 2004 was filed with the
Commission on August 6, 2004 as Exhibit 10.4(b) to our quarterly report on Form 10-Q and is herein incorporated by reference
and is representative of the Amendments to Vested Option Awards from PerkinElmer, Inc. to each of the following executive
officers: Jeffrey D. Capello dated as of June 11, 2004 and Richard F. Walsh dated as of June 1, 2004.

*10.14 Form of Stock Option Agreement given by PerkinElmer, Inc. to its executive officers for use under the 2005 Incentive Plan was
filed with the Commission on November 13, 2006 as Exhibit 10.3 to our quarterly report on Form 10-Q and is herein incorporated
by reference.

*10.15 Form of Stock Option Agreement given by PerkinElmer, Inc. to its chairman and chief executive officer for use under the 2005
Incentive Plan was filed with the Commission on November 13, 2006 as Exhibit 10.4 to our quarterly report on Form 10-Q and is
herein incorporated by reference.

*10.16 Form of Restricted Stock Agreement given by PerkinElmer, Inc. to its executive officers for awards prior to January 2007 with
performance-based vesting under the 2005 Incentive Plan, filed with the Commission on November 13, 2006 as Exhibit 10.5 to
our quarterly report on Form 10-Q and is herein incorporated by reference.

*10.17 Form of Restricted Stock Agreement given by PerkinElmer, Inc. to its executive officers for awards with time-based vesting under
the 2005 Incentive Plan was filed with the Commission on November 13, 2006 as Exhibit 10.6 to our quarterly report on Form
10-Q and is herein incorporated by reference.

*10.18 Form of Restricted Stock Unit Agreement given by PerkinElmer, Inc. to its executive officers under the 2005 Incentive Plan was
filed with the Commission on November 13, 2006 as Exhibit 10.7 to our quarterly report on Form 10-Q and is herein incorporated
by reference.

  10.19 Stock Purchase Agreement, dated as of July 27, 2006, by and between PerkinElmer Holdings, Inc. and James N. Macri was filed
with the Commission on August 2, 2006 as Exhibit 99.1 to our current report on Form 8-K and is incorporated herein by
reference.

  10.20 Asset Purchase Agreement, dated as of July 27, 2006, by and among PerkinElmer Singapore Pte Ltd, J.N. Macri Technologies
LLC and James N. Macri was filed with the Commission on August 2, 2006 as Exhibit 99.2 to our current report on Form 8-K and
is incorporated herein by reference.

  10.21 Stock Purchase Agreement, dated as of November 30, 2006, by and between PerkinElmer LAS GmbH and Evotec AG and Pfizer,
Inc. was filed with the Commission on December 6, 2006 as Exhibit 99.1 to our current report on Form 8-K and is incorporated
herein by reference.

  10.22 Term sheet for consulting agreement with Peter B. Coggins dated January 27, 2006 filed with the Commission on January 30,
2006 as Exhibit 99.1 to our current report on Form 8-K and is incorporated herein by reference.

  10.23 Form of Stock Option Agreement given by PerkinElmer, Inc. to its non-employee directors for use under the 2005 Incentive Plan
is attached hereto as Exhibit 10.23.

  10.24 Form of Restricted Stock Agreement given by PerkinElmer, Inc. to its executive officers for awards with performance-based
vesting under the 2005 Incentive Plan is attached hereto as Exhibit 10.24.

  12.1 Statement regarding computation of ratio of earnings to fixed charges is attached hereto as Exhibit 12.1.
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  21 Subsidiaries of PerkinElmer, Inc. is attached hereto as Exhibit 21.

  23 Consent of Independent Registered Public Accounting Firm is attached hereto as Exhibit 23.

  31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934 is attached hereto
as Exhibit 31.1.

  31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934 is attached hereto
as Exhibit 31.2.

  32.1 Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 is attached hereto as Exhibit 32.1.

* This exhibit is a management contract or compensatory plan or arrangement required to be filed as an Exhibit pursuant to Item 15(a) of Form
10-K.

Exhibits incorporated herein by reference were filed under Commission File Number 001-05075.
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SCHEDULE II

PERKINELMER, INC. AND SUBSIDIARIES

VALUATION AND QUALIFYING ACCOUNTS

For the Three Years Ended December 31, 2006

(In thousands)

Description

Balance at
Beginning of

Year Provisions
Charges/
Writeoffs Other(1)

Balance
at End
of Year

Reserve for Doubtful Accounts
Year Ended January 2, 2005 $ 19,137 $ 547 $ (3,265) $ 896 $ 17,315
Year Ended January 1, 2006 17,315 1,026 (5,598) (1,018) 11,725
Year Ended December 31, 2006 $ 11,725 $ 1,697 $ (4,779) $ 3,569 $ 12,212

(1) Unless otherwise described, other amounts primarily relate to the impact of acquisitions and foreign exchange movements.
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SIGNATURES

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

PERKINELMER, INC.
Signature Title Date

By: /s/    GREGORY L. SUMME        

Gregory L. Summe

Chairman of the Board,

Chief Executive Officer and
President

(Principal Executive Officer)

March 1, 2007

By: /s/    JEFFREY D. CAPELLO        

Jeffrey D. Capello

Senior Vice President and

Chief Financial Officer

(Principal Financial Officer)

March 1, 2007

By: /s/    MICHAEL L. BATTLES        

Michael L. Battles

Vice President,
Corporate Controller and
Chief Accounting Officer

(Principal Accounting Officer)

March 1, 2007

POWER OF ATTORNEY AND SIGNATURES

We, the undersigned officers and directors of PerkinElmer, Inc., hereby severally constitute Gregory L. Summe and Jeffrey D. Capello, and each
of them singly, our true and lawful attorneys with full power to them, and each of them singly, to sign for us and in our names, in the capacities
indicated below, this Annual Report on Form 10-K and any and all amendments to said Annual Report on Form 10-K, and generally to do all
such things in our name and behalf in our capacities as officers and directors to enable PerkinElmer, Inc. to comply with the provisions of the
Securities Exchange Act of 1934, and all requirements of the Securities and Exchange Commission, hereby rectifying and confirming signed by
our said attorneys, and any and all amendments thereto.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the
registrant and in the capacities and on the date indicated:

Signature Title Date
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By: /s/    GREGORY L. SUMME        

Gregory L. Summe

Chairman of the Board,

Chief Executive Officer and President

(Principal Executive Officer)

March 1, 2007

By: /s/    ROBERT F. FRIEL        

Robert F. Friel

Vice Chairman, President�Life and

Analytical Sciences, and Director

March 1, 2007

By: /s/    JEFFREY D. CAPELLO        

Jeffrey D. Capello

Senior Vice President and

Chief Financial Officer

(Principal Financial Officer)

March 1, 2007

By: /s/    TAMARA J. ERICKSON        

Tamara J. Erickson

Director March 1, 2007

By: /s/    NICHOLAS A. LOPARDO        

Nicholas A. Lopardo

Director March 1, 2007
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By: /s/    ALEXIS P. MICHAS        

Alexis P. Michas

Director March 1, 2007

By: /s/    JAMES C. MULLEN        

James C. Mullen

Director March 1, 2007

By: /s/    DR. VICKI L. SATO        

Dr. Vicki L. Sato

Director March 1, 2007

By: /s/    GABRIEL SCHMERGEL        

Gabriel Schmergel

Director March 1, 2007

By: /s/    KENTON J. SICCHITANO        

Kenton J. Sicchitano

Director March 1, 2007

By: /s/    G. ROBERT TOD        

G. Robert Tod

Director March 1, 2007
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Exhibit
No. Exhibit Title

3.1 PerkinElmer, Inc.�s Restated Articles of Organization were filed with the Commission on August 15, 2001 as Exhibit 3.1 to our
quarterly report on Form 10-Q and are herein incorporated by reference.

3.2 PerkinElmer, Inc.�s Amended and Restated By-Laws were filed with the Commission on January 30, 2007 as Exhibit 3.1 to our
current report on Form 8-K and are herein incorporated by reference.

4.1 Specimen Certificate of PerkinElmer Inc.�s Common Stock, $1 par value, was filed with the Commission on August 15, 2001 as
Exhibit 4.1 to our quarterly report on Form 10-Q and is herein incorporated by reference.

10.1 PerkinElmer, Inc.�s Supplemental Executive Retirement Plan, as amended through July 23, 2004, was filed with the Commission
on November 5, 2004 as Exhibit 10.1 to our quarterly report on Form 10-Q and is herein incorporated by reference.

10.2 PerkinElmer, Inc.�s 1999 Incentive Plan was filed with the Commission on March 11, 2005 as Exhibit 10.2 to our annual report
on Form 10-K and is herein incorporated by reference.

10.3 Credit Agreement dated as of October 31, 2005 among PerkinElmer, Inc. and Certain Subsidiaries, as Borrowers, Bank of
America, N.A., as Administrative Agent, Swing Line Lender and L/C Issuer, Bank of America, N.A., Canada Branch as Canada
Paying Agent, Bank of America, N.A., Singapore Branch, as Singapore Paying Agent, and Bank of America, N.A., Tokyo
Branch, as Yen Paying Agent and the Other Lenders party thereto, was filed with the Commission on November 4, 2005 as
Exhibit 10.1 to our current report on Form 8-K and is herein incorporated by reference.

10.4 Employment Contracts:

(1)    Amended and Restated Employment Agreement between PerkinElmer, Inc. and Gregory L. Summe dated July 27, 2004
was filed with the Commission on August 6, 2004 as Exhibit 10.2(a) to our quarterly report on Form 10-Q and is herein
incorporated by reference;

(2)    Amended and Restated Employment Agreement between PerkinElmer, Inc. and Robert F. Friel dated June 23, 2004 was
filed with the Commission on August 6, 2004 as Exhibit 10.2(b) to our quarterly report on Form 10-Q and is herein incorporated
by reference and is representative of the employment agreements of the executive officers listed herein at numbers (2) through
and including (3);

(3)    Amended and Restated Employment Agreement between PerkinElmer, Inc. and Richard F. Walsh dated June 1, 2004;

(4)    Amended and Restated Employment Agreement between PerkinElmer, Inc. and Jeffrey D. Capello dated June 11, 2004
was filed with the Commission on August 6, 2004 as Exhibit 10.2(c) to our quarterly report on Form 10-Q and is herein
incorporated by reference;

(5)    Employment Agreement between PerkinElmer, Inc. and John A. Roush dated November 5, 2004 was filed with the
Commission on March 11, 2005 as Exhibit 10.5 to our annual report on Form 10-K and is herein incorporated by reference;

(6)    Employment Agreement between PerkinElmer, Inc. and Katherine A. O�Hara dated March 29, 2005 was filed with the
Commission on May 13, 2005 as Exhibit 10.1 to our quarterly report on Form 10-Q and is herein incorporated by reference; and

(7)    Employment Agreement between PerkinElmer, Inc. and Michael L. Battles effective November 1, 2006 was filed with the
Commission on October 31, 2006 as Exhibit 10.1 to our current report on Form 8-K and is herein incorporated by reference.
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10.5 PerkinElmer�s 2005 Incentive Plan was filed with the Commission on March 11, 2005 as Appendix B to our definitive proxy
statement on Schedule 14A and is herein incorporated by reference.

10.6 PerkinElmer, Inc.�s 1998 Deferred Compensation Plan, 1999 Restatement, was filed with the Commission on March 12, 2004 as
Exhibit 10.10 to our annual report on Form 10-K and is herein incorporated by reference.

10.7 PerkinElmer Inc.�s Amended and Restated 2001 Incentive Plan was filed with the Commission on November 13, 2006 as Exhibit
10.1 to our quarterly report on Form 10-Q and is herein incorporated by reference.

10.8 Receivables Sale Agreement dated as of December 21, 2001 among PerkinElmer Receivables Company, PerkinElmer, Inc. ABN
AMRO Bank N.V., the Committed Purchasers and Windmill Funding Corporation (the �Receivables Sale Agreement�) was filed
with the Commission on March 29, 2002 as Exhibit 10.12 to our Annual Report on Form 10-K and is herein incorporated by
reference. The First Amendment to the Receivables Sale Agreement dated as of June 28, 2002 was filed with the Commission on
March 18, 2003 as Exhibit 10.12(a) to our annual report on Form 10-K and is herein incorporated by reference. The Second
Amendment to the Receivables Sale Agreement dated as of October 7, 2002 was filed with the Commission on March 18, 2003
as Exhibit 10.12(b) to our annual report on Form 10-K and is herein incorporated by reference. The Third Amendment to the
Receivables Sale Agreement dated as of December 20, 2002 was filed with the Commission as Exhibit 10.12(c) to our annual
report on Form 10-K on March 18, 2003 and is herein incorporated by reference. The Fourth Amendment to the Receivables
Sale Agreement dated as of January 31, 2003 was filed with the Commission on March 18, 2003 as Exhibit 10.12(d) to our
annual report on Form 10-K and is herein incorporated by reference. The Fifth Amendment to the Receivables Sale Agreement
dated as of March 26, 2003 was filed with the Commission on May 8, 2003 as Exhibit 10.4 to our registration statement on Form
S-4, File No. 333-104351, and is herein incorporated by reference. The Sixth Amendment to the Receivables Sale Agreement
dated as of September 23, 2003 was filed with the Commission on November 12, 2003 as Exhibit 10.1 to our quarterly report on
Form 10-Q and is herein incorporated by reference. The Seventh Amendment to the Receivables Sale Agreement dated as of
December 26, 2003 was filed with the Commission on March 12, 2004 as Exhibit 10.12 (a) to our annual report on Form 10-K
and is herein incorporated by reference. The Eighth Amendment to the Receivables Sale Agreement dated as of January 30, 2004
was filed with the Commission on March 12, 2004 as Exhibit 10.12 (b) to our annual report on Form 10-K and is herein
incorporated by reference. The Ninth Amendment to the Receivables Sale Agreement dated as of January 28, 2005 was filed
with the Commission on March 11, 2005 as Exhibit 10.12 to our annual report on Form 10-K and is herein incorporated by
reference. The Tenth Amendment and the Eleventh Amendment to the Receivables Sale Agreement dated as of October 31, 2005
and November 10, 2005, respectively, were filed with the Commission on November 14, 2005 as Exhibits 10.1 and 10.2,
respectively, to our quarterly report on Form 10-Q and are herein incorporated by reference. The Twelfth Amendment to the
Receivables Sale Agreement dated as of January 27, 2006 was filed with the Commission on March 17, 2006 as Exhibit 10.9 to
our annual report on Form 10-K and is herein incorporated by reference. The Thirteenth Amendment to the Receivables Sale
Agreement dated as of January 26, 2007 is attached hereto as Exhibit 10.8.

10.9 Purchase and Sale Agreement dated as of December 21, 2001 among PerkinElmer, Inc., PerkinElmer Holdings, Inc.,
PerkinElmer Life Sciences, Inc., Receptor Biology, Inc., PerkinElmer Instruments LLC, PerkinElmer Optoelectronics NC, Inc.,
PerkinElmer Optoelectronics SC, Inc. and PerkinElmer Canada, Inc., as Originators, and PerkinElmer Receivables Company, as
Buyer (the �Purchase and Sale Agreement�), was filed with the Commission on March 28, 2002 as Exhibit 10.13 to our annual
report on Form 10-K and is herein incorporated by reference. The First Amendment to the Purchase and Sale Agreement dated
as of March 26, 2003 was filed with the Commission on May 8, 2003 as
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Exhibit 10.5 to our registration statement on Form S-4, File No. 333-104351, and is herein incorporated by reference. The Second
Amendment to the Purchase and Sale Agreement dated as of September 23, 2003 was filed with the Commission on
November 12, 2003 as Exhibit 10.2 to our quarterly report on Form 10-Q and is herein incorporated by reference. The Third
Amendment to the Purchase and Sale Agreement dated as of November 10, 2005 was filed with the Commission on
November 14, 2005 as Exhibit 10.3 to our quarterly report on Form 10-Q and is herein incorporated by reference.

10.10 PerkinElmer Inc.�s Amended and Restated Life Sciences Incentive Plan was filed with the Commission on November 13, 2006 as
Exhibit 10.2 to our quarterly report on Form 10-Q and is herein incorporated by reference.

10.11 PerkinElmer, Inc.�s 1999 Vivid Technologies Equity Incentive Plan was filed with the Commission on March 18, 2003 as Exhibit
10.15 to our annual report on Form 10-K and is herein incorporated by reference.

10.12 Amendment to Equity Awards.

(1)    Amendment to Equity Awards between PerkinElmer, Inc. and Gregory L. Summe dated July 27, 2004 was filed with the
Commission on August 6, 2004 as Exhibit 10.3(a) to our quarterly report on Form 10-Q and is herein incorporated by reference.

(2)    Amendment to Equity Awards between PerkinElmer, Inc. and Robert F. Friel, dated as of June 23, 2004, was filed with the
Commission on August 6, 2004 as Exhibit 10.3(b) to our quarterly report on Form 10-Q and is herein incorporated by reference,
and is representative of the amendments to equity awards entered into between PerkinElmer, Inc. and each of the following
executive officers: Jeffrey D. Capello dated as of June 11, 2004 and Richard F. Walsh dated as of June 1, 2004.

10.13 Amendment to Vested Option Awards.

(1)    Amendment to Vested Option Awards from PerkinElmer, Inc. to Gregory L. Summe dated July 27, 2004 was filed with the
Commission on August 6, 2004 as Exhibit 10.4(a) to our quarterly report on Form 10-Q and is herein incorporated by reference.

(2)    Amendment to Vested Option Awards from PerkinElmer, Inc. to Robert F. Friel dated June 23, 2004 was filed with the
Commission on August 6, 2004 as Exhibit 10.4(b) to our quarterly report on Form 10-Q and is herein incorporated by reference
and is representative of the Amendments to Vested Option Awards from PerkinElmer, Inc. to each of the following executive
officers: Jeffrey D. Capello dated as of June 11, 2004 and Richard F. Walsh dated as of June 1, 2004.

10.14 Form of Stock Option Agreement given by PerkinElmer, Inc. to its executive officers for use under the 2005 Incentive Plan was
filed with the Commission on November 13, 2006 as Exhibit 10.3 to our quarterly report on Form 10-Q and is herein incorporated
by reference.

10.15 Form of Stock Option Agreement given by PerkinElmer, Inc. to its chairman and chief executive officer for use under the 2005
Incentive Plan was filed with the Commission on November 13, 2006 as Exhibit 10.4 to our quarterly report on Form 10-Q and is
herein incorporated by reference.

10.16 Form of Restricted Stock Agreement given by PerkinElmer, Inc. to its executive officers for awards prior to January 2007 with
performance-based vesting under the 2005 Incentive Plan, filed with the Commission on November 13, 2006 as Exhibit 10.5 to
our quarterly report on Form 10-Q and is herein incorporated by reference.

10.17 Form of Restricted Stock Agreement given by PerkinElmer, Inc. to its executive officers for awards with time-based vesting under
the 2005 Incentive Plan was filed with the Commission on November 13, 2006 as Exhibit 10.6 to our quarterly report on Form
10-Q and is herein incorporated by reference.
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10.18 Form of Restricted Stock Unit Agreement given by PerkinElmer, Inc. to its executive officers under the 2005 Incentive Plan was
filed with the Commission on November 13, 2006 as Exhibit 10.7 to our quarterly report on Form 10-Q and is herein incorporated
by reference.

10.19 Stock Purchase Agreement, dated as of July 27, 2006, by and between PerkinElmer Holdings, Inc. and James N. Macri was filed
with the Commission on August 2, 2006 as Exhibit 99.1 to our current report on Form 8-K and is incorporated herein by
reference.

10.20 Asset Purchase Agreement, dated as of July 27, 2006, by and among PerkinElmer Singapore Pte Ltd, J.N. Macri Technologies
LLC and James N. Macri was filed with the Commission on August 2, 2006 as Exhibit 99.2 to our current report on Form 8-K and
is incorporated herein by reference.

10.21 Stock Purchase Agreement, dated as of November 30, 2006, by and between PerkinElmer LAS GmbH and Evotec AG and Pfizer,
Inc. was filed with the Commission on December 6, 2006 as Exhibit 99.1 to our current report on Form 8-K and is incorporated
herein by reference.

10.22 Term sheet for consulting agreement with Peter B. Coggins dated January 27, 2006 filed with the Commission on January 30,
2006 as Exhibit 99.1 to our current report on Form 8-K and is incorporated herein by reference.

10.23 Form of Stock Option Agreement given by PerkinElmer, Inc. to its non-employee directors for use under the 2005 Incentive Plan
is attached hereto as Exhibit 10.23.

10.24 Form of Restricted Stock Agreement given by PerkinElmer, Inc. to its executive officers for awards with performance-based
vesting under the 2005 Incentive Plan is attached hereto as Exhibit 10.24.

12.1 Statement regarding computation of ratio of earnings to fixed charges is attached hereto as Exhibit 12.1.

21 Subsidiaries of PerkinElmer, Inc. is attached hereto as Exhibit 21.

23 Consent of Independent Registered Public Accounting Firm is attached hereto as Exhibit 23.

31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934 is attached hereto
as Exhibit 31.1.

31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934 is attached hereto
as Exhibit 31.2.

32.1 Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 is attached hereto as Exhibit 32.1.
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