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Dear Shareholders:

I am very pleased to report to you that 2006
was anocher record year in sales and net Income
for CLARCOR, cur l4th year of consecutive
growth. Despite 2006 having one bess week than
2005, which reduced growth by two percentage
points, sales sull grew by 496 and net earnings
by B%. On a =ame-woeeks basis, sales increased
by approxmately 6%6 and net earnings increasad
by approximatcly 1096, | want to dscuss with
you what went well, what went poorly and
maost imporantly, what we did in 2006 to lay the
framework for continued performance in future
years,

What Went Well

Clearly, the conrtinued strong performance of cur
Engine/Mobile companies, both domestically and
n internationsl markecs, was a highlight of 2006,
Sales grew by 596 and operating profit by 159,
even wich one less week in 2006. Our operating
margin reached an all-tme high of 23.2%. | am
asked frequendy whether the heawy-duty truck
pre-buy in 2006 caused by 2007 changes in
dicsed emission regulations helped 5. Becuse
our Engine/Mobile companies operate Lrgely
n the aftermarket, new truck orders hawve an
mmarertal effect on our company. Our 2006
performance is largely the result of a strong base
of recurming revenues and from strategies we
have (ollowed for rreany years.

We have never stopped investing in the
development of new engine filter products and
making sure that we ahvays have inventory
available. if you are going to be a company
servicing the filter aftermarket, it is critical that
you ahways have the products available in stock
dtatyowcmtomrswmiwbuy.\'ﬂiem
single product contributes meaningfully o ocur

overall sales or profics. an aftermarket filter
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believe that we have better product coverage
than any other filter company in the workd
Ower the long-term, which is how we manage
CLARCOR, we believe that product availability
will result in strong and continually smproved
operating performance. We believe our 10-
year, and even our 20-year operating results
showr this.

Our intermational performance was another
highlight of 2006. Double-digic growth continues
in our China operations and we recently
relocated our manufacturing facilizy in Weifang
to another, much larger plant to accommodate
what we see as significant growth m China and
throughout Asia for our products. Our Facet
compames in Europe also had an ocutstanding
2006 with double-digit sales growth and a 44%
growth in operating profit. These companics sell
a variety of liguid process filoration products,
inchiding those 1sed in aviation filtration, waste
water filtration and raimwater runofl flwraton
Systoms.

We successfully transferred our aviation fileer
cartridge manufacturing operations in Wales into
our plant in Stlhwell, Oklahoma. Although we
incurred costs in 2006 to accomplish this, we
expect that cthis integranion will save us in excess
of $1.5 million annually in 2007 and in future
years.

Although CLARCOR i largely a filter company,
our packaging operation, J.L. Clark, which was
the founding company for CLARCOR in 1904,
also had a very successiul 2006. Sales grew by
8% and cperating profit by 2096. These rosults
are the culmination of several mult-year efforts:

= An intense focus on improving manufacturing
efficiency which came from more closely
measuring and respondng to productivity
et

= New and expanded partnerships with ragor
coasumer product companies looking for
unique packaging altemarives, and

* Investrments in new product development
mitxtves, such as rapd prototype systems,
digital plate making systems and high-speed
fabrication lines.

What Went Poorly (But Will Change)

Without a doube, owr biggest dsappointment in
2006 was the performance of CLC Axr, our HVAC
filrration operavion, as boch sales and operaong
profit dedined from 2005, There are many
reasons for this including problems in installing a
new computer system and not having the right
amount of inventory at the right tmes. This =
particularly  disappointing as product  demand
romained strong throughout the year. We had
made many changes to improve performance
at CLC Air in the past which had enabled us to
improve operadng margins by approximarcely one
percentage point per year over the last several
years. In 2006, improvement in operating mangins
stalled and led to a major new initiative, one we
call “Project 147, 1o refocus our efforts to improve
profitability. Over the next three years, we plan to
rvest over $22 milon, primanfy in new fciltes
and state-of-the-art production equipment, and
1o spend over $4 million to restructure current
facilities. The result should be an improvement
n operaring profic of $14 milien annually as we
remake CLC Air into the “lowest ddivered cost™
and most productive HVAC filuration comparny in
s indusery.

The focus of cur Total Filtration Program, TFS,
alko had a weak 2006, Two particular events led
to this. First, we had to write off nearty $3 million
of saes for a product a customer ordersd, used
and then refused to pay for. We have mitated
ftgation against the customer and expect to
ba successful, though frankly the outcome
= probably several years away. Second, ths
customer was a supplier to a magor automobilie
manufacturer and we unilaterally terminated owr
210 milkon contract with them. This contract was
not profitable for us, partcularly as this customer
continually demanded froe comsulting services
and did not meec the commitments It made to




us when we entered into the contracr., It s very
difficult o grow sales o raditional automobile
manufacturers when proficability s margnal at
best. We may see a further reduction in this
busness in the future, However, the business
we have and are developing with the newer
domestic automotive manufacturers and with
companics outside of the automotive sector is
much sronger with growing sales, and more
importantly, it is profitable

Ouwr Plans for 2007 and Future Years

We oxpect to sgnificantly expand intermal
investroent in production feclities starting in
2007, As product demand continues to increase
at our Engme/Mobile manufacturing plants, we
expect to begin adding capadity starting heer in
2007. In addition to expanding current facilites.
we are also consdering adding Enging/Mobie
ptants. Our pew Chira plant will continue o
manufactre  heavy-duty engine filters and
whectrostatic air filter systems. We will begin
manufacturing of drilling fiters, fitors used in
fiber resin manufacturing and dust collector
cartridges there as well.

Project 14 is underway and on plan. We have
closad ome plant in North Carolina and have
trandderred its production to another phnt in
North Carolina and to a plant In Kentucky. We
harve signed a lease and ordered equipment for a
new faglity in Pennsylvanm, largely ©0 service our
customers in the Northeast, where we believe
we have a significantly lower markes share than
we have elsewhere in the US. We will also add
more productive manufacturing equipmens at
our current HVAC filer plams. When Project
14 & completed, we expect  have eight to
optimally located and oquipped with highly
productve, highly automated equipment.

Qur development of nanofiber tachnology
for use in engine air filters and dust collector

carrdges has been successfl. and we have
ordered preduction cquipment which  waill
be delivered in the first quarter. We will begin
manufacturing nanofiber dust collector cartndges
later in 2007. We will aso expand production of
our Channcl Flow® engine air filters for 1se n
additionad engine apphcations. The introduction
of this preduct in 2006 has met our initial ssles
targets, and we expect to rapidly expand the
Channel Flow Al line in 2007.

Capital Structure and Cash

CLARCOR is essentally a dobe-froe company
with significant cash reserves. Even in 2007 when
we plan to increase capital spending substandally,
we stll expect 1o generate free cash flow and
add to our cash balnces. There are certainly
differences of opinions on appropriate levels of
cash and debe and the proper capital structure. |
thought it would be useful if | sec forth our capital
investment priortics:

*  First and most importanty, we will ivest in
our cLITent cporations to inoroase our rate
of growth and operating margins.

* Second, we have always made acqusitions
and continue 1o lock at many opportunites
every year. Unfortunately, the prices of
available acquisitions  have  increased
substantially. In many cses we have been
unable to financially justfy the price it would
take to be successful We made two small
acquisions In 2006 and we expectto continue
to buy more companics in the future
However, gven current price expectations
by owners and investment bankers, it is
likely that acqusitons will be smaller and
more specialzed.

= Next, we expecs to contnue 1o increase the
dividend. We rased our dividend in 2006 by
over 796.

*  We also expect 1o repurchuse our comimon
stock. In 2006, we repurchased nearty $30

million in common stock and will continue

to do 5o when the price of cur stock makes it

a good opportunity.

‘What we will not do is spend your money foalishly.
Wa will take appropriate risks to grow mreenally
by developing new products and expanding cur
aurrent facilwes, and we will contnue to look
at buying other companies as a path to further
growth. But we recognze that we are stewards of
your money and that our responsibiity is Lo invest
it with the same care and diligence as we would
Qur own.

Thank You

Although this was one of our more dfficulc
periods 0 recent years, it was still a year where
we prospered. | think that this clearly shows
the underiying strength of your company. We
are forrunate 1o be n 3 good industry, filbration,
world-wide demand for cleaner ar and liquads
where pecple live and work  Additionally,
modern  manufacturing requires  cleaner
production processes and a deaner manufacturing
environment. Hence the growng need for more
and better filtration.

| want to thank you for your continued support
and nvestment in CLARCOR. Our steck price
continued to increase during 2006, and | think this
i recognition by the stock market drar CLARCOR
is 2 superior investment. And fnally, as aways, 1
want to thank owr 5,000 employees, particularly
those in our compames which did not have a good
2006. Throughout the year, they continued o
work hard and remained committed to the future
success of our cormpany. They believe in our
company’s future. So do |

‘\) (Va8
Noraran E.
Chairrman, President and Chief Executive Officer

February |, 2007






