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NYSE: RBC

Regal-Beloit Corporation is a Wisconsin
Co'rpomtion listed on tire New York Stock
Exchange under the symbal RBC. The
Company was previously listed on the
American Stock Exchange from 1976 through

fml'.'uary 21, 2005.

ngal Beloit is a leading global manufactirer
of motion control and power generation
solutions for commercinl, industrial and
residential markets. From electric motors and
grlmcmfors to mechanical gear drives and
cI!ecfrouic controls, Regal Beloit's products are
often concealed within, yet essential to the
f:‘mct:‘oning of much of the equipment
powering the planet. As the company slogan
szlzggests, Regal Beloit solutions are “at the
heart of what drives your world.” The
company’s strength is its market diversity. It
proniotes 22 distinguished brands and scrves
an expansive array of industries including
HVAC, food processing, material handliing,
n;wdical, petro-chemical, construction, manu-
facturing, agriculture and mining. With
headquarters in Beloit, Wisconsin, RBC has
n;mmg‘ac!uring and distribution facilities in
the United States, Canada, Mexico, Europe,

India, Singapore and China.

Financial Highlights

(In Thousands, Except Per Share Data)

2006
For the Year
Net Sales $1,619,545
Net Income 109,806
Net Income as a Percentage
of Net Sales 6.8%
Per Share
Earnings Per Share 3.56
Earnings Per Share -
Assuming Dilution 3.28
Dividends Declared .55
Net Sales '
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Dear Shareholders and Associates,

It is with grea‘t' pleasure that we report to you reg-'urding;the 2006 acc'o'mplishments of the 13,000 people who
make up Regal Beloit. We are particularly pleased to'be able to report our record ﬁnancra] performance. It was
a rewarding year, as almost every business unit saw growth on the top and bottom tines. Growth in any
business .is .energizing, and our business teams built:momentum’ quarter after quarter throughout the year.
Equally important; we arc’ pleased with: the significant progress we: made with respect to our strategic
initiatives. These company-wide initiatives are both strengthemng and uniting, and they continue to position
the company for a‘bright and excrtmg future. . %7 .-

2006 Financial Highlights . OIS

DAV Y 3

Sales for the year reached $1 62 ‘billion, an, mcrease of 13 4% from 2005 Although we faced tough
compansons m our resrdenttal HVAC busmess we contmued i6 see-all of our busmesses grow as a result of
new products new customers and new markets We saw doub]e dlglt growth in our power generation,

industrial motors and HVAC busmesses and almost all of our other businesses experienced high single- -digit
sales increases. We accompltshed this growth in*spite of a number of headwinds, including $10 million of
business that we transferred back to the General Electrlc Company (GE) as part of the 2004 acquisition
agreement and a $30 million 1mped1ment tied to the 2005 l3 SEER bulld up-in our residential HVAC business.

S S A g

Desprte a thrrd consecutwe year of strong material cost pressures we were able to 1mprove operating margins
to 12.0% from 9. 4% in 2005 Thls strong |mprovement was Jadirect result of execution of specific productivity
pro_|ects our Lean Six Srgma mtttattves and successful new product launches. Combmmg our revenue growth
and our operattng margin 1mprovements our net mcome 1ncreased 57.9% to $109.8 million, up from $69.6
million in 2005. Eammgs per diluted share increased 45. 8% to $3 28 from $2.25 in 2005.

Free cash flow was $44.6 million. Although operatmg cash flow was $93.6 mrllron we made substantial
capital mvestments m our busmess We 1nvested $52 5 mr]lton prlmanly on productivity projects, new
products and capacrty for o\ur faster growmg products We also sold $20.2 million of excess property and
equrpment lncludmg the assets of'the cuttmg tools busmess m order to lmprove our return on capital.

While our cash flow enabled us to pay down $38 7 r‘ni]lidn‘of debt and reduce our debt-to-total capital ratio to
33.2% from 38.9% at the end of 2005, we were capable of better performance We expect to improve this
important measure srgmt‘cantly in the year ahead ¢

Strategic Initiatives - ‘_:“ ST pEEa ATt e
N . ',,1“.‘-:;” AT : \

We continued to make srgnn"cant progtess on qur strateglc initiatives, Wthh we first outltned in 2005,

-t . M 4 .

Innovation.. ol e LTI M,:'-f,{ .,,‘

We see innovation as an mrtlatrve crttrcal to meetmg our long term growth obJectrves We demonstrated the
power of innovation in 2006 with the launch of the X13 (hrgh efﬁctency HVAC motors) product, the largest

product launch in the Company $ htstory The product is now bemg used by every one of the seven largest

N oo




HVAC equipment manufacturers. We are also pleased to report that over the last two years we have been
issued 21 new patents globally, and that we have applied for an additional 19. We launched nelw products in
virtually all of our electrical and mechanical business -units, invested in additional engineering and R&D
resources and expanded our capabilities across the globe. Coming into the year, 45% of our sales was from
new products introduced in the prior five years, 33% evolutionary in nature and 12% revolutionary (game
changer technology). As we move forward, we expect to continue to increase these percentages and to lead
our respective businesses with tnnovative new products, alt aimed at helping our customers win in their
markets. Innovation will allow us to delight our customers o grow above industry averages and to improve
our margins. : ‘ \

Globalization.. '

The word globalrzatton can take on many meanings. To Regal Beloit it means serving customers wherever
they want to be served with the best global value that can be provided. Our globalization ;mmanve was
highlighted in 2006 by the acquisition of Sinya in Changzhou, China, a fast-growth business that expands our
commercial and manufacturing presence in that rapidly growing economy. We also-expanded our global
manufacturing capabilities with the start up of a generator facility in Monterrey, Mexico, a 27% increase in
volume in our Juarez, Mexico facility and s1gmﬁcant capltal expansions in India. T

l
While we expect to grow all geographlc markets we see A51a as offering above average growth ;opportumtles
With our existing team in India, our new Smya team and our newly appomted Pres1dent of China
Operations, Harold Lang, we are posmonmg ourselves to make thrs geographrc area a strong contnbutor to our

future success. . . . l
. . e e . [ . I

Digitization... S SRR o :

Digitization is our way of delivering productivity to either our customers of'to our own business, Digitization
means increasing our speed and reducing wasted effort One .of our goals has been to move to| | central ERP
system — a move that will allow us to leverage our scale and fmd synergies across the business! The first step
was to fully sever our ties to GE's IT systems; it was af endrmous task that we completed in the fourth quarter
We also added a host of new digital tools across the company While there remains much to do we are making

significant progress towards our goal of makmg lT a competmve advantage

i
Lean Six Sigma... l
We look at Lean Six Sigma as a journey, not a destmanon It lS a process of bringing screnI to ‘business
decision-making, with a core prmcrple of continuous lmprovement We belleve that dlsmpllned .:rnprovements
to our processes will deliver more satisfied customers,” more satisfied employees and more satisfied
shareholders. We now have trained over 500 people and’ have developed over 400 active pro_|ects that will
improve our ability to serve our customers and deliver fmanCIal beneﬁts to our busmess We also completed
our first transformational Lean project in our Juarez facrlrty This pl‘O_]eCt succeeded in mcreasmg the
production capacity of a significant portion of the plant by 42% and reducmg our investment in inventory by
34%. More important, we are now better positioned to serve our customers on a timely basis with outstanding
product quality from this facility. While we have employed Lean tools for a number of jyears, we are

determined to take our Lean efforts deeper in every function of the Company. |
. i

- . A
AN 0, .-

Customer Centricity... : ) . h I

We know that our future starts and ends with the sausfactton of our customers. In fact, our jother strategic
initiatives are, in essence, a subset of this overriding’ initiative. During the third quarter-we completed our first
company-wide customer survey in whrch we- solrcrted feedback from over 12,000 customers. ' The feedback

T‘ T i . o
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was both encouraging and humbling. Using this candid feedback; every business unit is enacting specific
strategies to improve its measures, to, perfect its brand promises; and to more closely link its efforts to its
customers success. Overall, we were pleased with our customers’ view of our performance, and we are
focused on makmg 1t even better ‘

Our CompetmveAdvantage " S e - .

: i

We are conﬁdent that our ﬁve company w1de 1n1tlat1ves are right on target for our business, but we also know
that the initiatives are merely ideas without a strong and talented team to fully implement them. We firmly
believe that the only way-to create a sustamable competitive enterprlse is to attract, retain and fully utilize the
capabilities of talented people. - . '

With the acquisition of tne Sinya business, Regal Beloit now has over 13,000 associates around the world.
More than half of our people live outside the United States and bring a global perspective to our decision-
making. We believe that talented individuals respond best in an environment that rewards merit and provides
for career development. Our Business Talent Review process, launched worldwide in 2005, is central to our
talent management efforts. In addition, many of our digitization efforts are aimed at linl&ing these talented
people and speeding information exchange. These efforts are workmg and are helpmg us fuse the enormous
energies of our people. | - L Lo
A key highlight in 2006 was the inauguration of our new Packard Learning Center (P'LC) at our Beloit
headquarters. This facility is dedicated to providing leading-edge tools to talented people. The PLC will play a
significant role in the development of our.current and future leaders.

14w
o
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Leadership |

e
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While it is not p0551ble to, discuss all of the key leadersh:p ehanges in the company, we do want to hlghllght a
few of particular s1gn|ﬁcance First were the retirements ‘'of James L. Packard, J. Reed Coleman‘and John A.
McKay from our Board. Our sincere thanks and appreciation for all of Jim Packard’s contributions’ is
commumcated in our tribute to Jim, located on the inside back cover of this report. Jim’s nearly three decades
of leadershlp have indelibly etched his spec1al qualities on the heart of the corporation. Reed Coleman served
on our Board from 1981 to 2006, and John McKay served from 1992 to 2006. Both were dedicated to the
success of the Company, made substantial contributions to our direction'and growth and embodied the skills
and traits that we look for in great directors. We are deeply 1ndebted to Reed and John for their service and
contributions to the success of Regal Belont i e
We also welcomed two new Board members, Carol N. Skornicka and Mark J.. Gliebe. Carol i$ Senior Vice
President, Secretary and General Counsel of Midwest Airlines, who brings a record of impressive personal
accomplishments and public service. Mark joined Regal Beloit in 2005 after 22 years with General Electric
and has quickly established himself as an impact player and strategic thinker. Both Carol and Mark bring great
skill sets, operating experience and solid values to our already outstanding Board. We look forward to
benefiting from their experience and counsel.

-~

Finally, we added two new officers during the yea}: Terry-R. Colvin, Vice President of Human Resources, and
Paul J. Jones, Vice President, General :Counsel and Secretary. Terry and Paul both started in September and
have already established themselves as key contributors with the depth and knowledge needed to drive their
respective functions and to contribute across the Company.
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| We continue to be very conf dent ébout the long-term out]ook for our Company. We expect to contmue 1o
. grow as a result of our pipeline of new products, our mcreased presence in growth markets and our laser-like
' focus on our customers. While we believe we will sec a more difficult year in residential HVAC due to a
: slower housing market, we also expect to continue to expand our business through acqu1smons lAs we look at
; acquisitions, we will contl?ue to be c‘i!s‘c:j])}lned and focused on real returns to our sh_areholders i

' At the end of the day, the foundation for our optimismcontinues to be the talent and energy-of oiir people. We
i cannot overemphasize their qualities, their values‘and their-drive for excellence..On behalf of all}of our 13,000
" associates, we could not be more pleased with our results for 2006 and our prospects for 2007 and beyond. We

t

. thank you for your continuing support. o,
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
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Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes [ No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was requnred to file such
reports); and (2) has been subject to such filing requtrcments for the past 90 days Yes® No O - ‘

1

Indicate by check mark if disclosure of dehnquenl filers pursuant to [tem 405 of Regulatlon S Kis not contained herem and will
not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements lncorporated by reference in .
Part ill of this Form 10-K or any amendment io this Form 10-K. =

Indicate by check mark whether the registrant is a large accelerated filer, accelerated filer, or a non-accelerated filer: See
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DOCUMENTS INCORPORATED BY REFERENCE

Certain information contained in the Proxy Statement for the Annual Meeting of ShareholdErs to be held on April 20,'2007 is
incorporated by reference into Part 111, hereof.
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: CAUTIONARY STATEMENT

This Annual Repert contains “forward- looking statements” as defined in the Private Securities Litigation Reform Act of
1995. Forward- looking statements represent our management’s judgment regarding future events. In many cases| you can identify
forward-looking statements by terminology such as “may,” “will,” “plan,” “expect,” “anticipate,” “estlmate ” “believe,” or
“continue” or the negative of these terms or other similar words. Actual results and events could differ matena‘lly and adversely
from those contained in the forward- lookmg statements due to a number of factors, mcludlng

LRI

-

*  economic changes in global markets where we do business, such as currency exchange rates, inflation rates, interest rates,
! recession, foreign government policies and other external factors that we cannot control;

i+ unanticipated fluctuations in commodity prices and raw material costs;
.+ cyclical downturns affecting the global market for capital goods;

1
1
|
|
. * unexpected issues and costs arising from the integration of acquired companies and businesses; |
m

»  marketplace acceptance of new and existing products including the loss of, or a decline in business from, any significant
customers,

* the impact of capital market transactlons that we may effect; !
* the availability and effectiveness of our information technology systems; : ‘
*  unanticipated costs associated with litigation matters; i
¢ actions taken by our competitors;
+ difficulties in staffing and managing foreign operations; . i
- s other risks and uncertainties including but not limited to those described in Ttem 1A-Risk Factors of this Form 10-K and
from time to time in our reports filed with U.S. Securities and Exchange Commission. [
~ |
All subsequent written and oral forward-looking statements attributable to us or to persons acting on our beha]f are expressly
quahf' ied in their entirety by the applicable cautionary statements. The forward-looking statements included in this Form 10-K are
made only as of their respective dates, and we undertake no obligation to update these statements to reflect subisequent events or

clrcumstances See also Item 1A - Risk Factors. ;

|
|
i
|
i
]
|
i
|
|
|
!
|
|
|
1

: ' PART |
| ' t_ - ) ' ;

Unless the context requires otherwise, references in this Annual Report to “we,” “us,” “our” or the “Company” refer collectively to
Lquit ! 4

Rega] Beloit Corporation and its subsidiaries. |

References in an Item of this Annual Report on Form 10-K to information contained in our Proxy Statement for the Annual
Meetmg of Shareholders of the Company to be held on April 20, 2007 {the “2007 Proxy Statement”) or to 1nformat10n contained in
specnﬁc sections of the Proxy Statement mcorporate the mformatton into that ltem by reference.

ITEM 1 - BUSINESS
! S ,
OUR COMPANY . . ,

. i

+

We are one of the largest global manufacturers of commercial, mdustnal and HVAC electric motors, electric generators and
controls and mechanical motion control products. Many of our products hold leading market positions in a variety of essential
commerc1al industrial and residential applications, and we believe we have one of the most comprehenswe product lines in the
markets we serve. We sell our products'to a diverse global customer base using more than 20 recognized brand names through a
mult1 channel distribution model to leading original equipment manufacturers (“OEMs”), distributors and end users across many
markets We believe this strategy, coupled with a high level of customer service, provides us with a.competitivé selling advantage
and allows us to more fully penetrate our target markets. !

We manufacture and market electrical and mechanical products Our electrical products include HVAC motors a full line of AC
and DC commercial and industrial electric motors, electric generators and controls, capacitors and electrical connecting devices.
Our mechanical products include gears and gearboxes, marine transmissions, high-performance automotive transmissions and ring
andI pinions and manual valve actuators, OEMs and end users in a variety of motion control and other mddstnal applications
increasingly combine the types of electrical and mechanical products we offer. We seek to take advantage of this trend and to
enhance our market penetration by leveraging cross-marketing and product line combination opportunities between our electrical
and mechanical products. !

We market our products through multiple business units, with each typ1ca11y having its own branded product offermg and sales
orgamzatlon These sales organizations consist of varying combinations of olr own internal direct sales people as well as exclusive
and non-exclusive manufacturers’ representative organizations. We manufacture the vast majority of the products that we sell, and
we have manufacturing, sales, engineering and dlstrrbunon facilities throughout the United States and Canada as well as in Mexico,
India, China and Europe. ) i

10 |
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We believe our competitive strengths include:

LI management experience and depth; ' :
*  strategic product offering; : ' , . CoL o
* leading market positions;: '
"+ multi-channel/multi-brand dlstrlbutlon
*  broad and diverse customer base;
» differentiated and innovative technology, and
. strategic global and rapid response operations,

Qur business strategy includes:’
*. capitalizing on new product opportunities;
¢ capitalizing on our Asian manufacturing and commercial base;

- »  leveraging our global manufacturing and sourcing structures to achleve operating margin 1mprovements

* leveraging Lean Six Sigma; . oo
* innovating new products;
* people and process excellence, and -
* industry consolidation through acquisitions. : .

'OPERATING SEGMENTS

t
4

We: have two operatmg segments: Electrical and Mechanical. F1nanc1al mformanon on our operating segmems for the three years
ending December.30,-2006 is contained in Footnote 12 of the Financial Statements: - :

ELECTRICAL SEGMENT

Qur Electrical segment includes a full line of AC and DC commercial and industrial electric motors, HVAC motors, electric
generators and controls, capacitors and electrical connecting devices. Our Electrical segment developed in the mid 1990°s with a
new strategic focus to establish our Company as a significant manufacturer of industrial electric motors, complementing our .
mechanical products businesses which serve similar markets and whose products were often used in combination with a motor.
Beginning with our acquisitions of Marathon Electric Manufacturing Corporation in 1997, the Lincoln Motors business of Lincoln
Electric Holdings; Inc."in 1999 and LEESON Electric Corporation in 2000, we believe we became one of the largest producers of
industrial electric,motors serving the North American market. In 2004, we separately acquired two.electric motor businesses from
General Electric Company (“GE”) which were natural extensions to our core electric motor lines. We acquired GE’s commercial
.AC motors business,’which manufactures a full line of alternating current motors for pump, compressor and commercial heating,
ventilating and air conditioning (“HVAC”) applications, as well as GE’s HVAC motors and capacitors businesses, which produce a

" full line of electric motors for use principally in residential HVAC systems, as well as capacitors for HVAC systems, high intensity
lighting and other-applications. The acquisitions of these GE businesses complemented our existing electrical products businesses,

prowdmg us w1th : . Lo

* . aleading market position and brand -name in the HVAC motor market;

* diversification of our served markets and a broad base of leading HVAC customers;

¢ patented electronically commutated motor (ECM) technology; )
* astrong management team and infrastructure in place to support growth; and

* significant scale and low cost manufacturing capabilities in Mexico and India.

4

*We manufacture and market AC and DC commercial, industrial and HVAC electric. motors ranging in size from sub-fractional to
small integral horsepowers to larger commercial and industrial motors from 50 through 800 horsepower. We offer thousands of
stock models of electric-motors in addition to the motors we produce to specific customer specifications. We also produce and
market precision servo motors, electric generators ranging in size from five kilowatts through four megawatts, automatic transfer
switches and paralleling switchgear to interconnect and control electric power generation equipment and electrical connecting
devices such as terminal blocks, fuse holders and power blocks. Additionally, our Electrical segment markets aline of AC and DC
adjustable speed drives. We manufacture capacitors for use in HVAC systems, high intensity lighting and other appllcatlons We
. sell our Electrical segment 5 products to distributors, original equlpment manufacturers and end users across many markets.

Our power generation business, Wthh mcludes electric generators and power generation components and controls, represents a
growing portion of our Electrical segment’s net sales. The market for electric power generation components and controls has

- 11
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i
grown in recent years as a result of a desire on the part of end users to reduce losses due to power dlsturbances Our generators are
used in industrial, agricultural, marine, military, transportation and other applications. . ! '

We leverage efficiencies across our motor operations. We centralize the manufacturing, purchasing,: engineering; accounting,
information technology and quality control activities of our Electrical segment. Furthermore, we specifically foster: the sharing of best
practlces across each of the Electrical segment and create focused centers of excellence in each of-our manufactuirmg functions. The
following is a description of our major Electrical product businesses and the primary products that they manufaclure! and market:

| oy

. - . . .

f GE Commercial Motors by REGAL BELOIT. Manufactures a full line of motors for pump, compressor, commercial and
residential HVAC applications. Manufactures capacitors for use in HVAC systems, high intensity lighting and other applications.

! i

. LEESON Electric. Manufactures AC motors up to 800 horsepower and DC motors up to five horsepOV\:fer gear reducers,
gearmotors and drives primarily for the power transmission, pump, food processing, fitness equrpment and mdustnal machinery
markets . = '

l N

!
Lincoln Motors. Manufactures AC motors from .1/4 horsepower to 800 horsepower prlmanly for industrial and comrnerCLal
pumps, compressors, elevators, machine tools, and specialty products. . . .
. L A
| Marathon Electric. Manufactures AC motors up to 800 horsepower primarily for HVAC, pumps, power transmlssrons fans
and blowers, compressors, agriculture products, processing and industrial manufacturing equipment. !

| Marathon Generators. Manufactures AC generators from five kilowatts to four megawatts that primarily, serve the. standby
power, prime power refrigeration, industrial and 1rr|gat10n markets. i
I < ;
" Marathon Special Products. Manufactures fuse holders termmal blocks, and' power blocks prlmartly for the HVAC
te]ecommumcattons electric control panel, utilities and transportation markets. ;
| .
' Thomson Technology. Manufactures automatic transfer switches, parallelmg swntchgear and controls, and systems controls
prlmarlly for the electric power generatlon market. A : I )

MECHANICAL SEGMENT

. s . .
Our Mechanical segment 1nc1udes a broad array of mechamcal motion control products including: standard and custom worm gear,
bevel gear, helical gear and concentric shaft gearboxes; marine transmissions; high-performance after-rharket automotive
transmrssrons and ring and pinions; custom gearing; gearmotors; and manual valve actuators. Our gear and transrmssron related
products primarily control motion by transmitting power from a source, such as a motor -or engine, to an end use, such as a
conveyor belt, usually reducing speed and increasing torque in the process. Our valve actuators are used prlmairlly in oil and gas,
water distribution and treatment and chemical processing applications. Mechanical products -are sold to orlgmal equipment
manufacturers, distributors and end users across many industry segments B T l

I o P

!

In May 2006 we sold substantially all of the assets of our cuttmg tools busmess ! . "

! y
The following is a description of our major Mechanical segment businesses and the primary products they manufacture and market:

l .

i I ' ’

‘ CML (Costruzioni Meccaniche Legananesz Sl ) Manufactures bevel gear valve actuators prlmanly for the oil, gas,
wastewater and water distribution markets. : ..

] Dursr Manufactures standard and specialized mdustrlal transm1551ons and hydraullc pump drwes 5prlmar11y for the
construcnon agriculture, energy, materia[ handlmg, forestry, lawn and garden and rallroad maintenance markets! - .

' ]

| Grove Gear/Electra-Gear. Manufactures standard and custom industrial gear reducers and specialized aluminium gear reducers
and gearmotors primarily for the material handlmg, food processmg, robotics, healthcare, power transmission, medical equlpment
and packaging markets. . » ‘ S |

! Hub Ciry/Foote—Jones Manufactures gear drives, sub-fractional horsepower gearmotors, mounted bearings, large-scale parallel
shaft and. right-angie gear drives and accessories primarily for the packaging, construction, material handling, healthcare, food
processmg markets, mining, oil, pulp and paper, forestry, aggregate, construction and steel markets. i

i o
' Mastergear. Manufactures manuat valve actuators for:liquid and gas flow control prlmarlly for the petrochemical processing,
ﬁre protection and wastewater markets.

12f
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“ Opperman Mastergear, Ltds Manufactures valve actuators and industrial gear’ drwes pnman]y for the material handlmg,
agrlculmre mmmg and I1qu1d and gas flow.control markets. .+ - - 1 - L . ..
. T ( " . . . . - 4 ' . . ‘l a e ‘-‘ . 1l »
fen chhmond Gear/Velver Drrve Transmissmns Manufactures ring and pinions and " transmissions ‘primarily for- the - hlgh-
"performance automotive aftermarket, and marine and industrial transm1ssrons primarily for the pleasure boat, off- road vehicle and

forestry markets, . :

THE BUILDING OF OUR BUSINESS R ‘ R I T "

-Our growth from our foundmg as a. producer of hlgh speed cumng tools in 1955 to our current size and status has largely been the
result of the acquisition and integration of businesses to- build:a strong multi-product offering:: Our senior. management has
substantial experience: in'the-acquisition ‘and ‘integration of-businesses, aggressive cost management, and efficient manufacturing
techniques, all of which represent activities that are critical to our long-termt growth strategy. In the preceeding ten years we have
acquired, and developed our Electrical segment businesses into one of the’largest producers,of etectric-motors serving the North

America market. The following table suminarizes select Electrical Seginent acquisitions since 1997. ...

Year Annual Revenues # co T B ; Coor,
Product Line Acquired at Acquisition Product Listing at Acquisition
e e S _, (in millions) e .
p Electr:calProducts o ] e o L
Smya Motors o ey 2006 ‘ ) 5. 39 ot Fractional and sub-fractional HVAC motors
" GE Commercial AC Motors o 2004 L. 144 AC motors for pump, eompressor equ1pment
o ’ a ‘and.commercial HVAC
GE HVAC Motors and Capacitors 2004 . ~442 . Fullline of motors and.capacitors for
C P e . w.u rs - residential and commercial HVAC systems . |
LEESON Electric Corporation 2000 175 AC motors (to 350 horsepower) gear reducers,,

gearmotors and drives

Thomson Technology, Inc.. . 2000, .. 14‘._,;, ) . Automatic transfer switches, paralleling
. e L . - . ‘ . sw1tchgear and controls and controls systems
Lincoln Motors T, 1999 C50. AC motors (1/4 to 800 horsepower)
. Marathon Electric h/lanufacturing n 1997 . ... 245 " AC motors (to 500 horsepower), AC .

Corporation generators (5 kilowatt t0 2.5 megawatt) fuse .

holders, terminal blocks and power blocks

O o v P
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SALES, MARKETING AND BISTRIBUTION ., .. T

We sell our products directly to original equipment manufacturers (“OEMS”) distributors.and end-users.across many markets. We

have multiple business units, with each unit typically having its own branded product offering and sales organization. These sales

,organizations consist of varying combinations of our own internal direct sales people as well as, exclusive and non-exclusive

manufaeturers representauve orgamzatlcms . ) Dot

. Our motors are v1tal components of an HVAC system and are,used to move air into and away, from fumaces heat pumps air
condltroners ventllators fan filter boxes and humidifiers. We believe that a majorlty of our HVAC motors are used in applications
that replace existing equlpment with the remainder used i in new equrpment appllcatlons The busmess enjoys a large mstalled base
of equtpmem and long-term relauonshtps with iis ‘major customers.

MARKETS AND COMPETITORS .'r . e
The worldwrde market for electri¢ motors.is est:mated Jin excess of $25 billion. The overall domestlc market for electric motors is
estlmated av 89 billion annually, although we est1mate the sectors in which we primarity, compete, commercial and industrial
elecmc motors and HVAC/refngerann motors, to be approximately a $5.0 billion segment of the overall domestic market, We
beheve approximately 60% of all, electrlcrty generated in the U.S. runs through electric motors. We betieve we are among the
largest producers of commercial and industrial motors and the largest producer of HVAC motors. In addition, we beheve that we
are the largest electric generator manufacturer in the United States that is not affiliated with a diesel engine manufacturer. Major
domestic competitors for our electrical products include Baldor Electric, U.S. Electric Motors (a division of Emersen Electric Co.),
AL 0. Smith Corporation, General Electrlc Company and Newage (a dlv15|on of Cummins, lnc)  Major foreign compeutors include

Slemens AG, Toshiba Corporation, Weg S.A., Leroy- Somer, Inc. and ABB Ltd.
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Wc;e serve various mechanical product markets and compete with a number of different companies depending on the particular
product offering. We believe that we are a leading manufacturer of several mechanical products and that we are the leading
manufacturer in the United States of worm gear drives and bevel gear drives. Our competitors in these markets include Boston Gear
(a division of Altra Industrial Motion, Inc.), Dodge (a division of Baldor Electric), Emerson Electric Co. and Winsmith (a division
of ‘Peerless-Winsmith, Inc.). Major foreign competitors include SEW Eurodrive GmbH & Co., Flender GmbH Nord, Sumitomo
Corporation and Zahnrad Fabrik GmbH Co. i

|
During the past several years, niche product market opportunities have become more prevalent due to changing‘ market conditions.
Manufacturers, who historically may have made component products for inclusion in their finished goods, have chosen to outsource
thelr requirements to specialized manufacturers like us because we can make these products more cost effectwely In addition, we
have capitalized on this competitive climate by making acquisitions and increasing our manufacturing efficiencies: Some of these
acquisitions have created new oppertunities by allowing us to enter new markets in which we had not been mvolved In practice,
our operating units have sought out specific niche markets concentrating on a wide diversity of customers and applications. We
believe that we compete primarily on the basis of quality, price, service and our promptness of delivery. We haq one customer that
ac?ounted for more than 10% of our sales in 2006 and 2005. There were no customers that accounted for 10% of sales in 2004.

PﬁODUCT DEVELOPMENT AND ENGINEERING . |

Each of our business segments has its own product development and demgn teams that continuously enhance our existing products
and develop new products for our growing base of customers that require custom and standard solutions. We have one of the
eléctric motor industry’s most sophisticated product development and testing laboratories. We believe these capabllmes provide a
significant competitive advantage in the deve]opmem of high quality motors and electric generators incorporating leading d651gn
characteristics such as low vibration, low noise, 1mpr0ved safety, reliability and enhanced encrgy efficiency. !
;

We are continuing to expand our business by developing new, differentiated products in each of our business segments. We work
closely with our customers to develop new products or enhancements to existing products that improve performance and meet their
needs |

1
As part of our 2004 HVAC motors and capacitors acquisition, we acquired new ECM motor technology. An ECM motor is a
brushless DC electric motor with integrated speed control made possible through sophisticated electronic and sensing technology.
ECM motors operate at variable speeds with attractive performance characteristics versus competitive variable speed solutions in
comfort, energy efficiency,’ motor life and noise. GE developed the first generation ECM motors over 15 years ago. ECM
technology is protected by over 125 patents, and we acquired from GE intellectual property and usage rxghts relating to ECM
technology. ECM motors offer significantly greater temperature and air quality control as well as increased energy efficiency.

While we believe that our brands and innovation are important to our continued growth and strong fi nanc:lal results, we do not
cons:der any individual brand or patent, except for the ECM related patents, to be material.

MANUFACTUR]NG AND OPERATIONS !

We have developed and acquired global operations in lower cost locations such as Mexico, India, and China thal complement our
flexible, rapid response operations in the United States, Canada and Europe. Our vertically integrated manufacturing operations,
including our own aluminum die casting and steel stamping operations are an important element of our rapid response capabilities.
In’ addition, we have an extensive internal logistics operation and a network of distribution facilities with the capability 1o modify
stock products to quickly meet specific custom requirements in many instances. This gives us a competltwe advantage as we are
able to deliver a customer’s unique product when and where they want it.

f

We manufacture a majority of the products that we sell, but also strategically outsource components and fi hished goods to an
established global network of suppliers. Although we have aggressively pursued global sourcing to reduce our overall costs, we
snll maintain a dual sourcing capability in our existing domestic facilities to ensure a reliable supply source for our customers. We
regularly invest in machinery and equipment and other improvements to, and maintenance of, our facilities. Addltlonally, we have
typlcally obtained significant amounts of quality capital equipment as part of our acquisitions, often increasing ¢ overall capacity and
capability. Base materials for our products consist primarily of: steel in various types and sizes, including bearmgs and weldments;
copper magnet wire; and ferrous and non-ferrous castings. We purchase our raw materials from many suppliers and, with few

exceptions, do not rely on any single supplier for any of our base materials. '

We have also continued to upgrade our manufacturing equipment and processes, including increasing our use of computer aided
manufacturing systems, developing our own testing systems, redesigning plant layout and redesigning products to take full
advantage of our more productive equipment and to improve product flow. We believe that our continued product redesign and
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efficient plant layout often provide us with a competitive cost advantage in our manufacturmg operation. Qur goal is 10 be a Iow
cost producer in our core product areas. o

FACILITIES a i

We have manufacturing, sales and service facilities throughout the United States and Canada and in Mexico, Europe, China and
India. Our Electrical segment currently includes 63 manufacturing, service and distribution facilities, of which 21 are principal
manufacturing facilities. The Electrical segment’s present operating facilities contain a total of approximately 4,298,000 square
feet of space of which approximately 1,281,000 square - feet are leased. OQur Mechanical segment currently includes 15
manufacturing, service and distribution facilities, of which 5 are principal manufacturing facilities. The Mechanical segment’s
present operating facilities contain a total of approximately 1,233,000 square feet of space of which approximately 56,000 square
feet are leased. Our principal executive offices are located-in Beloit, Wisconsin in an owned approximately 54,000 square foot
office bm]dmg We believe our equipment and fac:lmes are well mamlamed and adequate for our present needs.

BACKLOG

Our business units have historically shipped the majority of their products in the month the order is received. Since totat backlog
is less than 10% of our annual sales, we believe that backlog is not a reliable indicator of our future sales. As of December 30,
2006, our backlog was $174.6 million, as. compared to $140.4 million on December 31, 2005 We believe that virtually all of our
backlog is shlppab]e in 2007, . oo . .

¥

PATENTS, TRADEMARKS AND LICENSES

We own a number of United States patents and foreign patents:relating to our businesses. While we believe that our patents
provide certain competitive advantages, we do not consider any one patent or group of patents essential to our business other than
our ECM patents which relate 1o a material portion of our sales. We also use various registered and unregistered trademarks, and
we believe these trademarks are significant in the marketing of most of our products. However, we believe the successful
manufacture and sale of our products generally depends more upon our technological, manufacturing and marketmg Sk]”S
EMPLOYEES

oy
As of the close of busmess on December 30, 2006, the Company employed approxlmately 13 600 worldw1de employees -We
consider our employee relations to be very good. . ; e :

¢

ENVIRONMENTAL MATTERS - : S oL .

We are currently invelved with environmental proceedings related to certain of our facilities (see also Item 3 - Legal
Proceedings). Based on available information, we believe that the outcome of these proceedings and future known environmental
compliance costs will not have a material adverse effect on our financial position or results of operatlons s o .

EXECUTIVE OFFICERS OF .THE COMPANY S ‘ o ; . - 'k

The names, ages, and positions of the executive officers of the Company as February 15, 2007, are listed below along with their
business experience during the past five years. Officers are elected annually by the Board of Directors at the Meeting of Directors
immediately following the Annual Meeting of Shareholders in April. There are no family relationships among these officers, nor
any arrangements of understanding between any officer and any other persons pursuant to which the officer was selected. - o

Name Age Position Business Experience and Prmc:pal Occupation

Henry W. Knueppel 58 Chairman and Chief Elected Chairman in April 2006; elected Chief Executive Ofﬁcer
: ' Executive Officer April 2005; served as President-from April 2002 to December 2005

and Chief Operating Officer from April 2002 to April 2005; served as
Executive Vice President from 1987 to Apnl 2002; joined the
Company in 1979. i
Mark Gliebe 46 President and Chief Elected President and Chief Operatmg Ofﬁcer in December 2005.
Operating Officer Joined the Company in January 2005 as Vice President and President
— Electric Motors Group, following our acquisition of the HVAC
motors and capacitors businesses from GE; previously employed by
GE as the General Manager of GE Motors & Controls in the GE
Consumer & Industrial business unit from June 2000 to December
2004, :
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Name Age Position Business Experience and Principal Occupation

David A. Barta 44 Vice President and Chief  Joined the Company in June 2004 and was elected Vice President,
; Financial Officer Chief Financial Officer in July 2004. Prior to _]ommg the Company,
| Mr. Barta served in several financial management positions for

Newell Rubbermaid Inc. from 1995 to June 2004 serving most

recently as Chief Financial Officer Levolor/Kirsch Division. His

, : prior positions during this time included Vice President — Group

Controller Corporate Key Accounts, Vice President — Group

. Controller Rubbermaid Group and Vice President lnvestor Relations.
David L. Eisenreich 63 Vice President and Elected Vice President and President of lndustnal Power
‘ President, Industrial . Transmission and Power General in April 2OQ6, Elected Vice

J Power Transmission and - President and President, Power Generation land Mechanical
‘: Power Generation Components in’ 2005. Served as Vice President!and President of

Motor Technologies Group from 2001 to 2005; Jeined the Company
in 1997 with acquisition of Marathon Electric.

Paul J. Jones 36 Vice President General Joined the Company in September 2006 and was elected Vice
: Counsel and Corporate President, General Counsel and Secretary in September 2006. Prior
D Secretary : : to joining the Company, Mr. Jones was a partner with Foley &
| Lardner LLP where he worked since 1998. !

Terry R. Colvin 51 Vice President Joined the Company in September 2006 and was elected Vice
' Corporate Human President Corporate Human Resources in January 2007. Prior to
, Resources joining the Company, Mr. Colvin was Vice President of Human

Resources for Stereotaxis Corporation from 2005 to 2006. From
P S 2003 to 2005, Mr. Colvin was a Plant Operations consultant In 2003
and prior, Mr. Colvin served in several human resources positions for
: Sigma-Aldrich Corporation, serving most recently 'as Vice President
S o - of Human Resources from 1995 to 2003. |

WEBSITE DISCLOSURE '

i
The Company’s Internet address is www.regalbeloit.com. We make available free of charge (other than an investor’s own Internet
access charges) through our Internet website our Annual Report on Form 10-K, quarterly reports on Form 10-Q and current reports
oanorm 8-K, and amendments to those reports, as soon as reasonably practicable after we electronically file such material with, or
furnish such material to, the Securities and Exchange Commission. We are not including the information contained on or available
through our website as a part of, or incorporating such information by reference into, this Annual Report on Form 10-K.

ITEM 1A - RISK FACTORS , - !

'
'

You should carefully consider each of the risks described below, together with all of the other information contained in this
Annual Report on Form 10-K, before making an investment decision with respect to our securities. If any of the following risks
develop into actual events, our business, financial condition or results operations could be materially and adverscly affected and
you may lose all or part of your investment. J
|

Wé operate in highly competitive electric motor, power generation and mechanical motion control markets.
The electric motor, power generation and mechanical motion cantrol markets are highly competitive. Some of our competitors are
larger and have greater financial and other resources than we do. There can be no assurance that our products will be able to
compete successfully with the products of these other companies. \

I i

1 - - * . " . . . - . . I .
The failure to obtain business with new products.or to retain or increase business with redesigned existing or customized products
could also adversely affect our business. It may be difficult in the short-term for us to obtain new sales to replace any unexpected
declme in the sale of existing or customized products. We may incur significant expense in preparing to meet anticipated customer
reqmrements which may not be recovered. |




Cyclicality adversely affects us.

Our business is cyclical and dependent on industrial and consumer spending and is therefore impacted by the strength of the
economy generally, interest rates and other lactors. .Economic factors adversely affecting OEM production and consumer
spending could adversely impact us, During periods of expansion in OEM production, we generally have benefited from incréased
demand for our products. Conversely, durmg recess:onary periods, we have been adversely affected by reduced demand for our
products. .

In our HVAC motor business, we depend on revenues from several significant customers, and any loss, cancellation or
reduction of, or delay in, purchases by these customers may have a material adverse effect on our business.

Several significant customers of our HYAC motors business represent a significant portion of our revenues. Our success will
depend on our continued ability to develop and manage relationships with these customers. We expect that significant customer
concentration will continue for the foreseeable future in our HVAC motor business. Our dependence in the HVAC motor business
on sales from-a relatively small number of customers makes our relationship' with each of these customers important to our
business. We cannot assure you that we will be able to retain significant customers. Some of our customers may in the future shift
some or all of their purchases of products from us to our competitors or to other sources. The loss of one or more of our largest
customers, any reduction or delay. in sales to these customers, our inability to develop relationships successfully with additional
customers, or future price concessions that we may make could have a material adverse effect on our business.

" Qur sales of products incorporated into HVAC systems are seasonal and affected by the wealher, mild or cooler weather could
have an adverse effect on our operating performance.

Many of our motors are incorporated into HVAC systems that OEMs sell to end users. The number of installations of new and
replacement HVAC systems or components is higher during the spring and summer seasons due to the increased use of air
conditioning during warmer months. Mild or cooler weather conditions during the spring and summer season often result in end
users deferring the purchase of new or replacement HVAC systems or components. As a result, prolonged periods of mild or
cooler weather conditions in the spring or summer season in broad geographical areas could have a negative impact on the demand
for our HVAC motors and, therefore, could have an adverse effect on our operating performance. In addition, due to variations in
weather conditions from year to year, our operating performance in any smgle year may not be indicative of our performance in
any future year. : . A .

Our dependence on, and the price of, raw materials may adversely affect our profits.

The principal raw materials used to produce our products are copper, aluminum and steel. We source raw materials on a global or
regional basis, and the prices of those raw materials are susceptible to significant price fluctuations due to supply/demand trends,
transportation costs, government regulations and tariffs, changes in currency exchange rates, price controls, the economtic climate
and other unforeseen circumstances. If we are unable to pass on raw material price increases to our customers, our future
profitability may be materially adversely affected.

We increasingly manufacture our products outside the United States, which may present additional risks to our business.

As a result of our recent acquisitions, a significant portion of our net sales are attributable to products manufactured outside of the
United States, principally in Mexico, India and China.: Approximately 8,700 of our over 13,600 total employees and 13 of our 29
principal manufacturing facilities are located outside the United States. International operations generally are subject to various
risks, including political, societal and economic instability, local labor market conditions, the imposition of foreign tariffs and
other trade restrictions, -the impact of foreign government regulations, and the effects of income and withholding taxes,
governmental expropriation and differences in business practices. We may incur increased costs and experience delays or
disruptions in-product deliveries and payments in-connection with international manufacturing and sales that could cause loss of
revenue. Unfavorable changes in the political, regulatory, and business climate in countries where we have operations could have
a material adverse effect on our financial condition, results of operations and cash flows.

We may be adversely impacted by an inability to identify and complete acquisitions.

A substantial portion of our growth has come through acquisitions, and an important part of our growth strategy is based upon
acquisitions. We may not be able to identify and successfully negotiate suitable acquisitions, obtain financing for future
acquisitions on satisfactory terms or otherwise complete acquisitions in the future. [f we are unable to successfully complete
acquisitions, our ability to grow our company significantly will be limited.




|
i
. |
Goodwill comprises a significant portion of our total assets, and if we determine that goodwill has become impaired in the

Sfuture, net income in such years may be materially and adversely affected. !
|

.

Goodwill represents the excess of cost over the fair market value of net assets acquired in business combinations. We review
goodwill and other intangibles annually for impairment and any excess in carrying value over the estimated fair value is charged to
the results of operations. A reduction in net income resulting from the write down or impairment of goodwill would affect
financial results and could have a material and adverse impact upon the market price of our common stock.

Our leverage could adversely affect our financial health and make us vulnerable to adverse economic and industry conditions.

' . :
We have incurred indebtedness that is substantial relative to our shareholders’ investment. Qur indebtedness has important
consequences. For example, it could: '

| »  make it difficult for us to fulfill our obligations under our credit and other debt agreements;

*  make it more challenging for us to obtain-additional financing to fund our business strategy and acquisitions, debt service

' requirements, capital expenditures and working capital; '

* increase our vulnerability to interest rate changes and general adverse econemic and industry condmons

*  require us to dedicate a substantial portion of our cash flow from operations to service our mdebtedness, thereby reducing
the availability of our cash flow to finance acquisitions and to fund working capital, capital expenditures, research and
development efforts and other general corporate activities; !

¢ limit our flexibility in planning for, or reacting to, changes in our business and our markets; and |

*  place us at a competitive disadvantage relative to our competitors that have less debt. :

|

In addition, our credit facility requires us to maintain specified financial ratios and satisfy certain financial condition tests, which
may require that we take action to reduce our debt or to act in a manner contrary to our business objectives. If an event of default
under our credit facility occurs, then the lenders could elect to declare all amounts outstanding under the credit faciiity, logelher
wnth accrued interest, to be immediately due and payable, and a cross default could occur under the tcrms of our senior
subordinated convertible notes allowing the trustee or the holders of the notes to declare the principal amount of‘ the notes, together
with accrued interest, to be immediately due and payable. %

|

The success of the Company is highly dependent on qualified and sufficient staffing. Our failure to am'act or retain qualified
persormel could lead to a loss of revenue or profitability. . ,

: '
Qur success depends, in part, on the efforts and abilities of our senior management team and key employees. Their skills,
experience and industry contacts significantly benefit our operations and administration. The failure to attract or retain members of
dur senior management team and key employees could have a negative effect on our operating results. .
t

T he Company’s operations are highly dependent on information technology infrastructure and fazlures' could signifi camly
affect our business.

We depend heav1ly on our information technology infrastructure in order to achieve our business Ob_]eCIIVCS If we experience a
problem that impairs this infrastructure, such as a computer virus, a problem with the functioning of an important IT application,
or an intentional disruption of our IT systems by a third party, the resulting disruptions could impede our ability to record or
process orders, manufacture and ship in a timely manner, or otherwise carry on our business in the ordinary course. Any such
events could cause us to lose customers or revenue and could require us to incur significant expense to ellmmate these problems
and address related security concerns.

We are in the process of introducing a global Enterprise Resource Planning (ERP) system that will redesign and deploy a common
information system over a period of several years. As we implement the ERP system, the new system may not perform as
e'xpected. This could have an adverse effect on our business. |

We are subject to litigation that may adversely affect our business and results of operations. |
We are, from time to time, a party to litigation that arises in the normal course of our business operations, mcludmg, among other
thmgs contract disputes, product warranty and liability claims, and environmental, asbestos, employment and other litigation

matters. Litigation may have an adverse effect on us because of potential adverse outcomes, the costs associated with defending
lawsuits, the diversion of our management’s resources and other factors. |

]
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We may be adversely affected by environmental, health and safety laws and regulations.

We are subject to various laws and regulations relating to the protection of the environment and human health and safety and have
incurred and will continue to incur capital and other expenditures to comply with these regulations. Failure to comply with any
environmental regulations could subject us to future liabilities, fines or penalties or the suspension of production. In addition, we
are currently mvolved in some remediation activities at certain sites. If unexpected obligations at these or other sites or more
stringent environmental laws are imposed in the future, we could be adversely affected.

We may suffer losses as a result of foreign currency fluctuations.

The net assets, net earnings and cash flows from our foreign subsidiaries are based on the U.S. dollar equivalent of such amounts
measured in the applicable functional currency. These foreign operations have the potential to impact our financial position due to
fluctuations in the local currency arising from the process of re-measuring the local functional currency in the U.S. dollar. Any
increase in the value of the U.S. dollar in relation to the value of the local currency will adversely -affect our revenues from our
foreign operations when translated into U.S. dollars. Similarly, any decrease in the value of the U.S. dollar in relation to the value
of the local currency will increase our development costs in forelgn operations, to the extent such costs are payable in foreign
currency, when translaled into U.S. dollars.

The operations and success.of the Company can be impacted by natural disasters, terrorism, acts of war, international conflict,
political and governmental actions which could harm our business.

Natural disasters, acts or threats of war or. terrorism, international conflicts, and the actions.taken by the United States and other
governments in response to such events could cause damage or disrupt our business operations, our suppliers, or our customers,
and could create political or economic instability, any of which could have an adverse effect on our business. Although it is not
possible to predict such events or their consequences, these events could decrease demand for our products, could make it difficult
or impossible for us to deliver products, or could disrupt our supply chain. The Company may also be impacted by actions by
foreign governments, including currency devaluation, tariffs and nationalization, where our facilities are located which could
disrupt manufacturing and commercial operatlons -

The Company is subject to tax laws and regulations in many jurisdictions and the inability to successfully defend claims from
taxing authorities related to our current and/or acqmred businesses cauld adversely affect our operating results and financial
position,

We conduct business in many countries, which requires us to interpret the income tax laws and rulings.in each of those taxing
jurisdictions. Due to the subjectivity of tax laws between those jurisdictions as well as the subjectivity of factual interpretations,
our estimates of income tax liabilitics may differ from actuat payments or assessments. Claims from taxing authorities related to
these differences could have an adverse impact on our operating results.and financial position.

The Company has numerous pension plans and future legislation or regulations intended to reform the funding and reporting
of pension benefit plans could adversely affect our operating results and cash flows, as could changes in market conditions that
impact the assumptions we use 10-measure our habdmes under these plans.

Legislators and agencies of the U.S. government have proposed legisiation and regulations to amend, restrict or eliminate various
features of, and mandate additional funding of, pension benefit plans. if legislation or new regulations are-adopted, we may be
required to contribute additional cash to these plans, in excess of our current estimates. Market volatility in interest rates,
investment returns and other factors could also adversely affect the funded status of our pension plans. Moreover, future changes
to the accounting and reporting standards related to pension plans could create significant volatility in our operating results.

Our stock may be subject to significant ﬂucman’ons and volatility.

The market price of shares of our common stock may be'volatile. Among the factors that could affect our common stock price are
those discussed above under “R:sks Factors™ as well as:

¢ quarterly fluctuation in our operating income and earnings per share results;

¢ decline in demand for our products;

* significant strategic actions by our competltors including new product. mtroductlons or technological advances;

* fluctuations in interest rates;

*  cost increases in energy, raw matérials or labor;

* changes in revenue or earnings estimates or publication of research reports by analysts; and

* domestic and international economic and political factors unrelated to our performance.
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In addition, the stock markets have experienced extreme vo]atlllty that has often been unrelated to the operating performance of

particular companies. These broad market fluctuations may adversely affect the trading price: of our commen stock.

Cn .
ITEM 1B - UNRESOLVED STAFF COMM ENTS .. ,
None. |

ITEM 2 - PROPERTIES !

i
We have manufacturmg, sales and service facilities throughout the United States and Canada and in Mexico !Europe China and
Indta . ‘ . .

t " ' ' -
Our Electrical segment currently includes 63 manufactunng, service. and distribution .facilities: of WhICh 21 are principal
manufacturing facilities. The Electrical segment’s-present operating facilities contain a total of approx1mate]y 4.3 million square
feet of space of which approximately 30% are leased. . : o : !

. a -
Our Mechanical segment currently includes 15 manufacturing, service and distribution facilities, of whi|ch 8 are principal
manufacturing facilities. - The Mechanical segment’s present operating t"ac1llt1es contam a total of approx:mately 1.2 million square
feet of space of which approximately 5% are leased. oo L e ‘

At December 30, 2006, three-Mechanical segment buildings totaling approxlmately 443,000 square feet were available for sale due

to consolidation of manufacturing in other locations. e o L !

Qur principal executive offices are located in Beloit, Wisconsin in an owned approximately 54,000 square foot office building. We
believe our equipment and fac1]|ttes are well maintained and adequate for our present nceds - |
i

| . . 1L, ’ . . . X .I

anatmn Square Footage Status - Description of Use

Electrical Segment ' ‘

| v Wausau, WI . .. 498,329 Owned Manufacturing '
o Juarez, Mexico . oo .335,000 " Owned ’ .+ Manufacturing |
' Changzhou, China 322,500 Leased Manufacturing |

' Reynosa, Mexico 320,000 . Owned Manufacturing
Springfield, MO . = .. 250,000 .. Owned . -~ Manufacturing

R . Shanghai, China - : 226,000 .. . . Owned Manufacturing
- Indianapolis, IN o 220,832 -t....  Leased .. Warehouse i

. Faridabad, India o 220,000, + Owned - Manufacturing !
) Lebanon, MO 186,900 Owned . Manufacturing
. Lincoln, MO - , - 120,000 ... eyOwned- . - . Manufacturing |
i . Monterrey, Mexico %, « -+ s 108,103 -+ - . "Leased - .- Manufacturing E:

| Lima, OH 107,000 + ~.  Owned - .« + Manufacturing . .

Blytheville, AR 107,000 ' Leased Manufacturing |

{ West Plains, MO - - 106,000 . Owned . - 4. Manufacturing |
' Black River Falls, WI . .. 103,000 | -Owned © .+« Manufacturing |
N All Other (36) - o 1,027,275 M U .
1. Mechanical Segment ' - . . }

- Chicago, 1L : - - 282,973 © Owned Manufacturing '

Liberty, SC 173,516 Owned Manufacturing |

! Aberdeen, SD ' 164960,  Ownedse' - - Manufacturing. |
' Shopiere, WI 132,000 Owned : ) Manufacturing

. Union Grove, WI ~ - 122,000 - ©  Owned -+ . - . - Manufacturing '
= All Other (10} 357,164 @ . @ :

M Less significant manufacturing, service and distribution and engineering facilities located in the United
States, Canada, Europe, and Asia: Electrical leased square footage 1,281,397. 5

i
' @ Mechanical leased square footage 56,492.

i

e
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ITEM 3 - LEGAL PROCEEDINGS

An action was filed on June 4, 2004, and amended in September 2004, against one of the Company’s subsidiaries, Marathon
Electric Manufacturing Corporation. (“Marathon”), by Enron- Wind Energy Systems, L.LL.C, Enron. Wind Contractors, LL.C and
Zond Minnesota Construction Company, LLC (coltectively, “Enron Wind”). The action was filed in the United States Bankruptcy
Court for the Southern District of New York where each of the Enron Wind entities has consolidated its Chapter 11 bankruptcy
petition as part of the Enron.Corporation bankruptcy.proceedings:. In the action against Marathon, Enron Wind has asserted
various claims relating to the alleged failures and/or degradations of performance of about 564 generators sold by Marathon to
Enren Wind from 1997 to 1999. In January 2001, Enron Wind and Marathon entered into a “Generator Warranty and Settlement
Agreement and Release of All Claims” (“Warranty Agreement”), This Warranty Agreement resolved various issues related to past
performance of the generators, provided a limited warranty relatéd to the generators going forward, and contained a release by all
partics of any claims related to the generators other than those arising out of the obligations contained in the Warranty Agreement.
Enron Wind is seeking to recover the purchase price of the generators and transportation costs totaling about $21 million. In
addition, although the Warranty Agreement contains a waivéf of consequential, incidental, and punitive damages, Enron Wind
claims that this limitation is unenforceable and seeks recovery of consequential, incidental and punitive damages incurred by it and
by its customers, totaling an additional $100 million. Enron Wind has asserted claims of breach of contract, breach of the implied
covenant of good faith and fair dealing, promissory fraud, and intentional interference with contractual relations. Marathon has
filed a motion with the court seeking to have many of Enron Wind’s claims dismissed. Enron Wind recently has filed a motion
with the court seeking a declaration that Marathon had an obligation under the Warranty Agreement to repair or replace the
generators in the first instance regardless of whether an actual breach of warranty had occurred. The court has held hearings on
both motions, but has not yet ruled. oL Con,

The Company believes that this action is without merit and that it has meritorjous defenses to the action. The Company intends to
defend vigorously all of the asserted claims. The litigation is in an early discovery phase and it is difficult for the Company to
predict the impact the litigation may ultimately have on the Company’s results of operations or financial condition, including the
expenses the Company may incur to defend against the action. As of December 30, 2006, the Company continues to accrue for
anticipated costs in defending against this matter and such accumulated reserves as of December 30, 2006 are immaterial.

During the th]rd quarter of 2006, the Company recelved notice that the U.S. Environmental Protection Agency (“U.S. EPA”) was
seeklng reimbursement for certain costs incurred in cleaning up an environmental site in Illinois. In 2004, the Company had
previous communication from the U.S. EPA that it was ldennﬁed as one of three polcmlally responsible partics (“PRP’s™)
regarding this site. The Company had previously reached a setitement in“1999 with the U.S. EPA regarding this secure site. In
2004, management provided its expert’s assessment of the site to the U.S. EPA, which had not proceeded with any enforcement
action. The Company believes that it is not a PRP and intends to defend vigorously the associated claim. As of December 30,
2006 amounts that have been recorded in the Company’s financial statements related to this contingency are immaterial.

From time to time, the Company, in the.normal course of business, is involved in various claims and legal actions arising out of its
operations. The Company does not believe that the ultimate disposition of any currently pending claims or actions would have a
material adverse effect on the Company or its financial condition. .

ITEM 4 - SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders during the quarter ended December 30, 2006.
. ! : AT . .

Y

K

21



!
!
‘ PART II ’1
1

ITEM 5 - MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED SHAREHOLDER

: MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

!
The Company’s Common Stock, $.01 par value (“Common Stock™), is traded on the New York Stock Exchange under the symbol
“RBC.” Prior to January 21, 2005, the Company’s stock was traded on the American Stock Exchange under the symbo! “RBC.”
The following table sets forth the range of high and low closing sales prices for the Common Stock for the period from January 1,
2005 through December 30, 2006. The Company submitted -its Section 303A.12(a) CEQ Certification to the NYSE on February
26 2007. .

i 2006 2005 ;

Price Range C Price Range
: Dividends ' " | ' Dividends
High : Low’ Declared " High Low 1 Declared
[___ Quarter $ 4287 $ 3482 $ 13 § 3208 $ _ 27.69 S 12!
' 2" Quarter 53.99 40.39 .14 29.41 25.25 ! 13
[’“ Quarter 46.58 38.61 .14 3370 28.15 13 ]
" 4" Quarter 54.18 42.78 d4 38943030 | A3

The Company has paid 186 consecutive quarterly dwrdends through January 2007. The number of registered holders of Common
Stock as of February 26 2007 was 711. . !

- S |
The following table contains detail related to the repurchase of common stock based on the date of trade durmg the quarter ended

December 30, 2006. |

t ' oo - Total Number of Maximum Number

| : ‘ Shares Purchased as of Sharés that May
v Total Number of Average ' Part of Publicly Be Purchased
2006 Shares " Price Paid" Announced Plansor  Under the Plan or
Fiscal Month Purchased per Share " Programs Programs
October 1 to : - - :
| November 4 - - - 1,225,900
. S . - - T . . B '
" ['November 5 to ' -
. December 2 41,931 $ 5046 - 1,225,900
I . - . .. . :
December 3 to ‘ .
E December 30 - - 1,225,900
. [Toul 47931 " - ]

Under the Company's equity incentive plans, participants may pay the exercise price or satisfy all or a portion of the federal, state
and local withholding tax cobligations arising in connection with plan awards by electing to (a) have the Company withhold shares
of common stock otherwise issuable under the award, (b) tender back shares received in connection with such award or {c) deliver
other previously owned shares of common stock, in each case having a value equal to the exercise price or the amount to be
withheld. During the fourth quarter of 2006, the Company acquired 41,931 shares of common stock that were presented to the
Company by employees 1o pay the exercise price or to satisfy withholding taxes in connection with the exercise and/or vesting of
stock awards. These shares were then cancelled by the Company. :

The Board of Directors approved, in 2000, a repurchase program of up to 2,000,000 common shares of Company stock.
Management was authorized to effect purchases from time to time in the open market or through privately negotiated transactions.
The Company has repurchased 774,100 shares at an average purchase price of $19.67 per share under this prograitm.

Gii sold 4,559,048 shares issued to it as part-of the consideration for our December 2004 acquisition of the HVAC motor and
capacrtor business during the Company’s secondary of'fermg whtch closed August 10, 2005. Regal Beloit also issued 1,530,321
prrmary shares as part of the August 2005 offering. . . . !

ltem 12 of this Annual Report on Form 10-K contains certain i_hformatiort relating to the Company's equity compensation plans.
22 o o . !
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Stock Performance : ' e,

The following information in this [tem 5 of this Annual Report on Form 10-K is not deemed to be “soliciting material” or to be
“filed” with the SEC or subject to Regulation 14A or 14C under the Securities Exchange Act of 1934 (the “Exchange Act™} or to
the liabilities of Section 18 of the Exchange Act, and will not be deemed to be incorporated by reference into any filing under the
Securities Act of 1933 or the Exchange Act, except to the extent we specifically incorporate it by reference into such a fiiing,

The following graph compares the hypothetical total shareholder return (including reinvestment of dividends) on an investment in
(1) the Common Stock of the Company, (2) the Standard & Poor’s Small Cap 600 Index.and (3) the Standard & Poor’s 600
Electrical Components and Equipment Index for the period December 31, 2001 through December 30, 2006. In each case, the
: graph assumes the investment of $100.00-0n December 31, 2001. . :

Comparizon of Cumuiutive Five Year Tom| fawm

-
—8— bEP BMALLCAR M0 INCEX
—— B4R 4 ELECTRICAL COMPOMENTS B EQUIPMENT

. 2002 2003 2004 2005 2006 \
Regal Beloit Corporation 97.10 10585 14046 176.71 26531
S&P Small Cap 600 Index 8537 11848 14532 15648 180.14

S&P 600 Electrical Components & Equipment 7929 10000 12066 134.05 181.44.
ITEM 6 - SELECTED FINANCIAL DATA

The selected statement of income data for the years ended December 30, 2006 and December 31, 2005 and 2004 and the balance
sheet data at December 30, 2006 and December 31, 2005 are derived from, and are qualified by reference to, the audited financial
statements of the Company included elsewhere in this Annual Report on Form 10-K. The selected statement of income data for
the years ended December 31, 2003 and 2002 and the balance sheet data at December 31, 2004, 2003 and 2002 are derived from
audited financial statements not included herein.

{In Thousands, Except Per Share Data)

. Year Ended ’ Year Ended -
- December 30 - December 31
- ' 2006 2005 2004 - 2003 2002
| Net Sales $ 1,619,545 $ 1428707 $ 756,557 $ 619008 § 6052924
Income from Operations 194,017 134,572 ' 55,162 47,226 47,227
| Net Income 109,806 69,557 30,435 25,206 24518 |
Total Assets - _ 1,437,559 1,342,554 1,352,052 734,445 733,988
[ Long-term Debt 323,946 386,332 547,350 - 195,677 222812 |
Shareholders’ Investment ) 749,975 647,996 538,179 398,704 *381,423
[ Per Share of Common Stock: ' o
Eamings Per Share 3.56 2.34 1.24 1.01 1.01
L_ Earnings Per Share — Assuming : ]
Dilution -+~ ) 3.28 2,25 1.22 1.00 "1.01
Cash Dividerids Declared S5 Sl . 48 .48 481
Shareholders’ Investment 24.31 21.84 ] 21.87 ' 15.93 - 15.24
| Basic Average Shares Qutstanding 30,847 29,675 ) 24,603 25,030 24,187 |
Diluted Average Shares Outstanding 33,504 30,879 24,904 25,246 24,310

The significant increase in sales and income from 2004 to 2005 was driven by the Company’s purchase of the Commercial AC
motor and HVAC meotor and capacitor businesses from General Electric Company in late 2004.
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l;TEM 7 - MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
| RESULTS OF OPERATION
|

OVERVIEW

Regal Beloit Corporation seeks to deliver strong, consistent business results and superior shareholder returns by providing valuc
a,dded products to our custemers who serve the commercial, industrial, and residential markets. |

I
|
To this end, we are focused on two product segments: Electrical and- Mechanical. Within these segments, we follow a'closely
defined business strategy to develop and increase market leadership positions in key product categories and i improve financial
performance. On an ongoing basis, we focus on a variety of key indicators to monitor business performan{:e These indicators
mclude organic and total sales growth (including volume and price components), market share, gross profit margin, operating’
proﬁt net income and earnings per share, and measures to optimize the management of working capital, capltal expenditures, cash
flow and return on capital. The monitoring of these indicators, as well as our corporate governance pl‘aCthcS {including the
Company s Code of Conduct), are used to ensure that business health and strong internal controls are mamtamed

To achieve our financial objectives, we are focused on initiatives to drive and fund growth. We seek to| capture . significant
opportumtles for growth by identifying and meeting customer needs within our core categories and |dent!fymg category expansion
opportumues These product needs are met through extensive product research and development efforts as well as through a
dlSClplmed acquisition strategy Growth opporrumtles are emphasized that offer stronger market growth potlentlal as-a result of
geographlc based expansion or industry expansion. The investments needed to fund our growth are developed through continuous,
corporate-wide initiatives to lower costs and increase effective asset utilization, We also prioritize investments toward higher

|
return on capital businesses.

Net Sales in 2006 increased 13.4% to $1.620 billion. Net income rose 57.9% to $109.8 million.

Given the continued competitive marketplace and high raw material and energy costs, we anticipate that the inear-term operating
environment will remain challenging. However, we anticipate that the impact of new products and the imp|act of our Lean Six
Sigma program will provide additional funds for investment in support of key categories and new product development while also
supporting an increased level of profitability.

i
RESULTS OF OPERATIONS
|

|
' Net Sales
l
Worldwtde sales were $1.620 billion in 2006. Sales increased 13.4% from the $1.429 bt]llon reported for 2005. The 2006
achlSIIIOI’l of the Sinya Motor business (see Footnote 3 of our Financial Statements) accounted for $36.5 mllllon of the increase.
A]so impacting sales was the May 2005 divestiture of the Illinois Gear business and the May 2006 sale of substantla]ly all of the
_ assets of the Company’s cutting tools business. The sale of these businesses decreased sales by approximatély $14.0 mllllon for
2006 '

l

i

) i

?006 versus 2005 ' ' l

Sales in the Electrical segment were $1.419 billion, up 15.6% from the $1.22%8 billion for 2005. Sales fqr the HVAC motor -
business were positively impacted by several factors including hotter than normal weather and the legislated SEER 13 efficiency
requ1rement which was effective on January 23, 2006. We also saw strength in sales of commercial and industrial motors that
have benefited from overall economic strength. !
Sa]es in the Mechanical segment were equal to 2005 sales at $201.0 million. 2006 sales in this seglment were reduced
approximately $14.0 million as a result of the sale of substantially all of the assets of the Company’s cutting tools business in May
2006 and lllinois Gear business in May of 2005, Individual division results varied significantly with several| divisions benefiting
- from the continued strength of the industrial economy. ‘
[ - .
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Gross Profit

Our gross profit margin was 24.0% in 2006 as compared to 21.8% in 2005. The increase in gross profit margin during 2006
resulted primarily from productivity and Lean Six Sigma projects, partially offset by increases in material costs, particularly
copper. The price of copper was particularly volatile in 2006, ranging from around $2.00 to over $4.00 per pound. The increase in
materiat costs was offset by price increases implemented in all.of our channels and the benefits from productivity and Lean Six
Sigma projects. The gross profit margin for the Electrical segment reflected these impacts and increased to 23.7% trom 21.4% in
2005. Mechanical segment gross profit margin increased to 26.4% from 23 7% in 2005 primarily as a result of productivity
projects.

QOperating Expenses

Operating expenses as a percentage of sales were 12.1% in-2006 as. compared to 12,3% in 2005. The decrease in operating
expense as a percent of sales results from leveraging of fixed costs on the higher sales levels. Additionally, the HVAC and CAC
businesses operate with a lower operating expense structure due, in part, to the concentration of sales with their large OEM
customer base. Operating expenses in 2006 also include approximately $3.6 million of share-based compensation due to the
adoption of SFAS123(R), as compared to $0.5 million of share-based compensation in 2005. Electrical segment operating
expenses were | 1.6% of sales in 2006 and 11.8% of sales in 2005. Mechanical opera!mg expenses as a percent of sales decreased
to 15.3% from 15.6% in 2005. o '

Income from Operations (Operating Profit

In 2006, operating profit increased 44.2% to $194.0 million from the $134.6 million reported in 2005. As a percent of sales,
operating profit increased to .12.0% of sales for 2006 from 9.4% in 2005.  Electrical segment income from operations increased
45.0% in 2006 to $171.8 million from $118.5 million in 2005, and operating income margin increased to 12.1% in.2006 from
9.7% in 2005. The contributions from the 2004 acquisitions of GE’s HVAC-and CAC businesses, price increases, favorable
volume impacts, and the operating expense fixed cost leveraging and productivity were the main drivers of the improved
performance, Electrical segment operating profit was negatively impacted by increases in raw material costs, particularly. copper
and aluminum. Mechanical segment income from operations increased 38.8% to $22.2 million in 2006 from $16.0 million in
2005. The Mechanical segment operating income margin for 2006 improved to 11.1% from 8.0% in 2005, The results of the
Mechanical segment reflect the positive impacts of increased volume and price increases, partially offset by increases in raw
material costs. ' \

Interest Expense, Net

Interest expense, net was $19.2 million in 2006 'compared with $21.6 million in 2005. Lower a\;erage debt levels resulted in
decreased interest expense in 2006. The average balance outstanding under the Facility in 2006 was $238.8 million and in 2005
was $396.0 million. The average interest rate paid under the Company’s revolving credit facility was 5. 9% in 2006 and 4.7% in
2005.

Income Taxes

The effective income tax rate for 2006 was 35.5% compared with 35.3% in 2005. The 2006 effective rate reflected a benefit of
approximately 9% due to research and engmeermg tax credits, and a benefit of approximately .6% due to the Domestic Production
Activity Deduction thal was incorporated in the. Amencan Jobs Creation Act of 2004. The 2005 effective tax rate reflected a
benefit of approx:mately .5% attributable to the Domestic Production Activities Deduction and a one-time benefit for a China tax
holiday of apprommately 1.0%. (See also Note 8 (o Notes 1o Consolldated FmanCIal Statements. ) -

M a2t H . . Lo

Nellncome S . : T

Net income was $109.8 million in 2006 or $3 28 per share on a dituted bams compared with $69.6 million in 2005 or $2.25 per
share.
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2005 versus 2004
Net Sales '

Worldwnde sales were $1.429 billion in 2005. Sales increased 89% from the $756.6 million reported for 2004. The 2004
acqmsmons of the Commercial AC motor and HVAC motor and capacitor businesses from GE accounted for $615.0 million of the
increase. Also impacting sales was the divestiture of the Illinois Gear business that was sold by the Company in May of 2003,
The sale of this business decreased sales by approximately $5.0 million for 2005.

Sales in the Electrical segment were $1.228 billion, up 120% from 2004, including the $615.0 million from the businesses
acqulred from GE. Excluding the sales from the acquired businesses, sales increased 10%. Sales for the HVAC motor business
were positively impacted by the convergence of several factors including hotter than normal weather and the increase in HVAC
system inventory levels in the OEM and distributor channels in anticipation of the government legislated SEER 13 efficiency
requirement which was effective on January 23, 2006. We estimate that this industry-wide volume increase favorably impacted
our sales by approximately $30 million in the fourth quarter of 2005. We also saw strength in sales of commerc:al and industrial
motors that benefited from overall economic strength. '

Sales in the Mechamcal segment grew 1% to $201.0 million. Sales in this segment were reduced approx1mately $5.0 million as a
result of the sale of the IHinois Gear business in May of 2005. Individual division results varied significantly in 2005 with several
divisions benefiting from the continued strength of the industrial economy.

Gross Profit i
L
i
Our gross profit margin was 21.8% in 2005 as compared to 22.1% in 2004. The reduction in gross profit during 2005 resulted
primarily from increases in raw material costs, particularly copper. The price of copper increased from approximately $1.40 per
p'ound at the end of 2004 to over $2.00 per pound at the end of 2005. The increase in material costs was only partially offset by
price increases implemented in all of our channels and the benefits from productivity and Lean Six Sigma projects. The gross
proﬁt margin for the Electrical segment reflected these impacts and decreased to 21.4% from 21.7% in 2004. Mechanical segment
gross profit margin increased from 23.2% in 2004 to 23.7% primarily as a result of net benefits from plant consolidations and
productivity projects.
\
Oneratimz Expenses !
|

Operating expenses as a percentage of sales were 12.3% in 2005 as compared to 14.8% in 2004. The decrease in operating
expense as a percent of sales resulted from leveraging of fixed costs on the higher sales levels. Additionally, the HVAC and CAC
businesses operate with a lower operating expense structure due, in part, to the concentration of sales with their large OEM
customer base. Electrical segment operating expenses decreased to 11.8% of sales in 2005 from 15.3% of sale;s in 2004 as a result
of these factors. Mechanical operating expenses as a percent of sales increased from 15.0% in 2004 to 15.6% iI‘l 2005.

Income from Operations (Operating Profir)

In 2005, operating profit increased 143.8% to $134.6 million from the 855.2 million reported in 2004, As a percent of sales,
operating profit increased to 9.4% of sales for 2005 from 7.3% in 2004. Electrical segment income from operatlons increased
200.8% in 2005 to $118.5 million from $39.4 million in 2004, and operating income margin increased to 9.7% in 2005 from 7.1%
in 2004. The contributions from the 2004 acquisitions of GE's HVAC and CAC businesses, price increases, favorable volume
impacts, and the operating expense fixed cost leveraging and productivity were the main drivers of the lmproved performance.
Electrical segment operating profit was negatively impacted by increases in raw material costs, particularly copper and aluminum.
Mechanical segment income from operations increased 1.9% to $16.0 million in 2005 from $15.7 mllhon in 2004. The
Mechanical segment operating income margin for 2005 1mproved to 8.0% from 7.9% in 2004. The results of the Mechanical
segment reflect the positive impacts of increaséd volume and price increases, partially offset by increases in raw material costs and
the non-repeat of the 2004 sale of property located in the Usited Kingdom ($1.5 miliion pretax).

P . !
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Interest Expense, Net: . & A

Interest expense, net Wac $21.6 million-in 2005 _compared with $6.6 million in 2004. Higher interest rates and higher average debt
levels, due primarily to debt incurred as a resuit of the HVAC and CAC acquisitions, resulted in increased interest expense in
2005. The average. interest rate paid under the Company’s revolving credit facility was 4.7% in 2005 and 2.7% in 2004. The
-average balance outstanding under the Facility in 2005 was $396.0'million and in 2004 was $150.6 million.

Income Taxes

The effective income tax rate for 2005 was 35.3% compared with 32.4% in 2004. The increase to the effective rate was primarily
due to the one-time realization of benefits in 2004 for the resolution of tax audits. The 2005 effective rate reflected a benefit of
approximately .5% attributable to the Domestic Production Activities Deduction that was incorporated in the American Jobs
Creation Act of 2004. (See also Note 8 to Notes to Consolidated Financial Statements.)

5

Net Income . .- ,
Net income was $69 6 million in - 2005 or $2 25 per share on a diluted basis compared with $30.4 mllllon in 2004 or $1.22 per
share:

LIQUIDITY AND CAPITAL RESOURCES

Our working capital was $310.2 mitlion at December 30, 2006, an increase of 15.5% from $268.5 million at year-end 2005. The
$41.7 million increase was driven by a $50.8 million rise in inventories and a $20.9 million increase in accounts receivable during
2006, partially offset by a $25.5 ‘million increase in accounts payable. At December 30 2006 our current ratio, the ratio of our
current assets to current llabllmes was unchanged at 2.2:1 from the previous vear-end.

Cash ﬂow prowded by operatmg actmtles (“operatlng cash flow”) was $93. 5 mllllon in 2006 a $18.7 million decrease from 2005.
Increased net income of $40.2 million was more than oftset by a $47.1 million use of cash to increase inventory levels in 2006,
Cash flow used in investing activities was $43. 3 mllhon in 2006, $31.5 million greater than in 2005.  Capital spending increased
to $52.5 million in 2006 from $28.3 million a year earlier due pr1mar11y to increased spending for productivity improvements and
capacity increases. Qur commitments for property, plant and equipment as-of Decembeér 30, 2006 were approximately $35.6
million. We believe that our present facilities, augmented by planned capital expenditures, are sufficient to provide adequate
capacity for our operations in 2007. T

I P
+

Cash flow used in financing activities was $47.0 million in 2006 compared to $98.1 million used in 2005. Our total debt was
reduced by $38.7 million in 2006 and by $135.6 during 2005. The higher level of debt reduction in 2005 was due primarily to the
$53.0 million stock offering proceeds, $18.7 mllllon of higher operating cash flow and $24.3 million lower property, plant and
equipment expenditures. . We paid 316 6 million i in d:wdcnds to shareholders in 2006, with our quarterly dividend increasing
from $.13 to $.14 per share startmg with the second quarter dividend payment. In 2006, we increased our $35.0 million unsecured,
short-term commercial paper facility with one of our banks to $50.0 million. At December 30, 2006, $49 0 million was
outstanding under this commercial paper facility. During 2006 the Company borrowed $8.5 million secured by certain equipment,
The note bears interest at 6 3% and is payable in monthly installments of principal and interest with a $6.5 million balloon
payment in tcn years, -

Our primary financing source is our $47s. 0 million long -term unsecured revolvmg credit facility (the “Facility”) that terminates on
May 5, 2009. The Company has the option through May 5, 2008, to increase the Facility up to $550.0 million subject to
achievement of certain approvals and covenants. The Facility requires us to maintain specifted financial ratios.and to satisfy
certain financial condition tests. We were in compliance with all of these ratios and tests as of December 30, 2006. The tests
consist of a minimum mterest coverage ratio of 3.75 to 1, a maximum funded debt to EBITDA (earnings before interest, ‘taxes,
depreciation and amomzatlon) ratio of 3.75 to 1 and a maximum senior funded debt to EBITDA ratio of 2.75 to 1, and a minimum
net worth consisting of the surn of $435.0 million plus 50% of net income for each quarter ending on or after March 31, 2005 plus
75% of the net proceeds of all issuances of equity securities by the Company. At year-end 2006, we had $223.1 million of
available borrowing capacity. We believe we will satisfy the Facility’s financial ratios and tests for the foreseeable future. We
further believe that the combination of our operating cash flow and borrowing availability under the Facility will provide sufficient
cash flow to finance our ex1stmg operations for the foresceable future. (See also Note 5 of Notes to Consolidated Financial
Statements.) . -

The Company is exposed to interest rate risk on certain of its short-term and long-term debt obligations used to finance our
operations and acquisitions. At December 30, 2006, we hiad $124.1 million of fixed rate debt and $249.2 million of variable rate
debt, the latter subject to interest rate risk. The variable rate debt is primarily under our credit facility with an interest rate based
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ona margin above LIBOR and our short-term commercial paper facility. As a result, interest rate changes 1mpact future earnings
and cash flow assuming other factors are constant. A hypothetlca! 10% change in our weighted averagei borrowing rate on
outstanding variable rate debt at December 30, 2006 would result in a change in after-tax annuahzed earnings of approximately
$£0.9 million. ‘ S . P . . l
| ‘ v ‘ : .o
OFF-BALANCE SHEET ARRANGEMENTS, CONTRACTUAL OBLIGATIONS AND COMMERCIAL
COMMITMENTS !

. ¥
The following is a summary of the Company’s contractual obllganons and payments due by penod as of December 30 2006 {in
thousands): .

Debt : . ) s, .. '

Including Purchase and I :
‘ Estimated* Other Total Contractual
" Payments due by Period _ [nterest Payments Operating { eases Obligations . Obligations
- [Less than 1 Year $ 16217 B 6,914 § 135480 - % T 158611 |
! 1 — 3 Years 333,954 - 7,803 - 341,757 :
[3-5 Years 1,500 4,520 - S 6020
More than 5 Years 13,770 3,186 . - - 16,956 '
[ Total $ 365441 . § 22,423 $ 135480 S 1 523344 |
| . - M ! ) . * LI

|
*Variable rate debt based on December 30, 2006 rates. S Pttt ' i
b . - ' B ’ ) : |
We utilize blanket purchase orders (“blankets”) to communicate expected annual requirements 1o many of our suppliers.
Requirements under blankets generally do not become “firm” until a varying number of weeks before our scheduled production.
The purchase obligations shown in the above table represent the value we con51der “firm”. |

At December 30, 2006, the Company had outstand:ng standby letters of credn tolalmg $12 5 million. We had no other material
commercial commitments. L t
The Company did not have any variable interest entities as of December 30, 2006 and December 31, 2005. Other than disclosed in
the table above and the previous paragraph, the Company had no other material off-balance sheet arrangements
) !
CR[TICAL ACCOUNTING POLICIES ' ' ) ;

The preparatlon of our consolidated financial statements in accordance with accountmg prmclples generally accepted in the United
States, requires us to make estimates and assumptions affectmg the reported amounts 'of assets and llabllmes at the date of the
consolidated financial statements and revenues and expénses during the periods reported. Actual‘results coulld differ from those
esumates We believe the following critical accountmg policies could have the most sngmﬁcant effect on our reported results.

Revenue Recognition
‘ I
We recongnize revenue when all of the following have occurred: an agreement of sale exists; pricing is determinable; col]ectlon is
reasonably assured; and product has'been delivered and acceptance has occurred accordmg 1o contract terms |
tk
t
We use contracts and customer purchase orders to determine the ex'istence of an agreement of sale. We usé¢ shipping documents
and customer acceptance, when applicable, to verify delivery. We assess whether the sales price is subject to refund or adjuslment

and we assess collectibility based on the creditworthiness of lhe customer as well as the customer S payment hlstory

Returns, Rebates and Incentives
. 1

|

Our primary incentive program provides dlSll’lbl.lIOI'S with cash rebates or account credits based on agreed amounts that vary

depending on the ‘end user or original equipment manufacturlng (OEM) customer to whom our distributor; ultimately sells the

product. We also offer various other incentive programs that provide distributors and direct sale customers with cash rebates,

account credits or additional products and services based on meeting specified program criteria. Certain distributors are offered a

right to return product, subject to contractual limitations. '

[T
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We record accruals for customer returns; rebates and incentives at the time of revenue recognition based primarily on historical
experience. Adjustments to the accrual may be required if actual returns, rebates and incentives differ from historical experience
or if there are changes to other assumptions used to estimate the accrual. '

o3 ) . . n
Impairment of Long-Lived Assets or Goodwill and Other Intangibles

T . ! . . . ¢ . o L]
We evaluate the recoverability of the carrying amount of long-lived assets whenever events or changes in circumstances-indicate
that the carrying amount of an asset may not be fully recoverable through future cash flows. We evaluate the recoverability of
goodwill and other intangible assets with indefinite useful lives annually or more {requently if events or circumstances indicate
that an asset might be impaired. We use judgment when applying the impairment rules to determine when.an impairment is
necessary. Factors that could trigger an impairment review include significant underperformance relative to historical or
forecasted operating results, a significant decrease in the market value of an asset or significant negative industry or economic
trends. We perform our annual impairment test in accordance with SFAS 142, ‘Goodwill and Other. Intangible Assets.”

Retirement Plans©~ ~ ' - '
L . . . . .

Approximately half of our’ domestic employees are covered by defined benefit pension plans with the remaining employees
covered by defined contribution plans. Most of our foreign employees are covered by government sponsored plans in the countries
in which they are employed. Our obligations under our domestic defined benefit plans are determined with the assistance of
actuarial firms. The actuaries make certain’ assumptions regarding such factors as withdrawal rates and mortality rates. The
actuaries also provide us with information and recommendations from which management makes further assumptions on such
factors as the long-term expected rate of return on plan assets, the discount rate on benefit obligations and where applicable, the
rate of annual compensation increases. Based upon the assumptions made, the investments made by the plans, overall conditions
and movement in financial matkets, particularly the stock market and how actual withdrawal rates, life-spans of benefit recipients
and other factors differ from assumptions, annual expenses and recorded assets or liabilities of these defined benefit plans may
change significantly from year to year. Based on our annual review of actuarial assumptions as well as historical rates of return on
plan assets and existing long-term bond rates, we set the long-term rate of return on plan assets at 8.5% and an average discount
rate at 5.9% for our defned benefit plans as of December 30, 2006. (See also Note 6 of Notes to Consolidated Financial
Statements). :

Income Taxes ' - T

We operate in numerous taxing jurisdictions and are subject to regular examinations by various U.S. Federal, state and foreign
jurisdictions for various tax periods. Our income tax positions are based on research and interpretations of the income tax laws
and rulings in each of the jurisdictions in which we do business. Due to the subjectivity of interpretations of laws and rulings in
each jurisdiction, the differences and interplay in tax laws between those jurisdictions as well as the inherent uncertainty in
estimating the final resolution of complex tax audit matters, our estimates of income tax liabilities may differ from actual payments
or assessments.

i

Additional information regardmg income taxes is contamed in Note 8 in the Financial Statemems
Further discussion of the Company’s accountmg pOl]ClCS is contained in Note 2 of Notes to Consolldated Financial Statements.
The preparation of our consolidated financial statements in conformity with accounting principles generaily accepted in the United
States requires the use of estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses,
and the related disclosure of contingent assets and liabilities. Management bases its estimates on historical experience and on
other assumptions that are believed to be reasonable under the circumstances, the resulis of which form the basis for making
judgments about the carrying value of assets and liabilities that are not readily apparent from other sources. Actual resulls may
differ from these estimates under different assumiptions or conditions.

New Accounting Pronotuncements

s . . .
A . ' . . o

In September 2006; the Financial Accounting -Standards Board (“FASB™) issued SFAS 157, Fair Value Measurements (“SFAS”
1577). SFAS 157 defines fair value, establishes a framework for measuring fair value and expands disclosures about fair value
measurements. SFAS 157 will be effective beginning in fiscal 2008. We are evaluating the new standard to determme the effect
on our financial statements and related disclosures.

In September 2006, the FASB issued SFAS 158, Employers” Accounting for Deferred Benefit Pension and Other Posiretirement
Plans (“SFAS 158"). SFAS 158 requires that public companies prospectively recognize through Accumulated Other
Comprehensive Income the overfunded or underfunded status of their defined benefit plans as an asset or liability beginning in
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I
their 2006 year-end balance sheet. The Company. has adopted SFAS 158 as of December 30, 2006. See Note 6 of Notes to
Consolidated Financial Statements. . ‘ : :
1 P - : i .
In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48). EFIN 48 clarifies the
. accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in accordance with FASB Statement
No. 109, Accounting for Income Taxes. FIN 48 prescribes a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. FIN 48 also provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure and transition. FIN 48
will be effective for us beginning in fiscal 2007. We are evaluating the requirements of FIN 48 and its impact on our consohdaled
financial statements.

: i
I'n December 2004, the FASB issued SFAS No. 123(R), “Share-Based Payment (“SFAS- 123(R)”)”, which requires companies to
expense the value of employee stock options and similar equity-based awards. This SFAS 123(R) is a revisionjof FASB Statement
123, “Accounting for Stock-Based Compensation”. SFAS 123(R) was adopted by the Company on January 1, 2006. Prior to the
adoption of SFAS 123(R) the Company accounted for equity-based awards under APB No. 25and compensauon expense is
included in a proforma footnote disclosure (see Note 2 of Notes to Consolidated Financial Statements). For the years ended
December 30, 2006 and December 31, 2005, operatmg income was reduced by $3.6 million and $0 5 mllhon respectively, for
equtty -based compensation. ) . N . . . R

ITEM 7A - QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK !
We are exposed to market risk relating to the Company’s operatmns due to changes in interest rates, forelgn; currency exchange
rates and commodity prices of purchased raw materials, We manage the exposure to these risks through a combination of normal
operating and financing activities and derivative financial instruments such as commodity-cash flow hedges and foreign currency
forward exchange contracts. _ . : I

" ) |
The Company is exposed to interest rate risk on certain of its short-term and long- term debt obllgauons used to finance our
operanons and acquisitions. At December 30, 2006, we had $124.1 million of fixed rate debt and $249.2 million of variable rate
debt, the latter subject to interest rate risk. The variable rate debt is primarily under our credit facility with an interest rate based
on a margin above LIBOR and our short-term commercial paper facility. As a result, interest rate changes impact future earnings
and cash flow assuming other factors are constant. A hypothetical 10% change in our weighted average borrowing rate on
outstanding variable rate debt at December 30, 2006, would result in a change in after-tax annualized earmngs of approxlmalely
$0 9 mllllon :

’I‘he Company periodically enters into commodity futures and optlons hedgmg transactlons to reduce the impact of changmg metal
and natural gas commodity prices. Contract terms of commodity hedge instruments generally mirror those of the hedged item,
providing a high degree of risk reduction and correlation.

We are also exposed to foreign currency risks that arise from normal business operations. These risks include the translation of
local currency balances of foreign subsidiaries, intercompany loans with foreign subsidiartes and transactlons denominated in
foreign currencies. Our objective is to minimize our exposure to these risks through a combination of normal! operating activities
and the utilization of foreign currency hedging contracts to manage our exposure on the transactions denominated in currencies
other than the applicable functional currency. In the first half of 2005, we began to enter into contracts to hedge foreign-currency
denominated forecasted transactions. Contracts are executed with creditworthy banks and are denominated in ‘currencies of major
industrial countries. It is our policy not to enter into derivative financial instruments for speculative purposes. '

A]I hedges are recorded on the balance sheet at fair value and are treated as cash flow hedges, with changes i m falr value recorded
in accumulated other comprehensive income (“AOCI”) in each accountmg period to the extent the hedges are deemed effective.

! !
At December 30, 2006 we had a balance of $4.9 mllhon in hedge assets, and $0.4 million in hedge liabilities, representmg the fair
value of commodity and foreign currency hedges. Of the hedge assets and hedge liabilities at December 30 2006, $1.7 million
and $0.4 million, respectively, relate to commodity hedges with the balance of $3.2 in hedge assets relating to foreign currency.

' . i
At December 30, 2006 we had a $3.0 million gain, net of tax, in AOCI related to hedging activities. Of this amount, $2.0 million
related to foreign currency hedges with the balance of $1.0 million representing commodity hedges. . RN

!
TRV &
!
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ITEM 8 - FINANCIAL STATEMENTS AND :SUPPLEMENTAR\; DATA * . - L

Quarterly Financial Information (.Unaudited)'

r . o I (In Thousands, Except Per Share Data) - " .
T . . 1¥Quarter R 2™ Quarter B C b -~ 3" Quarter . . 4" Quarter *
- . 2006 -, <2005 » 2006 . 2005 . 2006 - - 2005 - 2006 © 2005 .
[Nt Sales $ 198326 8 337873 5__ 435269 $__ 368,768 S 419,301 $__ 345,894 S_ 366649 S 376222 .
-Gross Profit ~ - 93280 68444 104,025 79,800 103070 76,598 88,996 ' 85922
[[Income from - - : B : -
™ Operations - 43618 - . 25865 ' . 57,866 . 35811 - - 53049 " 34608 39484 . . . 38290
[N Income 23,788 12,256 33,309 18,445 ~ 29,740 13,517 22,969 20,309
Eamings Per Share - 77 42 1.08 63 -~ 96 62 74 66
[ Eamings Per Share - ]+
Assuming Dilution - g2 T4l s ' R 59 . 68 i 63
| Avernge Number of . : i |
Shares Outstanding 30,701 . 29034 30816 - 29.065 " 30888 . 29913 . 30981 30644 Y.
{ Average Number of R ] |
Shares - Assuming . - ' . ’ ' o ) . oo .
. [ Difuton TR0957 . 30044 33645 35,720 33,440, 31,054 X ~ 23171

MANAGEMENT’S AY\NUAL REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING . -

The management of Regal Beloit Corporanon (the “Company ’} is- responsible for. the accuracy and 1ntemal con515tency of the
preparanon consolidated ﬁnancral statements and footnotes contained in ths annual report. - e

The Company s management is also responsrble for establlshmg and mamtammg adequate 1ntemal control over financial
reporting.  Regal Beloit Corporation operates under a system of internal accounting controls designed to provide reasonable .
assurance regarding the reliability of financial reporting and the preparation of published fihancial statements in accordance with
generally accepted accounting principles. The internal accounting control system-is evaluated for effectiveness by management
and is tested, monitored and revised as necessary. All-internal control systems, no matter how well designed, have inherent
limitations. Therefore, even. those systems: determined to be effective can provide onty reasonable assurance.wnh respect to’
financial statement preparation and presentation. . .

The Company’s management assessed the effectivenéss.of the Company’s internal control over financial reporting as of December
30, 2006." In making its assessment, the Company’s.management used the crileria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) in Internal Control—Integrated Framework. Based on the results of its -
evaluation,- the Company’s management concluded that, as of December 30 2006, the Company’s internal control over fi nancral

reporting is effective based on those criteria. - ‘ v

The Company’s independent auditors, Deloitte & Touche LLP, have audited the f'mancral statements prepared by the managemenl
of Regal Beloit Corporation and management’s assessment of internal control over financial reporting.
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! REPORT OF INDEPENDENT.REGISTERED PUBLIC ACCOUNTING FIRM

b
i
To the Shareholders and Board of Directors of Regal Beloit Corporatlon . }
R

We have audited management’s assessment, .included-in the accompanying Management’s Annual Report on Intemal Control Over
Fmanmal Reporting, that Regal Beloit Corporation and sibsidiaries (the “Company™) maintained effective internal control over
f' nancial reporting as of December 30, 2006, based on criteria established in Internal Control—Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission. 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 opmxon!on the effectiveness

. B . - . . ;
: 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. Qur audit included obtaining an understandlng of internal control
over financial reporting, evaluating management’s assessment, testing and evaluating the design and operatlng 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 opm:ons :

A company’s internal control over financial reporting is a process designed by, or under the superwsmn of, the company s
principal executive and principal financial officers, or persons performing similar functions, and effected by tlhe company’s board
of directors, management, and other personnel to provide reasonable assurance regarding the reliability of financial reporting and
the preparanon of financial statements for external purposes-in accordance with generally accepted accountmg principles. A
company’s internal control over-financial reporting includes those policies and procedures that (1) pertain to the maintenance of
records that, in reasonablé 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 ﬁnancnal 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) prowde reasonable ‘assurance regarding
prevent:on or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a materlal
effecl on the financial statements. . i S | .

Because of the inherent limitations of internal control over financial reportmg, -including the possibility of collusnon or lmproper
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 compllance with the
pohc:es or procedures may detenorate ) - -y

| |
In our opinion, management’s assessment that the Company maintained effective internal control over ﬁnanc:lal reporting as of
December 30, 2006, is fairly stated, in all material respects, based on the criteria established in fnrernal Control—lntegrated
Framework issued by the Committee of Sponsoring Organizations- of the Treadway Commission. Alsojin our opinion, the
Company maintained, in all material respects, effective internal control over financial reporting as of December 30, 2006, based on
the criteria established in /nternal Control—Integrated Framework issued by the Committee of Sponsoring Orgamzatlons of the
Treadway Commission, . . !

We have also audited, in accordance with the standarcls of the Public Company Accountmg Oversight Board| (Umted States), the
consolidated financial statements as of and for the year ended December 30, 2006 of the Company and our report dated February
28, 2007, expressed an unqualified opinion on those financial statements and included explanatory paragraphs relating to the
Company s adoption of Statement of Financial Accounting Standard No. 123R, Share Based Payment, and No, 158, Employers

Accoummg for Defined Benefit Pension and Other Postretirement Plans.
T
.‘
| Deletta  f Teweie LLP |

| )

DELOITTE & TOUCHE LLP l
Milwaukee. Wisconsin
February 28,2007

1
t

|
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING F]RM
To the Shareholders and Board of Directors of Regal Beloit Corporanon ?
. | .
We have audited the accompanying consolidated balance sheets of Regal Beloit Corporation and subsidiaries (the “Company™) as
of Décember 30, 2006 and December 31, 2005, and the' related consolidated statements of. income, shareholders investment,
comprehensive income and cash flows for each of the three years in the period ended December 30 2006. These financial
statements are the responsibility of:the Company’s management. Our responsibility is to express an opinion on these financial
statements based on ouf 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 evaluanng the overall financial statement presentatron We believe that our aud:ts provide a reasonable
basis for our opmlon c ] _ |
In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Regal Beloit
Corporation and subsidiaries for the above stated penods and the results of their operations and their cash flows for each of the
three years in the period ended December 30, 2006, in conforrmty with accounting principles generally accepted in the United
States of Amcnca :
As dlscussed in Noté 7 to the consolidated financial slalemenls on January I, 2006 thc Company adopted Statement of Financial
Accounting Standard No 123R Share Based Paymem : . _ }

I
As discussed in Note 6 to the consolidated financial statements, as of December 30, 2006, the Company adopted Statement of
Financial Accoummg Standard No. 158, Emplovers Accounting for Defined Benefit Pension and Other Postretirement Plans.

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 30, 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 February 28, 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 ﬁnanma] reporting.

Daboitte ¢ § Towir LLFP

|
_ DELOITTE & TOUCHELLP . . : !
Milwaukee, Wisconsin : f
February 28, 2007
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! For the Year Ended
December 30, ' December 31,
2006 - " 2005 ) 2004
| Net Sales $ 1,619,545 $ 1428707 $ 756557 |
T
[ Cost of Sales 1,230,174 1,117,943 T 589497 |
' : |
[ Gross Profit 389,371 310,764 167,060 ]
' C
‘ r__Operating Expenses 195,354 176,192 : 111,898 |
Income From Operations 194,017 134,572 . 55,162 —]
b
[Interest Expense 19,886 22,090 ‘ 6,787 |
+ [ Interest Income 711 442 183 |
[ Income Before Taxes & Minority Interest 174,842 112,924 48,558 —]
1. . . .
* [ Provision For Income Taxes 62,051 39,829 15,728 |
{ Income Before Minority Interest 112,791 73,095 32,830 |
[ Minority Interest in Income, Net of Tax 2,985 3,538 . 2395 |
v }
Net Income $ 109,806 $ 69,557 $ 30,435 |
i
- | Per Share of Common Stock: : -
= .
[ Earnings Per Share — Basic $ 3.56 $ 2.34 $ 124 ]
| Earnings Per Share — Assuming Dilution s 3.28 $ 2.25 5 122 ]
. P '
- [_Average Number of Shares Outstanding-Basic 30,846,854 29,675,206 24,602,868 |
Average Number of Shares Quistanding — |
Assuming Dilution 33,504,190 30,878,981 _ 24,904,287 |

.[

34

REGAL BELOIT CORPORATION
CONSOLIDATED STATEMENTS OF INCOME
{In Thousands of Dollars, Except Shares Outstanding and Per Share Data)

See Accompanying Notes to Consolidated Financial Statements.




REGAL BELOIT CORPORATION
CONSOLIDATED BALANCE SHEETS

* (In Thousands of Dollars)

ASSETS December 30, December 3 1,
: 2006 2005
| Current Assets; -
. Cash and Cash Equivalents S 36,520 3 32,747
[ "Receivables, less Allowances for Doubtful Accounts ’
of $5,886 in 2006 and $2,653 in 2005 218,036 197,118
[ Inventories 275,138 224316
Prepaid Expenses and Other Current Assets 16,597 16,121
| Future Income Tax Benefits 22,877 16,978
Total Current Asse