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financial highlights
Years ended December 31,
(dollars in thousands, except per share amounts) 2006 2005(1) 2004(1)

Net sales $ 219,474 $ 237,626 $ 229,493
Income (loss) from operations 9,279 (14,937) 8,724
Net income (loss) 679 (21,575) 2,948
Net income (loss) per share-basic 0.08 (2.61) 0.36

(1) Reported results include pre-tax charges of $25.3 million or $3.06 per share in 2005 and $5.0 million or $.61 per share in 2004. See Note 17 of the Notes to

Financial Statements.
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about the company
Congoleum Corporation is a leading manufacturer of resilient flooring, serving

both residential and commercial markets. Its sheet, tile, and plank products are

available in a wide variety of designs and colors, and are used in remodeling,

manufactured housing, new construction, and commercial applications. The

Congoleum brand name is recognized and trusted by consumers as standing

for a company that has been supplying attractive and durable flooring products

for over a century.
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Sales in the Duraproduct category showed double digit growth over 2005. Retail enthusiasm for this category
continues to be a bright spot in an otherwise lackluster environment. With foreign competition having all 
but eliminated profit opportunities in domestically produced do-it-yourself tile, our strategy of creating and
emphasizing the Duraproduct product line has been very effective.

Based in part on the successful approach taken with the Duraproduct segment, in 2006 we introduced the 
K-Tech for KitchensTM sheet product line, a simplified offering with excellent design and performance features.
This line brought in several million in sales last year. The compact, stand-alone display has been effective gaining
a position with retailers unprepared to commit the floor space to our large full line display.

In addition to pursuing sales growth, we continue to be relentless in our efforts to reduce costs, as demonstrated
by the $2 million decline in operating expenses from 2005 to 2006. We achieved this in spite of absorbing $1
million of cost increases for our employees’ medical and pension benefits.

On top of the routine challenges of operating our business, we also continue to deal with the vagaries of our
reorganization process. To call the experience frustrating would be a vast understatement, but the asbestos
problem is a complex one, whether viewed at our company or on a national level. Given the difficulties in getting
a consensus, we entered global mediation discussions last summer, and were relatively encouraged when they
resulted in a plan which had the support of all creditors in the mediation. 

The judge entertained legal arguments regarding that plan’s confirmability in the fall of 2006. In early 2007 the
judge ruled that the proposed plan contained certain legal deficiencies. While it was disappointing to learn this,
it saved us the cost and delay of proceeding with a plan that would not ultimately be confirmed. The ruling also
provided guidance on the plan terms that must be addressed to obtain confirmation. We have resumed the
mediation process to negotiate a plan that responds appropriately. We have excellent mediators who should be
able to help us develop a confirmable plan and potentially emerge from the process in late 2007. I can assure
you I am personally committed to doing everything humanly possible to have Congoleum emerge as a healthy
business with all this litigation behind it.

The business outlook for 2007 appears mixed at the moment. On a positive note, we are not expecting raw
material shortages or any major production disruptions such as we experienced in 2006. In addition, we also
introduced a major new product in March 2007 that should also contribute to our performance.

On the negative side, the weak demand experienced in the latter part of 2006 has continued into 2007, and it
is unclear how long it will last. Given this uncertain outlook, we took steps in January 2007 to significantly reduce
manufacturing costs and operating expenses. These actions, including an 11% workforce reduction, are expected
to save approximately $8.7 million in costs in 2007 (after a $0.4 million severance charge). With this reduction in
our breakeven point, we are better positioned to either weather the downturn if it continues or profit from a recovery
in demand. We continue to explore further cost reduction strategies. 

In light of all the difficulties we faced last year, I think the resolve and performance of our employees was exem-
plary, and I am proud to be a part of this team. I reiterate my special thanks to all those who contributed to our
recovery from the Marcus Hook production line explosion.

Sincerely,

Roger S. Marcus
Chairman of the Board

dear shareholders
Even without the travails of our reorganization proceedings, which I will address later in this letter, we were faced
with exceptional challenges last year. 

We began 2006 with positive sales momentum from carryover of demand for manufactured housing products
used for replacement housing after the 2005 hurricane season. On the negative side, the effects of the hurricanes
meant we experienced higher prices for energy, freight, and raw materials, as well as shortages of resins used
to produce our products. In addition to raising our costs, these shortages forced us to change sources to assure
continuity of supply. That in turn required formula changes and plant trials to qualify the new resins without 
compromising our high product quality. As a result, our manufacturing efficiency suffered in the first half of the
year while these changes were taking place.

By the summer, we had completed the supply transition, and sales, while not great, were at least running ahead
of year earlier levels. Then, in August, we had an explosion on one of our two major sheet production lines at
our Marcus Hook plant. Fortunately no one was injured and our fire suppression systems worked as designed
to contain the damage. Nevertheless a large section of an oven was destroyed, leaving us without half our 
production capacity. Further complicating matters, the incident occurred right after our summer shutdown, when
our inventories were lower than normal.

I cannot express my thanks enough to everyone that helped us manage the situation, continuing to service 
our customers and replacing the damaged line. The response of our employees, our insurance carrier Liberty
Mutual, the oven manufacturer Bruckner, and Armstrong, who supplied us the material we couldn’t make, was
extraordinarily gratifying. While I believe we may have lost one or two million in sales during the weeks immediately
following the incident, we were able to get our inventory to acceptable service levels relatively quickly and by
January had the line back in full operation. Because the cost of the replacement equipment exceeded the 
depreciated book value of the line it replaced, we recognized a gain of $1.3 million on the incident for accounting
purposes, so the net impact of the incident on our financial results for the year was minimal. It was, however, a
huge distraction, and I reiterate my appreciation to everyone whose efforts helped minimize the impact on 
our customers.

Starting in September, we experienced a sharp decline in demand. After tracking slightly above year earlier levels
through August, sales began showing double-digit declines for the balance of 2006, and ended the year down
$18.1 million or 7.6% from 2005. A portion of this was due to the hurricane related business we experienced 
at the end of 2005, which we did not expect to recur in 2006. However, the weakness in both remodel and 
builder business was sudden and severe. The fact that other categories of flooring experienced a similar drop in
demand was of little consolation. As usual, our distributors reduced their inventories in response to the slowdown,
amplifying the impact.

Despite this $18 million drop in sales and the other difficulties I’ve described, our income from operations before
reorganization-related charges was down only $1.4 million from 2005 and we were slightly profitable with net
income of $679 thousand for 2006. 

Our ability to still be profitable in spite of all that happened reflects the positive things that occurred in the business
last year. After two years of cost increases outstripping our ability to raise prices, in 2006 we finally gained some
ground. Price increases added $10 million to our revenues last year, and gross margins as a percent of sales
improved over 2005 despite the lower volume.
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2006 HIGH LOW

First Quarter $ 3.08 1.47
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Third Quarter 2.25 1.87

Fourth Quarter 2.24 1.49

2005 HIGH LOW

First Quarter $ 6.49 $ 5.15
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Third Quarter 5.10 3.71

Fourth Quarter 5.45 2.30
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ANNUAL MEETING
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will be held on Tuesday, May 8, 2007
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