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Report of Independent Registered Public Accounting Firm

To the Finance and Pension Committee of The Board of Directors
The Stanley Works:

We have audited the accompanying statement of net assets available for benefits of the Stanley Account Value Plan as
of December 31, 2006 and 2005 and the related statement of changes in net assets available for benefits for the year
ended December 31, 2006. These financial statements are the responsibility of the Plan’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting Oversight Board of the
United States. These standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. The Plan is not required to have, nor were we
engaged to perform, an audit of its internal control over financial reporting. Our audit included consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Plan’s internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.
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In our opinion, the financial statements referred to above present fairly, in all material respects, the assets available for
benefits of the Plan at December 31, 2006 and 2005 and the changes in net assets available for benefits for the year
ended December 31, 2006 in conformity with accounting principles generally accepted in the United States.

Our audit was performed for the purpose of forming an opinion on the financial statements taken as a whole. The
accompanying supplemental schedules of assets (held at end of year) as of December 31, 2006, and reportable
transactions for the year then ended, is presented for purposes of additional analysis and is not a required part of the
financial statements but is supplementary information required by the Department of Labor’s Rules and Regulations
for Reporting and Disclosure under the Employee Retirement Income Security Act of 1974. The supplemental
schedules are the responsibility of Plan’s Management. The supplemental schedules have been subjected to the
auditing procedures applied in our audit of the financial statements and, in our opinion, is fairly stated in all material
respects in relation to the financial statements taken as a whole.

\s\ Fiondella, Milone & LaSaracina LLP
Glastonbury, Connecticut
June 15, 2007
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Stanley Account Value Plan

Statement of Net Assets Available for Benefits

December 31, 2006

Stanley Stock
Fund Loan Fund

Cornerstone
Fund

Unallocated
Stanley Stock

Fund Mutual Funds Total
Assets
Investments, at current market
value:
The Stanley Works Common
Stock:
33,205 shares (cost $1,669,879) $ 1,669,879 $ 1,669,879
4,185,747 shares (cost
$114,985,257) 210,501,217 210,501,217
5,458,285 shares (cost
$100,884,301) $274,497,153 274,497,153
Short-term investments and other
(cost $8,346,069) 8,340,131 $ 5,082 856 8,346,069
Mutual Funds (cost
$172,519,446) 77,395,935 $127,100,506 204,496,441

220,511,227 77,401,017 274,498,009 127,100,506 699,510,759
Cash 216,499 216,499
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Dividends and interest receivable 21,636 11 250 21,897
Contribution receivable from
employer 11,671,180 11,671,180
Contribution receivable from
participants 517,318 1,240,979 1,758,297
Loans to participants $9,541,241 9,541,241

221,266,680 9,541,241 89,072,208 274,498,259 128,341,485 722,719,873
Liabilities
Debt 151,376,611 151,376,611
Excess contributions payable 7,183 7,183
Accounts payable 81,127 — 34,474 194,968 310,569

81,127 — 34,474 151,376,611 202,151 151,694,363
Net assets available for benefits $221,185,553 $9,541,241 $89,037,734 $123,121,648 $128,139,334 $571,025,510

See accompanying notes.
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Stanley Account Value Plan

Statement of Net Assets Available for Benefits

December 31, 2005

Stanley Stock
Fund Loan Fund

Cornerstone
Fund

Unallocated
Stanley Stock

Fund
Mutual
Funds Total

Assets
Investments, at current market
value:
The Stanley Works Common
Stock:
34,673 shares (cost $1,672,626) $ 1,665,691 $ 1,665,691
4,485,721 shares (cost
$113,772,743) 215,494,037 215,494,037
5,858,314 shares (cost
$108,249,651) $281,431,531 281,431,531
Short-term investments and other
(cost $5,915,781) 5,910,555 $ 4,834 392 5,915,781
Mutual Funds (cost
$147,248,717) 63,887,441 $98,035,706 161,923,147

223,070,283 63,892,275 281,431,923 98,035,706 666,430,187
Cash 650,777 650,777
Dividends and interest receivable 12,391 198 12,589
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Contribution receivable from
employer 10,528,242 10,528,242
Contribution receivable from
participants 531,458 1,164,535 1,695,993
Loans to participants $8,888,568 8,888,568

224,264,909 8,888,568 74,420,517 281,432,121 99,200,241 688,206,356
Liabilities
Debt 159,776,611 159,776,611
Excess contributions payable 14,157 14,157
Accounts payable 28,097 72,563 147,052 247,712

28,097 72,563 159,776,611 161,209 160,038,480
Net assets available for benefits $224,236,812 $8,888,568 $74,347,954 $121,655,510 $99,039,032 $528,167,876

See accompanying notes.
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Stanley Account Value Plan

Statement of Changes in Net Assets Available for Benefits

Year ended December 31, 2006

Stanley Stock
Fund Loan Fund

Cornerstone
Fund

Unallocated
Stanley Stock

 Fund Mutual Funds Total
Additions
Investment income:
Dividends $ 5,102,357 $ 6,654,564 $ 11,756,921
Interest 308,004 $ 1,011 516 309,531

5,410,361 1,011 6,655,080 12,066,452
Net appreciation 11,449,480 7,808,259 12,490,050 $ 14,016,072 45,763,861
Employee contributions 6,060,181 18,791,287 24,851,468
Employer contribution (cash) 11,671,180 11,671,180

22,920,022 19,480,450 19,145,130 32,807,359 94,352,961
Deductions
Withdrawals (21,344,207) $ (637,972) (5,305,276) (13,464,929) (40,752,384) 
Administrative expenses (296,112) (363,467) (589,479) (1,249,058) 
Interest expense (9,493,885) (9,493,885) 

(21,640,319) (637,972) (5,668,743) (9,493,885) (14,054,408) (51,495,327) 
Interfund transfers in (out) (4,330,962) 1,290,645 878,073 (8,185,107) 10,347,351 —
Net increase (decrease) (3,051,259) 652,673 14,689,780 1,466,138 29,100,302 42,857,634
Net assets available for
benefits at beginning of year 224,236,812 8,888,568 74,347,954 121,655,510 99,039,032 528,167,876
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Net assets available for
benefits at end of year $221,185,553 $9,541,241 $89,037,734 $123,121,648 $128,139,334 $571,025,510

See accompanying notes.
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Stanley Account Value Plan
Notes to Financial Statements
 December 31, 2006

1.    Description of the Plan

The Stanley Account Value Plan (the ‘‘Plan’’), which operates as a leveraged employee stock ownership plan, is
designed to comply with Sections 401(a), 401(k) and 4975(e)(7) of the Internal Revenue Code of 1986, as amended
(the ‘‘Code’’), and is subject to the applicable provisions of the Employee Retirement Income Security Act of 1974, as
amended. The Plan is a defined contribution plan for eligible United States salaried and hourly paid employees of The
Stanley Works and its U.S. affiliates (the ‘‘Company’’). Each individual employed by the Company as a common law
employee who is subject to the income tax laws of the United States is covered by the Plan, unless the individual is a
‘‘leased employee’’ as defined in the Plan, is in a unit of employees listed in Part I(A) of Appendix A of the Plan, is
employed by Stanley Security Solutions, Inc. as a piece worker or contract worker, or is covered by a collective
bargaining agreement with the Company with respect to which retirement benefits were the subject of good faith
negotiation and, as a result of such negotiation, the collective bargaining agreement does not provide that the
individuals covered by such bargaining agreement are to be covered under the Plan. An individual employed after
November 1, 2004, by an entity that first becomes a wholly-owned (direct or indirect) U.S. subsidiary of The Stanley
Works after that date is not covered under the Plan during any period in which he or she is employed by the Company,
unless Part III of Appendix A of the Plan provides for his or her coverage.

Each year, subject to certain additional limitations (including a limitation of 7% of compensation for highly
compensated employees), participants may contribute to the Plan through pre-tax payroll deductions up to 15% of
their compensation, as defined in the Plan. Non-highly compensated employees have the option of making after-tax
contributions to the Plan. Pre-tax contributions are matched in an amount equal to 50% of the participant’s pre-tax
contributions for a year up to a maximum matching allocation of 3½% of the participant’s compensation for the year.
A participant’s contributions and matching allocations are allocated to a ‘‘Choice Account.’’ Effective March 1, 2003,
under certain circumstances, participants who have attained age 50 are permitted to make additional, pre-tax
contributions (‘‘Catch-up Contributions’’) to the Plan. Catch-up Contributions may exceed certain limitations imposed
under the Code and the Plan’s percentage limit. Catch-up Contributions are not eligible for matching allocations.

All participant contributions, rollover contributions and amounts transferred to the Plan in a direct transfer from
another plan that are first credited to a participant’s Choice Account as of a date after June 30, 1998 are invested as
directed by the participant in one or more of the investment options made available by the Plan administrator.
Amounts received by the Plan on behalf of a participant in a direct rollover or a direct transfer from a qualified plan of
an entity that has been acquired by The Stanley Works may be invested as directed by the Plan administrator until
such time as the participant provides investment instructions with respect to such amounts. Prior to September 2002,
all participant contributions and rollover contributions first credited to a participant’s Choice Account as of a date prior
to July 1, 1998, and all matching allocations credited to a participant’s Choice Account, were invested automatically in
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the Stanley Stock Fund (‘‘Previously Restricted Funds’’). Effective September 2002, a participant could direct the
investment among the investment funds made available by the Plan administrator, including the Stanley Stock Fund,
of 12.5% of the Previously Restricted Funds credited to the participant’s Choice Account as of August 6, 2002,
(excluding the portion of the Previously Restricted Funds attributable to the participant’s outstanding loan balance as
of August 6, 2002) that were vested on August 6, 2002 (‘‘Vested Previously Restricted Funds’’). Effective in each of the
three succeeding months, a participant could direct the investment of an additional 12.5% of the Vested Previously
Restricted Funds. Therefore, since December 2002, 50% of a participant’s Vested Previously Restricted Funds has
been available for investment direction by the participant. After December 2002, a participant has had the right to
direct the investment among the investment funds available under the Plan, including the Stanley Stock Fund, of 50%
of the value of
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Stanley Account Value Plan
Notes to Financial Statements  (continued)
 December 31, 2006

1.    Description of the Plan (continued)

the Vested Previously Restricted Funds. The portion of a participant’s Choice Account attributable to Previously
Restricted Funds that was not made available for investment direction by a participant by December 2002, and any
matching allocations that were first credited to the participant’s Choice Account after August 6, 2002 and before
January 1, 2004, were invested automatically in the Stanley Stock Fund and were not ordinarily subject to a
participant’s direction as to investment. Effective with respect to matching allocations that were first credited to a
participant’s Choice Account as of a date after December 31, 2003, the Plan was amended to provide that 50% of such
matching contributions were invested according to the participant’s directions with respect to his or her own
contributions to the Plan. However, under certain circumstances, a participant who has attained age 55 and completed
10 years as a participant in the Plan is entitled to direct the investment of an additional portion of those funds.
Effective January 1, 2007, 100% of the amount credited to an individual’s Choice Account may be invested, at the
direction of the participant, among the investment funds, including the Stanley Stock Fund, made available by the
Plan administrator.

The contribution allocations credited to a participant’s Choice Account as of a date before July 1, 1998 (other than
matching allocations credited after June 30, 1985 and other than a participant’s after-tax contributions to the Plan) are
guaranteed a cumulative minimum return by the Pension Plan for Hourly Paid Employees of The Stanley Works for
the period or periods during which they are invested or reinvested, prior to April 1, 1999, in common stock of The
Stanley Works or, after March 31, 1999, in the Stanley Stock Fund. (Prior to April 30, 2001, the guarantee was
provided for certain participants under The Stanley Works Retirement Plan and for other participants under the
Pension Plan for Hourly Paid Employees of The Stanley Works. Effective April 30, 2001, the guarantee is provided
through the Pension Plan for Hourly Paid Employees of The Stanley Works). This guarantee provides that the
investment return will not be less than an investment return based on two-year U.S. Treasury notes (but not less than
5% nor greater than 12.5%).

The following investment funds are offered under the Plan:
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Stanley Stock Fund   –   Consists of common stock of The Stanley Works, along with a minor portion in cash for
transaction purposes. This stock is traded on the New York Stock Exchange (‘‘NYSE’’) and NYSE Arca (formerly the
Pacific Stock Exchange) under the symbol SWK.

Mutual Funds

State Street Global Advisors (‘‘SSgA’’) provides all mutual fund investment options in the Stanley Account Value Plan.

Mutual Funds

SSgA S&P 500 Index Fund   –   Seeks to match the performance of the Standard & Poors 500 (‘‘S&P 500’’) Index. The
fund invests in all 500 stocks in the S&P 500 Index in proportion to their weighting in the S&P 500 Index. The Fund
may also hold 2-5% of its value in futures contracts. The strategy of investing in the same stocks as the S&P 500
Index minimizes the need for trading and therefore results in lower expenses.

SSgA US Total Market Index Fund   –   Seeks to match the performance of the Wilshire 5000 Index. The fund invests
in the same stocks as the Wilshire 5000 Index which provides broad exposure to all-cap sectors of the United States
marketplace. Thus, it invests in companies of all sizes and offers full equity exposure to the United States market.

SSgA Foreign Equity Index Fund   –   Seeks to match closely the performance of the Morgan Stanley Capital
International (‘‘MSCI’’), Europe, Australasia, Far East (‘‘EAFE’’) Index while providing daily liquidity. The fund invests in
all the stocks in the MSCI, Europe, Australasia, and EAFE Index while providing daily liquidity.

6

Table of Contents

Stanley Account Value Plan
Notes to Financial Statements  (continued)
 December 31, 2006

1.    Description of the Plan (continued)

SSgA US Extended Market Index Fund   –   Seeks to closely match the performance of the Wilshire 4500 Index while
providing daily liquidity by providing a broadly diversified index of stocks of small and medium sized companies.
The fund invests in securities included in the Wilshire 5000 Index excluding those in the S&P 500 Index.

SSgA Moderate Strategic Balance Fund   –   Seeks to provide income from fixed securities and growth of principal
from stock funds. The fund’s risk profile is moderate due to the presence of diversified stock and investment grade
bond holdings. The fund has an asset allocation target of 55% equities and 45% fixed income securities. The equity
portion of the fund targets 35% large cap stocks, 10% mid and small cap stocks and 10% international stocks.

SSgA Conservative Strategic Balance Fund   –   Seeks to provide income from fixed securities and some growth of
principal from stock funds. The fund’s risk profile is somewhat conservative due to an emphasis on investment grade
bond holdings. The fund has an asset allocation target of 25% equities and 75% fixed income securities. The equity
portion of the fund targets 15% large cap stocks, 5% mid and small cap stocks and 5% international stocks.
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SSgA Aggressive Strategic Balance Fund   –   Seeks to provide growth of principal from stock funds and some income
from investment grade fixed income securities. The fund’s risk profile is somewhat aggressive due to its emphasis on
stock holdings. The fund has an asset allocation target of 85% equities and 15% fixed income securities. The equity
portion of the fund targets 55% large cap stocks, 15% mid and small cap stocks and 15% international stocks.

SSgA Bond Market Index Fund   –   Seeks to match the returns of the Lehman Brothers Aggregate Bond Index. The
Fund invests primarily in government, corporate, mortgage-backed and asset-backed securities. The fund invests in a
diversified portfolio that is representative of the broad domestic bond market.

SSgA Stable Value Fund   –   Seeks to preserve principal while maintaining a rate of return comparable to other similar
fixed income investments without market value fluctuations. The fund is comprised of high quality investment
contracts issued by insurance companies, banks, and other financial institutions, as well as short-term investment
products.

Cornerstone Fund

In 1998, the Plan was amended to provide separate allocations for certain eligible participants. Under this
arrangement, eligible participants currently receive annual allocations to Cornerstone Accounts of 3%, 5% or 9% of
compensation depending upon age. A participant is not eligible for these separate allocations (‘‘Cornerstone Account
allocations’’) if he or she is covered under a collective bargaining agreement, eligible to accrue a benefit under the
Pension Plan for Hourly Paid Employees of The Stanley Works, an employee of Stanley Security Solutions, Inc. at
any of the following divisions: Best Access, Senior Technologies, Integrator, Intivid US, ISR Solutions, Safemasters
or Stanley Systems Integration, an employee of Stanley Supply & Services, Inc. (other than an employee who was
employed by Jensen Tools, Inc. on December 29, 2001), an employee with Stanley Tools at Watseka or Bradley,
Illinois or at West Lafayette, Indiana, an employee with Stanley Tools whose primary duties are to provide sales and
technical support services to Stanley Tools with respect to its leveling, aligning and plumbing devices product line, or
an employee at the Kannapolis, North Carolina distribution center whose employment commences on or after
December 1, 2004, an employee of Stanley Access Technologies LLC at Dallas, Texas, Cortland, New York, or San
Diego, California, or at Denver, Fort Collins or Colorado Springs, Colorado, or at Albuquerque, New Mexico or
Mandeville, Louisiana, or an employee of Sargent & Greenleaf, Inc. Effective June 1, 2001, additional Cornerstone
Account allocations are required for active participants who were covered under The
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Stanley Account Value Plan
Notes to Financial Statements  (continued)
 December 31, 2006

1.    Description of the Plan (continued)

Stanley Works Retirement Plan on January 31, 1998. The amount of this additional annual allocation is a percentage
of pay based on age and service as set forth in the Plan. Also, certain additional allocations may be made to
Cornerstone Accounts in a particular year for designated groups of participants. Assets of the Cornerstone Fund are
invested in professionally managed diversified investment funds (predominantly SSgA US Total Market Index Fund,
and SSgA TIPS – US Treasury Inflation Protected Securities Fund), and these assets are not subject to investment
direction by participants.

Edgar Filing: STANLEY WORKS - Form 11-K

9



Distributions and Vesting

Participants are fully vested as to amounts in their accounts attributable to their own contributions and earnings
thereon and amounts transferred or rolled over from other qualified plans on their behalf. All participants who are
employed on or after January 1, 2002 are vested in 100% of the value of the matching allocations made on their behalf
once they have completed 3 years of service with no vesting in the matching allocations before completion of 3 years
of service. All participants who are employed on or after January 1, 2002 are vested in 100% of the value of the
Cornerstone Account allocations made on their behalf once they have completed 5 years of service with no vesting in
the Cornerstone Account allocations before completion of 5 years of service. Effective January 1, 2007, all
participants who are employed on or after January 1, 2007 are vested in 100% of the value of the Cornerstone Account
allocations made on their behalf once they have completed 3 years of service.

Benefits generally are distributed upon termination of employment. Normally, a lump-sum distribution is made in
cash or shares of the Company’s Common Stock (hereinafter referred to as Common Stock, Stanley Stock, or shares),
at the election of the participant, from the Stanley Stock Fund, Cornerstone Fund, and Mutual Funds, as applicable to
the participant’s distribution.

Under the terms of the Plan, a participant who is subject to the restrictions of Section 16(b) of the Securities and
Exchange Act of 1934 (‘‘Section 16 restrictions’’) may not elect a transfer of assets from the Stanley Stock Fund to
another investment fund or to receive a loan, withdrawal or distribution which is funded in whole or in part from the
Stanley Stock Fund (other than a distribution upon termination of employment or pursuant to an annual 55/10
diversification election) if the participant had elected a transfer of assets from another investment fund to the Stanley
Stock Fund during the preceding six months. In addition, a participant who is subject to the Section 16 restrictions will
not be permitted to elect a transfer of assets to the Stanley Stock Fund from another investment fund if, during the
preceding six months, the participant had elected a transfer of assets from the Stanley Stock Fund to another
investment fund or to receive a loan, withdrawal or distribution which was funded in whole or in part from the Stanley
Stock Fund (other than a distribution upon termination of employment or pursuant to an annual 55/10 diversification
election).

Effective January 26, 2003, during the quarterly blackout periods enforced by the Company with respect to trading in
Stanley Stock by insiders, the Plan prohibits a restricted participant, as defined in the Plan, from transferring any
portion of his of her Choice Account balance into or out of the Stanley Stock Fund, or obtaining a loan, distribution or
withdrawal from the Plan to the extent that the loan, distribution or withdrawal would result in the disposition of all or
a portion of the participant’s interest in the Stanley Stock Fund.

During active employment, subject to financial hardship rules or attainment of age 59½, participants may withdraw a
portion of the vested amounts in their Choice Accounts. Under certain circumstances, a participant who has attained
age 55 and completed 10 years as a participant in the Plan may withdraw a portion of the funds held in the participant’s
Choice Account. Also, a participant whose Choice Account holds funds that were transferred to the Plan on behalf of
the participant in a direct transfer from another defined contribution plan sponsored by a business that was acquired by
the
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Stanley Account Value Plan
Notes to Financial Statements  (continued)
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 December 31, 2006

1.    Description of the Plan (continued)

Company (‘‘Acquired Plan’’) may, under circumstances set forth in the Plan, withdraw a portion of such transferred
funds held in the participant’s Choice Account.

Loan Fund

Participants may borrow from their Choice Accounts up to an aggregate amount equal to the lesser of $50,000 or 50%
of the value of their vested interest in such accounts with a minimum loan of $1,000. The $50,000 loan amount
limitation is reduced by the participant’s highest outstanding loan balance during the 12 months preceding the date the
loan is made. Each loan is evidenced by a negotiable promissory note bearing a rate of interest equal to the prime rate
as reported in The Wall Street Journal on the first business day of the month in which the loan request is processed
which is payable, through payroll deductions, over a term of not more than five years. Participants are allowed ten
years to repay the loan if the proceeds are used to purchase a principal residence. A participant may not have more
than one loan outstanding at any time, except to the extent that, after the participant has taken a loan from the Plan,
one or more loans that are not in default are transferred to the Plan on behalf of the participant in a direct transfer from
an Acquired Plan. However, if a loan that was in default under an Acquired Plan is transferred to the Plan and no other
loans are transferred to the Plan from the Acquired Plan, the participant on whose behalf the defaulted loan is
transferred to the Plan may have one loan outstanding from the Plan in addition to the transferred defaulted loan. The
amount of a participant’s transferred defaulted loan that has not been repaid or offset upon a distributable event with
respect to such a participant, including the interest that accrues thereon, is treated as an outstanding loan for purposes
of determining the maximum amount of any new loan that may be made to the participant from the Plan.

If a loan is outstanding at the time a distribution becomes payable to a participant (or beneficiary), the distribution is
made net of the loan outstanding, and the distribution shall fully discharge the Plan with respect to the participant’s
account value attributable to the outstanding loan balance.

Unallocated Stanley Stock Fund

The Plan borrowed $95,000,000 in 1989 from a group of financial institutions and $180,000,000 in 1991 from the
Company (see Notes 3 and 4) to acquire 5,868,088 and 9,696,968 shares, respectively, of Common Stock from the
Company’s treasury and previously unissued shares. The shares purchased from the proceeds of the loans were placed
in the Unallocated Stanley Stock Fund (the ‘‘Unallocated Fund’’). Under the 1989 loan agreement, the Company
guaranteed the loan to ensure that there would be annual contributions sufficient to enable the Plan to repay the loan
plus interest. Both of the loan agreements were refinanced effective June 30, 1998.

Monthly transfers of shares of Stanley Stock are made from the Unallocated Fund for allocation to participants based
on the portion of principal and interest paid under each loan for the month. Dividends received on allocated and
unallocated shares of Stanley Stock and participant and Company contributions are used to make payments under the
loans. If dividends on the allocated shares are applied to the payment of debt service, a number of shares of Stanley
Stock having a fair market value at least equal to the amount of the dividends so applied are allocated to the Choice
Accounts of participants who would otherwise have received cash dividends.

The fair market value of shares of Stanley Stock released from the Unallocated Fund pursuant to loan repayments
made during any year, along with contributions made during that year that are not used to repay the loan may exceed
the total of participant contributions, matching and Cornerstone allocations (other than allocations attributable to
forfeitures or to amounts held in the temporary account (See Note 4), and cash dividends on allocated shares of
Stanley Stock applied to the payment
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Stanley Account Value Plan
Notes to Financial Statements  (continued)
 December 31, 2006

1.    Description of the Plan (continued)

of a loan for the year. If that occurs, such excess value is allocated in shares of Stanley Stock, based on relative
compensation, among the participants who are employed by the Company on the last day of the Plan year and who are
not described in the third sentence under the heading ‘‘Cornerstone Fund’’ in this Note 1. There were no such excess
value allocations to participants in 2006 or 2005.

The trust agreement governing the Plan provides that the trustee will vote the shares of Stanley Stock in the Stanley
Stock Fund attributable to a participant’s Choice Account in the Plan in accordance with such participant’s directions.
The trust agreement governing the Plan provides that, if the trustee does not receive voting instructions with respect to
shares of Stanley Stock in the Stanley Stock Fund attributable to a participant’s Choice Account in the Plan, the trustee
will vote such shares in the same proportion as it votes the allocated shares for which instructions are received from
Plan participants. The trust agreement also provides that shares in the Unallocated Fund are to be voted by the trustee
in the same proportion as it votes the shares of Stanley Stock in the Stanley Stock Fund attributable to Choice
Accounts for which instructions are received from Plan participants. Therefore, by providing voting instructions with
respect to shares of Stanley Stock in the Stanley Stock Fund attributable to a participant’s Choice Account in the Plan,
a Plan participant will in effect be providing instructions with respect to a portion of the shares in the Unallocated
Fund and a portion of the shares of Stanley Stock in the Stanley Stock Fund attributable to Choice Accounts in the
Plan for which instructions were not provided as well. The foregoing provisions are subject to applicable law which
requires the trustee to act as a fiduciary for Plan participants. Therefore, it is possible that the trustee may vote shares
of Stanley Stock in the Stanley Stock Fund attributable to Choice Accounts in the Plan for which it does not receive
instructions (as well as shares held in the Unallocated Fund) in a manner other than the proportionate method
described above if it believes that proportionate voting would violate applicable law.

The Company reserves the right to amend or terminate the Plan at any time. Upon the termination of the Plan, the
interest of each participant in the trust fund will become vested and be distributed to such participant or his or her
beneficiary at the time prescribed by the Plan terms and the Code.

The Plan sponsor maintains separate accounts for participants. Such accounts are credited with a participant’s
contributions, matching allocations, Cornerstone Account allocations, related gains, losses, dividend income, and the
participant’s loan payments.

At December 31, 2006 and 2005, benefits payable to terminated vested participants who had requested their payments
were $280,045 and $334,111, respectively.

Forfeited Accounts

During the years ended December 31, 2006 and 2005, amounts forfeited for non-vested accounts totaled $1,068,288
and $631,135, respectively. As of December 31, 2006 and 2005, the balance in the forfeited non-vested account
totaled $152,832 and $43,202, respectively. Such forfeitures are applied under the terms of the Plan to fund matching
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allocations and Cornerstone Account allocations.

2.    Significant Accounting Policies

Investments

The Plan is accounted for on the modified cash basis, as the carrying amounts of all investments are adjusted to fair
value. The Plan investments consist predominantly of shares of Stanley Stock, mutual funds, US Treasury Inflation
Protected fixed income securities, and short term investments. Stanley Stock is traded on a national exchange and is
valued at the last reported sales price on the last business day of the Plan year. Mutual funds are stated at fair value
which equals the quoted market
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Stanley Account Value Plan
Notes to Financial Statements  (continued)
 December 31, 2006

2.    Significant Accounting Policies (continued)

price on the last business day of the Plan year. Short-term investments consist of short-term bank-administered trust
funds which earn interest daily at rates approximating U.S. Government securities; cost approximates market value.

The assets of the Plan are held in trust by an independent corporate trustee, Citibank, N. A. (the ‘‘Trustee’’) pursuant to
the terms of a written Trust Agreement between the Trustee and the Company.

Investments representing 5% or more of the fair value of net plan assets are as follows:

December 31,
 2006

December 31,
 2005

The Stanley Works – common stock* $486,668,249 $498,591,259
SSgA US Total Market Index Fund* $ 62,199,167 $ 48,496,014

* Both participant and non-participant directed.
Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that can affect the amounts reported in the financial
statements and accompanying notes. Actual results could differ from those estimates.

Dividend Income

Dividend income is accrued on the ex-dividend date.
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Gains or Losses on Sales of Investments

Gains or losses realized on the sales of investments are determined based on average cost.

Expenses

Administrative expenses not paid by the Plan are paid by the Company.

3.    Debt

Debt consisted of the following at December 31:

2006 2005
Notes payable in monthly installments to 2009 with
interest at 6.07% $ 4,750,763 $ 5,350,763
Notes payable to the Company in monthly
installments to 2028 with interest at 6.09% 146,625,848 154,425,848

$151,376,611 $159,776,611

The scheduled maturities of debt for the next five years are as follows: 2007 – $8,300,004; 2008 – $6,680,004; 2009 –
$7,370,759; 2010 – $7,899,996 and 2011 – $7,700,004.
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Stanley Account Value Plan
Notes to Financial Statements  (continued)
 December 31, 2006

3.    Debt (continued)

The number of shares held in the Unallocated Fund is reduced as shares are released to the Stanley Stock Fund
pursuant to principal and interest payments. During 2006 and 2005, 400,029 and 417,583 shares, respectively, were
released and at December 31, 2006 and 2005, 5,458,285 and 5,858,314 shares, respectively, are unallocated. Payment
of the Plan’s debt has been guaranteed by the Company. Should the principal and interest due exceed the dividends
paid on shares in the Stanley Stock and Unallocated Funds, and employee and Company matching contributions, the
Company is responsible for funding such a shortfall. There were no such debt service funding shortfalls in 2006 or
2005.

4.    Transactions with Parties-in-Interest

As a result of the termination and liquidation of another plan sponsored by the Company, The Stanley Works
Retirement Plan (‘‘Retirement Plan’’), a portion of the surplus assets of the terminated Retirement Plan was transferred to
the Stanley Account Value Plan, effective August 31, 2002, pursuant to Internal Revenue Code Section 4980(d). Such
transferred assets that were not used to fund allocations under the Plan in 2002 were credited to a temporary account
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and, together with any investment earnings thereon, were used to fund certain allocations under the Plan no less
rapidly than ratably over each of the six subsequent Plan years. During 2005, $5,004,703 was used to fund 2004
Cornerstone Account allocations, at which point the assets transferred from the Retirement Plan were entirely utilized.

Fees paid during 2006 and 2005 for management and other services rendered by parties-in-interest were based on
customary and reasonable rates for such services. The majority of such fees were paid by the Plan. Fees paid by the
Plan during 2006 and 2005 were $1,249,057 and $935,807, respectively.

In 1991, the Plan borrowed $180,000,000 from the Company, the proceeds of which were used to purchase 9,696,968
shares of Company stock for the Plan. In 1998, the Plan borrowed $2,831,378 from the Company, the proceeds of
which were used to pay a prepayment penalty incurred in connection with debt refinancing. The Plan made
$16,985,786 and $13,381,023 of principal and interest payments related to such debt in 2006 and 2005, respectively.
At December 31, 2006 and 2005, $146,625,848 and $154,425,848, respectively, was outstanding on such debt.

5.    Income Tax Status

The Internal Revenue Service has ruled that the Plan and the trust qualify under Sections 401(a) and 401(k) of the
Code and are therefore not subject to tax under present income tax law. Once qualified, the Plan is required to operate
in accordance with the Code to maintain its qualification. The Finance and Pension Committee is not aware of any
course of action or series of events that have occurred that might adversely affect the Plan’s qualified status. An
updated determination letter regarding the Plan was issued by the IRS on December 6, 2005. The Plan has been
amended since receiving the determination letter. However, the Plan administrator and the Plan’s tax counsel believe
that the Plan is designed and is currently being operated in compliance with the applicable requirements of the Code.
Therefore, no provision for income taxes has been included in the Plan’s financial statements.

6.    Excess Contributions Payable

The Plan did not satisfy the nondiscrimination test under the Code Section 401(k)(3) for the 2006 and 2005 Plan
years. To comply with such nondiscrimination test, the Plan made required distributions of excess contributions of
$7,183 including any income attributable thereto, to highly compensated employees on March 19, 2007 and
distributions of excess contributions of $14,157 including any income attributable thereto, to highly compensated
employees on March 13, 2006.

7.    Assets Transferred from Terminated Acquired Plans

Reflected in employee contributions in the accompanying Statement of Changes in Net Assets Available for Benefits
for the year ending December 31, 2006 are $1,605,669 of assets that were
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Notes to Financial Statements  (continued)
 December 31, 2006

7.    Assets Transferred from Terminated Acquired Plans (continued)
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transferred to the Plan from certain terminated Acquired Plans pursuant to the liquidations of such plans. These
transfers were made on behalf of former participants in the Senior Technologies, Inc. 401(k) Profit Sharing Plan, the
Integrator.com, Inc. 401(k) Plan and the Seneca Automatic Door, Inc. Pension Plan. Such transferred assets were
allocated to the Choice Accounts of the pertinent individuals, and are invested in the SSgA Stable Value Fund until an
affirmative investment election is made by the individual on whose behalf such assets were transferred.

8.    Risks and Uncertainties

The Plan invests in various investment securities which are exposed to certain risks including interest rate, market,
currency and credit risks. Accordingly material changes in the value of the investment securities could occur affecting
the future value of participant accounts (inclusive of participant holdings of the Company’s common stock) as well as
the unallocated fund balance as presented in the Statement of Net Assets Available for Benefits. Risks and
uncertainties specifically related to the Company’s common stock include those set forth in the Company’s Annual
Reports on Form 10-K and Quarterly Reports on Form 10-Q filed with the Securities and Exchange Commission.
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Stanley Account Value Plan

Schedule H, Line 4(i) – Schedule of Assets (Held At End of Year)
EIN-06-0548860
Plan Number – 009

December 31, 2006

Identity of Issue, Borrower,
or Similar Party

Description of Investment, Including
Maturity

Date, Rate of Interest, Par or Maturity Value Cost Current Value
Common Stock:
The Stanley Works* 9,677,237 shares of Common Stock; par

value $2.50 per share $217,539,437 $486,668,249
Citibank, N.A.* Short-Term Investment Fund − Pooled Bank

Fund 8,346,069 8,346,069
Mutual Funds:
State Street Global Advisor US Total Market Index Fund 48,356,683 62,199,167
State Street Global Advisor Stable Value Fund 25,781,466 25,781,466
State Street Global Advisor TIPS (US Treasury Inflation Protected

Securities) Fund 20,357,200 21,846,433
State Street Global Advisor S&P 500 Index Fund 17,193,697 20,513,035
State Street Global Advisor Aggressive Strategic Balance Fund 12,777,558 15,759,787
State Street Global Advisor US Extended Market Index Fund 13,809,358 17,378,381
State Street Global Advisor Moderate Strategic Balance Fund 11,430,673 13,330,584
State Street Global Advisor Foreign Equity Index Fund 14,569,837 18,661,043
State Street Global Advisor Conservative Strategic Balance Fund 4,047,275 4,499,471
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State Street Global Advisor Bond Market Index Fund 4,177,235 4,363,291
State Street Global Advisor CB Institutional Fund VI 18,464 163,783
Total investments 398,404,952 699,510,759
Loans to participants* Promissory notes at prime rate with

maturities up to ten years (ranging from 4.0%
to 11.5%) 9,541,241

Total $398,404,952 $709,052,000

* Indicates party-in-interest to the Plan.
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Schedule H, 4(j) – Schedule of Reportable Transactions
EIN 06-0548860
Plan Number – 009

Year ended December 31, 2006

Description of Asset
Number of
Purchases

Number
of Sales

Purchase
Amount

Sales
Amount

Cost of
Asset

Current Value
of Asset on
Transaction

Date

Net
Gain

on Sale
Category (i) – Single transaction in excess of 5% of plan assets.
None
Category (ii) – Series of transactions with the same person involving property other than securities and
aggregating to more than 5% of plan assets.
None
Category (iii) – Series of transactions of the same issue in excess of 5% of plan assets.
None
Category (iv) – Single transaction with the same person in excess of 5% of plan assets.
None
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Pursuant to the requirements of the Securities and Exchange Act of 1934, the Stanley Account Value Plan has duly
caused this annual report to be signed on its behalf by the undersigned hereto duly authorized.

Stanley Account Value Plan
Date: June 15, 2007 By: /s/ Mark Mathieu

Mark Mathieu
 Vice President, Human Resources
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