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Private Securities Litigation Reform Act Safe Harbor Statement 
  

This report contains, in addition to historical information, statements by us with regard to our expectations as to financial 
results and other aspects of our business that involve risks and uncertainties and may constitute forward-looking statements within the 
meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. 

  
Forward-looking statements are presented for illustrative purposes only and reflect our current expectations concerning future 

results and events. All statements other than statements of historical fact are “forward-looking” statements for purposes of federal and 
state securities laws, including any projections of earnings, revenues or other financial items; any statements of the plans, strategies 
and objectives of management for future operations; any statements concerning proposed new services or developments; any 
statements regarding future economic conditions or performance; any statements of belief; and any statements of assumptions 
underlying any of the foregoing. 

  
You can identify these forward-looking statements by our use of words such as “anticipates,” “believes,” “continues,” 

“expects,” “intends,” “likely,” “may,” “opportunity,” “plans,” “potential,” “project,” “will,” and similar expressions to identify 
forward-looking statements, whether in the negative or the affirmative. We cannot guarantee that we actually will achieve these plans, 
intentions or expectations. These forward-looking statements are subject to risks, uncertainties and other factors, some of which are 
beyond our control, which could cause actual results to differ materially from those forecast or anticipated in such forward-looking 
statements. You should not place undue reliance on these forward-looking statements, which reflect our view only as of the date of 
this report. We undertake no obligation to update these statements or publicly release the result of any revision(s) to these statements 
to reflect events or circumstances after the date of this report or to reflect the occurrence of unanticipated events. 

  
Key risks to our company are described in our Annual Report on Form 10-K filed with the Securities and Exchange 

Commission on June 15, 2004. 
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PART I – FINANCIAL INFORMATION 

  
ITEM 1.                  FINANCIAL STATEMENTS 
  

RBS Global, Inc. and Subsidiaries 
Condensed Consolidated Balance Sheets 

(in millions) 
  

  
See notes to the condensed consolidated financial statements. 
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January 2, 
2005 

 

March 31, 
2004

 

   
(Unaudited) 

   

Assets 
     

Current assets: 
     

Cash $ 13.5 $ 21.8
Receivables, net 

 

116.3
 

120.2
 

Inventories 134.2 134.7
Other current assets 15.2 14.6

Total current assets 
 

279.2
 

291.3
 

  
Property, plant and equipment, net 271.3 270.2
Intangible assets, net 

 

114.8
 

125.2
 

Goodwill 582.1 582.1
Other assets 

 

27.8
 

30.3
 

  
 

$ 1,275.2
 

$ 1,299.1
 

  
Liabilities and stockholders’ equity 

     

Current liabilities: 
     

Current portion of long-term debt $ 1.7 $ 2.0
Trade payables 

 

57.1
 

72.9
 

Income taxes payable 8.2 4.8
Deferred income taxes 

 

6.6
 

6.4
 

Compensation and benefits 
 

28.8
 

29.3
 

Other current liabilities 31.0 42.1
Total current liabilities 133.4 157.5
  
Long-term debt 534.6 548.8
Pension obligations 

 

90.3
 

92.7
 

Postretirement benefit obligations 
 

40.4
 

43.9
 

Deferred income taxes 
 

50.2
 

49.7
 

Other liabilities 
 

7.9
 

7.4
 

Total liabilities 
 

856.8
 

900.0
 

  
Stockholders’ equity 

     

Common stock, $0.01 par value; authorized 5,000,000 shares, issued and outstanding 
3,596,001 shares 

 

0.1
 

0.1
 

Additional paid in capital 
 

361.4
 

359.4
 

Accumulated other comprehensive income 
 

22.6
 

15.8
 

Retained earnings 
 

34.3
 

23.8
 

Total stockholders’ equity 
 

418.4
 

399.1
 

  
 

$ 1,275.2
 

$ 1,299.1
 



 
RBS Global, Inc. and Subsidiaries 

Unaudited Condensed Consolidated Statements of Operations 
(in millions) 

  

  
See notes to the condensed consolidated financial statements. 
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Three Months Ended
 

Nine Months Ended
 

   

January 2, 
2005

 

December 31, 
2003

 

January 2, 
2005 

 

December 31, 
2003

 

  
Net sales 

 

$ 199.7
 

$ 171.6
 

$ 587.8
 

$ 505.2
 

  
Cost of sales 144.5 116.2 409.8 348.5
Gross profit 

 

55.2
 

55.4
 

178.0
 

156.7
 

  
Selling, general and administrative expenses 37.6 36.8 112.9 108.4
Restructuring and other similar costs

 

1.7
 

0.4
 

3.0
 

2.1
 

Curtailment gain 
 

—
 

(5.6) —
 

(5.6)
Amortization of intangible assets 

 

3.5
 

3.5
 

10.4
 

10.4
 

Income from operations 
 

12.4
 

20.3
 

51.7
 

41.4
 

  
Non-operating income (expense): 

         

Interest expense, net 
 

(10.9) (11.4) (32.5) (34.1)
Other, net 

 

(1.0) (0.2) (1.5) (2.1)
Income (loss) before income taxes 

 

0.5
 

8.7
 

17.7
 

5.2
 

Provision for income taxes 
 

0.2
 

3.4
 

7.2
 

2.0
 

Net income 
 

$ 0.3
 

$ 5.3
 

$ 10.5
 

$ 3.2
 



 
RBS Global, Inc. and Subsidiaries 

Unaudited Condensed Consolidated Statements of Cash Flows 
(in millions) 

  

  
See notes to the condensed consolidated financial statements. 
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Nine Months Ended
 

   

January 2, 
2005 

 

December 31, 
2003

 

  
Operating activities 

     

Net income 
 

$ 10.5
 

$ 3.2
 

Adjustments to reconcile net income to cash provided by (used for) operating activities:
     

Depreciation 
 

23.9
 

23.5
 

Amortization of intangible assets 10.4 10.4
Amortization of deferred financing costs 

 

2.5
 

2.3
 

Other noncash items 
 

(0.9) (2.1)
Changes in operating assets and liabilities: 

     

Receivables 
 

9.1
 

21.9
 

Inventories 
 

5.0
 

0.4
 

Other assets 
 

—
 

(3.6)
Accounts payable 

 

(18.9) (0.6)
Accruals and other liabilities 

 

(19.0) (44.6)
Cash provided by operating activities 

 

22.6
 

10.8
 

  
Investing activities 

     

Expenditures for property, plant and equipment 
 

(20.1) (14.0)
Proceeds from dispositions of fixed assets 

 

1.0
 

1.0
 

Adjustment of purchase price for Rexnord 
 

—
 

(10.4)
Cash used for investing activities 

 

(19.1) (23.4)
  
Financing activities 

     

Net payments on long-term debt 
 

(14.8) (11.5)
Stock options exercised 

 

2.0
 

—
 

Cash used for financing activities 
 

(12.8) (11.5)
  
Effect of exchange rate changes on cash 1.0 2.5
Decrease in cash (8.3) (21.6)
Cash at beginning of period 

 

21.8
 

37.2
 

Cash at end of period 
 

$ 13.5
 

$ 15.6
 



 
RBS Global, Inc. and Subsidiaries 

Notes to the Condensed Consolidated Financial Statements 
January 2, 2005 

(Unaudited) 
  

1.         Basis of Presentation and Significant Accounting Policies 
  

The unaudited condensed consolidated financial statements of RBS Global, Inc. and subsidiaries (collectively, “the Company”) 
included herein have been prepared in accordance with accounting principles generally accepted in the United States for interim 
financial information and pursuant to the rules and regulations of the Securities and Exchange Commission. Certain information and 
footnote disclosures normally included in financial statements prepared in accordance with accounting principles generally accepted in 
the United States have been condensed or omitted pursuant to such rules and regulations, although the Company believes that the 
disclosures are adequate to make the information presented not misleading. In the opinion of management, the condensed consolidated 
financial statements include all adjustments (consisting only of normal recurring adjustments) necessary for a fair presentation of the 
results of operations for the interim periods. Results for the interim periods are not necessarily indicative of results that may be 
expected for the fiscal year ending March 31, 2005. It is suggested that these condensed consolidated financial statements be read in 
conjunction with the audited consolidated financial statements of the Company including the notes thereto included in the Company’s 
most recent Annual Report on Form 10-K. 

  
Recent Accounting Pronouncements 

  
In December 2004, the Financial Accounting Standards Board (FASB) issued the revised SFAS No. 123, Share-Based Payment 

(SFAS 123(R)). SFAS 123(R) requires compensation costs related to share-based payment transactions to be recognized in the 
financial statements. Generally, compensation cost will be measured based on the grant-date fair value of the equity or liability 
instruments issued. In addition, liability awards will be remeasured each reporting period. Compensation cost will be recognized over 
the requisite service period, generally as the award vests. We are required to adopt SFAS 123(R) in the second quarter of fiscal 2006. 
SFAS 123(R) applies to all awards granted after June 30, 2005 and to previously-granted awards unvested as of the adoption date. We 
are evaluating the effect of SFAS 123(R) on our financial statements and related disclosures, but currently do not expect the effect of 
compensation expense, net of related tax to be significant. 
  
Stock-Based Compensation 
  

The Company accounts for stock-based compensation in accordance with Accounting Principles Board Opinion No. 25, 
“Accounting for Stock Issued to Employees,” and related interpretations.  Stock options are granted at prices equal to the fair market 
value of the Company’s common stock on the date of grant; therefore, no compensation expense has been recognized. Statement of 
Financial Accounting Standards (SFAS) No. 123, “Accounting for Stock-Based Compensation,” encourages, but does not require, 
companies to record compensation cost for stock-based employee compensation plans under a fair value-based method.  Had 
compensation cost been determined based upon the fair value at the grant date under the provisions of SFAS No. 123, the Company’s 
pro forma net income would have been as follows (in millions): 
  

  
The Company determined the fair value of options granted using the minimum value option-pricing model. Fair value under the 

minimum value option-pricing model was determined using the following weighted-average assumptions: dividend yield of 0%, 
expected life in years of 7 for the three and nine months ending January 2, 2005 and 10 years for the three and nine months ending 
December 31, 2003; and risk-free rate of interest of 3.8%.  The pro forma effects of applying the provisions of SFAS No. 123 are not 
necessarily representative of the effects on net income in future years. 

  
The Company 
  

The Company is a manufacturer of mechanical power transmission components whose product portfolio includes flattop chain 
and modular conveyor belts, industrial bearings, aerospace bearings and seals, special components, couplings and gears and industrial 
chain. The products are either incorporated into products sold by original equipment manufacturers (“OEMs”) or sold to end-users 
through industrial distributors as aftermarket products. 
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Three Months Ended
 

Nine Months Ended
 

   

January 2, 
2005

 

December 31, 
2003

 

January 2, 
2005 

 

December 31, 
2003

 

  
Reported net income 

 

$ 0.3
 

$ 5.3
 

$ 10.5
 

$ 3.2
 

Stock based employee compensation expense determined 
under fair value based method, net of tax 

 

(0.2) (0.2) (0.6) (0.6)
Pro forma net income 

 

$ 0.1
 

$ 5.1
 

$ 9.9
 

$ 2.6
 



 
The Acquisition 
  

RBS Global, Inc. is the parent company of Rexnord Corporation, a holding company (“Rexnord”), which owns several 
domestic and foreign subsidiaries.  On November 25, 2002, pursuant to a Stock Purchase Agreement between RBS Acquisition 
Corporation and Invensys plc (“Invensys”) and certain of its affiliates, RBS Acquisition Corporation acquired the net assets of the 
Rexnord Group (the “Predecessor”) for $923.9 million, including direct costs of the acquisition of $11.8 million (“the Acquisition”). 
RBS Acquisition Corporation is a wholly owned subsidiary of Rexnord. The purchase price was financed by a $359.5 million equity 
investment from affiliates of The Carlyle Group and certain members of management of the Company, $360.0 million of term loans 
and $225.0 million of senior subordinated notes. 
  

In conjunction with the Acquisition, the Company recorded liabilities in connection with the business combination primarily for 
plant exit costs and employee severance costs.  During the three and nine month periods ending January 2, 2005 cash payments 
totaling $0.5 million and $3.3 million, respectively, related to severance and plant exit costs associated with the Acquisition were 
charged against previously recorded reserves.  For the prior year three and nine month periods ending December 31, 2003, cash 
payments of $6.9 million and $14.3 million, respectively, related to severance and plant exit costs were charged to previously recorded 
reserves.   Non-cash charges related to the write-off of inventory and manufacturing equipment amounted to $1.0 million and $3.5 
million in the three and nine month periods ending December 31, 2003, respectively.  At January 2, 2005, there were $8.5 million of 
severance and plant exit related reserves remaining related to the Acquisition versus $17.2 million recorded as of December 31, 2003, 
of which approximately $6.4 million was reserved for non-cash items. 

  
2.         Income Taxes 
  

The provision for income taxes for the three and nine month periods ended January 2, 2005 and December 31, 2003 is based on 
an estimated effective income tax rate for the respective full fiscal years. The estimated annual effective income tax rate is determined 
excluding the effect of significant unusual items or items that are reported net of their related tax effects.  The tax effect of significant 
unusual items is reflected in the period in which they occur. 

  
3.         Comprehensive Income 
  

Comprehensive income consists of the following (in millions): 
  

  
4.         Inventories 
  

The major classes of inventories are summarized as follows (in millions): 
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    Three Months Ended
 

Nine Months Ended
 

    
January 2, 

2005
 

December 31, 
2003

 

January 2, 
2005 

  
December 31, 

2003
 

      
Net income 

  $ 0.3 $ 5.3 $ 10.5
  $ 3.2

Other comprehensive income – 
           

Foreign currency translation 
adjustments 

  6.2
 

5.3
 

6.8
  11.5

 

Comprehensive income 
  $ 6.5

 

$ 10.6
 

$ 17.3
  $ 14.7

 

January 2, 
2005 

  
March 31, 

2004
     
Finished goods 

 

$ 89.4
  $ 85.6

 

Work in process 20.1
  23.5

Raw materials 
 

26.1
  24.9

 

Inventories at FIFO cost 
 

135.6
  134.0

 

Adjustment to state inventories at LIFO cost
 

(1.4) 0.7
 

  
 

$ 134.2
  $ 134.7

 



 
5.         Other Current Liabilities 
  

Other current liabilities are summarized as follows (in millions): 
  

  
6.         Long-Term Debt 
  

Long-term debt is summarized as follows (in millions): 
  

  
On November 25, 2002, Rexnord entered into a seven-year bank term loan credit agreement (the Credit Agreement) under 

which Rexnord had outstanding borrowings of $306.0 million at January 2, 2005. Borrowings under the Credit Agreement are secured 
by substantially all of the Company’s assets.  At the option of Rexnord, borrowings under the term loans bear interest at the following 
rates per annum: (i) 1.75% plus the Base Rate, or (ii) 3.00% plus the Eurodollar Rate. At January 2, 2005, $200 million of term loans 
bear interest at 5.23%, $100 million bear interest at 5.10% and $6 million bear interest at 5.45%. 

  
The Credit Agreement also provides Rexnord with a $75 million revolving credit facility under which there were no 

outstanding borrowings at January 2, 2005; however $8.9 million of the facility was considered utilized in connection with 
outstanding letters of credit. 

  
7.         Product Warranty 
  

The Company offers warranties on the sales of certain of its products and records an accrual for estimated future claims. Such 
accruals are based upon historical experience and management’s estimate of the level of future claims. The following table presents 
the Company’s product warranty liability activity (in millions): 
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January 2, 
2005 

  
March 31, 

2004
     
Taxes, other than income taxes 

 

$ 2.2
  $ 2.5

 

Interest payable 4.7
  10.8

Sales rebates 
 

3.7
  5.2

 

Severance obligations 
 

8.1
  10.4

 

Liabilities recorded in connection with business combination
 

0.3
  1.2

 

Other 
 

12.0
  12.0

 
  

 

$ 31.0
  $ 42.1

 

  

January 2, 
2005 

  
March 31, 

2004
 

     
Term loans 

 

$ 306.0
  $ 320.0

 

10.125% senior subordinated notes due 2012
 

225.0
  225.0

 

Other debt 
 

5.3
  5.8

 

Total 
 

536.3
  550.8

 

Less current portion 
 

1.7
  2.0

 

Long-term debt $ 534.6
  $ 548.8

    Three Months Ended
 

Nine Months Ended
 

    
January 2, 

2005
 

December 31, 
2003

 

January 2, 
2005 

  
December 31, 

2003
 

      
Balance at beginning of period 

  $ 1.5 $ 1.1 $ 1.1
  $ 1.3

Expense 
  0.2

 

0.5
 

0.9
  0.9

 

Claims settled 
  (0.4) (0.9) (0.7) (1.5)

Balance at end of period 
  $ 1.3

 

$ 0.7
 

$ 1.3
  $ 0.7

 



 
8.         Retirement Benefits 
  

During the fiscal year ended March 31, 2004, the Company made significant modifications to its defined benefit pension plans 
covering certain U.S. employees by freezing credited service as of March 31, 2004.  The components of net periodic benefit cost are 
as follows (in millions): 
  

  
Through the first nine months of fiscal 2005, the Company has made contributions of $8.7 million to its U.S. qualified pension 
defined benefit plan trusts.  In the first nine months of fiscal 2004, the Company contributed $20.4 million to those same plans.  
As of April 1, 2004, the Company added a discretionary contribution equal to 3% of pay covering certain U.S. employees to its 
401(k) defined contribution plan.  The expense associated with the discretionary contribution was $0.9 million and $2.7 million 
for the three and nine months, respectively, ended January 2, 2005. 

  
9.         Guarantor Subsidiaries 
  

The following schedules present condensed consolidating financial information at January 2, 2005 and March 31, 2004 and for 
the three and nine month periods ended January 2, 2005 and December 31, 2003 for: (a) RBS Global, Inc., which is also referred to as 
the “Parent”; (b) Rexnord, which is also referred to as the “Issuer”; (c) on a combined basis, the domestic subsidiaries of the 
Company, all of which are wholly-owned by the Parent (collectively, the “Guarantor Subsidiaries”); and (d) on a combined basis, the 
foreign subsidiaries of the Company (collectively, the “Non-Guarantor Subsidiaries”). Separate financial statements of the Guarantor 
Subsidiaries are not presented because their guarantees of the senior subordinated notes are full and unconditional and joint and 
several, and the Company believes separate financial statements and other disclosures regarding the Guarantor Subsidiaries are not 
material to investors. The Guarantor Subsidiaries guarantee the senior subordinated notes issued in connection with the acquisition of 
the Company. 
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Three Months Ended
 

Nine Months Ended
 

   

January 2, 
2005

 

December 31, 
2003

 

January 2, 
2005 

 

December 31, 
2003

 

  
Pension Benefits: 

         

  
Service cost $ 0.8 $ 1.8 $ 2.4 $ 5.4
Interest cost 

 

3.3
 

3.3
 

9.7
 

9.9
 

Expected return on plan assets 
 

(2.7) (2.3) (8.1) (6.9)
Curtailment gain 

 

—
 

(5.6) —
 

(5.6)
Amortization: 

         

Prior service cost — — 0.2 —
Net periodic benefit cost 

 

$ 1.4
 

$ (2.8) $ 4.2
 

2.8
 

  
Other Postretirement Benefits: 
  
Service cost 

 

$ 0.2
 

$ 0.2
 

$ 0.6
 

$ 0.6
 

Interest cost 
 

0.7
 

0.8
 

2.1
 

2.4
 

Amortization: 
         

Prior service cost 
 

(0.1) (0.3) (0.3) (0.9)
Net periodic benefit cost 

 

$ 0.8
 

$ 0.7
 

$ 2.4
 

$ 2.1
 



 
Condensed Consolidating Balance Sheet (Unaudited) 
January 2, 2005 
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    Parent Issuer
Guarantor 

Subsidiaries

Non- 
Guarantor 

Subsidiaries 
  Eliminations Consolidated

       
Assets: 

               

Current assets: 
     

Cash 
  $ —

 

$ —
 

$ 4.0
 

$ 9.5
  $ —

 

$ 13.5
 

Receivables, net 
  —

 

—
 

58.1
 

58.2
  —

 

116.3
 

Inventories 
  —

 

—
 

81.3
 

52.9
  —

 

134.2
 

Other current assets 
  —

 

—
 

9.0
 

6.2
  —

 

15.2
 

Total current assets 
  —

 

—
 

152.4
 

126.8
    

279.2
 

       
Receivable from (payable to) affiliates 

  —
 

94.2
 

36.3
 

(130.5) —
 

—
 

Property, plant and equipment, net 
  —

 

—
 

202.2
 

69.1
  —

 

271.3
 

Intangible assets, net 
  —

 

—
 

107.0
 

7.8
  —

 

114.8
 

Goodwill 
  —

 

8.1
 

399.8
 

174.2
  —

 

582.1
 

Investment in: 
               

Guarantor subsidiaries 
  419.0

 

927.6
 

—
 

—
  (1,346.6) —

 

Non-guarantor subsidiaries 
  —

 

—
 

117.8
 

—
  (117.8) —

 

Other assets 
  —

 

19.8
 

6.9
 

1.1
  —

 

27.8
 

Total assets 
  $ 419.0

 

$ 1,049.7
 

$ 1,022.4
 

$ 248.5
  $ (1,464.4) $ 1,275.2

 

       
Liabilities and stockholders’ equity 

               

Current liabilities: 
     

Current portion of long-term debt 
  $ —

 

$ —
 

$ 0.1
 

$ 1.6
  —

 

$ 1.7
 

Trade payables 
  31.5 25.6

  57.1
Income taxes payable 

  (0.6) (10.7) 14.9
 

4.6
  —

 

8.2
 

Deferred income taxes 
  (0.1) —

 

4.5
 

2.2
  —

 

6.6
 

Compensation and benefits 
  —

 

—
 

19.1
 

9.7
  —

 

28.8
 

Other current liabilities 
  —

 

4.4
 

14.7
 

11.9
  —

 

31.0
 

Total current liabilities 
  (0.7) (6.3) 84.8

 

55.6
  —

 

133.4
 

       
Long-term debt 

  — 531.0 0.9 2.7
  — 534.6

Notes payable to (receivable from) 
affiliates, net 

  1.3 105.6 (132.6) 25.7
  — —

Pension obligations 
  —

 

—
 

50.0
 

40.3
  —

 

90.3
 

Postretirement benefit obligations 
  —

 

—
 

38.4
 

2.0
  —

 

40.4
 

Deferred income taxes 
  —

 

0.4
 

46.0
 

3.8
  —

 

50.2
 

Other liabilities 
  —

 

—
 

7.3
 

0.6
  —

 

7.9
 

Total liabilities 
  0.6

 

630.7
 

94.8
 

130.7
  —

 

856.8
 

       
Stockholders’ equity 

  418.4 419.0 927.6 117.8
  (1,464.4) 418.4

Total liabilities and stockholders’ 
equity 

  $ 419.0
 

$ 1,049.7
 

$ 1,022.4
 

$ 248.5
  $ (1,464.4) $ 1,275.2

 



 
Condensed Consolidating Balance Sheet 
March 31, 2004 
(in millions) 
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    Parent 
 

Issuer
 

Guarantor 
Subsidiaries

 

Non- 
Guarantor 

Subsidiaries 
  Eliminations

 

Consolidated
 

Assets: 
               

Current assets: 
               

Cash 
  $ —

 

$ —
 

$ 9.1
 

$ 12.7
  $ —

 

$ 21.8
 

Receivables, net 
  — — 59.2 61.0

  — 120.2
Inventories 

  —
 

—
 

80.3
 

54.4
  —

 

134.7
 

Other current assets 
  —

 

—
 

8.2
 

6.4
  —

 

14.6
 

Total current assets 
  —

 

—
 

156.8
 

134.5
  —

 

291.3
 

       
Receivable from (payable to) affiliates 

  —
 

94.2
 

36.3
 

(130.5) —
 

—
 

Property, plant and equipment, net 
  —

 

—
 

202.7
 

67.5
  —

 

270.2
 

Intangible assets, net 
  — — 117.2 8.0

  — 125.2
Goodwill 

  —
 

8.1
 

399.8
 

174.2
  —

 

582.1
 

Investment in: 
               

Guarantor subsidiaries 
  400.9

 

894.0
 

—
 

—
  (1,294.9) —

 

Non-guarantor subsidiaries 
  —

 

—
 

109.9
 

—
  (109.9) —

 

Other assets 
  — 22.3 6.9 1.1

  — 30.3
Total assets 

  $ 400.9
 

$ 1,018.6
 

$ 1,029.6
 

$ 254.8
  $ (1,404.8) $ 1,299.1

 

       
Liabilities and stockholders’ equity 

     
Current liabilities: 

               

Current portion of long-term debt 
  $ —

 

$ —
 

$ 0.1
 

$ 1.9
  $ —

 

$ 2.0
 

Trade payables 
      

40.2
 

32.7
  —

 

72.9
 

Income taxes payable 
  — — (0.7) 5.5

  — 4.8
Deferred income taxes 

  —
 

—
 

4.2
 

2.2
  —

 

6.4
 

Compensation and benefits 
  — — 19.0 10.3

  — 29.3
Other current liabilities 

  —
 

10.7
 

17.4
 

14.0
  —

 

42.1
 

Total current liabilities 
  —

 

10.7
 

80.2
 

66.6
  —

 

157.5
 

       
Long-term debt 

  —
 

545.0
 

1.0
 

2.8
  —

 

548.8
 

Notes payable to (receivable from) 
affiliates, net 

  1.8 61.6 (95.2) 31.8
  — —

Pension obligations 
  —

 

—
 

55.0
 

37.7
  —

 

92.7
 

Postretirement benefit obligations 
  —

 

—
 

42.1
 

1.8
  —

 

43.9
 

Deferred income taxes 
  —

 

0.4
 

45.6
 

3.7
  —

 

49.7
 

Other liabilities 
  —

 

—
 

6.9
 

0.5
  —

 

7.4
 

Total liabilities 
  1.8

 

617.7
 

135.6
 

144.9
  —

 

900.0
 

       
Stockholders’ equity 

  399.1 400.9 894.0 109.9
  (1,404.8) 399.1

Total liabilities and stockholders’ 
equity 

  $ 400.9
 

$ 1,018.6
 

$ 1,029.6
 

$ 254.8
  $ (1,404.8) $ 1,299.1

 



 
Condensed Consolidating Statement of Operations (Unaudited) 
Three Months Ended 
January 2, 2005 
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    Parent 
 

Issuer
 

Guarantor 
Subsidiaries

 

Non- 
Guarantor 

Subsidiaries 
  Eliminations

 

Consolidated
 

       
Net sales 

  $ —
 

$ —
 

$ 137.5
 

$ 72.6
  $ (10.4) $ 199.7

 

Cost of sales 
  —

 

—
 

98.6
 

56.3
  (10.4) 144.5

 

Gross profit 
  —

 

—
 

38.9
 

16.3
  —

 

55.2
 

       
Selling, general and administrative 

expenses 
  —

 

0.1
 

23.7
 

13.8
  —

 

37.6
 

Restructuring and other similar costs
  — — 1.1 0.6

  — 1.7
Amortization of intangible assets 

  —
 

—
 

3.4
 

0.1
  —

 

3.5
 

Income from operations 
  —

 

0.1
 

10.7
 

1.8
  —

 

12.4
 

       
Non-operating income (expense): 

               

Interest expense: 
               

To third parties 
  —

 

(10.7) 0.1
 

(0.3) —
 

(10.9)
To affiliates 

  —
 

1.8
 

0.7
 

(2.5) —
 

—
 

Other, net 
  (0.5) —

 

(0.2) (0.3) —
 

(1.0)
Income (loss) before income taxes 

  (0.5) (9.0) 11.3
 

(1.3) —
 

0.5
 

Provision (benefit) for income taxes 
  (0.2) (3.7) 4.6

 

(0.5) —
 

0.2
 

Income (loss) before equity in 
earnings of subsidiaries 

  (0.3) (5.3) 6.7
 

(0.8) —
 

0.3
 

Equity in earnings (loss) of 
subsidiaries 

  0.6 5.9 (0.8) —
  (5.7) —

Net income 
  $ 0.3

 

$ 0.6
 

$ 5.9
 

$ (0.8) $ (5.7) $ 0.3
 



 
Condensed Consolidating Statement of Operations (Unaudited) 
Nine Months Ended 
January 2, 2005 
(in millions) 
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    Parent 
 

Issuer
 

Guarantor 
Subsidiaries

 

Non- 
Guarantor 

Subsidiaries 
  Eliminations

 

Consolidated
 

       
Net sales 

  $ —
 

$ —
 

$ 413.9
 

$ 210.2
  $ (36.3) $ 587.8

 

Cost of sales 
  —

 

—
 

288.8
 

157.3
  (36.3) 409.8

 

Gross profit 
  —

 

—
 

125.1
 

52.9
  —

 

178.0
 

       
Selling, general and administrative 

expenses 
  — 0.1 72.6 40.2

  — 112.9
Restructuring and other similar costs

  —
 

—
 

2.2
 

0.8
  —

 

3.0
 

Amortization of intangible assets 
  —

 

—
 

10.2
 

0.2
  —

 

10.4
 

Income from operations 
  —

 

(0.1) 40.1
 

11.7
  —

 

51.7
 

       
Non-operating income (expense): 

               

Interest expense: 
     

To third parties 
  —

 

(31.5) —
 

(1.0) —
 

(32.5)
To affiliates 

  —
 

5.4
 

2.0
 

(7.4) —
 

—
 

Other, net 
  (1.5) —

 

(0.6) 0.6
  —

 

(1.5)
Income (loss) before income taxes 

  (1.5) (26.2) 41.5
 

3.9
  —

 

17.7
 

Provision (benefit) for income taxes 
  (0.6) (10.7) 16.9

 

1.6
  —

 

7.2
 

Income (loss) before equity in 
earnings of subsidiaries 

  (0.9) (15.5) 24.6
 

2.3
  —

 

10.5
 

Equity in earnings of subsidiaries 
  11.4

 

26.9
 

2.3
 

—
  (40.6) —

 

Net income 
  $ 10.5

 

$ 11.4
 

$ 26.9
 

$ 2.3
  $ (40.6) $ 10.5

 



 
Condensed Consolidating Statement of Operations (Unaudited) 
Three Months Ended 
December 31, 2003 
(in millions) 
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    Parent 
 

Issuer
 

Guarantor 
Subsidiaries

 

Non- 
Guarantor 

Subsidiaries 
  Eliminations

 

Consolidated
 

       
Net sales 

  $ —
 

$ —
 

$ 115.2
 

$ 66.5
  $ (10.1) $ 171.6

 

Cost of sales 
  —

 

—
 

78.4
 

47.9
  (10.1) 116.2

 

Gross profit 
  —

 

—
 

36.8
 

18.6
  —

 

55.4
 

       
Selling, general and administrative 

expenses 
  — — 22.7 14.1

  — 36.8
Restructuring and other similar costs

  —
 

—
 

0.3
 

0.1
  —

 

0.4
 

Curtailment gain 
  —

 

—
 

(5.6) —
  —

 

(5.6)
Amortization of intangible assets 

  —
 

—
 

3.4
 

0.1
  —

 

3.5
 

Income from operations 
  —

 

—
 

16.0
 

4.3
  —

 

20.3
 

       
Non-operating income (expense): 

               

Interest expense: 
     

To third parties 
  — (11.1) — (0.3) — (11.4)

To affiliates 
  — 2.2 0.9 (3.1) — —

Other, net 
  (0.5) —

 

(0.1) 0.4
  —

 

(0.2)
          
Income (loss) before income taxes 

  (0.5) (8.9) 16.8
 

1.3
  —

 

8.7
 

         
Provision (benefit) for income taxes 

  (0.2) (3.5) 6.6
 

0.5
  —

 

3.4
 

Income (loss) before equity in 
earnings (loss) of subsidiaries 

  (0.3) (5.4) 10.2
 

0.8
  —

 

5.3
 

Equity in earnings of subsidiaries 
  5.6

 

11.0
 

0.8
 

—
  (17.4) —

 

Net income (loss) 
  $ 5.3

 

$ 5.6
 

$ 11.0
 

$ 0.8
  $ (17.4) $ 5.3

 



 
Condensed Consolidating Statement of Operations (Unaudited) 
Nine Months Ended 
December 31, 2003 
(in millions) 
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    Parent 
 

Issuer
 

Guarantor 
Subsidiaries

 

Non- 
Guarantor 

Subsidiaries 
  Eliminations

 

Consolidated
 

       
Net sales 

  $ —
 

$ —
 

$ 349.7
 

$ 187.6
  $ (32.1) $ 505.2

 

Cost of sales 
  —

 

—
 

242.7
 

137.9
  (32.1) 348.5

 

Gross profit 
  —

 

—
 

107.0
 

49.7
  —

 

156.7
 

       
Selling, general and administrative 

expenses 
  — — 68.8 39.6

  — 108.4
Restructuring and other similar costs

  —
 

—
 

0.5
 

1.6
  —

 

2.1
 

Curtailment gain 
  —

 

—
 

(5.6) —
  —

 

(5.6)
Amortization of intangible assets 

  —
 

—
 

10.2
 

0.2
  —

 

10.4
 

Income from operations 
  —

 

—
 

33.1
 

8.3
  —

 

41.4
 

       
Non-operating income (expense): 

               

Interest expense: 
     

To third parties 
  — (33.2) — (0.9) — (34.1)

To affiliates 
  — 6.0 2.5 (8.5) — —

       
Other, net 

  (1.5) —
 

0.5
 

(1.1) —
 

(2.1)
         
Income (loss) before income taxes 

  (1.5) (27.2) 36.1
 

(2.2) —
 

5.2
 

         
Provision (benefit) for income taxes 

  (0.6) (10.7) 14.2
 

(0.9) —
 

2.0
 

Income (loss) before equity in 
earnings of subsidiaries 

  (0.9) (16.5) 21.9
 

(1.3) —
 

3.2
 

Equity in earnings of subsidiaries 
  4.1 20.6 (1.3) —

  (23.4) —
         
Net income (loss) 

  $ 3.2
 

$ 4.1
 

$ 20.6
 

$ (1.3) $ (23.4) $ 3.2
 



 
Condensed Consolidating Statement of Cash Flows (Unaudited) 
Nine Months Ended 
January 2, 2005 
(in millions) 
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    Parent 
 

Issuer
 

Guarantor 
Subsidiaries

 

Non- 
Guarantor 

Subsidiaries 
  Eliminations

 

Consolidated
 

       
Operating activities 

               

Net income 
  $ 10.5

 

$ 11.4
 

$ 26.9
 

$ 2.3
  $ (40.6) $ 10.5

 

Noncash adjustments 
  (11.4) (24.4) 24.1

 

7.0
  40.6

 

35.9
 

Changes in operating assets and 
liabilities 

  (1.1) 27.0 (40.2) (9.5) — (23.8)
Cash provided by (used for) operating 

activities 
  (2.0) 14.0

 

10.8
 

(0.2) —
 

22.6
 

       
Investing activities 

               

Expenditures for property, plant and 
equipment 

  —
 

—
 

(15.8) (4.3) —
 

(20.1)
Proceeds from dispositions of 

property, plant and equipment 
  —

 

—
 

—
 

1.0
  —

 

1.0
 

Cash used for investing activities 
  —

 

—
 

(15.8) (3.3) —
 

(19.1)
       
Financing activities 

               

Net borrowings of long-term debt 
  — (14.0) (0.1) (0.7) — (14.8)

Stock options exercised 
  2.0

 

—
 

—
 

—
  —

 

2.0
 

Cash provided (used) by financing 
activities 

  2.0
 

(14.0) (0.1) (0.7) —
 

(12.8)
       
Effect of exchange rate changes on 

cash 
  —

 

—
 

—
 

1.0
  —

 

1.0
 

Decrease in cash 
  —

 

—
 

(5.1) (3.2) —
 

(8.3)
Cash at beginning of period 

  —
 

—
 

9.1
 

12.7
  —

 

21.8
 

Cash at end of period 
  $ —

 

$ —
 

$ 4.0
 

$ 9.5
  $ —

 

$ 13.5
 



 
Condensed Consolidating Statement of Cash Flows (Unaudited) 
Nine Months Ended 
December 31, 2003 
(in millions) 
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    Parent 
 

Issuer
 

Guarantor 
Subsidiaries

 

Non- 
Guarantor 

Subsidiaries 
  Eliminations

 

Consolidated
 

       
Operating activities 

               

Net income 
  $ 3.2) $ 4.1

 

$ 20.6
 

$ (1.3) $ (23.4) $ 3.2
 

Non-cash adjustments 
  (4.1) (18.3) 26.0

 

7.1
  23.4

 

34.1
 

Changes in operating assets and 
liabilities 

  0.9 26.1 (42.6) (10.9) — (26.5)
Cash provided by (used for) operating 

activities 
  —

 

11.9
 

4.0
 

(5.1) —
 

10.8
 

       
Investing activities 

               

Expenditures for property, plant and 
equipment 

  —
 

—
 

(9.1) (4.9) —
 

(14.0)
Proceeds from dispositions of 

property, plant and equipment 
  —

 

—
 

1.0
 

—
  —

 

1.0
 

Adjustment of purchase price for 
Rexnord 

  —
 

—
 

(10.4) —
  —

 

(10.4)
Cash used for investing activities 

  —
 

—
 

(18.5) (4.9) —
 

(23.4)
       
Financing activities 

     
Net borrowings of long-term debt 

  — (11.9) 0.1 0.3
  — (11.5)

Cash provided by (used for) financing 
activities 

  —
 

(11.9) 0.1
 

0.3
  —

 

(11.5)
       
Effect of exchange rate changes on 

cash 
  — — — 2.5

  — 2.5
Decrease in cash 

  — — (14.4) (7.2) — (21.6)
Cash at beginning of period 

  —
 

—
 

20.4
 

16.8
  —

 

37.2
 

Cash at end of period 
  $ —

 

$ —
 

$ 6.0
 

$ 9.6
  $ —

 

$ 15.6
 



 
ITEM 2.              MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF 

OPERATIONS. 
  
Critical Accounting Policies and Estimates 
  

The condensed consolidated financial statements have been prepared in accordance with accounting principles generally 
accepted in the United States which require the Company to make estimates and assumptions that affect the reported amounts of assets 
and liabilities on the date of the financial statements and revenues and expenses during the periods reported.  Actual results could 
differ from those estimates.  Refer to Item 7, Management’s Discussion and Analysis of Financial Condition and Results of 
Operations contained on pages 18-20 of the Company’s Annual Report on Form 10-K for the fiscal year ended March 31, 2004 for 
information with respect to the Company’s critical accounting policies, which the Company believes could have the most significant 
effect on the Company’s reported results and require subjective or complex judgments by management.  Management believes that as 
of January 2, 2005 and for the three and nine months then ended, there was no material change to this information. 

  
Fiscal Year 
  

The Company’s fiscal year ends March 31.  We divide our fiscal year into four - 13 calendar week quarters, except that the 
first and fourth quarters may be longer or shorter to the extent necessary to make each fiscal year end on March 31. 

  
Overview 
  

Sales in the third quarter and through the first nine months of fiscal 2005 have increased over the comparable periods of 
fiscal 2004.  The sales growth has been driven by strong demand from both our distribution customers as well as our OEM customer 
base, as business conditions in the manufacturing sector improved over the prior year.  In addition to the underlying market demand, 
the growth in distribution sales was driven by the moderating of inventory reductions at our North American distributors which was 
experienced throughout fiscal 2004.  OEM customers in the end markets we serve have experienced improving business conditions as 
capital spending on projects has improved and investment on refurbishment products has increased as manufacturing capacity is put 
back on line. 

  
Our reported profitability in the third quarter of fiscal 2005 was impacted by several items, first: we recorded a $1.0 million 

non-cash charge to appropriately reflect the valuation of our domestic inventories to the last-in, first-out (LIFO) method, second, we 
reduced our inventories, excluding currency, by $14 million from the second quarter which adversely impacted our ability to absorb 
the fixed cost element of our manufacturing expenses into our inventory and finally, the net impact of rising raw material costs 
compared to the prior year comparable quarter.  Through the first nine months of fiscal 2005 compared to the prior year, our income 
from operations increased 25%, driven primarily by the operating leverage on the additional sales volume.  In addition to the increase 
in profitability through the first nine months of fiscal 2005 compared to the first nine months of fiscal 2004, our overall operational 
performance has improved as we have continued to implement the Rexnord Business System.  Compared to the prior year, we have 
been able to improve our overall efficiency by increasing our inventory turns, improving our labor productivity by generating 
additional sales with fewer employees, while improving on-time delivery and quality to our customers. 
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Results of Operations 
  

  
Third Quarter Ended January 2, 2005 Compared with the Third Quarter Ended December 31, 2003 

  
Net Sales 

  
Net sales in the third quarter of fiscal 2005 were $199.7 million, an increase of $28.1 million, or 16.4%, from the prior fiscal 

year third quarter’s net sales of $171.6 million as each of our major product lines recorded year over year sales growth.  Sales in our 
core power transmission products (flattop, bearing, coupling, industrial chain and gearing) grew 16.0% over the prior year third 
quarter as business conditions improved in our end markets of construction, mining, cement, forest products, energy, heavy-duty 
truck, cement, and food and beverage and the inventory reductions at our North American industrial distributors diminished compared 
to the prior year third quarter.  Our aerospace products (bearings and seals) grew 28.1% in the third quarter of fiscal 2005 over the 
prior year third quarter as our aerospace and commercial airframe manufacturer customer base experienced improving demand from 
both spare part volume and new aircraft construction.  On a constant currency basis, net sales in the third quarter of 2005 were 
favorably impacted by $5.1 million, or 3.0%, compared to the third quarter of fiscal 2004 as the Euro and Canadian dollar 
strengthened against the U.S. dollar.  The table below reconciles sales on a constant currency basis to the comparable GAAP sales 
information. 

  

  
Gross Profit 

  
Gross profit in the third quarter of fiscal 2005 was $55.2 million, or 27.6% of net sales, and $0.2 million lower than the $55.4 

million, or 32.3% of net sales, recorded in the third quarter of last year.  Gross profit in the third quarter of fiscal 2005 included a non-
cash charge of $1.0 million to appropriately reflect the valuation of our domestic inventories to the last-in, first-out (LIFO) method of 
inventory valuation.  The LIFO charge recorded adversely impacted gross profit margins by 50 basis points in the third quarter of 
fiscal 2005.  There was no LIFO expense in the third fiscal quarter of last year.  Our gross profit margins in the third quarter of fiscal 
2005 were affected by unfavorable manufacturing absorption as a result of our inventory reduction in the quarter.  We reduced our 
inventories, excluding currency, by $14 million from the end of the second quarter and we estimate that the approximate impact of 
that reduction on our gross profit to be approximately $4.5 million or 230 basis points.  Additionally, we incurred higher raw material 
costs (primarily steel) and adverse sales mix year over year, and believe the net impact adversely impacted gross profit by 
approximately $2.0 million in the third quarter of fiscal 2005 compared to the third quarter of fiscal 2004. 
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Three Months Ended
 

Nine Months Ended
 

(in millions) 
January 2, 

2005
December 31, 

2003
January 2, 

2005 
December 31, 

2003
   
Net sales 

 

$ 199.7
 

$ 171.6
 

$ 587.8
 

$ 505.2
 

Cost of sales 
 

144.5
 

116.2
 

409.8
 

348.5
 

Gross profit 
 

55.2
 

55.4
 

178.0
 

156.7
 

Gross profit as a% of sales 
 

27.6 % 32.3 % 30.3 % 31.0 %
   
Selling, general and administrative expenses 

 

37.6
 

36.8
 

112.9
 

108.4
 

Restructuring and other similar costs 1.7 0.4 3.0 2.1
Curtailment gain — (5.6) — (5.6)
Amortization of intangible assets 

 

3.5
 

3.5
 

10.4
 

10.4
 

Income from operations 
 

12.4
 

20.3
 

51.7
 

41.4
 

   
Non-operating income (expense): 

         

Interest expense, net (10.9) (11.4) (32.5) (34.1)
Other, net (1.0) (0.2) (1.5) (2.1)
Income before income taxes 0.5 8.7 17.7 5.2
Provision for income taxes 

 

0.2
 

3.4
 

7.2
 

2.0
 

Net income 
 

$ 0.3
 

$ 5.3
 

$ 10.5
 

$ 3.2
 

   

Three Months Ended January 2, 2005
 

(in millions) 
 

Sales
  

Currency 
Translation 

 

Sales 
Excluding 
Currency 

Translation
 

   
United States 

 

$ 130.4
 

$ —
 

$ 130.4
 

Canada 
 

8.5
 

(0.7) 7.8
 

Europe 52.7 (4.2) 48.5
Rest of World 8.1 (0.2) 7.9
  

 

$ 199.7
 

$ (5.1) $ 194.6
 



 
Selling, General and Administrative Expenses (“SG&A”) 
  

SG&A expenses expressed as a percentage of net sales declined to 18.8% in the third quarter of fiscal 2005 from 21.4% in 
the third quarter of fiscal 2004 reflecting the positive operating leverage on our fixed infrastructure costs.  SG&A expenses in the third 
quarter of fiscal 2005 were $37.6 million compared to $36.8 million in the prior year, an increase of $0.8 million or 2.2%. Excluding 
the impact of currency rates, SG&A expenses actually declined by $0.2 million compared to the prior year third quarter.  The SG&A 
decline in constant currency in the third quarter of 2005 was primarily the result of reduced headcount in overhead staff positions and 
other cost control measures. 

  
Restructuring and Similar Costs 
  

We expensed as incurred $1.7 million of costs associated with certain severance and related replacement and relocation costs 
in the third quarter of fiscal 2005.  In the third quarter of fiscal 2004, we expensed as incurred $0.4 million of costs related to 
consulting assistance to implement severance programs that had been initiated in prior years. 

  
Amortization of Intangible Assets 
  

We are amortizing the cost of intangible assets acquired in the Acquisition, including patents, a distribution network and a 
covenant not to compete.  Amortization of these intangible assets amounted to $3.5 million in the third quarter of both fiscal 2005 and 
fiscal 2004. 

  
Interest Expense, net 
  

Interest expense (net of interest income) was $10.9 million in the third quarter of fiscal 2005 compared to $11.4 million in the 
third quarter of fiscal 2004.  The $0.5 million, or 4.4%, reduction in our net interest expense in the third quarter of fiscal 2005 
compared to the prior year third quarter was driven by both our lower debt levels compared to a year ago and lower aggregate 
borrowing costs.  We have been able to offset year over year increases in base borrowing interest rates, both LIBOR and U.S. Prime, 
of 50 to 100 basis points by amending the pricing structure within our credit facility and improving our leverage profile, which has 
resulted in lower margin spreads on our term loans, effectively offsetting the increase in underlying base borrowing rates. 

  
Income Tax Expense 
  

The effective income tax rate for fiscal 2005 is expected to be approximately 40.0%, therefore, the provision for income taxes 
for the third quarter of fiscal 2005 was $0.2 million based upon pre-tax income of $0.5 million.  In the third quarter of fiscal 2004, we 
generated pre-tax income of $8.7 million and recorded a provision for income taxes of $3.4 million, which equated approximately to a 
40.0% effective rate. 

  
Nine Months Ended January 2, 2005 Compared with the Nine Months Ended December 31, 2003 
  

Net Sales 
  

Net sales for the first nine months of fiscal 2005 were $587.8 million, an increase of $82.6 million, or 16.4%, from net sales 
of $505.2 million in the comparable nine months of fiscal 2004.  The sales growth through the first nine months of fiscal 2005 was led 
by sales of our core power transmission products, which have grown 16.8% in the aggregate, with each of the major products (flattop, 
bearing, coupling, industrial chain and gearing) posting year over year improvements.  This growth occurred in both our industrial 
distribution channel and our OEM customer base.  Business conditions in the end markets where our products are utilized, including 
construction, mining, cement, energy, heavy duty truck and aerospace have improved over the past year and our distribution channel 
partners have decreased the magnitude of inventory reductions in that channel through the first nine months of fiscal 2005 compared 
to fiscal 2004.  On a constant currency basis, sales in the first nine months of fiscal 2005 were favorably impacted by $12.1 million, or 
2.3%, compared to the comparable nine months of fiscal 2004, as the Euro and Canadian dollar strengthened against the U.S. dollar.  
The table below reconciles sales on a constant currency basis to the comparable GAAP sales information. 

  

  
20 

 

   

Nine Months Ended January 2, 2005
 

(in millions) 
 

Sales
  

Currency 
Translation 

 

Sales 
Excluding 
Currency 

Translation
 

   
United States 

 

$ 437.5
 

$ —
 

$ 437.5
 

Canada 
 

26.4
 

(1.5) 24.9
 

Europe 
 

97.9
 

(10.3) 87.6
 

Rest of World 
 

26.0
 

(0.3) 25.7
 

  
 

$ 587.8
 

$ (12.1) $ 575.7
 



 
Gross Profit 

  
Through the first nine months of fiscal 2005 gross profit grew 13.6% to $178.0 million, or 30.3% of net sales, from $156.7 

million, or 31.0% of net sales in the first nine months of fiscal 2004.  Gross profit in the first nine months of fiscal 2005 included a 
non-cash charge of $2.1 million to appropriately reflect the valuation of our domestic inventories to the last-in, first-out (LIFO) 
method of inventory valuation.  The LIFO charge adversely impacted nine month fiscal 2005 gross profit margins by 30 basis points.  
There was no LIFO expense in the comparable nine month period in fiscal 2004.  Increased sales volume in the first nine months of 
fiscal 2005 compared to the first nine months of fiscal 2004 drove the majority of the gross margin dollar improvement.  From a gross 
profit margin perspective, in addition to the LIFO charges recorded year to date, the decline in gross profit margin through the first 
nine months of fiscal 2005 has been driven by increasing raw material prices and adverse sales mix compared to the prior year.  
Throughout the first nine months of fiscal 2005, we have tried to mitigate the impact of rising raw material prices by implementing 
price increases when possible as well as negotiatiating with our suppliers to minimize the price increases.  We estimate the net adverse 
impact on gross profit through the first nine months of fiscal 2005 to be approximately $1.0 million. 

  
Selling, General and Administrative Expenses (“SG&A”) 
  

SG&A expenses expressed as a percentage of net sales declined 230 basis points through the first nine months of fiscal 2005 
to 19.2%, compared to 21.5% in the first nine months of fiscal 2004.  The reduction of SG&A as a percentage of net sales is a result of 
positive operating leverage and the impact of restructuring actions taken over the past year to reduce overhead and administrative 
headcount.  Through the first nine months of fiscal 2005, SG&A expenses were $112.9 million, $4.5 million or 4.2% higher than the 
comparable nine months of fiscal 2004.  Using constant currency rates, through the first nine months of fiscal 2005, SG&A expenses 
were $1.8 million higher than the prior year, as a result of the strengthening of the Euro compared to the U.S. dollar. 

  
Restructuring and Similar Costs 
  

Through the first nine months of fiscal 2005, we have expensed as incurred $3.0 million of costs associated with severance 
and related replacement and relocation costs.  In the first nine months of fiscal 2004, we expensed as incurred $2.1 million of costs 
related to consulting assistance to implement severance programs that had been initiated in prior years. 

  
Amortization of Intangible Assets 
  

We are amortizing the cost of intangible assets acquired in the Acquisition, including patents, a distribution network and a 
covenant not to compete.  Amortization of these intangible assets amounted to $10.4 million in the first nine months of both fiscal 
2005 and 2004. 

  
Interest Expense, net 
  

Interest expense (net of interest income) was $32.5 million through the first nine months of fiscal 2005 compared to $34.1 
million in the comparable nine months of fiscal 2004.  The $1.6 million, or 4.7%, reduction in our net interest expense through the 
first nine months of fiscal 2005, was driven by our lower overall debt levels compared to a year ago and lower aggregate borrowing 
costs.  The reduction in our borrowing costs has been driven by improved pricing as a result of amending our credit facility and 
improving our leverage profile resulting in lower borrowing spreads on our term loans offset by increases in the underlying base 
borrowing rates over the past year of LIBOR and the U.S. prime rate. 

  
Income Tax Expense 
  

The full fiscal year 2005 effective income tax rate is expected to be approximately 40.0%, therefore, the provision for income 
taxes through the first nine months of fiscal 2005 is $7.2 million.  Through the first nine months of fiscal 2004 we generated pre-tax 
income of $5.2 million and recorded a tax provision of $2.0 million, which equated to approximately a 40.0% effective rate. 
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Liquidity and Capital Resources 
  
Liquidity 
  

Our primary source of liquidity is available cash, cash flow from operations and borrowings under the $75 million revolving 
credit facility.  As of January 2, 2005, we had $13.5 million of cash on hand and approximately $66 million of additional borrowings 
available to us under our revolving credit facility as $8.9 million of the facility was utilized in connection with outstanding letters of 
credit.  The revolving credit facility is available to fund our working capital requirements, capital expenditures and other general 
corporate purposes. 

  
Net cash generated by operating activities in the first nine months of fiscal 2005 was $22.6 million compared to $10.8 million 

of cash generated in the comparable period of fiscal 2004.  During the first nine months of fiscal 2005, cash generated by our 
operating activities together with $9.1 million of cash from accounts receivable and $5.0 million of cash from inventory was used to 
reduce accounts payable by $18.9 million.  In addition to the working capital items described above, through the first nine months of 
fiscal 2005 we have used a total of $19.0 million of cash to: (i) fund our pension plans ($8.7 million) and (ii) make normal payouts of 
various accruals including interest payable ($6.1 million) and payments related to closure and severance liabilities ($3.3 million). 

  
Through the first nine months of fiscal 2005, net cash used in investing activities was $19.1 million compared to $23.4 

million through the first nine months of fiscal 2004.  In the first nine months of fiscal 2005 we have made $20.1 million of capital 
expenditures compared to $14.0 million in the first nine months of fiscal 2004.  The increase in capital expenditures in the current year 
reflects investments made in growth – related capital expenditures, in contrast to fiscal 2004, which was tightly managed in light of 
the difficult business conditions of fiscal 2004.  The nine month periods of both fiscal 2005 and 2004 included $1.0 million of cash 
proceeds from the disposition of assets.  Last year we also made a $10.4 million payment in final settlement of the purchase price of 
Rexnord in connection with the Acquisition. 

  
Through the first nine months of fiscal 2005, we have reduced our overall indebtedness by $14.8 million to $536.3 million.  

The overall debt reduction in the comparable nine months of fiscal 2004 was $11.5 million. 
  

As of January 2, 2005 we had $536.3 million of total indebtedness outstanding as follows (in millions): 
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Total Debt at
January 2, 

2005
 

Short-Term 
Debt and 
Current 

Maturities of 
Long-Term 

Debt 
  

Long-Term
Portion

 

     
Senior Credit Facilities - term loans at variable rates $ 306.0 $ —

  $ 306.0
10.125% Senior Subordinated Notes - fixed rate

 

225.0
 

—
  225.0

 

Other Debt 
 

5.3
 

1.7
  3.6

 
  

$ 536.3 $ 1.7
  $ 534.6



 
Through January 2, 2005 and since the date of the Acquisition, we have repaid $54.0 million of principal of the term loans, 

$43.2 million of which was paid prior to scheduled maturity dates.  As of January 2, 2005, the term loans require annual principal 
payments of $14.0 million in fiscal 2007, $27.0 million in each of fiscal years 2008 and 2009 and $252.0 million in fiscal year 2010. 

  
Our Credit Agreement contains numerous terms, covenants and conditions which impose substantial limitations on us 

including: (i) payment of dividends or other distributions; (ii) minimum consolidated interest coverage ratio of 2.25 to 1.00 through 
June 2005 and 2.35 to 1.00 from July 2005 through December 2005; and (iii) maximum consolidated leverage ratio of 4.75 to 1.00 
from January 2005 through June 30, 2005, and 4.50 to 1.00 from July 2005 through December 2005.  The Credit Agreement is 
guaranteed by RBS Global, Inc. and all of our domestic subsidiaries which are called the Guarantor Subsidiaries, and is secured by 
substantially all of the Guarantor Subsidiaries’ real and personal property.  We are required under the Credit Agreement to make 
mandatory prepayments of our loan facilities with the proceeds of, among other things: (i) net cash proceeds received from the sales of 
certain assets; (ii) the issuance of capital stock or subordinated debt; and (iii) a percentage of our excess cash flow, as defined in the 
Credit Agreement.  Utilizing the financial covenant ratios and restrictions under the terms of our Credit Agreement, we estimate that 
as of January 2, 2005, we could incur additional indebtedness of approximately $102 million. 

  
Our ability to make scheduled payments of principal on our indebtedness, or to pay interest on, or to refinance our 

indebtedness, including the senior subordinated notes, or to fund planned capital expenditures, will depend on our ability to generate 
cash in the future. This is subject to general economic, competitive, legislative, regulatory and other factors that are beyond our 
control.  Based on our current level of operations, we believe that cash flow from operations and available cash, together with 
available borrowings under our revolving credit facility, will be adequate to meet our future liquidity needs for at least the next few 
years. We may, however, need to refinance all or a portion of the principal amounts of the senior subordinated notes on or prior to 
maturity. 

  
We cannot assure you that our business will generate sufficient cash flow from operations, that any revenue growth or 

operating improvements will be realized or that future borrowings will be available under our revolving credit facility in an amount 
sufficient to enable us to service our indebtedness, including the senior subordinated notes, or to fund our other liquidity needs. In 
addition, we cannot assure you that we will be able to refinance any of our indebtedness, including our senior credit facilities and the 
senior subordinated notes, on commercially reasonable terms or at all. 

  
ITEM 3.              QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 
  
Foreign Currency Exchange Rate Risk 
  

We are exposed to market risk during the normal course of business from changes in interest rates and foreign currency 
exchange rates.  The exposure to these risks is managed through a combination of normal operating and financing activities and 
derivative financial instruments in the form of forward exchange contracts to cover known foreign exchange transactions.  All of our 
financial instruments that are sensitive to market risk are entered into for trading purposes. 

  
Interest Rate Risk 
  

We utilize a combination of short-term and long-term debt to finance our operations and are exposed to interest rate risk on 
these debt obligations. 

  
At the option of Rexnord Corporation, borrowings under the term loans bear interest at the following rates per annum: (i) 

1.75% plus the Base Rate, or (ii) 3.00% plus the Eurodollar Rate. At January 2, 2005, $200 million of the term loans bear interest at 
5.23% per annum, $100 million at 5.10% and $6 million bear interest at 5.45% per annum.  Our results of operations would likely be 
affected by changes in market interest rates on these obligations. A hypothetical increase in the interest rate of 1.00% on our variable 
rate debt would increase our interest cost by approximately $3.0 million on an annual basis. 
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We had outstanding fixed rate, senior-subordinated, long-term debt obligations with carrying values of $225.0 million at 

January 2, 2005. The potential loss in fair value on such fixed-rate debt obligations from a hypothetical 10 percent increase in market 
interest rates would not be material to the overall fair value of the debt. We currently have no plans to repurchase our outstanding 
fixed-rate instruments and, therefore, fluctuations in market interest rates would not have any effect on our results of operations or 
stockholders’ equity. 

  
ITEM 4.              CONTROLS AND PROCEDURES. 
  

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our 
Exchange Act reports is recorded, processed, summarized and reported within the time periods specified in the Securities and 
Exchange Commissions rules and forms, and that such information is accumulated and communicated to our management, including 
the Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure.  In 
designing and evaluating the disclosure controls and procedures, management recognized that any controls and procedures, no matter 
how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives, and management 
necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible controls and procedures. 

  
We carried out an evaluation, under the supervision and with the participation of management, including the Chief Executive 

Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures.  Based 
on that evaluation, the Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures 
were effective as of the end of the quarter ended January 2, 2005. 

  
There has been no change in our internal control over financial reporting that has occurred during the quarter ended January 

2, 2005 that has materially affected, or is reasonably likely to materially affect, such internal control over financial reporting. 
  

PART II – OTHER INFORMATION 
  

ITEM 1.              LEGAL PROCEEDINGS. 
  
Information with respect to our legal proceedings is contained on page 12 in Item 3, Legal Proceedings, and on pages 53 - 55 

in Note 14, Commitments and Contingencies, of Notes to Consolidated Financial Statements of our Annual Report on Form 10-K for 
the fiscal year ended March 31, 2004.  Management believes that at January 2, 2005, there has been no material change to this 
information. 

  
ITEM 2.              UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS. 
  

On December 23, 2004, RBS Global, Inc. sold 1,000 shares of its $0.01 par value common stock to Dean Vlasak, an 
employee of Rexnord Industries, Inc. for a purchase price of $100 per share, or an aggregate of $100,000.  The shares were sold to Mr. 
Vlasak pursuant to an exemption from registration contained in Section 4(2) of the Securities Act of 1933, as amended, based on 
representations made by Mr. Vlasak in a Subscription Agreement regarding, among other things, his ability to evaluate the investment 
in the shares (given his business and investment sophistication) and his access to information about the investment in the shares. 
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ITEM 6.              EXHIBITS 
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Exhibits 
  

 

      
Exhibit 31.1 

  
Certification of Periodic Report by the Chief Executive Officer pursuant to Rule 15d-14(a) of the 
Securities Exchange Act of 1934.

      
Exhibit 31.2 

  
Certification of Periodic Report by the Chief Financial Officer pursuant to Rule 15d-14(a) of the 
Securities Exchange Act of 1934.

      
Exhibit 32 

  Written statement of the Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. 1350



 
SIGNATURES 

  
Pursuant to the requirements of the Securities Exchange Act of 1934, each of the Co-Registrants has duly caused this report 

to be signed on its behalf by the undersigned thereunto duly authorized. 
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RBS GLOBAL, INC. and 
REXNORD CORPORATION 

    
    
Date: February 15, 2005 

  
By:     /s/ Thomas J. Jansen 

  
    

Name: Thomas J. Jansen
    

Title: VP Finance and Chief Financial Officer



Exhibit 31.1
  

CERTIFICATION OF CHIEF EXECUTIVE OFFICER 
  

I, Robert A. Hitt, President and Chief Executive Officer of RBS Global, Inc. and Rexnord Corporation, certify that: 
  
1.     I have reviewed this quarterly report on Form 10-Q of RBS Global, Inc. and Rexnord Corporation; 
  
2.     Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material 

fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading 
with respect to the period covered by this quarterly report; 

  
3.     Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present 

in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 
presented in this quarterly report; 

  
4.     The registrants’ other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 

procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrants and have: 
  

a)     Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
our supervision, to ensure that material information relating to the registrants, including their consolidated subsidiaries, is 
made known to us by others within those entities, particularly during the period in which this quarterly report is being 
prepared; 

  
b)    Evaluated the effectiveness of the registrants’ disclosure controls and procedures and presented in this report our conclusions 

about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on 
such evaluation; and 

  
c)     Disclosed in this report any change in the registrants’ internal control over financial reporting that occurred during the 

registrants’ most recent fiscal quarter (the registrants’ fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrants’ internal control over financial reporting; and 

  
5.     The registrants’ other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 

financial reporting, to the registrants’ auditors and the audit committee of registrants’ board of directors (or persons performing 
the equivalent functions): 

  
a)     All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 

which are reasonably likely to adversely affect the registrants’ ability to record, process, summarize and report financial 
information; and 

  
b)    Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrants’ internal control over financial reporting. 
  

  

Date:      February 15, 2005 
  

  
By: /s/ ROBERT A. HITT

 

  
Name: Robert A. Hitt

  
Title: President and Chief Executive Officer 



Exhibit 31.2
  

CERTIFICATION OF CHIEF FINANCIAL OFFICER 
  

I, Thomas J. Jansen, VP Finance and Chief Financial Officer of RBS Global, Inc. and Rexnord Corporation, certify that: 
  
1.     I have reviewed this quarterly report on Form 10-Q of RBS Global, Inc. and Rexnord Corporation; 
  
2.     Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material 

fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading 
with respect to the period covered by this quarterly report; 

  
3.     Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present 

in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 
presented in this quarterly report; 

  
4.     The registrants’ other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 

procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrants and have: 
  

a)     Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
our supervision, to ensure that material information relating to the registrants, including their consolidated subsidiaries, is 
made known to us by others within those entities, particularly during the period in which this quarterly report is being 
prepared; 

  
b)    Evaluated the effectiveness of the registrants’ disclosure controls and procedures and presented in this report our conclusions 

about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on 
such evaluation; and 

  
c)     Disclosed in this report any change in the registrants’ internal control over financial reporting that occurred during the 

registrants’ most recent fiscal quarter (the registrants’ fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrants’ internal control over financial reporting; and 

  
5.     The registrants’ other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 

financial reporting, to the registrants’ auditors and the audit committee of registrants’ board of directors (or persons performing 
the equivalent functions): 

  
a)     All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 

which are reasonably likely to adversely affect the registrants’ ability to record, process, summarize and report financial 
information; and 

  
b)    Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrants’ internal control over financial reporting. 
  

  

Date:      February 15, 2005 
  

  
By: /s/ THOMAS J. JANSEN 

  
  

Name: Thomas J. Jansen
  

Title: VP Finance and Chief Financial Officer



Exhibit 32
  

WRITTEN STATEMENT OF THE CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER 
  

Solely for the purposes of complying with 18 U.S.C. s.1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 
2002, we, the undersigned President and Chief Executive Officer and the VP Finance and Chief Financial Officer of RBS Global, 
Inc. and Rexnord Corporation, hereby certify, based on our knowledge, that the Quarterly Report on Form 10-Q of the 
Corporation for the three and nine months January 2, 2005 (the “Report”) fully complies with the requirements of Section 13(a) or 
15(d), as applicable, of the Securities Exchange Act of 1934 and that information contained in the Report fairly presents, in all 
material respects, the financial condition and results of operations of RBS Global, Inc. and Rexnord Corporation. 

  
  

  

Date:      February 15, 2005 
 

  
By: /s/ ROBERT A. HITT

  
  

Name: Robert A. Hitt
  

Title: President and Chief Executive Officer 
  
  
  

By: /s/ THOMAS J. JANSEN
  

  
Name: Thomas J. Jansen

  
Title: VP Finance and Chief Financial Officer 


