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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 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 forecasted 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 under Item 1A herein.



ITEM 1. FINANCIAL STATEMENTS

RBS Global, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets

Assets
Current assets:
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Other current assets
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Liabilities and stockholders’ equity

Current liabilities:

Current portion of long-term debt
TrAade PAYADIES. ... .ecviieeieceeeee et nrenre e
Income taxes payable
Deferred income taxes
Compensation and benefits
Current portion of pension obligations
Current portion of postretirement benefit obligations
INEEIESt PAYADIE ... e et re s
Other current liabilities

Total current liabilities

LONG-TEIM AEDT ...ttt bbb bbb et bt be e
PENSION ODIIGALIONS ... ..ttt bttt bbbt
Postretirement benefit obligations

Deferred income taxes
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Stockholders’ equity

Common stock, $0.01 par value; at December 30, 2006, 100,000 shares were authorized and
1,000 shares were issued and outstanding; at March 31, 2006, 5,000,000 shares were
authorized and 3,623,809 shares were issued and outstanding

Additional paid in capital

Retained earnings (accumulated deficit)

Accumulated other comprehensive income

Total stockholders’ equity
Total liabilities and stockholders’ equity

PART I - FINANCIAL INFORMATION

(in millions)

See notes to the condensed consolidated financial statements.

Predecessor
December 30, March 31,
2006 2006
(Unaudited)

179 $ 225
162.4 177.4
218.2 191.9

28.1 22.2
426.6 414.0
366.0 348.9
530.7 141.1
987.7 670.4

56.5 33.7

23675 $ 1,608.1
20 $ 1.9
97.8 119.3
4.6 3.9

15.0 7.0

38.1 44.9

10.2 20.8

51 51

46.5 135

44.2 38.4
263.5 254.8

1,377.9 751.8

64.3 61.6

43.9 335
194.0 40.2

22.3 25.1

1,965.9 1,167.0
0.1 0.1
402.9 363.4
(4.1) 68.3
2.7 9.3
401.6 441.1
2,367.5 $ 1,608.1




RBS Global, Inc. and Subsidiaries
Condensed Consolidated Statements of Operations
(in millions)

Three Months Ended Nine Months and Periods Ended
Predecessor Predecessor
Period from Period from
July 22, 2006 April 1, 2006
1) through through
December 30, January 1, December 30, July 21, January 1,
2006 2006 2006 2006 2006

(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)
NEL SAIES ...t $ 2831 $ 2645 $ 5354 $ 3342 % 777.7
COSt OF SAIES.....viveiicieiceiee e 199.0 182.5 367.3 237.7 537.6
GrOSS PrOfit..ccccveiciiieiciie e 84.1 82.0 168.1 96.5 240.1
Selling, general and administrative eXpenses...................... 49.4 46.7 92.1 63.1 136.6
Loss on Canal Street accident, Net .........cccocvvvervieneriiennnn, 7.9 — 79 — —
Restructuring and other similar COStS ...........ccoevvvivieinennn — 145 — — 20.3
Transaction-related COSES ......covvvvvriienniiienecee e — — — 62.7 —
Amortization of intangible assets .........ccccceviniiiiciinne 8.6 4.0 16.0 5.0 11.6
Income (l0ss) from Operations...........ccocveevvvrvvivceeeereeniens 18.2 16.8 52.1 (34.3) 71.6
Non-operating income (expense):
INterest eXPENSE, NEL .......cvvveveeeee e (35.3) (15.4) (63.7) (21.0) (45.2)
Other income (EXPENSE), NEL.....ccvvvveireeereee e 7.6 (0.9) 7.0 (0.4) (3.8)
(Loss) income before inCOmMe taxes .........c.coveeererererieennen. (9.5) 0.5 (4.6) (55.7) 22.6
(Benefit) provision for inCOmMe taxes ..........cccooevevererirennn. (5.0) (0.1) (0.5) (16.1) 9.4
Net (I0SS) INCOME.......cviiiiiciereteteteteee e $ 45) $ 06 $ 41 $ (39.6) $ 13.2

(1) Excludes the impact of recoveries under business interruption insurance as a result of lost sales and other expenses
incurred in connection with reconstruction and recovery efforts.

See notes to the condensed consolidated financial statements.



RBS Global, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows
(in millions)

Nine Months and Periods Ended

Predecessor
Period from
July 22, 2006 Period from
through April 1, 2006
December 30, through January 1,
2006 July 21, 2006 2006
(Unaudited) (Unaudited) (Unaudited)

Operating activities
NEt (I0SS) INCOME ...cviviiiiiiieteretee et bbb s $ 41 3% (39.6) $ 13.2
Adjustments to reconcile net income (loss) to cash provided by (used for)

operating activities:

(=T o (T =LA o] o SRS 22.3 14.0 31.9
Amortization of intangible assetS..........cccvvviviiieieieie e 16.0 5.0 11.6
Amortization of deferred finanCiNg COSES.........cccvvvveiieciciieicie e 3.3 11 2.7
Loss (gain) on dispositions of property, plant and equipment.................. 0.5 (1.3) —
Non-cash write-off of deferred financing fees .........ccooeoeieiiiniinns — 20.5 —
Other NON-Cash Charges .........oooieiiiireee e — — 6.4
StOCK OPLION EXPENSE. ...viiiitieiiiie ettt 2.7 — —
Changes in operating assets and liabilities: ..........cccooiiiniiiiiiniien,
RECEIVADIES ... 0.9 124 5.9
INVENEOTIES ...t e 9.6 (18.1) (7.6)
OFNBI BSSEES....ctiverie ettt bbbt 7.8 (1.3) (2.5)
ACCOUNES PAYADIE ... e (9.8) (17.2) (3.6)
Accrued transaction fEES.........coi i (18.6) 18.6 —
ACCrUals and Other ..........ooiiiiiiii s 26.3 15 (13.5)
Cash provided by (used for) operating actiVities ..........ccccccvvevvnieiiecireicieieenens 56.9 (4.49) 44,5
Investing activities
Expenditures for property, plant and equipment..........c.ccocvvvviveieerencrce s (18.2) (11.7) (22.3)
Proceeds from dispositions of property, plant and equipment............cccccevveneee. 1.1 1.6 1.0
Acquisitions, net of cash aCqUITEd ..........ccccvviviveieeiecie i (1,011.6) (5.6) (301.3)
Cash used for iNVeSting aCtIVITIES .........c.ccvveieiniiceee e (1,028.7) (15.7) (322.6)
Financing activities
Proceeds from issuance of long-term debt...........coooieiiiiiiii 1,430.7 16.9 312.0
Repayments of long-term debt............cccooiiiiiiiiii e (813.7) (8.5) (45.1)
Payment of fiNANCING TEES........oii i (55.2) (0.2) (7.6)
Payment of tender PremilM. ..o e (23.1) — —
Capital CONLIIDULION ......oviiiiiiiii e 438.0 — —
Proceeds from issuance of common StOCK ..........ccocoovieniiiinciince 1.6 — 1.2
Cash provided by financing aCtiVities..........ccocooeiiriiiiiiiieis e 978.3 8.2 260.5
Effect of exchange rate changes on Cash ... 0.6 0.2 —
Increase (AeCrease) iN CaSh ........ccviiieiirieciieiee e 7.1 (11.7) (17.6)
Cash at beginning of PEriod.........cccoiveieiiii i 10.8 22,5 26.3
Cash at end Of PEHOU ......ccviiiiriires e $ 179 $ 108 $ 8.7

See notes to the condensed consolidated financial statements.



RBS Global, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
December 30, 2006
(Unaudited)

1. Basis of Presentation and Significant Accounting Policies

The unaudited condensed consolidated financial statements of RBS Global, Inc. and subsidiaries (collectively, “the
Company” or “Rexnord”) 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. These financial statements do not include the accounts of Rexnord Holdings, Inc. (“Rexnord Holdings™), the
parent company of RBS Global, Inc; however, Rexnord Holdings does not have any operations or investments other than its
investment in RBS Global, Inc. 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 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, 2007. 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.

The Company

The Company is a manufacturer of precision motion technology products whose portfolio includes gears, industrial
bearings, flattop chain and modular conveyor belts, couplings, aerospace bearings and seals, industrial chain and special
components. The products are either incorporated into products sold by original equipment manufacturers (“OEMSs™) or sold
to end-users through industrial distributors as aftermarket products.

As a result of our recent acquisition of the Zurn Water Management business of Jacuzzi Brands, Inc. (see note 16), we
are also a leading supplier of professional grade specification drainage, PEX piping, water control and commercial brass
products, serving the commercial and institutional construction, civil and public water works markets.

Compensated Absences

In the third quarter of fiscal 2007, the Company changed its domestic vacation policy for certain employees so that
vacation pay is earned ratably throughout the year and must be used by year-end. The accrual for compensated absences was
reduced by $6.7 million in the quarter to eliminate vacation pay no longer required to be accrued or paid under the current

policy.

Share Based Payment

In December 2004, the Financial Accounting Standards Board (“FASB”) issued the revised Statement of Financial
Accounting Standards (“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 is
measured based on the grant-date fair value of the equity or liability instruments issued. In addition, liability awards are re-
measured each reporting period. Compensation cost is recognized over the requisite service period, generally as the awards
vest. As a nonpublic entity that previously used the minimum value method for pro forma disclosure purposes under SFAS
123, the Company adopted SFAS 123(R) using the prospective transition method of adoption on April 1, 2006. Accordingly,
the provisions of SFAS 123(R) are applied prospectively to new awards and to awards modified, repurchased or cancelled
after the adoption date. The Company’s outstanding stock options as of the adoption date continued to be accounted for under
the provisions of Accounting Principles Board (“APB”) Opinion No. 25 and related interpretations through July 21, 2006, the
date of the Apollo transaction discussed in Note 2. The Company did not grant, repurchase, cancel or significantly modify
any stock options from April 1, 2006 through July 21, 2006. In connection with the Apollo transaction, all previously
outstanding stock options became fully vested and were either cashed out or rolled into fully-vested stock options of Rexnord
Holdings. On July 21, 2006, a total of 577,945 of rollover stock options were granted, each with an exercise price of $7.13.
As of December 30, 2006, 575,463 of these rollover stock options remain outstanding.



In connection with the Apollo transaction, the Board of Directors of Rexnord Holdings also adopted, and stockholders
approved, the 2006 Stock Option Plan of Rexnord Holdings, Inc. (the “Option Plan”). Persons eligible to receive options
under the Option Plan include officers, employees or directors of Rexnord Holdings or any of its subsidiaries and certain
consultants and advisors to Rexnord Holdings or any of its subsidiaries. The maximum number of shares of Rexnord
Holdings common stock that may be issued or transferred pursuant to options under the Option Plan equals
2,000,000. On July 21, 2006, 1,434,937 stock options were granted under the Option Plan. Through December 30, 2006,
44,585 additional options were granted and 20,764 previously outstanding options were forfeited, resulting in 1,458,758
outstanding options as of December 30, 2006. All of the options granted under the Option Plan have an exercise price of
$47.50, the estimated fair value of the Company’s stock on the date of grant, and the term of each option is ten years.
Approximately 50% of the options granted vest ratably over five years from the date of grant; the remaining fifty percent of
the options are eligible to vest based on Rexnord Holdings’ achievement of earnings before interest, taxes, depreciation and
amortization (“EBITDA?”) targets and debt repayment targets for fiscal years 2007 through 2011.

The fair value of each option granted under the Option Plan was estimated on the date of grant using the Black-Scholes
valuation model that uses the following assumptions: expected volatility of 28% based on the expected volatilities of
publicly-traded companies within our industry; an expected term of 7.5 years based on the midpoint between when the
options vest and when they expire; the risk free interest rate based on the U.S. Treasury yield curve in effect at the date of
grant; and expected dividends of zero. The weighted average grant date fair value of options granted under the Option Plan
between July 22, 2006 and December 30, 2006 was $20.68. As of December 30, 2006, there was $28.4 million of total
unrecognized compensation cost related to nonvested stock options granted under the Option Plan. That cost is expected to be
recognized over a weighted average period of 4.6 years.

New Accounting Pronouncements

In September 2006, the FASB released SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R) (“SFAS 158”). Under the new
standard, companies must recognize a net liability or asset to report the funded status of their defined benefit pension and
other postretirement benefit plans on their balance sheets. The Company will be required to adopt the recognition and
disclosure provisions of SFAS 158 as of March 31, 2008. The Company is currently reviewing the requirements of SFAS 158
to determine the impact on its financial position or results of operations.

FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (“FIN 48”) was issued in July 2006. FIN 48
clarifies the accounting for uncertainty in income taxes recognized in accordance with FASB Statement No. 109,
“Accounting for Income Taxes.” The interpretation prescribes a recognition threshold and measurement attribute for the
recognition and measurement of a tax position taken or expected to be taken in an income tax return. It also provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and transition. The
Company is required to adopt FIN 48 in fiscal 2008 and is currently reviewing the requirements of FIN 48 to determine the
impact on its financial position or results of operations.

2. Acquisitions
Apollo Transaction and Related Financing

On July 21, 2006 (the “Merger Date”), certain affiliates of Apollo Management, L.P. (“Apollo”) purchased the
Company from The Carlyle Group and management for approximately $1.825 billion, excluding transaction fees, through the
merger of Chase Merger Sub, Inc., an entity formed and controlled by Apollo, with and into RBS Global, Inc. (the
“Merger”). The Merger was financed with (i) $485.0 million of 9.50% senior notes due 2014, (ii) $300.0 million of 11.75%
senior subordinated notes due 2016, (iii) $645.7 million of borrowings under new senior secured credit facilities (consisting
of a seven-year $610.0 million term loan facility and $35.7 million of borrowings under a six-year $150.0 million revolving
credit facility) and (iv) $475.0 million of equity contributions (consisting of a $438.0 million cash contribution from Apollo
and $37.0 million of rollover stock and stock options held by management participants). The proceeds from the Apollo cash
contribution and the new financing arrangements, net of related debt issuance costs, were used to (i) purchase the Company
from its then existing shareholders for $1,011.6 million, including transaction costs; (ii) repay all outstanding borrowings
under our previously existing Credit Agreement as of the Merger Date, including accrued interest; (iii) repurchase
substantially all of our $225.0 million of 10.125% senior subordinated notes outstanding as of the Merger Date pursuant to a
tender offer, including accrued interest and tender premium; and (iv) pay certain seller-related transaction costs.



The accompanying condensed consolidated financial statements include the accounts of RBS Global, Inc. and
subsidiaries subsequent to the Merger (collectively, “the Company”). The financial statements of RBS Global, Inc. and
subsidiaries prior to the Merger (collectively, the “Predecessor”) are presented for comparative purposes.

The Merger has been accounted for using the purchase method of accounting and, accordingly, resulted in a new basis
of accounting for the Company. The purchase price was allocated to identifiable assets acquired and liabilities assumed based
upon their estimated fair values, which are preliminary and based upon currently available information. The Company is still
in the process of finalizing third-party appraisals of the acquired property, plant and equipment and certain identifiable
intangible assets. In addition, management is still finalizing its strategic assessment of the business, which may give rise to
additional purchase liabilities. Accordingly, final adjustments to the purchase price allocation may be required. The Company
expects to finalize the purchase price allocation within one year from the date of the Merger.

The following table summarizes the Company’s assets and liabilities at the date of acquisition (in millions):

O 1 PR RRR $ 10.8
RECEIVADIES ...ttt b et b ettt b b 161.2
LY 0] 1= SO P SO PRRSRPRPSPR 233.5
OFNET CUITENT BSSEES .. t.vevieteste ettt sttt sttt ettt sttt st ettt e sttt e s e be st e s e nbe st ebesbenb et ebenbens 23.3
Property, plant and 8QUIPMENT ..o bbbt sn et sne 374.0
INEANGIDIE ASSELS ...ttt bbbttt e bbbttt et na b e e 547.0
GOOUWIIL ...t b bbbttt e e bt bbb et ene e e et e sbesbe e 987.7
(O] 10 [T g T £ TP USSP 59.2
LI = R oo [T =T OSSR 2,396.7
ACCOUNES PAYADIE ..ot st e b et e e e s e sr et e be s besreereenee e e nre e e (106.1)
ACCTUEH HADTHLIES ...ttt s b et e e et e et e beeaeeteeneeneesrenbe e e (244.6)
D) (= =T IR S (211.6)
LI o B (=1 o = o) R (1,435.7)
N e XY= R (oo 11 (=Y O $ 398.7

The $398.7 million of net assets acquired consists of Apollo’s $438.0 million cash contribution and $3.8 million of
carryover basis in rollover stock, net of a $43.1 million deemed cash dividend to the selling shareholders that was required to
be recognized by Emerging Issues Task Force Issue No. 88-16, Basis in Leveraged Buyout Transactions, due to the increased
leverage of the Company.

The $547.0 million of acquired intangible assets consist primarily of tradenames, customer relationships, patents, a
covenant not to compete and acquired software. The acquired customer relationships, patents, covenant not to compete and
software are being amortized over their weighted average useful lives (10 years for customer relationships, 11 years for
patents, 4 months for the covenant not to compete and one year for software). The acquired tradenames have an indefinite life
and are not being amortized but are tested annually for impairment. Most of the acquired goodwill is not expected to be
deductible for income tax purposes.

Acquisition of Jacuzzi’s Zurn Water Management Business

On February 7, 2007 we acquired the water management business (“Zurn”) of Jacuzzi Brands, Inc. from an affiliate of
Apollo for a cash purchase price of approximately $942.0 million, including transaction costs. The purchase price was
financed through an equity investment by Apollo and its affiliates of approximately $282.0 million and debt financing of
approximately $660.0 million, consisting of (i) $310.0 million of 9.50% senior notes due 2014, (ii) $150.0 million of 8.875%
senior notes due 2016 and (iii) $200.0 million of borrowings under existing senior secured credit facilities. This acquisition
created a new strategic water management platform for Rexnord. The Company’s results and financial statements for the
three and nine months ended December 30, 2006 do not include the impact of the Zurn acquisition.

Zurn is a leader in the multi-billion dollar non-residential construction and replacement market for plumbing fixtures
and fittings. It designs and manufactures plumbing products used in commercial and industrial construction, renovation and
facilities maintenance markets in North America, and holds a leading market position across most of its businesses.



Acquisition of Dalong Chain Company

On July 11, 2006, the Company acquired Dalong Chain Company (“Dalong”) located in China for $5.6 million in cash
plus the assumption of certain liabilities. The acquisition was financed primarily with existing cash and was accounted for
using the purchase method of accounting. This acquisition is not expected to have a material impact on the Company’s fiscal
2007 consolidated results of operations.

Acquisition of The Falk Corporation

On May 16, 2005, the Company acquired The Falk Corporation (“Falk™) from Hamilton Sundstrand, a division of
United Technologies Corporation (“UTC”), for $301.3 million ($306.2 purchase price including transaction related expenses,
net of cash acquired of $4.9 million) and the assumption of certain liabilities. The acquisition of Falk was funded by a $312
million term loan obtained through an amendment to our credit agreement and was accounted for using the purchase method
of accounting. During fiscal 2006, the preliminary allocation of the Falk purchase price to identifiable assets acquired and
liabilities assumed resulted in the recording of $95.3 million of goodwill. Final purchase accounting adjustments have been
recorded in fiscal 2007, resulting in an additional $1.0 million of goodwill.

The following table sets forth certain unaudited pro forma financial information for the Company’s first nine months of
fiscal 2006 as if the acquisition of Falk and related issuance of debt had occurred as of the beginning of that period (in
millions):

Nine Months
Ended
January 1, 2006
(Unaudited)
BT SAIES ...vvviveeteieete ettt ettt ettt et et bebe et et ebe et e b ebe et et ebe et e st ebe e b e e ebe st e b ebe et eneebe b enenrenes $ 802.9
INEE INCOIMIE ...ttt ettt et s et e st se e b e s ese e b e st es e ebesbeaeebe st eseebe s essebe st eseabesenearenes $ 12.8

3. Canal Street Facility Accident

On December 6, 2006, the Company experienced an explosion at its primary gear manufacturing facility (“Canal
Street”), in which three employees lost their lives and approximately 45 employees were injured. Canal Street is comprised of
over 1.1 million square feet among several buildings, and employed approximately 750 associates prior to the accident.
Preliminary reports indicate the accident resulted from a leak in an underground pipe related to a backup propane gas system
that was being tested. The explosion destroyed approximately 80,000 square feet of warehouse, storage and non-production
buildings, and damaged portions of other production areas. The Canal Street facility manufactures portions of the Company’s
gear product line and, to a lesser extent, the Company’s coupling product line. The Company’s core production capabilities
were substantially unaffected by the accident.

As of December 30, 2006, the Company has recorded the following expenses (income) related to this incident (in
millions):
Three months ended
December 30, 2006

and the period
from July 22, 2006
through
December 30, 2006
(Unaudited)
INSUIANCE AEAUCHIDIES.........vcviiiiccicc e $ 1.0
PrOfESSIONGL SEIVICES ...ttt et b e bbb 0.8
Clean-up and reStOration EXPENSES. .......ueiueruereaeeierrrerteseestesiesteeseseeeeseesseseesbesbesseaseeseeseeseesaens 6.0
NON-Cash asSet IMPAITMENTS: .........cceeiieiiiiie e sre s
YT (0] TSRS $ 76
Property, plant and eqUIPMENTE, NEL.........ccviieieiieie e 4.4
Subtotal asset IMPAITMENLS ......ccvcviieiceree e s 12.0
(01 1=] SO SOSSOTSOTSTTTOTRTP 0.1
Subtotal prior to estimated property iNSUFrANCE FECOVENIES ........coviruererereeieieseesie e sieseeneas $ 19.9
Less expected property iNSUraNCE FECOVETIES .....cvuiveirerierieiresiesteeeeeesieseesresresresresseesseseessessenns (12.0)

Loss on Canal Street facility accident, net (excluding business interruption insurance
TECOVETIES) cvvvuvtiritetitest et et etete st et et et et et e et et ete et e b e e et ebe e b et e e et et e s et et ese st et es et et ese st et et et ebese s $ 7.9




The Company has substantial property, casualty, liability, workers’ compensation and business interruption insurance.
Management believes that the limits of coverage will be in excess of the losses incurred. The property, casualty and business
interruption liability insurance provides coverage of up to $2.0 billion per incident. The aggregate amount of deductibles
under all insurance coverage is $1.0 million. The accident affected production and shipments from the Canal Street facility,
creating a business interruption. The Company is actively working with its insurance carriers to determine the amounts and
timing of the insurance proceeds recoverable under its property, casualty and business interruption coverage. Although the
Company expects to ultimately recover a substantial majority of these charges and impairments under its insurance coverage,
pursuant to U.S. generally accepted accounting principles (“GAAP”) it has only recorded insurance recoveries in the amount
of $12.0 million for the property impairments as of the fiscal quarter ended December 30, 2006. Additional recoveries are
expected to become recordable under GAAP in subsequent periods. Through February 13, 2007, the Company has received
cash advances from its insurance carriers totaling $22.0 million, of which $7.0 million was received in December 2006.

4. Restructuring and Other Similar Costs

The Company did not incur any restructuring and other similar costs during the nine months ended December 30, 2006.
Restructuring and other similar costs totaled $14.5 million and $20.3 million for the three and nine-month periods ended
January 1, 2006, respectively, and relate to plans the Company initiated to restructure certain manufacturing operations and
reduce headcount at certain locations, including the continuation of certain Falk plant consolidation activity that had been
initiated prior to the Company’s acquisition of Falk.

5. Transaction-related Costs

The Company expensed the following transaction-related costs in connection with the Merger (in millions):
Predecessor

Period from
April 1, 2006
through
July 21, 2006
(Unaudited)
Seller-related EXPENSES .......viviieeeeeierere e e ste et seenre e $ 19.1
Bond tender Premilmi........ccceciciicc e e 23.1

Write-off deferred financing fEES........covvveievii i 20.5
$ 62.7

Seller-related expenses consist of investment banking fees, outside attorney fees, and other third-party fees. The bond
tender premium relates to the Company’s $225.0 million of senior subordinated notes, substantially all of which were
repurchased in connection with the Merger. The Company also incurred a non-cash charge of $20.5 million to write-off the
remaining net book value of previously-capitalized financing fees related to the Company’s term loans and senior
subordinated notes that were repaid/repurchased in connection with the Merger.

6. Recovery Under Continued Dumping and Subsidy Offset Act (“CDSOA”)

The U.S. government has eight antidumping duty orders in effect against certain foreign producers of ball bearings
exported from six countries, tapered roller bearings from China and spherical plain bearings from France. The foreign
producers of the ball bearing orders are located in France, Germany, Italy, Japan, Singapore and the United Kingdom. The
Company is a producer of ball bearing products in the United States. The CDSOA provides for distribution of monies
collected by Customs and Border Protection (“CBP”) from antidumping cases to qualifying producers, on a pro rata basis,
where the domestic producers have continued to invest their technology, equipment and people in products that were the
subject of the anti-dumping orders. As a result of providing relevant information to CBP regarding calendar 2006 and prior
years’ manufacturing, personnel and development costs, the Company received $8.8 million, its pro rata share of the total
CDSOA distribution, during the third quarter of fiscal 2007, which is included in other income, net on the consolidated
statement of operations.

In February 2006, U.S. Legislation was enacted that would end CDSOA distributions for imports covered by anti-
dumping duty orders entering the U.S. after September 30, 2007. Because monies will continue to be collected by CBP until
September 30, 2007 and for prior year entries, the Company may receive some additional distributions beyond 2007;
however, the Company can not reasonably estimate the amount of CDSOA distributions it will receive in future years, if any.
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7. Income Taxes

The provision for income taxes for all periods presented 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. The Company’s income tax benefit recognized in the first nine months of fiscal 2007 was
reduced as a result of approximately $7.9 million of non-deductible expenses incurred in connection with the sale of the
Company to Apollo. In addition, the Company increased its valuation allowance for foreign tax credits generated and state
net operating losses incurred during this period for which the realization of such benefits is not deemed more-likely-than-not.

8. Comprehensive (Loss) Income
Comprehensive (loss) income consists of the following (in millions):

Three Months Ended Nine Months and Periods Ended
Predecessor Predecessor
Period from Period from
July 22, 2006 April 1, 2006
through through
December 30, January 1, December 30, July 21, January 1,
2006 2006 2006 2006 2006
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)
Net (10SS) INCOME......ccoceveverieicicee e $ (45) $ 06 $ (4.1) $ (39.6) $ 13.2
Other comprehensive income (loss) —
Unrealized gain (loss) on interest rate
derivatives, net of a $0.1 tax provision
and $0.2 tax benefit for the three and
nine month periods ended, respectively . 0.1 — (0.3) — —
Foreign currency translation adjustments.... 2.1 1.2) 3.0 3.1 (3.8)
Comprehensive (10SS) iINCOME.........cccovvvrererrrenenne $ (23) $ (0.6) $ (14) $ (36.5) $ 9.4

9. Inventories
The major classes of inventories are summarized as follows (in millions):

December 30, Predecessor
—2006 March 31,
(Unaudited) 2006
FiNISNEd gOOUS ....voveviriiiirisisis e $ 1222 % 111.6
WOTK TN PIOCESS ...vvveerieieiisiesieste s e eseeseesee e ste e tesneereesessaesaessestesresresneens 47.8 45.6
RAW MALEIIAIS......coviiiieiieiic ettt 38.5 36.1
INVENtories at FIFO COSL........ccviiiiiiie ettt 208.5 193.3
Adjustment to state inventories at LIFO COSt.........ccocevereniniiiicienie 9.7 (1.4)
$ 2182 $ 191.9

The Company adjusted inventories to fair value in connection with the Merger, which increased inventories by
approximately $19.6 million as of July 21, 2006. Approximately $17.2 million of this purchase accounting adjustment relates
to inventories that were subsequently sold during the period from July 22, 2006 through December 30, 2006; however, the
sale of those inventories also resulted in approximately $11.7 million of additional last-in, first-out (“LIFO”) income during
that same period. As a result, on a LIFO basis approximately $14.1 million of the initial purchase accounting adjustment
remains in our inventories at December 30, 2006.

12



10. Other Current Liabilities
Other current liabilities are summarized as follows (in millions):

December 30,  __Fredecessor
2006 March 31,
(Unaudited) 2006
Taxes, other than INCOME TAXES........ccviivieiie ettt $ 38 §$ 4.4
SAlES TEDALES......vve ettt e ba e re s 6.1 8.5
Severance ODGAtioNS ........ccooiiiii e 2.0 3.2
CUSEOMET AOVANCES .....vviiveeereeiteecteeeteeeteeebeesbeessbeesreestbeesabeestbeessbeesabeesaneesaneans 15.5 7.2
PrOQUCTE WAITANTY ...ttt bbb e b 3.0 2.7
(@] 1] OO O SO T OO O PSRUSRPRRRPRRRRR 13.8 12.4
$ 442 % 38.4
11. Long-Term Debt
Long-term debt is summarized as follows (in millions):
December 30, m
2006 March 31,
(Unaudited) 2006
I 1T U TR $ 5900 $ 524.0
Borrowings under revolving credit facility ..........ccocvovviviiiiciciec e, — —
9.50% Senior NOtES AUE 2014.......c.ecciiieeiecrie ettt ebe b, 485.0 —
11.75% Senior subordinated NOtes due 2016 .........cccccveevieirieireiiie e, 300.0 —
10.125% Senior subordinated Notes dug 2012 ..........ccceevevrievrieieeiieiie e, 0.3 225.0
(0] 1311 TP ORI 4.6 4.7
TOMAL ..ottt ettt bbb e e be et ettt et et ebeebeereete s, 1,379.9 753.7
LSS CUITENT POITION ...ttt 2.0 19
LONG-tEIM AEDL......cvieiicecececteee ettt e, $ 13779 $ 751.8

In connection with the Merger, all borrowings under the Company’s previous credit agreement and substantially all of
the $225.0 million of 10.125% senior subordinated notes were repaid or repurchased on July 21, 2006. The acquisition was
financed in part with (i) $485.0 million of 9.50% senior notes due 2014, (ii) $300.0 million of 11.75% senior subordinated
notes due 2016, and (iii) $645.7 million of borrowings under new senior secured credit facilities (consisting of a seven-year
$610.0 million term loan facility and $35.7 million of borrowings under a six-year $150.0 million revolving credit facility).

Borrowings under the Company’s new $610.0 million term loan facility accrue interest, at the Company’s option, at the
following rates per annum: (i) 2.50% plus the Eurodollar Rate, or (ii) 1.50% plus the Base Rate (which is defined as the
higher of the Federal funds rate plus 0.5% or the Prime rate). The weighted averaged interest rate on the Company’s
outstanding term loans at December 30, 2006 was 7.88%. Borrowings under the Company’s new $150.0 million term
revolving credit facility accrue interest, at the Company’s option, at the following rates per annum: (i) 2.25% plus the
Eurodollar Rate, or (ii) 1.25% plus the Base Rate (which is defined as the higher of the Federal funds rate plus 0.5% or the
Prime rate). There were no outstanding borrowings on our revolver as of December 30, 2006. Additionally, $22.2 million of
the revolving credit facility was considered utilized in connection with outstanding letters of credit at December 30, 2006.

The new senior secured credit facilities limit the Company’s maximum senior secured bank leverage ratio to 4.25 to
1.00, beginning with the fiscal quarter ending December 30, 2006. The senior secured bank leverage ratio was 2.59 to 1.00 at
December 30, 2006.

12. Interest Rate Derivatives

In August 2006, the Company entered into an interest rate collar and an interest rate swap to hedge the variability in
future cash flows associated with a portion of the Company’s variable-rate term loans. The interest rate collar provides an
interest rate floor of 4.0% plus the applicable margin and an interest rate cap of 6.065% plus the applicable margin on $262.0
million of the Company’s variable-rate term loans, while the interest rate swap converts $68.0 million of the Company’s
variable-rate term loans to a fixed interest rate of 5.14% plus the applicable margin. Both the interest rate collar and the
interest rate swap became effective on October 20, 2006 and have a maturity of three years. These interest rate derivatives
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have been accounted for as effective cash flow hedges in accordance with SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, as amended. The fair value of these interest rate derivatives totaled $(0.5) million at
December 30, 2006 and has been recorded on the Company’s consolidated balance sheet with a corresponding decrease in
Accumulated Other Comprehensive Income, net of tax.

13. 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 changes in the Company’s product warranty liability (in millions):

Three Months Ended Nine Months and Periods Ended
Predecessor Predecessor
Period from
July 22, 2006 Period from
through April 1, 2006
December 30, January 1, December 30, through January 1,
2006 2006 2006 July 21, 2006 2006
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)
Balance at beginning of period...........ccccceevevrvrirrinnnn. $ 33 % 25 § 31 % 27 % 0.9
Acquisition of FalK.........c.ccoooiriiinieen — — — 0.3 1.6
Charged t0 Operations...........ccccoereereiineneie s (0.1) 0.3 0.1 0.4 1.0
Claims settled ........ooeviiieiiice e (0.2) (0.4) (0.2) (0.3) (1.1)
Balance at end of period............ccoveveiveeiieieieceeenenn $ 30 $ 24 $ 30 % 31 3% 2.4

14. Retirement Benefits
The components of net periodic benefit cost are as follows (in millions):

Three Months Ended Nine Months and Periods Ended
Predecessor Predecessor
Period from
July 22, 2006 Period from
through April 1, 2006
December 30, January 1, December 30, through January 1,
2006 2006 2006 July 21, 2006 2006
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)
Pension Benefits:
SBIVICE COSL..uviviiiiiiriiie ettt $ 05 $ 05 % 09 $ 07 $ 15
INTEIESE COST ..o 3.5 3.3 6.1 4.1 9.9
Expected return on plan assets ..........cccocevevevesnresneennn, (3.5) (3.0 (6.1) 4.2) (9.0)
Amortization:
Actuarial 10SSES........coevveveieiiiiiieevese e (0.2) — — 0.1 0.1
Net periodic benefit COSt........cccovvvivrerrinrrscrsceeens, $ 04 $ 08 $ 09 % 08 $ 25
Other Postretirement Benefits:
SBIVICE COSL..uviviitiiiriiieieete sttt $ 01 $ — 3 02 $ 01 $ 0.3
INTEIESE COST..oiiiiiie e 0.7 0.7 1.2 0.9 2.1
Amortization:
Prior SErviCe COSt ......cccvvviveieieieie e, — — — (0.2) (0.2)
Actuarial 10SSES........coevveveieiiiieiieesese e (0.1) 0.2 0.1 0.3 0.6
Net periodic benefit COSt ........cccevvvivrireririrrrcrceeens, $ 07 $ 09 % 15 $ 12 $ 2.8

The Company made contributions to its U.S. qualified pension plan trusts of $4.8 million and $8.0 million during the
periods from July 22, 2006 through December 30, 2006 and from April 1, 2006 through July 21, 2006, respectively. During
the first nine months of fiscal 2006, the Company made contributions of $10.8 million to its U.S. qualified pension plan
trusts.
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15. Guarantor Subsidiaries

The following schedules present condensed consolidating financial information of the Company as of December 30,
2006 and for the three months ended December 30, 2006 as well as for the period from July 22, 2006 through December 30,
2006 for (a) RBS Global, Inc. and its wholly-owned subsidiary Rexnord LLC (formerly Rexnord Corporation), which
together are co-issuers (the “Issuers™) of the senior notes and senior subordinated notes issued on July 21, 2006 in connection
with the Merger; (b) on a combined basis, the domestic subsidiaries of the Company, all of which are wholly-owned by the
Issuers (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 notes and senior subordinated notes are full, 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 following schedules also present condensed consolidating financial information of the Predecessor as of March 31,
2006 and for the period from April 1, 2006 through July 21, 2006 and for the three and nine months ended January 1, 2006
for (a) RBS Global, Inc., the Parent company; (b) Rexnord LLC (formerly Rexnord Corporation), a wholly-owned subsidiary
of RBS Global, Inc. and the issuer of our prior senior subordinated notes, substantially all of which were repurchased on
July 21, 2006 in connection with the Merger; (c) on a combined basis, the domestic subsidiaries of the Predecessor, all of
which were wholly-owned by the Issuers (collectively, the “Guarantor Subsidiaries”); and (d) on a combined basis, the
foreign subsidiaries of the Predecessor (collectively, the “non-Guarantor Subsidiaries”). Separate financial statements of the
Guarantor Subsidiaries are not presented because their guarantees of the prior senior subordinated notes were 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.
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Condensed Consolidating Balance Sheet (Unaudited)
December 30, 2006
(in millions)

Guarantor Non-Guarantor
Issuers Subsidiaries Subsidiaries Eliminations Consolidated

Assets
Current assets:

CaSh ..o $ — 3 75 $ 104 $ — 3 17.9

Receivables, Net.........coeoiirviiiiieesees — 100.0 62.4 — 162.4

INVENLOFIES, NEL.....oiviiccriece e — 155.3 62.9 — 218.2

Other CUTeNnt aSSEtS.......coveirveriererereenie e — 15.2 12.9 — 28.1
Total CUITENT 8SSELS ...c.veveeeeieeiieie e — 278.0 148.6 — 426.6
Receivable from (payable to) affiliates, net............cc.cc..c.... 86.8 27.2 (114.0) — —
Property, plant and equipment, net ...........cccccoceveienennnnenn — 290.2 75.8 — 366.0
Intangible assets, Net.........coiiriiiiie e — 487.7 43.0 — 530.7
GOOAWITL ... — 810.5 177.2 — 987.7
Investment in:

Guarantor SUDSIAIAriesS. ......ccocvrerererieeiee e 1,363.8 — — (1,363.8) —

Non-guarantor SubSidiaries ..........ccoceveeveienenciennens — 1745 — (174.5) —
Oher @SSELS.....eeiieie et 52.1 2.7 1.7 — 56.5
TOtAl @SSELS ..veveevesieiee e $ 15027 $ 20708 $ 3323 $ (1,5383) $ 2,367.5
Liabilities and stockholders’ equity
Current liabilities:

Current portion of long-term debt ..............ccccevevenees $ — 3 02 $ 18 §$ — 3 2.0

Trade payables ... — 61.0 36.8 — 97.8

Income taxes payable ... (9.6) 10.8 3.4 — 4.6

Deferred iNCOMe taXes........ccovvrvrrreeieenieieseneseaeeas — 141 0.9 — 15.0

Compensation and benefits ..o, — 243 13.8 — 38.1

Current portion of pension obligation ....................... — 10.2 — — 10.2

Current portion of postretirement benefit obligation. — 5.0 0.1 — 51

Interest payable ... 46.3 — 0.2 — 46.5

Other current liabilities..........cccoocvvvvie i, 0.1 34.4 9.7 — 44.2
Total current [iabilities.........cooereriiiiii e, 36.8 160.0 66.7 — 263.5
Long-term debt ... 1,375.3 0.6 2.0 — 1,377.9
Note payable to (receivable from) affiliates, net................. (311.3) 291.2 20.1 — —
Pension obligationsS...........cccoiiiiiieniieee e — 23.2 41.1 — 64.3
Postretirement benefit obligations ... — 41.1 2.8 — 43.9
Deferred iNCOME taXeS ........coceverieririereeieieie e (0.2) 176.6 17.6 — 194.0
Other lIabIHTIES ....ocveveiieice e 0.5 14.3 75 — 22.3
Total HabilitieS ......oovevieieire e 1,101.1 707.0 157.8 — 1,965.9
Stockholders” qUILY ......cccvvvrereeeeeeee e 401.6 1,363.8 1745 (1,538.3) 401.6
Total liabilities and stockholders’ equity .........cccovrvvrirenene. $ 15027 $ 20708 $ 3323 $ (1,5383) $  2,367.5
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Condensed Consolidating Balance Sheet
March 31, 2006
(in millions)

Assets
Current assets:

Receivables, Net.......ccoecvviiiciieiiiee e
INVENLOTIES, NEL......vveeeeiiee e
Other current assets.........ccveeevevereevieeessinnens.

Total CUITENt ASSELS .....cvveeviiicriecie e

Receivable from (payable to) affiliates, net...........
Property, plant and equipment, net............cccceve.
Intangible assets, Net.........cccocevevieverinvn s
GOOAWIlL.....ovoiiiic
Investment in:

Guarantor subsidiaries ..........ccooevvevrereennnn.

Non-guarantor subsidiaries............cccceevvvenen.
OthEr @SSELS ...cvvveieierieese e

TOtAl ASSELS .....vvvee et

Liabilities and stockholders’ equity

Current liabilities:
Current portion of long-term debt................
Trade payables......c.cccoeveviieiecece e,
Income taxes payable.........cccccovveereveicneinens
Deferred inCOmMe taxes ........ccooeeveeeeeieereene.
Compensation and benefits...........ccccceeneee.
Current portion of pension obligation..........
Current portion of postretirement benefit

Oblgation .......cccoviiiiiiiceee e

Interest payable.........ccccevveveviiiieiccecnens
Other current liabilities ...........cccoceeeienennne

Total current liabilities .........ccccooovvvvreneininee
Long-term debt.........coeviiriiiiicicec
Note payable to (receivable from) affiliates, net...
Pension obligations.........cccccvevevivnievesnse s,
Postretirement benefit obligations..........ccccccve.e.

Deferred iNCOME taXES......covvvevveevireiee e ccree e
Other HabilitieS......ccovvveveiiiiiccee e,

Total l1abilitieS.......covveviiieeeeee e

Stockholders” eqUItY........cooerereriicieiesce e
Total liabilities and stockholders’ equity...............

Issuers

Guarantor
Subsidiaries

Non-Guarantor

13.3
115.4
140.9

10.8

86.8

28.1

739.4

21.6

280.4

28.8
280.2
132.7
465.0

1375
9.9

Eliminations Consolidated

— 3 225

— 177.4

— 191.9

— 22.2

— 414.0

— 348.9

— 141.1

— 670.4
(1,181.5) —
(137.5) —

— 33.7

$ 4421 $ 8759

1,334.5

(1,319.0) $  1,608.1

13.3

(0.1)

0.1
81.8
13.8

7.9
325
20.8

5.1

29.0

19

749.0
(317.1)

191.0

0.7
294.2
23.5
311
36.0
18.6

433.8
442.1

595.1
739.4

— 8 1.9
— 119.3
— 3.9
— 7.0
— 44.9
— 20.8
— 5.1
— 135
— 38.4
— 254.8
— 751.8
— 61.6
— 335
— 40.2
— 25.1
— 1,167.0
(1,319.0) 441.1

$ 4421 $ 8759 $

1,334.5

(1,319.0) $  1,608.1
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Condensed Consolidating Statement of Operations (Unaudited)

Three months ended December 30, 2006
(in millions)

NEt SAIES ....veeieieree e
CoSt Of SAIES ..o

Gross Profit......ccccveiiinniieeee e
Selling, general and administrative expenses

Loss on Canal Street accident, net.................
Amortization of intangible assets..................

Income from operations............ccccecevevniieannas
Non-operating income (expense):

INterest EXPENSE: .....cccvvvveerereererereniennns

To third parties .......cccocevevvivrennnns

To affiliates ......oovvvveericvieceeeee,
Other, Net ....ooceeeiceecee e

Income (loss) before income taxes................

Provision (benefit) for income taxes .............

Income (loss) before equity in earnings of
SUDSIAHANIES ...

Equity in earnings of subsidiaries..................
Net inNCOME (10SS)....cvevereeneireiieieiee e

Guarantor Non-Guarantor
Issuers Subsidiaries Subsidiaries Eliminations Consolidated
— 3 2044 3% 940 $ (15.3) $ 283.1
— 145.2 69.1 (15.3) 199.0
— 59.2 24.9 — 84.1
— 34.7 14.7 — 49.4
— 7.9 — — 7.9
— 8.5 0.1 — 8.6
— 8.1 10.1 — 18.2
(34.9) — (0.4) — (35.3)
13.0 (10.8) (2.2) — —
(1.1) 121 (3.4) — 76
(23.0) 9.4 4.1 — (9.5)
(18.3) 11.4 1.9 — (5.0)
(4.7 (2.0) 2.2 — (4.5)
0.2 2.2 — (2.4) —
(45) $ 02 $ 22 % (24) $ (4.5)
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Condensed Consolidating Statement of Operations (Unaudited)
Three months ended January 1, 2006
(in millions)

Guarantor Non-Guarantor
Parent Issuers Subsidiaries Subsidiaries Eliminations Consolidated
NEESAIES ... $ — ¢ — 5 1996 $ 776 $ (12.7) $ 264.5
COSt OF SAIES....ccvveececie e — — 138.3 56.9 (12.7) 182.5
GrOSS Profit....ceciieeieirieee s — — 61.3 20.7 — 82.0
Selling, general and administrative expenses............ 0.2 — 32.8 13.7 — 46.7
Restructuring and other similar costs ...........c.cceuee. — — 12.3 2.2 — 14.5
Amortization of intangible assets ..........cc.cccoveneeen. — — 4.0 — — 4.0
Income (loss) from operations............cccecevveveevsnannas (0.2) — 12.2 4.8 — 16.8
Non-operating income (expense):
INtErest EXPENSE: . ..eviirierieirieieerie e
To third parties .......ccceveveverceveninsiennnns — (15.4) 0.1 0.2) — (15.4)
To affiliates ...cocoveveeece e — 1.6 0.5 (2.1) — —
Other, Net ..ovceceee e (0.5) (0.2) 2.4 (2.6) — (0.9
Income (loss) before income taxes ........cccccvverveienen. (0.7) (14.0) 15.2 — — 0.5
Provision (benefit) for income taxes .........c.ccocveenee (0.2) (2.9) (3.1) 6.1 — (0.2)
Income (loss) before equity in earnings (loss) of
subsidiaries (0.5) (11.1) 18.3 (6.1) — 0.6
Equity in earnings (loss) of subsidiaries.................... 11 12.2 (6.1) — (7.2) —
Net iNCOME (l0SS)....cucviiiiiiiiiiiiieeee e $ 06 $ 11 $ 122 % 6.1) $ (72) $ 0.6
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Condensed Consolidating Statement of Operations (Unaudited)
Period from July 22, 2006 through December 30, 2006
(in millions)

Guarantor Non-Guarantor
Issuer Subsidiaries Subsidiaries Eliminations Consolidated
NEE SAIES ..ot $ — 3 3979 $ 169.8 $ (32.3) $ 535.4
COSt OF SAIES ... — 275.7 123.9 (32.3) 367.3
GrOSS PrOfit..ccviiciiieieiriee s — 122.2 45.9 — 168.1
Selling, general and administrative eXpenses...........ccccceevervenes, — 65.9 26.2 — 92.1
Loss on Canal Street accident, Net..........cccocevvienerieieneicnennnn, — 7.9 — — 7.9
Amortization of intangible assets .........ccvvvvivievininnieiie e — 15.8 0.2 — 16.0
Income from OPEerations...........cccvereireneinenese e, — 32.6 19.5 — 52.1
Non-operating income (expense):
INTEreSt EXPENSE: ..ottt
TOo third Parties .......ccccvveeviereisiesecese e, (62.9) (0.1) (0.7 — (63.7)
To affiliates ....oooviieiiee 24 15 (3.9) — —
Other, NEL ...viieci e, (1.5) 17.9 (9.4) — 7.0
Income (loss) before iINCOME taXes........cccoeveieveieeieeieeiiennenns (62.0) 51.9 55 — (4.6)
Provision (benefit) for income taxes .......ccoccvevvevrvvvevciierienn, (32.0) 28.6 2.9 — (0.5)
Income (loss) before equity in earnings of subsidiaries .......... (30.0) 23.3 2.6 — (4.1)
Equity in earnings of subsidiaries..........c.ccocvverieiiniencinieenn, 25.9 2.6 — (28.5) —
NEt iNCOME (10SS) .....vevieeerieeieee e, $ 41 $ 259 $ 26 $ (28.5) $ (4.1)

20



Condensed Consolidating Statement of Operations (Unaudited)
Period from April 1, 2006 through July 21, 2006
(in millions)

Guarantor Non-Guarantor
Parent Issuer Subsidiaries Subsidiaries Eliminations Consolidated
NEE SAIES ..t $ — $ — 5 2531 3 1008 $ (19.7) $ 334.2
COSt OF SAIES ...vvvvevciicicese s — 183.6 73.8 (19.7) 237.7
Gross Profit....cccciccciesececeese e — — 69.5 27.0 — 96.5
Selling, general and administrative expenses........... 0.2 — 44.7 18.2 — 63.1
Transaction related COStS .........ooovireniininscien — 43.6 19.1 — — 62.7
Amortization of intangible assets...........ccccocevveiennns — — 5.0 — 5.0
Income (loss) from operations...........ccoceeverererenens (0.2) (43.6) 0.7 8.8 — (34.3)
Non-operating income (expense):
INterest eXPeNnSe: ......cccvvviereeieeie e
To third parties.........ccocevvevversivrerinnnn, (20.0) (0.1) (0.9) — (21.0)
To affiliateS ....coovevveieiiec e 34.3 (31.6) 2.7 — (0.0
Other, NEL....cveeciccc s (0.6) — 29 (2.7 — (0.4)
Income (loss) before income taxes..........cccoeeeiienene (0.8) (29.3) (28.1) 2.5 — (55.7)
Provision (benefit) for income taxes ..........cc.cceveee. (0.3) (10.3) (7.0) 15 — (16.1)
Income (loss) before equity in earnings (loss) of
subsidiaries (0.5) (19.0) (21.1) 1.0 — (39.6)
Equity in earnings (loss) of subsidiaries................... (39.1) (20.1) 1.0 — 58.2 —
NEet iNCOME (10SS) ..v.vivvivereriiieiieiiese e $ (396) $ (39.1) % (201) $ 10 $ 582 $ (39.6)
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Condensed Consolidating Statement of Operations (Unaudited)
Nine months ended January 1, 2006
(in millions)

Guarantor Non-Guarantor
Parent Issuers Subsidiaries Subsidiaries Eliminations Consolidated
NEL SAIES ....veveiveieiecieiee e $ — $ — 5 588.1 $ 2294 % (39.8) $ 777.7
COSt OF SAIES.....eevieiiiicc s — — 407.2 170.2 (39.8) 537.6
GroSS Profit....cccccciieciccc e — — 180.9 59.2 — 240.1
Selling, general and administrative expenses............ 0.3 0.1 93.4 42.8 — 136.6
Restructuring and other similar costs ..........cc.c.cvue... — — 15.9 4.4 — 20.3
Amortization of intangible assets ............ccoccevvveennane. — — 115 0.1 — 11.6
Income (10ss) from Operations..........c.ccoeeververieenen. (0.3) (0.1) 60.1 11.9 — 71.6
Non-operating income (expense):
INErest eXPENSE: .. ...oiieiieieeeie e
To third parties ........cccceeveeererieienereeennnns — (44.2) 0.1 (1.1) — (45.2)
To affiliates .....ooooveeiiies — 4.8 1.7 (6.5) — —
Other, NEL ..o (1.5) (1.1) 15 (2.7 — (3.8)
Income (loss) before income taxes .........ccocevvevrieanns (1.8) (40.6) 63.4 1.6 — 22.6
Provision (benefit) for income taxes ........cc.cceevevvnee. (0.6) (12.1) 15.7 6.4 — 9.4
Income (loss) before equity in earnings (loss) of
SUBSIIANIES ... (1.2) (28.5) 47.7 (4.8) — 13.2
Equity in earnings (loss) of subsidiaries.................... 14.4 42.9 (4.8) — (52.5) —
NEet iNCOME (10SS).....cveveireeeriiieese e $ 132 $ 144 % 429 $ (4.8) $ (525) $ 13.2
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Condensed Consolidating Statement of Cash Flows (Unaudited)
Period from July 22, 2006 through December 30, 2006
(in millions)

Guarantor Non-Guarantor
Issuers Subsidiaries Subsidiaries Eliminations Consolidated
Operating activities
NEet iNCOME (10SS) ....vcvviverieriiieiereieeee e $ 41) $ 259 $ 26 $ (285) $ (4.1)
Noncash adjustments ...........ccoecevereneneiencneienenne (22.6) 34.1 4.8 28.5 44.8
Changes in operating assets and liabilities,
including intercompany activity...........c.ccccocev... 61.4 (47.8) 2.6 — 16.2
Cash provided by operating activities...........c......... 34.7 12.2 10.0 — 56.9
Investing activities
Expenditures for property, plant and
EAUIPMENT v — (12.9) (5.3) — (18.2)
Proceeds from dispositions of property,
plant and equipment...........ccccooeeeienenne — 11 — — 11
Acquisitions, net of cash acquired................. (1,011.6) — — — (1,011.6)
Cash used for investing activities.................. (1,011.6) (11.8) (5.3) — (1,028.7)
Financing activities
Proceeds from issuance of long-term debt .... 1,430.7 — — 1,430.7
Repayments of long-term debt ...................... (813.5) (0.2) (0.2) — (813.7)
Payment of financing fees.........c.ccoovvviiennne. (55.2) — — — (55.2)
Payment of tender premium ..............ccoceeuee. (23.1) — — — (23.1)
Capital contribution...........cccceeveniiiennennen, 438.0 — — — 438.0
Proceeds from issuance of common stock..... — 1.6 — — 1.6
Cash provided by (used for) financing
ACHIVITIES....vcvevecei e 976.9 15 0.1) — 978.3
Effect of exchange rate changes on cash................. — — 0.6 — 0.6
INCrease in Cash.........ccocvvvvvvieiieieiee e — 19 5.2 — 7.1
Cash at beginning of period ...........c.ccocevienninenn. — 5.6 5.2 — 10.8
Cash at end of period ..........cccceevevivivieieiccccceenn, $ —  $ 75 % 104 $ — 3 17.9
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Condensed Consolidating Statement of Cash Flows (Unaudited)

Period from April 1, 2006 through July 21, 2006

(in millions)

Operating activities
Net inCOMe (10SS) ...eeveeueeieieieiene e

Noncash adjustments.........c.ccccevevererecrennnn,
Changes in operating assets and liabilities,
including intercompany activity ..............

Cash provided by operating activities...........

Investing activities
Expenditures for property, plant and
EqUIPMENt ...
Proceeds from dispositions of
property, plant and equipment .......
Acquisitions, net of cash acquired......

Cash used for investing activities .......
Financing activities
Proceeds from issuance of long-term
debt ..o

Repayments of long-term debt............
Payment of financing fees .................

Cash provided by financing activities.

Effect of exchange rate changes on cash......

Decrease in €ash ...,
Cash at beginning of period .............ccccee..e.

Cash at end of period...........cccoevvvveieiennnnne,

Guarantor Non-Guarantor

Parent Issuers Subsidiaries Subsidiaries Eliminations Consolidated
$ (396) $ (39.1) $ (20.1) $ 1.0 $ 582 $ (39.6)
39.2 41.7 135 3.3 (58.2) 39.5
0.4 (10.8) 12.3 (6.2) — (4.3)

— (8.2) 5.7 (1.9 — (4.4)

— — (9.5) (2.2) — (11.7)

— — 1.6 — — 1.6

— — (5.6) — — (5.6)

— — (13.5) (2.2) — (15.7)

— 16.9 — — — 16.9

— (8.5) — — — (8.5)

— (0.2) — — — (0.2)

— 8.2 — — — 8.2

— — — 0.2 — 0.2

— — (7.8) (3.9) — (11.7)

— — 13.3 9.2 — 22.5

$ — — 3 55 § 53 % — 3 10.8
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Condensed Consolidating Statement of Cash Flows (Unaudited)
Nine months ended January 1, 2006
(in millions)

Guarantor Non-Guarantor
Parent Issuers Subsidiaries Subsidiaries Eliminations Consolidated
Operating activities
Net income (10SS) ....cvevevvevierieiieieeeieens $ 132 $ 144 % 429 $ 48) $ (525) $ 13.2
Noncash adjustments..........ccccovevvvrvreerenne. (14.1) (40.2) 46.8 7.6 52.5 52.6
Changes in operating assets and liabilities,
including intercompany activity ............ 0.3) 66.7 (88.4) 0.7 — (21.3)
Cash provided by (used for) operating
ACHIVILIES L.voveveveverccei e (1.2) 40.9 1.3 3.5 — 445
Investing activities
Expenditures for property, plant and
EUIPMENT ..o — — (16.8) (5.5) — (22.3)
Proceeds from dispositions of
property, plant and equipment ..... — — 1.0 — — 1.0
Acquisition of Falk, net of cash
ACQUITEd.....cvveveeieierceerceeceea — (301.3) — — — (301.3)
Cash used for investing activities ..... — (301.3) (15.8) (5.5) — (322.6)
Financing activities
Proceeds from issuance of long-term
debt ..o — 312.0 — — — 312.0
Net payments of long-term debt ....... — (44.0) — (1.1) — (45.1)
Payment of financing fees ................ — (7.6) — — — (7.6)
Proceeds from issuance of common
SLOCK cvevvvvrvveses et 1.2 — — — — 1.2
Cash provided by (used for)
financing activities...........ccocevveene 12 260.4 — (1.1) — 260.5
Effect of exchange rate changes on cash.... — — — — — —
Decrease in Cash........ccoverecreneineneceen, — — (14.5) (3.1) — (17.6)
Cash at beginning of period ............ccccc.... — — 15.9 10.4 — 26.3
Cash at end of period..........ccccceveveerereeenee. $ — ¢ — 3 14 % 73 % — 3 8.7

25



16. Subsequent Events
Acquisition of Jacuzzi’s Zurn Water Management Business

On February 7, 2007 we acquired the water management business (“Zurn”) of Jacuzzi Brands, Inc. from an affiliate of
Apollo for a cash purchase price of approximately $942.0 million, including transaction costs. The purchase price was
financed through an equity investment by Apollo and its affiliates of approximately $282.0 million and debt financing of
approximately $660.0 million, consisting of (i) $310.0 million of 9.50% senior notes due 2014, (ii) $150.0 million of 8.875%
senior notes due 2016 and (iii) $200.0 million of borrowings under existing senior secured credit facilities. This acquisition
created a new strategic water management platform for Rexnord. The Company’s results and financial statements for the
three and nine months ended December 30, 2006 do not include the impact of the Zurn acquisition.

Zurn is a leader in the multi-billion dollar non-residential construction and replacement market for plumbing fixtures
and fittings. It designs and manufactures plumbing products used in commercial and industrial construction, renovation and
facilities maintenance markets in North America, and holds a leading market position across most of its businesses.
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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, of the Company’s Annual Report on Form 10-K for the fiscal year ended
March 31, 2006 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 December 30, 2006 and during the period from October 1, 2006 through
December 30, 2006, there has been no material change to this information.

Fiscal Year
The Company’s fiscal year ends on March 31.

Apollo Transaction and Related Financing

On July 21, 2006 (the “Merger Date”), certain affiliates of Apollo Management, L.P. (“Apollo”) purchased the
Company from The Carlyle Group and management for approximately $1.825 billion, excluding transaction fees, through the
merger of Chase Merger Sub, Inc., an entity formed and controlled by Apollo, with and into RBS Global, Inc. (the
“Merger™). The Merger was financed with (i) $485.0 million of 9.50% senior notes due 2014, (ii) $300.0 million of 11.75%
senior subordinated notes due 2016, (iii) $645.7 million of borrowings under new senior secured credit facilities (consisting
of a seven-year $610.0 million term loan facility and $35.7 million of borrowings under a six-year $150.0 million revolving
credit facility) and (iv) $475.0 million of equity contributions (consisting of a $438.0 million cash contribution from Apollo
and $37.0 million of rollover stock and stock options held by management participants). The proceeds from the Apollo cash
contribution and the new financing arrangements, net of related debt issuance costs, were used to (i) purchase the Company
from its then existing shareholders for $1,011.6 million, including transaction costs; (ii) repay all outstanding borrowings
under our previously existing Credit Agreement as of the Merger Date, including accrued interest; (iii) repurchase
substantially all of our $225.0 million of 10.125% senior subordinated notes outstanding as of the Merger Date pursuant to a
tender offer, including accrued interest and tender premium; and (iv) pay certain seller-related transaction costs.

The accompanying condensed consolidated financial statements include the accounts of RBS Global, Inc. and
subsidiaries subsequent to the Merger (collectively, “the Company” or “Rexnord”). The financial statements of RBS Global,
Inc. and subsidiaries prior to the Merger (collectively, the “Predecessor”) are presented for comparative purposes.

The Merger has been accounted for using the purchase method of accounting and, accordingly, resulted in a new basis
of accounting for us. The purchase price was allocated to identifiable assets acquired and liabilities assumed based upon their
estimated fair values which are preliminary and based upon currently available information. We are still in the process of
finalizing third-party appraisals of the acquired property, plant and equipment and certain identifiable intangible assets. In
addition, we are still finalizing our strategic assessment of our business which may give rise to additional purchase liabilities.
Accordingly, final adjustments to the purchase price allocation may be required. We expect to finalize the purchase price
allocation within one year from the date of the Merger.

Recent Events
Acquisition of Jacuzzi’s Zurn Water Management Business

On February 7, 2007 we acquired the water management business (“Zurn”) of Jacuzzi Brands, Inc. from an affiliate of
Apollo for a cash purchase price of approximately $942.0 million, including transaction costs. The purchase price was
financed through an equity investment by Apollo and its affiliates of approximately $282.0 million and debt financing of
approximately $660.0 million, consisting of (i) $310.0 million of 9.50% senior notes due 2014, (ii) $150.0 million of 8.875%
senior notes due 2016 and (iii) $200.0 million of borrowings under existing senior secured credit facilities. This acquisition
created a new strategic water management platform for Rexnord. Rexnord management expects this transaction to be
approximately leverage neutral for the company. The Company’s results and financial statements for the three and nine
months ended December 30, 2006 do not include the impact of the Zurn acquisition.

As a result of our recent acquisition of the Zurn water management business of Jacuzzi Brands, Inc., we are now a
leading supplier of professional grade specification drainage, PEX piping, water control and commercial brass products,
serving the commercial and institutional construction, civil and public water works markets.
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Canal Street Facility Accident

On December 6, 2006, the Company experienced an explosion at its primary gear manufacturing facility (“Canal
Street”), in which three employees lost their lives and approximately 45 employees were injured. Canal Street is comprised of
over 1.1 million square feet among several buildings, and employed approximately 750 associates prior to the accident.
Preliminary reports indicate the accident resulted from a leak in an underground pipe related to a backup propane gas system
that was being tested. The explosion destroyed approximately 80,000 square feet of warehouse, storage and non-production
buildings, and damaged portions of other production areas. The Canal Street facility manufactures portions of the Company’s
gear product line and, to a lesser extent, the Company’s coupling product line. The Company’s core production capabilities
were substantially unaffected by the accident.

As of December 30, 2006, the Company has recorded the following expenses (income) related to this incident (in
millions):

Three and nine

months ended
December 30, 2006
(Unaudited)
INSUIANCE AEAUCHIDIES......c.ovcvieiicicicc bbb s $ 1.0
PrOfESSIONGAL SEIVICES ...ttt e b e bbb 0.8
Clean-up and reStOration EXPEINSES. ........e e rueiereeieerrertestestesieatesseeeeeeseesseseesbesbesseeseesseseeseesaens 6.0
NON-Cash asset IMPAITMENTS: .........cceevieiiiiiie e saesne s
YT (0] TSRS $ 76
Property, plant and eqUIPMENTE, NEL.........cceiicieiiicie e 4.4
Subtotal asset IMPAITMENLS .......cvcvieeicercre e 12.0
(01 1=] SO SOOI 0.1
Subtotal prior to estimated property iNSUFrANCE FECOVENIES ........covirvererieririeieseesie e siesieeneas $ 19.9
Less expected property iNSUraNCE FECOVETIES .....cvcverrerrerieiresiesieeeeeeieseesresresresresseeseeseessessenns (12.0)
Loss on Canal Street facility accident, net (excluding business interruption insurance
TECOVETTES) ..v.vvvveveveseeeit sttt etebebeb et esese s sttt e bt et et e b esese e s st bebebebeb et e b e se s s bbbt ebebebetererens $ 7.9

The Company has substantial property, casualty, liability, workers’ compensation and business interruption insurance.
Management believes that the limits of coverage will be in excess of the losses incurred. The property, casualty and business
interruption liability insurance provides coverage of up to $2.0 billion per incident. The aggregate amount of deductibles
under all insurance coverage is $1.0 million. The accident affected production and shipments from the Canal Street facility,
creating a business interruption that we estimate adversely impacted sales in the third quarter of fiscal 2007 by approximately
$15.0 to $20.0 million. While difficult to determine, the Company estimates that income from operations was adversely
impacted by approximately $6.0 to $10.0 million in the third fiscal quarter as a result of the accident and the associated
reduction in sales, in addition to the $7.9 million loss currently recognized in the consolidated statement of operations. The
Company is actively working with its insurance carriers to determine the amounts and timing of the insurance proceeds
recoverable under its property, casualty and business interruption coverage. Although the Company expects to ultimately
recover a substantial majority of these charges and impairments under its insurance coverage, pursuant to U.S. generally
accepted accounting principles (“GAAP”) it has only recorded insurance recoveries in the amount of $12.0 million for the
property impairments as of December 30, 2006. Additional recoveries are expected to become recordable under GAAP in
subsequent periods.

To date the Company has not experienced any material customer or order loss as a result of its temporary inability to
produce and deliver products from Canal Street. Management does not believe that there will be any long-term negative
implications to the Company’s gear product line as a result of the accident. Through February 13, 2007, the Company has
received cash advances from its insurance carriers totaling $22.0 million, of which $7.0 million was received in December
2006. This amount is reflected in the Company’s cash balance of $17.9 million as of December 30, 2006. The Company has
not experienced, and does not expect to experience, any material adverse impact to liquidity, cash or its leverage profile as a
result of the accident.
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Canal Street Update

The Company has recommenced shipments and production at Canal Street. As of January 20, 2007 all Canal Street
employees have been recalled and are working at the facility in their roles prior to the accident and/or assisting in the
restoration process. Shipments and production at Canal Street continue to increase, and preliminarily management estimates
that the Company will be able to reach pre-accident shipment levels from the Canal Street facility during the first half of its
fiscal 2008.

Recovery Under Continued Dumping and Subsidy Offset Act (“CDSOA”)

The U.S. government has eight antidumping duty orders in effect against certain foreign producers of ball bearings
exported from six countries, tapered roller bearings from China and spherical plain bearings from France. The foreign
producers of the ball bearing orders are located in France, Germany, Italy, Japan, Singapore and the United Kingdom. The
Company is a producer of ball bearing products in the United States. The CDSOA provides for distribution of monies
collected by Customs and Border Protection (“CBP”) from antidumping cases to qualifying producers, on a pro rata basis,
where the domestic producers have continued to invest their technology, equipment and people in products that were the
subject of the anti-dumping orders. As a result of providing relevant information to CBP regarding calendar 2006 and prior
years’ manufacturing, personnel and development costs, the Company received $8.8 million, its pro rata share of the total
CDSOA distribution, during the third quarter of fiscal 2007.

In February 2006, U.S. Legislation was enacted that would end CDSOA distributions for imports covered by anti-
dumping duty orders entering the U.S. after September 30, 2007. Because monies will continue to be collected by CBP until
September 30, 2007 and for prior year entries, the Company may receive some additional distributions beyond 2007;
however, the Company can not reasonably estimate the amount of CDSOA distributions it will receive in future years, if any.

Results of Operations

As described above, the Merger occurred on July 21, 2006, which created a new basis of accounting for the Company
as compared to the Predecessor company. For ease of comparison in this management’s discussion and analysis, the results of
the Company from July 22, 2006, through December 30, 2006 are combined with the results of the Predecessor for the period
from April 1, 2006 through July 21, 2006, with the result being referred to as the nine months ended December 30, 2006.
GAAP does not allow for such a combination of the predecessor and successor financial results; however, we believe the
combined results provide information that is useful in evaluating our financial performance. The combined financial
information is the result of merely adding the predecessor and successor results and doesn’t include any pro forma
assumptions or adjustments.

Overview

Sales in the third quarter and first nine months of fiscal 2007 improved versus the comparable prior year periods. The
sales growth was driven largely by strength in our industrial products end markets of natural resource extraction, metals
processing and infrastructure expansion (mining, cement, aggregates) and food and beverages as well as strong demand for
our aerospace products. The acquisition of Falk in May 2005 also accounted for $25.2 million of the sales increase in the first
nine months of fiscal 2007. In addition to the sales growth, orders in the third quarter and first nine months of fiscal 2007
grew 4.6% and 13.2%, respectively, over the comparable prior year periods, and our backlog as of December 30, 2006 was
$386.6 million.

Income from operations for the third quarter of fiscal 2007 increased $1.4 million over the same prior year period on an
$18.6 million increase in sales. Items adversely impacting the year-over-year operating profit growth are $7.9 million of
expenses recorded as a direct result of the Canal Street facility accident and additional depreciation and amortization of $6.6
million related to adjusting our property, plant and equipment and intangibles to fair value as part of the Apollo transaction,
offset by a $6.7 million benefit recorded in the quarter resulting from a vacation policy change that eliminates the carry-over
of vacation balances from year-to-year. Despite the incremental operating profit generated by the year-over-year sales growth
of $91.9 million for the nine months ended December 30, 2006, income from operations for the same period decreased $53.8
million over the comparable prior year period primarily due to (i) $7.9 of expenses recorded as a direct result of the Canal
Street facility accident (ii) $62.7 million of transaction-related costs incurred in connection with the sale of the Company to
Apollo, and (iii) additional depreciation and amortization of $13.8 million related to adjusting our property, plant and
equipment and intangibles to fair value as part of the Apollo transaction. Offsetting these items was a $6.7 million benefit
resulting from a vacation policy change that eliminates the carry-over of vacation balances from year-to-year.
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Non-operating expenses in the third quarter and first nine months of fiscal 2007 increased $11.4 million and $29.1
million, respectively, over the comparable prior year periods. These increases were due primarily to higher interest expense
resulting from our increased indebtedness subsequent to the Merger, offset by a recovery of $8.8 million under the CDSOA,
as previously described.

Third Quarter Ended December 30, 2006 Compared with the Third Quarter Ended January 1, 2006

1) Predecessor
Quarter Ended
December 30, Quarter Ended
2006 January 1, 2006
(in millions) (Unaudited) (Unaudited)

NEE SAIES... ..ttt $ 2831 $ 264.5
COSE OF SAIES ... 199.0 182.5
GrOSS PrOfit..ceiiiie s 84.1 82.0
Gross profit as a % of net SalesS .......ccccveveveveii v 29.7% 31.0%
Selling, general and administrative EXPENSES .........cccvcvreieeverieriesenrennns 49.4 46.7
Loss on Canal Street accident, NEL ........ccocvvvvirerniineise e 7.9 —
Restructuring and other Similar COStS.......c.cocoveieiiiiieiie e — 145
Amortization of intangible aSSetS.........cccovvveieiiie i 8.6 4.0
INCOME frOM OPEIatioNS .......cveviieiiciirieicire s 18.2 16.8
Non-operating income (expense):
INtErest EXPENSE, NEL.......ooiiierierir e (35.3) (15.4)
OFNEE, NEL ..ot sb e 7.6 (0.9)
(Loss) income before iNCOME taXEeS .....covvveveveriese e e (9.5) 0.5
Benefit fOr iNCOME TAXES .....vcveicie e (5.0) (0.1)
NEt (I0SS) INCOME ...veviriiiisisieieieie ettt $ 45) $ 0.6

(1) Excludes the impact of recoveries under business interruption insurance as a result of lost sales and extra expenses
incurred in connection with reconstruction and recovery efforts.

Net Sales

Sales in the third quarter of fiscal 2007 were $283.1 million, an increase of $18.6 million or 7.0%, from last year’s third
quarter sales of $264.5 million. The sales increase was driven primarily by strength in our industrial products end markets of
natural resource extraction, metals processing, infrastructure expansion (mining, cement, aggregates) and food and beverages
as well as strong demand for our aerospace products. In addition, our acquisition of Dalong accounted for $4.1 million of the
sales increase over the prior year. Foreign currency fluctuations also favorably impacted sales by approximately $5.4 million
during the quarter, as the Euro and Canadian dollar strengthened against the U.S. dollar compared to the prior year.

Cost of Sales

Cost of sales were $199.0 million in the third quarter of fiscal 2007, an increase of $16.5 million, or 9.0%, over the
third quarter of fiscal 2006 cost of sales of $182.5 million. The increase in cost of sales was due primarily to the higher net
sales between periods. The current quarter cost of sales also includes $3.2 million of incremental unfavorable expenses from
selling inventories that had been adjusted to fair value in purchase accounting as a result of the Merger and $1.6 million of
higher depreciation quarter-over-quarter. Offsetting this unfavorable impact is $0.7 million of LIFO income in the current
year quarter compared to $2.0 million of LIFO expense in the third quarter of fiscal 2006, as well as a $3.6 million benefit
recorded in the quarter resulting from a vacation policy change that eliminates the carry-over of vacation balances from year-
to-year.

Gross Profit

Gross profit in the third quarter of fiscal 2007 was $84.1 million, an increase of $2.1 million or 2.6% over the third
quarter fiscal 2006 gross profit of $82.0 million. The increase in gross profit was driven largely by the higher net sales
discussed above. As a percent of net sales, gross profit margins in the third quarter of fiscal 2007 declined 130 basis points to
29.7% compared to 31.0% in the third quarter of fiscal 2006. This decline was primarily driven by the decreased leverage of
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fixed costs in the third quarter as a result of lost margins due to the Canal Street accident. In addition, the incremental
purchase accounting adjustments and depreciation discussed above were offset by favorable LIFO and the benefit recorded in
the quarter as a result of the change in the Company’s vacation policy.

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

SG&A was $49.4 million in the third quarter of fiscal 2007, an increase of $2.7 million, or 5.8%, from the prior year
third quarter SG&A expenses of $46.7 million. As a percentage of net sales, SG&A decreased to 17.4% in the third quarter of
fiscal 2007 from 17.7% in the third quarter of fiscal 2006. Higher stock option expense due to the adoption of SFAS
No. 123R accounted for $1.5 million of this increase, and higher depreciation expense (primarily information technology
related costs) accounted for $0.4 million of the increase. The remaining increase in SG&A was driven by higher
compensation costs as compared to the prior year offset by a $3.1 million benefit recorded in the quarter as a result of the
change in the Company’s vacation policy.

Restructuring and Other Similar Costs

We did not incur any restructuring and other similar costs in the third quarter of fiscal 2007. We expensed $14.5
million of restructuring and similar costs in the third quarter of fiscal 2006 related to the restructuring of certain
manufacturing operations and headcount reductions at certain locations, including the continuation of certain Falk plant
consolidation activity that had been initiated prior to our acquisition of Falk.

Amortization of Intangible Assets

We continue to amortize the cost of our intangible assets, which include patents, customer relationships (including
distribution network), a covenant not to compete and software. Amortization of these intangible assets increased to $8.6
million in the third quarter of fiscal 2007 compared to $4.0 million in the third quarter of fiscal 2006 due to the amortization
of intangible assets resulting from the Merger.

Interest Expense, net

Interest expense, net was $35.3 million in the third quarter of fiscal 2007 compared to $15.4 million in the third quarter
of fiscal 2006. As a result of the Merger, we have increased our overall indebtedness, and a larger portion of that debt
consists of senior notes which have higher interest rates than our term loans.

Other (Income) Expense, net

Other income, net was $7.6 million in the third quarter of fiscal 2007 and includes $0.1 million of foreign currency
transaction loss, a $0.5 million loss on dispositions of fixed assets, $0.5 million of management fee expenses, a $8.8 million
CDSOA recovery and $0.1 million of other expenses. Other expense, net was $0.9 million in the third quarter of fiscal 2006
and included foreign currency losses of $0.1 million, losses on the sale of fixed assets of $0.2 million, management fees of
$0.5 million and other expenses of $0.1 million.

Income Tax Benefit

Our income tax benefit for the third quarter of fiscal 2007 was $5.0 million. The effective income tax rate for the third
quarter of fiscal 2007 was a benefit of 52.6%. This was a result of revising our estimated full year estimated tax rate
downward during the quarter due to the realization of certain foreign related tax benefits in excess of previous estimates.

Net (Loss) Income

Our net loss for the third quarter of fiscal 2007 was $4.5 million compared to net income of $0.6 million in the third
quarter of fiscal 2006 due to the factors described above.
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Nine Months Ended December 30, 2006 Compared with the Nine Months Ended January 1, 2006

Nine Months and Periods Ended September 30, 2006

Predecessor Combined
()]
Period from Period from
July 22, 2006 Period from April 1, 2006 Nine Months
through April 1, 2006 through Ended
December 30, through December 30, January 1,
2006 July 21, 2006 2006 2006
(in millions) (Unaudited) (Unaudited) (Unaudited) (Unaudited)

NEE SAIES. ....eeveieeeeeisieees et $ 5354  $ 3342 $ 869.6 % 777.7
COSt OF SAIES. ... 367.3 237.7 605.0 537.6
GrOSS PrOfit. . s 168.1 96.5 264.6 240.1
Gross profit as a % of net sales.........coocoveviiiiiniiieiiccee e, 31.4% 28.9% 30.4% 30.9%
Selling, general and administrative eXpenses ...........ccoeeeereeeen. 92.1 63.1 155.2 136.6
Loss on Canal Street accident, Net..........ccoceveiviiieienenninciiens 7.9 — 7.9 —
Restructuring and other similar COStS..........ccooevvineinienenscne — — — 20.3
Transaction-related COSES .......coccvvvrivririeiieerere s — 62.7 62.7 —
Amortization of intangible assets ... 16.0 5.0 21.0 11.6
Income (10ss) from OPErations...........ccccveveivereeresesese e 52.1 (34.3) 17.8 71.6
Non-operating income (expense):
INtErest EXPENSE, NBL ..cvciviivi et (63.7) (21.0) (84.7) (45.2)
Other, NBL ... e e 7.0 (0.4) 6.6 (3.8)
(Loss) income before inCome taxes .........ccocvverrenennenenisenieens (4.6) (55.7) (60.3) 22.6
Provision (benefit) for income taxes...........ccoeevevireinneinenn, (0.5) (16.1) (16.6) 9.4
Net (I0SS) INCOME......coovivireiiieeeeeeteeeeetee et $ 41 $ (39.6) $ 437 $ 13.2

(1) Excludes the impact of recoveries under business interruption insurance as a result of lost sales and extra expenses
incurred in connection with reconstruction and recovery efforts.

Net Sales

Sales in the first nine months of fiscal 2007 were $869.6 million, an increase of $91.9 million or 11.8%, from sales in
the first nine months of fiscal 2006 of $777.7 million. Approximately $25.2 million of this increase was due to the timing of
the Falk acquisition in May 2005, as the first nine months of our prior fiscal year only included approximately 7.5 months of
Falk sales. In addition, our acquisition of Dalong accounted for $7.8 million of the sales increase over the prior year. Foreign
currency fluctuations also favorably impacted sales by approximately $11.8 million during the first nine months of fiscal
2007, as the Euro and Canadian dollar strengthened against the U.S. dollar compared to the year. The remaining sales
increase of $47.1 million was driven primarily by strength in industrial products end markets of natural resource extraction,
metals processing, infrastructure expansion (mining, cement, aggregates) and food and beverages as well as strong demand
for our aerospace products.

Cost of Sales

Cost of sales were $605.0 million in the first nine months of fiscal 2007, an increase of $67.4 million, or 12.5%, over
cost of sales in the first nine months of fiscal 2006 of $537.6 million. The increase in cost of sales was due primarily to the
higher net sales between periods. The current nine month period also includes $17.2 million of incremental unfavorable
expenses from selling inventories that had been adjusted to fair value in purchase accounting as a result of the Merger and
$2.9 million of higher depreciation period over period. Offsetting this unfavorable impact is $8.7 million of LIFO income in
the current nine month period compared to $0.5 million of LIFO expense in the first nine months of fiscal 2006, as well as a
$3.6 million benefit recorded in the quarter resulting from a policy change that eliminates the carry-over of vacation balances
from year-to-year.
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Gross Profit

Gross profit in the first nine months of fiscal 2007 was $264.6 million, an increase of $24.5 million or 10.2% over
gross profit in the first nine months of fiscal 2006 of $240.1 million. The increase in gross profit was driven largely by the
higher net sales discussed above. As a percent of net sales, gross profit margins for the first nine months of fiscal 2007
declined 50 basis points to 30.4% compared to 30.9% in first nine months of fiscal 2006. This decline was primarily driven
by a decreased leverage of fixed costs in the current quarter as a result of lost margins due to the Canal Street accident. In
addition, the incremental purchase accounting adjustments and depreciation discussed above were offset by favorable LIFO
and the one-time benefit recorded in the quarter as a result of a change in the Company’s vacation policy. The realization of
synergies and fixed cost reductions achieved over the past year resulting from the integration of the Falk and Rexnord
businesses also continue to contribute to year-over-year gross profit performance.

Selling, General and Administrative Expenses

SG&A was $155.2 million in the first nine months of fiscal 2007, an increase of $18.6 million, or 13.6%, from SG&A
in the first nine months of fiscal 2006 of $136.6 million. As a percentage of net sales, SG&A increased to 17.8% in the first
nine months of fiscal 2007 from 17.6% in the first nine months of fiscal 2006. Higher stock option expense due to the
adoption of SFAS No. 123R accounted for $2.7 million of this increase, and higher deprecation expense (primarily
information technology related costs) accounted for $1.4 million of the increase. The remaining increase in SG&A was
driven by higher compensation costs as compared to the prior year, offset by a one-time $3.1 million benefit recorded in the
quarter as a result of the change in the Company’s vacation policy.

Restructuring and Other Similar Costs

We did not incur any restructuring and other similar costs in the first nine months of fiscal 2007. We expensed $20.3
million of restructuring and similar costs in the first nine months of fiscal 2006 related to the restructuring of certain
manufacturing operations and headcount reductions at certain locations, including the continuation of certain Falk plant
consolidation activity that had been initiated prior to our acquisition of Falk.

Transaction-Related Costs

We expensed $62.7 million of Apollo transaction-related costs in the first nine months of fiscal 2007. These costs
consisted of (i) $19.1 million of seller-related expenses, including investment banking fees, outside attorney fees, and other
third-party fees; (ii) $23.1 million of bond tender premium related to the $225.0 million of senior subordinated notes,
substantially all of which were repurchased in connection with the Merger; and (iii) a non-cash charge of $20.5 million to
write-off the remaining net book value of previously-capitalized financing fees related to the term loans and senior
subordinated notes that we repaid/repurchased in connection with the Merger. There were no transaction-related costs in the
first nine months of fiscal 2006.

Amortization of Intangible Assets

We continue to amortize the cost of our intangible assets, which include patents, customer relationships (including
distribution network), a covenant not to compete and software. Amortization of these intangible assets increased to $21.0
million in the first nine months of fiscal 2007 compared to $11.6 million in the first nine months of fiscal 2006 due to the
amortization of intangible assets resulting from the Merger.

Interest Expense, net

Interest expense, net was $84.7 million in the first nine months of fiscal 2007 compared to $45.2 million in the first
nine months of fiscal 2006. As a result of the Merger, we have increased our overall indebtedness, and a larger portion of that
debt consists of senior notes which have higher interest rates than our term loans.

Other (Income) Expense, net

Other income, net was $6.6 million in the first nine months of fiscal 2007 and includes $1.3 million of foreign currency
transaction losses, a $0.8 million gain on dispositions of fixed assets, $1.5 million of management fee expenses, an $8.8
million CDSOA recovery and $0.2 million of other expense. Other expense, net was $3.8 million in the first nine months of
fiscal 2006 and included foreign currency transaction losses of $0.8 million, losses on the sale of fixed assets of $0.3 million,
management fees of $1.5 million, attorney fees incurred as part of the refinancing of our credit agreement of $0.9 million and
other miscellaneous expenses of $0.3 million.
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Income Tax Expense

Our effective income tax rate for the first nine months of fiscal 2007 was a benefit of 28% compared to a provision of
42% in the first nine months of fiscal 2006. The income tax benefit we recognized in the first nine months of fiscal 2007 was
reduced as a result of approximately $7.9 million of non-deductible expenses incurred in connection with the sale of the
Company to Apollo. In addition, we increased our valuation allowance for foreign tax credits generated and state net
operating losses incurred during this period for which the realization of such benefits is not deemed more-likely-than-not.

Net (Loss) Income

Our net loss for the first nine months of fiscal 2007 was $43.7 million compared to net income of $13.2 million in the
first nine months of fiscal 2006 due to the factors described above.

Liquidity and Capital Resources
Liquidity

Our primary source of liquidity is available cash, cash flow from operations and borrowing availability under our
revolving credit facility. As of December 30, 2006, we had $17.9 million of cash and approximately $127.8 million of
additional borrowings available to us under our revolving credit facility (there were no borrowings outstanding under the
facility, however, $22.2 million of the facility was utilized in connection with outstanding letters of credit). Our revolving
credit facility is available to fund our working capital requirements, capital expenditures and other general corporate
purposes.

Net cash provided by operating activities in the first nine months of fiscal 2007 was $52.5 million compared to $44.5
million in the first nine months of fiscal 2006. This increase is primarily driven by $7.0 million of advances from the
Company’s insurance carriers in connection with the Canal Street facility accident, an $8.8 million CDSOA recovery, and
$8.6 million of incremental customer advances offset by a $16.9 million build in trade working capital (receivables,
inventories and accounts payable) in support of year-over-year sales growth.

Net cash used for investing activities was $1,044.4 million in the first nine months of fiscal 2007 compared to $322.6
million in the first nine months of fiscal 2006. We used $1,011.6 million of cash to fund the Apollo transaction and $5.6
million to fund our acquisition of Dalong in the first nine months of fiscal 2007. The first nine months of fiscal 2006 include
a $301.3 million cash outflow related to our acquisition of Falk. We also had higher capital expenditures and higher proceeds
from dispositions of property, plant and equipment as compared to the first nine months of the prior year.

We had repaid $8.5 million of term loans and borrowed $16.9 million under our revolving credit facility in fiscal 2007
through the Merger Date. In connection with the Merger, we issued $1,430.7 million of long-term debt (consisting of $610.0
million of term loans, $485.0 million of senior notes, $300.0 million of senior subordinated notes and $35.7 million of
borrowings under our new revolving credit facility) and received a $438.0 million capital contribution from Apollo. We also
repaid $813.7 million of long-term debt (including $757.2 million on the Merger Date and $56.5 million subsequent to the
Merger Date) and paid $55.4 million of financing fees and $23.1 million of bond tender premium during the first nine months
of fiscal 2007. During the first nine months of fiscal 2006 we issued $312.0 million in term loans and paid $7.6 million of
financing costs to fund our acquisition of Falk. We also repaid $45.1 million of long term debt and received $1.2 of cash
proceeds from the issuance of common stock during the first nine months of fiscal 2006.

As of December 30, 2006 we had $1,379.9 million of total indebtedness outstanding as follows (in millions):

Short-Term
Debt and
Current
Total Debt at Maturities of
December 30, Long-Term Long-Term
2006 Debt Portion
B =T 0 Lo $ 590.0 $ — % 590.0
Borrowings under revolving credit facility...........ccooooeiinnniiiiccee, — — —
9.50% Senior NOtES AUE 2014 .........veiiiieiee e 485.0 — 485.0
11.75 % Senior subordinated notes dug 2016..........cccceeveeereeiieeeie e 300.0 — 300.0
10.125% Senior subordinated notes due 2012.........cccccceevveeiieecveeiieeereeee 0.3 — 0.3
(@10 1=] TSR 4.6 2.0 2.6
$ 1,379.9 $ 20 $ 1,377.9
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In connection with the Merger, all borrowings under our previous credit agreement and substantially all of the $225.0
million of our 10.125% senior subordinated notes were repaid or repurchased on July 21, 2006. The acquisition was financed
in part with (i) $485.0 million of 9.50% senior notes due 2014, (ii) $300.0 million of 11.75% senior subordinated notes due
2016, and (iii) $645.7 million of borrowings under new senior secured credit facilities (consisting of a seven-year $610.0
million term loan facility and $35.7 million of borrowings under a nine-year $150.0 million revolving credit facility).

Borrowings under the Company’s new $610.0 million term loan facility accrue interest, at the Company’s option, at the
following rates per annum: (i) 2.50% plus the Eurodollar Rate, or (ii) 1.50% plus the Base Rate (which is defined as the
higher of the Federal funds rate plus 0.5% or the Prime rate). The weighted averaged interest rate on the Company’s
outstanding term loans at December 30, 2006 was 7.88%. Borrowings under the Company’s new $150.0 million term
revolving credit facility accrue interest, at the Company’s option, at the following rates per annum: (i) 2.25% plus the
Eurodollar Rate, or (ii) 1.25% plus the Base Rate (which is defined as the higher of the Federal funds rate plus 0.5% or the
Prime rate). There were no outstanding borrowings on our revolver as of December 30, 2006. Additionally, $22.2 million of
the revolving credit facility was considered utilized in connection with outstanding letters of credit at December 30, 2006.

Upon the consummation of the Zurn acquisition on February 7, 2007, the Company’s indebtedness increased by $660.0
million, consisting of (i) $310.0 million of 9.50% senior notes due 2014, (ii) $150.0 million of 8.875% senior notes due 2016
and (iii) $200.0 million of borrowings under existing senior secured credit facilities.

In August 2006, we entered into an interest rate collar and an interest rate swap to hedge the variability in future cash
flows associated with a portion of our variable-rate term loans. See further discussion of these interest rate derivatives in
Item 3, Interest Rate Risk.

The new senior secured credit facilities limit our maximum senior secured bank leverage ratio to 4.25 to 1.00 beginning
with the fiscal quarter ended December 30, 2006. The senior secured bank leverage ratio was 2.59 to 1.00 at December 30,
2006. We expect to be in compliance with this financial covenant for the foreseeable future. We believe our recent
acquisition of Zurn, will be approximately leverage neutral for the Company.

Our ability to make scheduled payments of principal on our indebtedness, or to pay interest on, or to refinance, our
indebtedness, including our new senior notes and 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.

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.

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.

Borrowings under our $610.0 million term loan facility accrue interest, at our option, at the following rates per annum:
(i) 2.50% plus the Eurodollar Rate, or (ii) 1.50% plus the Base Rate (which is defined as the higher of the Federal funds rate
plus 0.5% or the Prime rate). The weighted averaged interest rate on our outstanding term loans at December 30, 2006 was
7.88%. Borrowings under our new $150.0 million term revolving credit facility accrue interest, at our option, at the following
rates per annum: (i) 2.25% plus the Eurodollar Rate, or (ii) 1.25% plus the Base Rate (which is defined as the higher of the
Federal funds rate plus 0.5% or the Prime rate). There were no outstanding borrowings on our revolver as of December 30,
2006. In August 2006, we entered into an interest rate collar and an interest rate swap to hedge the variability in future cash
flows associated with a portion of our variable-rate term loans. The interest rate collar provides an interest rate floor of 4.0%
plus the applicable margin and an interest rate cap of 6.065% plus the applicable margin on $262.0 million of our variable-
rate term loans, while the interest rate swap converts $68.0 million of our variable-rate term loans to a fixed interest rate of
5.14% plus the applicable margin. Both the interest rate collar and the interest rate swap became effective on October 20,
2006 and have a maturity of three years. Our results of operations would likely be affected by changes in market interest rates
on the un-hedged portion of these variable-rate obligations. A hypothetical increase in the interest rate of 1.00% on our
variable rate debt would increase our interest cost by approximately $4.6 million on an annual basis.
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We had outstanding fixed rate long-term debt obligations with carrying values of $785.3 million at December 30, 2006.
We currently have no plans to repurchase or refinance our outstanding fixed-rate instruments and, therefore, fluctuations in
market interest rates would not have an effect on our results of operations or stockholders’ equity with respect to this debt.

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 December 30, 2006.

There have been no changes in our internal controls or in other factors that could significantly affect the internal
controls subsequent to the date we completed our evaluation.

PART Il - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS.

We are involved in various unresolved legal actions, administrative proceedings and claims in the ordinary course of
our business involving, among other things, product liability, commercial, employment, workers’ compensation, intellectual
property claims and environmental matters. We establish reserves in a manner that is consistent with accounting principles
generally accepted in the United States for costs associated with such matters when liability is probable and those costs are
capable of being reasonably estimated. Although it is not possible to predict with certainty the outcome of these unresolved
legal actions or the range of possible loss or recovery, based upon current information, we believe the eventual outcome of
these unresolved legal actions either individually, or in the aggregate, will not have a material adverse effect on the financial
position, results of operations or cash flows of the Company.

In connection with the Carlyle acquisition, Invensys has provided us with indemnification against certain contingent
liabilities, including certain pre-closing environmental liabilities. We believe that, pursuant to such indemnity obligations,
Invensys is obligated to defend and indemnify us with respect to the matters described below relating to the Ellsworth
Industrial Park Site and to various asbestos claims. The indemnity obligations relating to the matters described below are not
subject to any time limitations and are subject to an overall dollar cap equal to the purchase price, which is an amount in
excess of $900 million. The following paragraphs summarize the most significant actions and proceedings:

* In 2002, we were named as a PRP, together with at least ten other companies, at the Ellsworth Industrial Park
Site, Downers Grove, DuPage County, Illinois (the “Site™), by the United States Environmental Protection
Agency, or USEPA, and the Illinois Environmental Protection Agency, or IEPA. Our Downers Grove property is
situated within the Ellsworth Industrial Complex. The USEPA and IEPA allege there have been one or more
releases or threatened releases of chlorinated solvents and other hazardous substances, pollutants or
contaminants, allegedly including but not limited to a release or threatened release on or from our property, at the
Site. The relief sought by the USEPA and IEPA includes further investigation and potential remediation of the
Site. In support of the USEPA and IEPA, in July 2004 the lllinois Attorney General filed a lawsuit (State of
Illinois v. Precision et al.) in the Circuit Court of DuPage County, Illinois against us and the other PRP
companies seeking an injunction, the provision of potable water to approximately 800 homes, further
investigation of the alleged contamination, reimbursement of certain costs incurred by the state and assessment of
a monetary penalty. In August 2003, several PRPs, including us, entered into an Administrative Order by
Consent, or AOC, with the USEPA, IEPA and State of lllinois et al. that required the PRPs to pay $4.275 million
to fund the hook-up of about 800 homes to municipal water and to undertake continuing investigation of the Site.
We agreed to pay $306,500 of that fund under an interim allocation. The AOC is expected to resolve a significant
portion of the State of Illinois lawsuit. Subsequently, we were notified by the USEPA that an expanded Site
investigation will be required. Our allocated share of future costs related to the site, including for investigation
and/or remediation, could be significant.
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We are also a defendant in three pending lawsuits alleging property damage or personal injury stemming from
contamination that allegedly, in whole or in part, originated from the Ellsworth Industrial Park Site: Muniz et al
v. Rexnord Corporation et al. is a class action filed in April 2004 in the United States District Court for the
Northern District of Illinois. The plaintiffs sought reimbursement for the costs they claim to have incurred and
will incur in connection with the alleged contamination as well as compensatory and punitive damages for their
alleged injuries. A global settlement was reached with the plaintiffs in this case. The settlement does not release
defendants from any potential future claims for non-property damages. The settlement amounts allocated to each
defendant are subject to further reallocation through a binding arbitration process. Jana Bendik v. Precision
Brand Products et al. v. Rexnord Corporation et al. was filed in April 2004 by an individual plaintiff in the
Circuit Court of Cook County, Illinois. The plaintiff seeks monetary relief for alleged personal injury. No
specific amount is claimed. Kevin Pote, et al. v. Ames Supply Co. et al. was filed in December 2004 by an
individual plaintiff in the Circuit Court of Cook County, Illinois. The complaint seeks compensatory and punitive
damages recoverable under the Illinois Wrongful Death and Survival Statute and the costs of the suit. No specific
amount is claimed. The ultimate outcome of the Ellsworth investigation and related litigation cannot presently be
determined; however, we believe we have meritorious defenses to the suits. Pursuant to its indemnity obligation,
Invensys is defending us in these matters and has paid 100% of the related costs to date. To provide additional
protection, we have sued our insurance companies for a declaration of coverage as to these matters.

We have been named as a defendant in over 580 lawsuits (with approximately 6,750 claimants) pending in state
or federal court in numerous jurisdictions relating to alleged personal injuries due to the alleged presence of
asbestos in certain brakes and clutches previously manufactured by our Stearns division. Similarly, our Prager
subsidiary has been named as a defendant in two pending multi-defendant lawsuits relating to alleged personal
injuries due to the alleged presence of ashestos in a product allegedly manufactured by Prager. There are
approximately 3,600 claimants in the Prager lawsuits. The ultimate outcome of these lawsuits cannot presently be
determined. To date, Invensys has paid 100% of the costs related to the Prager lawsuits, and we believe that we
also have insurance coverage for our legal defense costs related to such suits. Further, Invensys and FMC, the
prior owner of the Stearns business, have paid 100% of the costs to date related to the Stearns lawsuits.

The Kimberly St. Cin, Individually and as surviving spouse of Robert St. Cin, decedent v. The Falk Corporation,
et al., wrongful death claim against Falk was settled and approved by the court on October 23, 2006. Our
settlement contribution was within reserves previously established by us.

In connection with the Falk acquisition, Hamilton Sundstrand has provided us with indemnification against certain
contingent liabilities, including coverage for certain pre-closing environmental liabilities. We believe that, pursuant to such
indemnity obligations, Hamilton Sundstrand is obligated to defend and indemnify us with respect to the asbestos claims
described above, and that, with respect to these claims, such indemnity obligations are not subject to any time or dollar
limitations. The following paragraph summarizes the most significant actions and proceedings for which Hamilton
Sundstrand has accepted responsibility:

Falk is a defendant in over 140 lawsuits pending in state or federal court in numerous jurisdictions relating to
alleged personal injuries due to the alleged presence of asbestos in certain clutches and drives previously
manufactured by Falk. There are approximately 4,400 claimants in these suits. The ultimate outcome of these
lawsuits cannot presently be determined. Hamilton Sundstrand is defending Falk in these lawsuits pursuant to its
indemnity obligations and has paid 100% of the costs to date.

In addition to the foregoing litigation, Falk is a defendant in other lawsuits. As with the matters described above, it is
not possible to predict with certainty the outcome of these unresolved legal actions. However, based upon current information
we believe the eventual outcome of these unresolved legal actions will not have a material adverse effect on the financial
position, results of operations or cash flows of the Company.
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ITEM 1A. RISKFACTORS.
Our substantial indebtedness could adversely affect our business.

We are a highly leveraged company. Our ability to generate sufficient cash flow from operations to make scheduled
payments on our debt will depend on a range of economic, competitive and business factors, many of which are outside our
control. Our business may not generate sufficient cash flow from operations to meet our debt service and other obligations,
and currently anticipated cost savings and operating improvements may not be realized on schedule, or at all. If we are unable
to meet our expenses and debt service and other obligations, we may need to refinance all or a portion of our indebtedness on
or before maturity, sell assets or raise equity. We may not be able to refinance any of our indebtedness, sell assets or raise
equity on commercially reasonable terms or at all, which could cause us to default on our obligations and impair our
liquidity. Our inability to generate sufficient cash flow to satisfy our debt obligations, or to refinance our obligations on
commercially reasonable terms, would have a material adverse effect on our business, financial condition and results of
operations.

Our substantial indebtedness could also have other important consequences with respect to our ability to manage our
business successfully, including the following:

e it may limit our ability to borrow money for our working capital, capital expenditures, debt service
requirements, strategic initiatives or other purposes;

« it may make it more difficult for us to satisfy our obligations with respect to our indebtedness, and any failure
to comply with the obligations of any of our debt instruments, including restrictive covenants and borrowing
conditions, could result in an event of default under the indentures governing our senior notes, senior
subordinated notes and our other indebtedness;

< asubstantial portion of our cash flow from operations will be dedicated to the repayment of our indebtedness
and so will not be available for other purposes;

e it may limit our flexibility in planning for, or reacting to, changes in our operations or business;

< we will be more highly leveraged than some of our competitors, which may place us at a competitive
disadvantage;

e it may make us more vulnerable to downturns in our business or the economy;

e it may restrict us from making strategic acquisitions, introducing new technologies or exploiting business
opportunities; and

* it may limit, along with the financial and other restrictive covenants in our indebtedness, among other things,
our ability to borrow additional funds or dispose of assets.

Furthermore, our interest expense could increase if interest rates increase because a portion of the debt under our senior
secured credit facilities is unhedged variable-rate debt. Also, we may still be able to incur significantly more debt. This could
intensify the risks described above.

The markets in which we sell our products are highly competitive.

We operate in highly fragmented markets within the power transmission (“PT”) industry. As a result, we compete
against numerous different companies. Some of our competitors have achieved substantially more market penetration in
certain of the markets in which we operate, and some of our competitors have greater financial and other resources than we
do. Competition in our business lines is based on a number of considerations including product performance, cost of
transportation in the distribution of our PT products, brand reputation, quality of client service and support, product
availability and price. Additionally, some of our larger, more sophisticated customers are attempting to reduce the number of
vendors from which they purchase in order to increase their efficiency. If we are not selected to become one of these
preferred providers, we may lose access to certain sections of the end markets in which we compete. Our customers
increasingly demand a broad product range and we must continue to develop our expertise in order to manufacture and
market these products successfully. To remain competitive, we will need to invest continuously in manufacturing, customer
service and support, marketing and our distribution networks. We may also have to adjust the prices of some of our PT
products to stay competitive. We cannot assure you that we will have sufficient resources to continue to make these
investments or that we will maintain our competitive position within each of the markets we serve.

Zurn competes against both large international and national rivals, as well as many regional competitors. Some of its
competitors have greater resources than Zurn. Significant competition in any of Zurn’s given markets can result in substantial
pressure on its pricing and profit margins, thereby adversely affecting its financial results. As a result of pricing pressures,
Zurn may in the future experience reductions in profit margins. We cannot provide assurance that Zurn will be able to
maintain or increase the current market share of its products successfully in the future.
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We rely on independent distributors. Termination of one or more of our relationships with any of those independent
distributors or an increase in the distributors’ sales of our competitors’ products could have a material adverse effect on
our business, financial condition or results of operations.

In addition to our own direct sales force, we depend on the services of independent distributors to sell our PT products
and provide service and aftermarket support to our customers. We rely on an extensive distribution network, with over 1,900
distributor locations nationwide. Rather than serving as passive conduits for delivery of product, our industrial distributors
are active participants in the overall competitive dynamic in the PT industry. Industrial distributors play a significant role in
determining which of our PT products are stocked at the branch locations, and hence are most readily accessible to
aftermarket buyers, and the price at which these products are sold. Almost all of the distributors with whom we transact
business offer competitors’ products and services to our customers. In addition, the distribution agreements we have are
typically cancelable by the distributor after a short notice period. The loss of one of our key distributors or of a substantial
number of our other distributors or an increase in the distributors’ sales of our competitors’ products to our customers could
materially and adversely affect our business, financial condition or results of operations. Zurn depends on a network of
several hundred independent sales representatives and approximately 70 third-party warehouses to distribute its products and
is subject to similar risks.

Our business depends upon general economic conditions and other market factors beyond our control, and we serve
customers in cyclical industries. As a result, our operating results could be negatively affected during economic
downturns.

Our financial performance depends, in large part, on conditions in the markets that we serve and in the U.S. and global
economies generally. Some of the industries we serve are highly cyclical, such as the aerospace, energy and industrial
equipment industries. While we are currently experiencing an upturn in the economic environment, it is uncertain how long
this upturn will continue. We have undertaken cost reduction programs as well as diversified the end markets served to
mitigate the effect of a downturn in economic conditions; however, such programs may be unsuccessful in the event a
downturn occurs. Any sustained weakness in demand or downturn or uncertainty in the economy generally would reduce our
sales and profitability.

With respect to Zurn, the demand in the water management industry is influenced by new construction activity and the
level of repair and remodeling activity. The level of new construction and repair and remodeling activity is affected by a
number of factors beyond Zurn’s control, including the overall strength of the U.S. economy (including confidence in the
U.S. economy by our customers), the strength of the residential and commercial real estate markets, institutional building
activity, the age of existing housing stock, unemployment rates and interest rates. Any declines in commercial, institutional
or residential construction starts or demand for replacement building and home improvement products may adversely impact
Zurn, and there can be no assurance that any such adverse effects would not be material and would not continue for a
prolonged period of time.

The seasonality of Zurn’s sales may adversely affect its financial results.

Zurn’s business experiences seasonal business swings. It experiences downturns in the autumn and winter months of
the northern hemisphere, which encompasses the vast majority of its markets. This seasonality requires Zurn to manage its
cash flows over the course of the year. If its sales were to fall substantially below what it would normally expect during
certain periods, our financial condition could be adversely impacted.

Weather could adversely affect the demand for Zurn’s products and decrease its net sales.

Demand for Zurn’s products is primarily driven by commercial, institutional and residential construction activity.
Weather is an important variable affecting its financial performance as it significantly impacts construction activity. Spring
and summer months in the United States and Europe represent the main construction seasons. Adverse weather conditions,
such as prolonged periods of cold or rain, blizzards, hurricanes and other severe weather patterns, could delay or halt
construction and remodeling activity. For example, an unusually severe winter can lead to reduced construction activity and
magnify the seasonal decline in Zurn’s net sales and earnings during the winter months. In addition, a prolonged winter
season can delay construction and remodeling plans and hamper the seasonal increase in its net sales and earnings during the
spring months.

Demand for Zurn’s products may depend on availability of financing.

Many customers who purchase Zurn’s products depend on third-party financing. Fluctuations in prevailing interest
rates could affect the availability and cost of financing to Zurn’s customers. The lack of availability or increased cost of credit
could lead to a reduction in demand for Zurn’s products and have a material adverse effect on its business, financial
condition, cash flows and results of operations.
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We are subject to risks associated with changing technology and manufacturing techniques, which could place us at a
competitive disadvantage.

The successful implementation of our business strategy requires us to continuously evolve our existing products and
introduce new products to meet customers’ needs in the industries we serve and want to serve. Our products are characterized
by stringent performance and specification requirements that mandate a high degree of manufacturing and engineering
expertise. If we fail to meet these requirements, our business could be at risk. We believe that our customers rigorously
evaluate their suppliers on the basis of a number of factors, including product quality, price competitiveness, technical and
manufacturing expertise, development and product design capability, new product innovation, reliability and timeliness of
delivery, operational flexibility, customer service and overall management. Our success will depend on our ability to
continue to meet our customers’ changing specifications with respect to these criteria. We cannot assure you that we will be
able to address technological advances or introduce new products that may be necessary to remain competitive within our
businesses. Furthermore, we cannot assure you that we can adequately protect any of our own technological developments to
produce a sustainable competitive advantage.

If we lose certain of our key sales, marketing or engineering personnel, our business may be adversely affected.

Our success depends (as has Zurn’s historically) on our ability to recruit, retain and motivate highly-skilled sales,
marketing and engineering personnel. Competition for these persons in our industry is intense, and we may not be able to
successfully recruit, train or retain qualified personnel. If we fail to retain and recruit the necessary personnel, our business
and our ability to obtain new customers, develop new products and provide acceptable levels of customer service could
suffer. In addition, we cannot assure you that these individuals will stay with us. If any of these key personnel were to leave
our company, it could be difficult to replace them, and our business could be harmed.

Increases in the cost of our raw materials, in particular bar steel, brass, castings, copper, forgings, high-performance
engineered plastic, plate steel, resin, sheet steel and zinc, or the loss of a substantial number of our suppliers could
adversely affect our financial health.

We depend on third parties for the raw materials used in our manufacturing processes. We generally purchase our raw
materials on the open market on a purchase order basis. In the past, these contracts generally have had one-to-five year terms
and have contained competitive and benchmarking clauses intended to ensure competitive pricing. While we currently
maintain alternative sources for raw materials, our business is subject to the risk of price fluctuations and delays in the
delivery of our raw materials. Any such price fluctuations or delays, if material, could harm our profitability or operations. In
addition, the loss of a substantial number of suppliers could result in material cost increases or reduce our production
capacity. We are also significantly affected by the cost of natural gas used for fuel and the cost of electricity. Natural gas and
electricity prices have historically been volatile, particularly in California where we have a significant manufacturing
presence.

We do not typically enter into hedge transactions to reduce our exposure to price risks and cannot assure you that we
would be successful in passing on any attendant costs if these risks were to materialize. In addition, if we are unable to
continue to purchase our required quantities of raw materials on commercially reasonable terms, or at all, or if we are unable
to maintain or enter into our purchasing contracts for our larger commodities, our business operations could be disrupted and
our profitability could be adversely impacted.

The loss of any significant customer could adversely affect Zurn’s business.

Zurn has certain customers that are significant to its business. Its competitors may adopt more aggressive sales policies
and devote greater resources to the development, promotion and sale of their products than Zurn does, which could result in a
loss of customers. The loss of one or more of its major customers or deterioration in its relationship with any of them could
have a material adverse effect on its business, results of operations and financial condition.

We may be unable to make necessary capital expenditures.

We periodically make capital investments to, among other things, maintain and upgrade our facilities and enhance our
products’ processes. As we grow our businesses, we may have to incur significant capital expenditures. We believe that we
will be able to fund these expenditures through cash flow from operations and borrowings under our senior secured credit
facilities. However, our senior secured credit facilities, the indentures governing our senior notes and the indenture governing
our senior subordinated notes contain limitations that could affect our ability to fund our future capital expenditures and other
capital requirements. We cannot assure you that we will have, or be able to obtain, adequate funds to make all necessary
capital expenditures when required, or that the amount of future capital expenditures will not be materially in excess of our
anticipated or current expenditures. If we are unable to make necessary capital expenditures, our product line may become
dated, our productivity may be decreased and the quality of our products may be adversely affected, which, in turn, could
reduce our sales and profitability.
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Our international operations are subject to uncertainties, which could adversely affect our operating results.

Our business is subject to certain risks associated with doing business internationally. Accordingly, our future results
could be harmed by a variety of factors, including:

«  fluctuations in currency exchange rates, particularly fluctuations in the euro against the U.S. dollar;
e exchange controls;

< compliance with U.S. Department of Commerce export controls;

« tariffs or other trade protection measures and import or export licensing requirements;

e changes in tax laws;

e interest rates;

« changes in regulatory requirements;

< differing labor regulations;

e requirements relating to withholding taxes on remittances and other payments by subsidiaries;

e restrictions on our ability to own or operate subsidiaries, make investments or acquire new businesses in these
jurisdictions;

< restrictions on our ability to repatriate dividends from our subsidiaries; and
e exposure to liabilities under the Foreign Corrupt Practices Act.

As we continue to expand our business globally, our success will depend, in large part, on our ability to anticipate and
effectively manage these and other risks associated with our international operations. However, any of these factors could
materially and adversely affect our international operations and, consequently, our business, financial condition and results of
operations.

We may incur significant costs for environmental compliance and/or to address liabilities under environmental laws and
regulations.

Our operations and facilities are subject to extensive laws and regulations related to pollution and the protection of the
environment, health and safety, including those governing, among other things, emissions to air, discharges to water, the
generation, handling, storage, treatment and disposal of hazardous wastes and other materials, and the remediation of
contaminated sites. A failure by us to comply with applicable requirements or the permits required for our operations could
result in civil or criminal fines, penalties, enforcement actions, third party claims for property damage and personal injury,
requirements to clean up property or to pay for the costs of cleanup or regulatory or judicial orders enjoining or curtailing
operations or requiring corrective measures, including the installation of pollution control equipment or remedial actions.
Moreover, if applicable environmental, health and safety laws and regulations, or the interpretation or enforcement thereof,
become more stringent in the future, we could incur capital or operating costs beyond those currently anticipated.

Some environmental laws and regulations, including the federal Superfund law, impose requirements to investigate and
remediate contamination on present and former owners and operators of facilities and sites, and on potentially responsible
parties, or PRPs, for sites to which such parties may have sent waste for disposal. Such liability can be imposed without
regard to fault and, under certain circumstances, may be joint and several, resulting in one PRP being held responsible for the
entire obligation. Liability may also include damages to natural resources. We are currently conducting investigations and/or
cleanup of known or potential contamination at several of our current and former facilities, and have been named as a PRP at
several third party Superfund sites. The discovery of additional contamination at these sites, or the imposition of more
stringent cleanup requirements, could require significant expenditures by us in excess of our current reserves. In addition, we
occasionally evaluate various alternatives with respect to our facilities, including possible dispositions or closures.
Investigations undertaken in connection with these activities may lead to discoveries of contamination that must be
remediated, and closures of facilities may trigger remediation requirements that are not currently applicable to our operating
facilities. We may also face liability for alleged personal injury or property damage due to exposure to hazardous substances
used or disposed of by us, that may be contained within our current or former products, or that are present in the soil or
groundwater at our current or former facilities. Significant costs could be incurred in connection with such liabilities.

We believe that, subject to various terms and conditions, we have certain indemnification protection from Invensys plc
(“Invensys”) with respect to certain environmental liabilities that may have occurred prior to the acquisition by Carlyle (the
“Carlyle acquisition”) of the capital stock of 16 entities comprising the Rexnord Group of Invensys, including certain
liabilities associated with our Downers Grove, Illinois facility and with personal injury claims for alleged exposure to
hazardous materials. We also believe that, subject to various terms and conditions, we have certain indemnification protection
from Hamilton Sundstrand Corporation, or Hamilton Sundstrand, with respect to certain environmental liabilities that may
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have arisen from events occurring at Falk facilities prior to the Falk acquisition, including certain liabilities associated with
personal injury claims for alleged exposure to hazardous materials. If Invensys or Hamilton Sundstrand becomes unable to,
or otherwise does not, comply with their respective indemnity obligations, or if certain contamination or other liability for
which we are obligated is not subject to such indemnities or historic insurance coverage, we could incur significant
unanticipated costs. As a result, it is possible that we will not be able to recover pursuant to these indemnities a substantial
portion, if any, of the costs that we may incur.

Zurn is investigating and remediating contamination at a number of present and former operating or disposal sites and
it has been named as a PRP at a number of Superfund sites pursuant to CERCLA or comparable state statutes. Zurn’s actual
costs to clean up these sites may exceed its current estimates due to factors beyond its control, such as the discovery of
presently unknown environmental conditions, the imposition of more stringent cleanup standards, disputes with insurers or
the insolvency of other responsible parties at the sites at which it is involved.

Zurn is subject to numerous ashestos claims.

Zurn is a co-defendant in approximately 4,900 personal injury lawsuits involving approximately 46,200 plaintiffs
pending as of December 30, 2006 in various courts in the United States primarily related to alleged exposure to asbestos
contained in industrial boilers formerly manufactured by a segment of Zurn that has been accounted for as a discontinued
operation. Zurn’s potential liability for ashestos-related claims currently pending against it and expected to be filed through
2016 is estimated at approximately $136 million, of which $102 million is expected to be paid by 2016. These claims are
handled by Zurn’s insurers pursuant to a coordinated defense strategy and, to date, all defense and settlement costs have been
paid by the insurers. In the event any such carriers become insolvent in the future, or the actual number or value of asbestos-
related claims differs materially from Zurn’s existing estimates, Zurn could incur material costs that could have an adverse
impact on Zurn’s business, financial condition or results of operations.

We are not yet able to determine the full effect of the accident at our Canal Street facility on our financial condition or
operations.

On December 6, 2006, we experienced an explosion at our Canal Street facility, in which three employees lost their
lives and approximately 45 employees were injured. The incident also resulted in the destruction of a warehouse building that
held inventory and manufacturing components. An adjacent production facility and portions of other buildings at the Canal
Street facility were also damaged. The Canal Street facility is our primary manufacturing facility for gear products, and also
manufactures portions of the components for our coupling products.

The extent of the damage and the impact on future production and sales are not yet fully determinable. We expect a
delay, and as a result a probable decline, in orders shipped for our gear products, and to a lesser extent in coupling shipments,
due to this temporary loss of production capacity in this facility. Such delay could lead to a loss of customers for these, and
possibly for other of our, products. We may also experience start-up inefficiencies as we bring this production facility back to
full capacity, and repairing this facility may take longer than we expect. We could also face difficulties in procuring
replacement machinery and tooling for equipment that was damaged in the explosion, and we therefore cannot assure you
when the facility will be operating at full capacity. Due to a possible delay in obtaining component parts with long lead times,
we also cannot assure you as to when the facility will return to shipping product in the same volumes as prior to the accident.

There also can be no assurance that our insurance coverage will cover all of our losses from this incident, or that we
will not have to engage in protracted litigation to recover under our insurance policies. Even if the insurance carriers
acknowledge broad coverage, the facility reconstruction and insurance claim process may take an extended period of time to
complete. In addition, we may face workers’ compensation, personal injury, wrongful death or other tort claims for injury,
death or property damage allegedly caused by the incident. It is also possible that we may be subject to civil penalties. We
may not be successful in defending such claims, and the resulting liability could be substantial and may not be fully covered
by insurance. As a result of the foregoing and other matters relating to or resulting from this event, there can be no assurance
as to the long term effect this incident will have on us or our financial condition.

We rely on intellectual property that may be misappropriated or subject to claims of infringement.

We attempt to protect our intellectual property rights through a combination of patent, trademark, copyright and trade
secret protection, as well as licensing agreements and third-party nondisclosure and assignment agreements. We cannot
assure you that any of our applications for protection of our intellectual property rights will be approved or that others will
not infringe on or challenge our intellectual property rights. We also rely on unpatented proprietary technology. It is possible
that others will independently develop the same or similar technology or otherwise obtain access to our unpatented
technology. To protect our trade secrets and other proprietary information, we require employees, consultants and advisors to
enter into confidentiality agreements. We cannot assure you that these agreements will provide meaningful protection for our
trade secrets, know-how or other proprietary information in the event of any unauthorized use, misappropriation or
disclosure. If we are unable to maintain the proprietary nature of our technologies, our ability to sustain margins on some or
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all of our products may be affected, which could materially and adversely affect our business, financial condition or results of
operations. In addition, in the ordinary course of our operations, from time to time we pursue and are pursued in potential
litigation relating to the protection of certain intellectual property rights, including some of our more profitable products,
such as flattop chain. An adverse ruling in any such litigation could have a material and adverse affect on our business,
financial condition or results of operations. Following the Transactions, similar risk will apply to Zurn’s U.S. and foreign
patents, patent applications, registered trademarks and other proprietary rights, which we believe are important to its success,
potential growth and competitive position.

We could face potential product liability claims relating to products we manufacture or distribute.

We may be subject to product liability claims in the event that the use of our products, or the exposure to our products
or their raw materials is alleged to have resulted in injury or other adverse effects. We currently maintain product liability
insurance coverage, but we cannot assure you that we will be able to obtain such insurance on acceptable terms in the future,
if at all, or that any such insurance will provide adequate coverage against potential claims. Product liability claims can be
expensive to defend and can divert the attention of management and other personnel for long periods of time, regardless of
the ultimate outcome. An unsuccessful product liability defense could have a material and adverse effect on our business,
financial condition or results of operations. In addition, our business depends on the strong brand reputation we have
developed. In the event that this reputation is damaged as a result of a product liability claim, we may face difficulty in
maintaining our pricing positions and market share with respect to some of our products, which could materially and
adversely affect our business, financial condition or results of operations.

We, our customers and our shippers have unionized employees that may stage work stoppages, which could seriously
impact the profitability of our business.

As of December 30, 2006, we had approximately 5,924 employees, of whom approximately 4,016 were employed in
the United States. Zurn employed approximately 937 persons at December 30, 2006, substantially all of whom were
employed in the United States. Approximately 10% of our North American employees are represented by labor unions and
approximately 12% of Zurn’s employees are represented by labor unions. The five U.S. collective bargaining agreements to
which we are a party will expire in February 2007, July 2007 (in the case of two such agreements), April 2008 and
October 2010. Zurn’s collective bargaining agreements with two local unions in North America (covering 118 employees)
expire in fiscal 2010. Negotiations for the extension of collective bargaining agreements may result in modifications to the
terms of the agreements, and the modifications could cause Zurn and us to incur increased costs relating to our labor forces.
Additionally, approximately 18% of our workforce is employed in Europe, where trade union membership is common.

Although we believe that our relations with our employees are currently satisfactory, if our unionized workers were to
engage in a strike, work stoppage or other slowdown in the future, we could experience a significant disruption of our
operations, which could interfere with our ability to deliver products on a timely basis and could have other negative effects,
such as decreased productivity and increased labor costs. Such negative effects could materially and adversely affect our
business, financial condition or results of operations. In addition, if a greater percentage of our workforce becomes unionized,
our business, financial condition or results of operations could be materially and adversely affected. Many of our direct and
indirect customers have unionized workforces. Strikes, work stoppages or slowdowns experienced by these customers or
their suppliers could result in slowdowns or closures of assembly plants where our products are used. In addition,
organizations responsible for shipping our products may be impacted by occasional strikes staged by the International
Brotherhood of Teamsters or Teamsters Union. Any interruption in the delivery of our products could reduce demand for our
products and could have a material and adverse effect on our business, financial condition or results of operations.

Although we expect the Zurn acquisition to be beneficial, its expected benefits may not be realized, in the time frame
anticipated or at all, because of integration and other challenges.

Achieving the expected benefits of the Zurn acquisition will depend on the timely and efficient integration of Zurn’s
technology, operations, business culture and personnel into our Company. The integration may not be completed as quickly
as expected, and if we fail to effectively integrate the companies or the integration takes longer than expected, we may not
achieve the expected benefits of the acquisition. The challenges involved in this integration include, among others:

< potential disruption or our ongoing business and distraction of management;

e unexpected loss of key employees or customers of Zurn;

« conforming Zurn’s standards, processes, procedures and controls with our operations;
e coordinating new product and process development;

»  hiring additional management and other critical personnel; and

« increasing the scope, geographic diversity and complexity of our operations.
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The Zurn acquisition may not be successfully received by our or Zurn’s customers, distributors or suppliers. In addition,
we may encounter unforeseen obstacles or costs in the integration of the Zurn acquisition. Furthermore, the presence of one
or more material liabilities of the Zurn business that are unknown to us at the time of acquisition may have a material adverse
effect on our business.

We may be unable to successfully realize all of the intended benefits from our past acquisitions, and we may be unable to
identify or realize the intended benefits of other potential acquisition candidates.

We acquired Falk on May 16, 2005 and, although we believe that the integration of Falk into our business is
substantially complete, we may be unable to realize all of the intended benefits of this acquisition. We acquired Zurn on
February 7, 2007 and expect to integrate certain portions of the Zurn operations into our existing operations, although we
cannot assure you of the extent of any cost savings we will realize, if any. As part of our business strategy, we will also
evaluate other potential acquisitions, some of which could be material, and engage in discussions with acquisition candidates.
We cannot assure you that suitable acquisition candidates will be identified and acquired in the future, that the financing of
any such acquisition will be available on satisfactory terms, that we will be able to complete any such acquisition or that we
will be able to accomplish our strategic objectives as a result of any such acquisition. Nor can we assure you that our
acquisition strategies will be successfully received by customers or achieve their intended benefits. Often acquisitions are
undertaken to improve the operating results of either or both of the acquiror and the acquired company and we cannot assure
you that we will be successful in this regard. We will encounter various risks in acquiring other companies, including the
possible inability to integrate an acquired business into our operations, diversion of management’s attention and
unanticipated problems or liabilities, some or all of which could materially and adversely affect our business, financial
condition or results of operations.

Our future required cash contributions to our pension plans may increase.

Congress recently passed legislation (which was signed into law by President Bush) to reform funding requirements for
underfunded pension plans. The legislation, among other things, increases the percentage funding target from 90% to 100%
and requires the use of a more current mortality table in the calculation of minimum yearly funding requirements. Our future
required cash contributions to our U.S. defined benefit pension plans may increase based on the funding reform provisions
that were enacted into law. In addition, if the performance of assets in our pension plans does not meet our expectations, if
the Pension Benefit Guaranty Corporation, or PBGC, requires additional contributions to such plans as a result of the
Transactions, or if other actuarial assumptions are modified, our future required cash contributions could increase. Any such
increases could have a material and adverse effect on our business, financial condition or results of operations.

The need to make these cash contributions may reduce the cash available to meet our other obligations, including our
obligations with respect to the notes, or to meet the needs of our business. In addition, the PBGC may terminate our defined
benefit pension plans under limited circumstances, including in the event the PBGC concludes that its risk may increase
unreasonably if such plans continue. In the event a plan is terminated for any reason while it is underfunded, we could be
required to make an immediate payment to the PBGC of all or a substantial portion of such plan’s underfunding, as
calculated by the PBGC based on its own assumptions (which might result in a larger pension obligation than that based on
the assumptions we have used to fund such plan), and the PBGC could assert a lien on material amounts of our assets.

The calculation of EBITDA pursuant to the indentures governing our senior notes and our senior subordinated notes
permit certain estimates and assumptions that may differ materially from actual results and the estimated synergies
expected from the Falk acquisition and the Zurn acquisition may not be achieved.

Although EBITDA is derived from our financial statements (pro forma or historical, as the case may be), the
calculation of EBITDA pursuant to the indentures governing our senior notes and the indenture governing our senior
subordinated notes permit certain estimates and assumptions that may differ materially from actual results. For example, the
determination of the adjustment attributable to inventory under absorption permits an estimate as to the decline in our
inventory levels over historical amounts. In addition, the determination of fixed costs attributable to inventory and other
similar costs permits certain assumptions. Although our management believes these estimates and assumptions are
reasonable, investors should not place undue reliance upon the calculation of EBITDA pursuant to the indentures governing
our senior notes and the indenture governing our senior subordinated notes given how it is calculated and the possibility that
the underlying estimates and assumptions may ultimately not reflect actual results. In addition, the estimated synergies
expected from the Falk acquisition and the Zurn acquisition are merely estimates and may not actually be achieved in the
timeframe anticipated or at all. These estimated synergies, for example, increase our adjusted EBITDA by the amount of
savings expected to be achievable from leveraging our and Falk’s combined spending volume and consolidating to the lowest
cost vendors for purchases of raw materials, logistics and other goods and services. We cannot assure you, however, that we
will be able to realize such synergies. In addition, the indentures governing our senior notes and the indenture governing our
senior subordinated notes permit us to adjust EBITDA for items that would not meet the standards for inclusion in pro forma
financial statements under Regulation S-X and the other SEC rules. Some of these adjustments may be too speculative to
merit adjustment under Regulation S-X; however, the indentures governing our senior notes and the indenture governing our
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senior subordinated notes would permit such adjustments for purposes of determining EBITDA under the indentures
governing our senior notes and the indenture governing our senior subordinated notes. As a result of these adjustments, we
may be able to incur more debt or pay dividends or make other restricted payments in greater amounts that would otherwise
be permitted without such adjustments.

We are controlled by principal equity holders who will be able to make important decisions about our business and capital
structure; their interests may differ from your interests as a debtholder.

Substantially all of the common stock of Rexnord Holdings is, and upon consummation of the Transactions will be,
held by Apollo. As a result, Apollo controls us and has the power to elect a majority of the members of our board of
directors, appoint new management and approve any action requiring the approval of the holders of Rexnord Holdings’ stock,
including approving acquisitions or sales of all or substantially all of our assets. The directors elected by Apollo have the
ability to control decisions affecting our capital structure, including the issuance of additional capital stock, the
implementation of stock repurchase programs and the declaration of dividends. The interests of Rexnord Holdings’ equity
holders may not in all cases be aligned with yours as a holder of notes. If we encounter financial difficulties, or we are unable
to pay our debts as they mature, the holders of the notes might want us to raise additional equity from such equity holders or
other investors to reduce our leverage and pay our debts, while such equity holders might not want to increase their
investment in us or have their ownership diluted and instead choose to take other actions, such as selling our assets. Rexnord
Holdings’ equity holders may have an interest in pursuing acquisitions, divestitures, financings or other transactions that, in
their judgment, could enhance their equity investments, even though such transactions might involve risks to you as a holder
of the notes. Furthermore, Apollo and its affiliates have no continuing obligation to provide us with debt or equity financing.
Additionally, Apollo is in the business of investing in companies and may, from time to time, acquire and hold interests in
businesses that compete directly or indirectly with us. Apollo may also pursue acquisition opportunities that may be
complementary to our business and, as a result, those acquisition opportunities may not be available to us.

Our historical financial information is not comparable to our current financial condition and results of operations
because of our use of purchase accounting in connection with the Apollo acquisition and the Falk acquisition and due to
the different basis of accounting used by Invensys and its affiliates prior to the Carlyle acquisition.

It may be difficult for you to compare both our historical and future results. The Falk acquisition was accounted for
utilizing purchase accounting, which resulted in a new valuation for the assets and liabilities of Falk to their fair values. This
new basis of accounting began on the date of the consummation of the Falk acquisition. The Apollo acquisition also was
accounted for using the purchase method of accounting, causing our assets and liabilities to be revalued to their fair values on
the closing date of the Apollo acquisition. The allocation of the excess purchase price over the book value of the net assets
acquired in the Apollo acquisition was based, in part, on preliminary information which will continue to be subject to
adjustment upon obtaining complete valuation information.

In addition, as a result of the Carlyle acquisition, we were subject to a different basis of accounting after November 25,
2002. Accordingly, our historical operating results for periods prior to such date may be of limited use in evaluating our
historical performance and comparing it to other periods.

In addition, the Zurn acquisition and future acquisitions will also be accounted for using purchase accounting and
therefore similar limitations regarding comparability of historical and future results could arise. Under the purchase method
of accounting, the operating results of each of the acquired businesses are included in our financial statements only from the
date of the acquisitions.

Accordingly, our historical financial information may be of limited use in evaluating our historical performance and
comparing it to other periods.
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Second Supplemental Indenture with respect to the 9%/2% Senior Notes due 2014, by and among RBS
Global, Inc., Rexnord LLC, the Guarantors listed therein and Wells Fargo Bank, dated as of February 7,
2006.

Registration Rights Agreement with respect to the Additional 9/2% Senior Notes due 2014, by and among
RBS Global, Inc., Rexnord LLC, the subsidiaries listed therein and Credit Suisse Securities (USA) LLC,
Banc of America Securities LLC, UBS Securities LLC, Goldman, Sachs & Co. and Lehman Brothers Inc.,
dated February 7, 2007.

Senior Note Indenture with respect to the 87/8% Senior Notes due 2016, among RBS Global, Inc., Rexnord
LLC and Wells Fargo Bank, National Association, dated as of February 7, 2007.

First Supplemental Indenture with respect to the 87/8% Senior Notes due 2016, by and among RBS Global,
Inc., Rexnord LLC, the Guarantors listed therein and Wells Fargo Bank, dated as of February 7, 2007.
Registration Rights Agreement with respect to the 87/8% Senior Notes due 2016, by and among RBS Global,
Inc., Rexnord LLC, the subsidiaries listed therein and Credit Suisse Securities (USA) LLC, Banc of America
Securities LLC, UBS Securities LLC, Goldman, Sachs & Co. and Lehman Brothers Inc., dated February 7,
2007.

Second Supplemental Indenture with respect to the 11.75% Senior Subordinated Notes due 2016, by and
among RBS Global, Inc., Rexnord LLC, the Guarantors listed therein and Wells Fargo Bank, dated as of
February 7, 2007.

Incremental Facility Amendment, dated as of February 7, 2007, to the Credit Agreement dated as of July 21,
2006, among Chase Acquisition I, Inc., RBS Glabal, Inc., Rexnord LLC, Merrill Lynch Capital Corporation,
as administrative agent and the Lenders listed.

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

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

Officers Certification Pursuant to 18 United States Code § 1350

(1) Incorporated by reference from the Amendment No. 1 to Registration Statement on Form S-4 filed by the registrants on
February 8, 2007.
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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.

Date: February 13, 2007
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RBS GLOBAL, INC. and
REXNORD LLC

By: /s/ GEORGE C. MOORE

Name:George C. Moore
Executive Vice President and Chief Financial
Title: Officer



Exhibit 10.7

INCREMENTAL FACILITY AMENDMENT (this “Amendment”) dated as of February 7, 2007, among
RBS GLOBAL, INC., a Delaware corporation (“Target”), REXNORD LLC, a Delaware limited liability
company (f/k/a Rexnord Corporation) (“Rexnord” and, together with Target, the “Borrowers”), the
INCREMENTAL LENDERS (as defined below) and MERRILL LYNCH CAPITAL CORPORATION,
as administrative agent (in such capacity, the “Administrative Agent™) under the Credit Agreement
referred to below, to the CREDIT AGREEMENT dated as of July 21, 2006, among CHASE
ACQUISITION I, INC., a Delaware corporation (“Holdings”), the Borrowers, the Lenders party thereto
from time to time and the agents, arrangers and bookrunners party thereto, as in effect immediately prior
to this Amendment (the “Credit Agreement”).

A. Pursuant to the Credit Agreement, the Lenders have extended credit to the Borrowers, and have agreed to extend
credit to the Borrowers, in each case pursuant to the terms and subject to the conditions set forth therein.

B. The Borrowers have informed the Administrative Agent that they intend to acquire (the “Acquisition™), directly or
indirectly, the plumbing products business of Jacuzzi Brands, Inc., pursuant to the Purchase Agreement, dated as of
October 11, 2006 (the “Purchase Agreement”).

C. Pursuant to Section 2.21 of the Credit Agreement, the Borrowers have requested that the Incremental Lenders (as
defined below) provide Incremental Term Loans (such term and each other capitalized term used but not defined herein
having the meaning assigned to such term in the Credit Agreement) in the form of Other Term Loans in an aggregate
principal amount of $200,000,000, to finance, in part, the Acquisition and the payment of related fees and expenses.

D. The Incremental Lenders are willing to provide such Incremental Term Loans to the Borrowers pursuant to the
terms and subject to the conditions set forth herein.

E. With respect to such Incremental Term Loans (i) Credit Suisse Securities (USA) LLC (“CS Securities™) and Banc of
America Securities LLC (“BAS”) will act as joint lead arrangers and joint bookrunners (together in such capacity, the
“Arrangers™), (ii) CS Securities, BAS and UBS Securities LLC (“UBS Securities”) will act as joint bookrunners, (iii) BAS
will act as sole syndication agent and (iv) UBS will act as documentation agent.
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Accordingly, in consideration of the mutual agreements herein contained and other good and valuable consideration,
the sufficiency and receipt of which are hereby acknowledged, and subject to the conditions set forth herein, Holdings, the
Borrowers, the Incremental Lenders and the Administrative Agent hereby agree as follows:

SECTION 1. Defined Terms. As used in this Amendment, the following terms have the meanings specified below:

“Amendment Transactions” shall mean the execution and delivery of this Amendment and the Reaffirmation
Agreement (as defined in Section 6(f) hereof) by each Person party hereto or thereto, the satisfaction of the conditions to the
effectiveness hereof and thereof and the consummation of the transactions contemplated hereby and thereby.

“Incremental Effective Date” shall mean the date on which all the conditions set forth or referred to in Section 6 hereof
shall have been satisfied (or waived by each of the Incremental Lenders).

“Incremental Lenders” shall mean the persons listed on Schedule 1 hereto (other than any such person that has ceased
to be a party hereto pursuant to an Assignment and Acceptance in accordance with Section 9.04 of the Credit Agreement), as
well as any person that becomes an “Incremental Lender” hereunder pursuant to Section 9.04 of the Credit Agreement.

“Incremental Tranche B-2 Term B Loan Commitment” shall mean, with respect to each Incremental Lender, the
agreement of such Incremental Lender to make a Tranche B-2 Term B Loan hereunder on the Incremental Effective Date,
expressed as an amount representing the maximum principal amount of the Tranche B-2 Term B Loan to be made by such
Incremental Lender hereunder, as set forth on Schedule 1 hereto or in the Assignment and Acceptance Agreement pursuant to
which such Incremental Lender shall have assumed its Incremental Term Loan Commitment, as applicable. The aggregate
amount of the Incremental Tranche B-2 Term B Loan Commitments of all Incremental Lenders as of the date of this
Amendment will be $200,000,000.

“Tranche B-2 Term B Loans” shall mean the loans made pursuant to Section 2 of this Amendment.

SECTION 2. Commitment. Subject to the terms and conditions set forth herein, each Incremental Lender agrees to
make a Tranche B-2 Term B Loan to the Borrowers on the Incremental Effective Date in a principal amount not exceeding
such Incremental Lender’s Tranche B-2 Term B Loan Commitment. The funding of the Tranche B-2 Term B Loans on the
Incremental Effective Date shall be consummated at a closing to be held at the offices of O’Melveny & Myers LLP, or at
such other place as the Borrowers and the Administrative Agent shall agree upon. Unless previously terminated, the Tranche
B-2 Term B Loan Commitments shall terminate at 5:00 p.m., New York City time, on the Incremental Effective Date.

SECTION 3. Amendments to Section 1.01. (a) Section 1.01 of the Credit Agreement is hereby amended by adding the
following definitions in the appropriate alphabetical order:

“Incremental Effective Date” shall have the meaning set forth in Section 1 of the Tranche B-2 Term B Facility
Amendment.

“Total Net Leverage Ratio” shall mean, on any date, the ratio of (a) the amount of Consolidated Debt of the Borrowers
and their Subsidiaries less, without duplication, the
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Unrestricted Cash and Permitted Investments of the Borrowers and their Subsidiaries, in each case as of such date to

(b) EBITDA for the period of four consecutive fiscal quarters of the Borrower most recently ended as of such date, all
determined on a consolidated basis in accordance with GAAP; provided, that for purposes of clause (b) above, (i) EBITDA
shall be determined for the relevant Test Period on a Pro Forma Basis and (ii) EBITDA shall include all adjustments of the
nature used in connection with the calculation of Adjusted EBITDA as set forth in footnote 3 to the “Summary Historical and
Unaudited Pro Forma Financial Data” under “Offering Circular Summary” in the Senior Unsecured Notes Offering
Memorandum and the Senior Subordinated Notes Offering Memorandum to the extent such adjustments, without duplication,
continue to be applicable in the relevant Test Period; provided, further, that the Borrowers shall deliver a Financial Officer’s
certificate of the type contemplated by the last sentence of the definition of “Pro Forma Basis” in respect of all adjustments
pursuant to clause (ii) above.

“Tranche B-1 Term B Borrowing” shall mean a Borrowing comprised of Tranche B-1 Term B Loans.

“Tranche B-1 Term B Loan Commitment” shall mean with respect to each Lender, the commitment of such Lender to
make Tranche B-1 Term B Loans as set forth in Section 2.01(a). The aggregate amount of the Tranche B-1 Term B Loan
Commitments on the Closing Date is $610.0 million.

“Tranche B-1 Term B Loans” shall mean the term loans made by the Lenders to the Borrowers pursuant to
Section 2.01(a).

“Tranche B-2 Term B Borrowing” shall mean a Borrowing comprised of Tranche B-2 Term B Loans.

“Tranche B-2 Term B Facility Amendment” shall mean the Incremental Facility Amendment dated as of February 7,
2007, among the Borrowers, the Incremental Term Lenders party thereto and the Administrative Agent.

“Tranche B-2 Term B Loan Commitment” shall have the meaning set forth in Section 1 of the Tranche B-2 Term B
Facility Amendment.

“Tranche B-2 Term B Loans” shall have the meaning set forth in Section 1 of the Tranche B-2 Term B Facility
Amendment.

(b) The definition of the term “Applicable Margin” in Section 1.01 of the Credit Agreement is hereby deleted in its
entirety and replaced by the following text:

“Applicable Margin” shall mean for any day (i) with respect to any Tranche B-1 Term B Loan or Revolving Facility
Loan, the applicable rate determined pursuant to the Pricing Grid and (ii) with respect to any Tranche B-2 Term B Loans,
2.25% per annum in the case of any Eurocurrency Loan and 1.25% per annum in the case of any ABR Loan; provided, that
on and after the first Adjustment Date occurring after delivery of the financial statements and certificates required by
Section 5.04 upon the completion of one full fiscal quarter of the Borrowers after the Incremental Effective Date, the
Applicable Margin with respect to the Tranche B-2 Term Loans will be determined pursuant to the Pricing Grid.
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(c) The table captioned “Pricing Grid for Term B Loans” in the definition of Pricing Grid in Section 1.01 of the Credit
Agreement is hereby deleted in its entirety and replaced by the following table:

Pricing Grid for Tranche B-1 Term B Loans

Applicable Applicable
Margin for Margin for
Corporate ABR Tranche Eurocurrency
Credit Ratings B-1Term B Tranche B-1
(Moody’s/ S&P) Loans Term B Loans
B1 or better by Moody’s and B+ or 1.25% 2.25%
better by S&P.......ccccvvvviiiiiin,
Otherwise.......cccvvvrevreniirneeennens 1.50% 2.50%
Pricing Grid for Tranche B-2 Term B L oans
Applicable Applicable
Margin for Margin for
ABR Tranche Eurocurrency
Total Net B-2 Term B Tranche B-2
Leverage Ratio Loans Term B Loans
Less than or equal to 5.50 to 1.00.... 1.00% 2.00%
Greater than 5.50t0 1.00 ................. 1.25% 2.25%

For the purposes of the foregoing relating to Revolving Facility Loans, Swingline Loans and Tranche B-2 Term B Loans,
changes in the Applicable Margin and Applicable Commitment Fee resulting from changes in the Total Senior Secured Bank
Leverage Ratio and the Total Net Leverage Ratio shall become effective on the date (the “Adjustment Date”) that is three
Business Days after the date on which financial statements are delivered to the Lenders pursuant to Section 5.04 and shall
remain in effect until the next change to be effected pursuant to this paragraph. If any financial statements referred to above
are not delivered within the time periods specified in Section 5.04, then, at the option of the Administrative Agent or the

Required Lenders, until the date that is three Business Days after the date on which such
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financial statements are delivered, the pricing level that is one pricing level higher than the pricing level theretofore in effect
shall apply as of the first Business Day after the date on which such financial statements were to have been delivered but
were not delivered. Each determination of the Total Senior Secured Bank Leverage Ratio pursuant to the Pricing Grid shall
be made in a manner consistent with the determination of the Total Senior Secured Bank Leverage Ratio pursuant to
Section 6.11.

For purposes of the foregoing relating to Tranche B-1 Term B Loans, (i) if either S&P or Moody’s shall not have in effect a
corporate credit rating (other than by reason of the circumstances referred to in the following sentence), then such rating
agency (or, if an Event of Default has occurred and is continuing, both rating agencies) will have deemed to have established
a corporate credit rating that is below B+ (in the case of S&P) or below B1 (in the case of Moody’s) and (ii) if any rating
established or deemed to have been established by S&P or Moody’s shall be changed (other than as a result of a change in the
rating system of either S&P or Moody’s), the change in the Applicable Margin shall be effective as of the date on which such
change is first announced by the rating agency making such change. If the rating system of S&P or Moody’s shall change, or
if either such rating agency shall cease to be in the business of issuing corporate credit ratings, the Borrowers and the
Required Lenders shall negotiate in good faith to amend this definition to reflect such changed rating system or the non-
availability of ratings from such rating agency and, pending the effectiveness of any such amendment, the rating of such
rating agency shall be determined by reference to the rating most recently in effect from such rating agency prior to such
change or cessation.

(d) The definition of the term “Repricing Transaction” in Section 1.01 of the Credit Agreement is hereby amended by
inserting the text “Tranche B-1"” immediately preceding each occurrence of the text “Term B Loans” set forth therein.

(e) The definition of the term “Term B Borrowing” in Section 1.01 of the Credit Agreement is hereby deleted in its
entirety and replaced by the following text:

“Term B Borrowing” shall mean any Tranche B-1 Term B Borrowing or any Tranche B-2 Term B Borrowing.

(f) The definition of the term “Term B Loan Commitment” in Section 1.01 of the Credit Agreement is hereby deleted
in its entirety and replaced by the following text:

“Term B Loan Commitment” shall mean with respect to each Lender, such Lender’s (a) Tranche B-1 Term B Loan
Commitment, (b) Tranche B-2 Term B Loan Commitment or (c) commitment to make Incremental Term Loans in the form
of Term B Loans as set forth in Section 2.01(c). The initial amount of each Lender’s Term B Loan Commitment is set forth
on Schedule 2.01, Schedule 1 to the Tranche B-2 Term B Facility Amendment or in the Assignment and Assumption or
Incremental Assumption Agreement pursuant to which such Lender shall have assumed its Term B Loan Commitment (or its
Incremental Term Commitment), as applicable.
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(9) The definition of the term “Term B Loans” in Section 1.01 of the Credit Agreement is hereby deleted in its entirety

and replaced by the following text:

“Term B Loans” shall mean (a) the Tranche B-1 Term B Loans, (b) the Tranche B-2 Term B Loans and (c) any
Incremental Term Loans in the form of Term B Loans made by the Incremental Term Lenders to the Borrowers pursuant to

Section 2.01(c).

SECTION 4. Amendment to Section 2.01. Section 2.01(a) of the Credit Agreement is hereby amended by inserting the

text “Tranche B-1" immediately preceding each occurrence of the text “Term B Loans” in Section 2.01(a).

SECTION 5. Amendment to Section 2.03. Section 2.03(i) of the Credit Agreement is hereby amended by deleting the

text “Term B Loans” and replacing it with “Tranche B-1 Term B Loans, Tranche B-2 Term B Loans”.

SECTION 6. Amendment to Section 2.10. (a) Section 2.10(a)(i) of the Credit Agreement is hereby deleted in its

entirety and replaced by the following text:

(i) the Borrowers shall repay Tranche B-1 Term B Borrowings and Tranche B-2 Term B Borrowings, as applicable, on
each date set forth below or, if any such date is not a Business Day, on the next succeeding Business Day, in the aggregate
principal amount set forth opposite such date (each such date being referred to as a “Term B Loan Instaliment Date”):

Amount of Amount of
Tranche B-1 Term B Tranche B-2
Borrowings Term B Borrowings
Date to Be Repaid to Be Repaid
December 31, 2006 $ 1,525,000.00 —

March 31, 2007 $ 1,525,000.00 $ 500,000.00
June 30, 2007 $ 1,525,000.00 $ 500,000.00
September 30, 2007 $ 1,525,000.00 $ 500,000.00
December 31, 2007 $ 1,525,000.00 $ 500,000.00
March 31, 2008 $ 1,525,000.00 $ 500,000.00
June 30, 2008 $ 1,525,000.00 $ 500,000.00
September 30, 2008 $ 1,525,000.00 $ 500,000.00
December 31, 2008 $ 1,525,000.00 $ 500,000.00
March 31, 2009 $ 1,525,000.00 $ 500,000.00
June 30, 2009 $ 1,525,000.00 $ 500,000.00
September 30, 2009 $ 1,525,000.00 $ 500,000.00
December 31, 2009 $ 1,525,000.00 $ 500,000.00
March 31, 2010 $ 1,525,000.00 $ 500,000.00
June 30, 2010 $ 1,525,000.00 $ 500,000.00
September 30, 2010 $ 1,525,000.00 $ 500,000.00
December 31, 2010 $ 1,525,000.00 $ 500,000.00
March 31, 2011 $ 1,525,000.00 $ 500,000.00
June 30, 2011 $ 1,525,000.00 $ 500,000.00
September 30, 2011 $ 1,525,000.00 $ 500,000.00
December 31, 2011 $ 1,525,000.00 $ 500,000.00
March 31, 2012 $ 1,525,000.00 $ 500,000.00
June 30, 2012 $ 1,525,000.00 $ 500,000.00
September 30, 2012 $ 1,525,000.00 $ 500,000.00
December 31, 2012 $ 1,525,000.00 $ 500,000.00
March 31, 2013 $ 1,525,000.00 $ 500,000.00
June 30, 2013 $ 1,525,000.00 $ 500,000.00
Term B Facility Maturity Date $ 568,825,000.00 $ 187,000,000.00
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(b) Section 2.10(e) of the Credit Agreement is hereby amended by inserting the text “Tranche B-1” immediately
preceding the text “Term B Loans” set forth therein.

SECTION 7. Amendment to Section 2.19. Section 2.19(d) of the Credit Agreement is hereby amended by inserting the
text “Tranche B-1” immediately preceding the text “Term B Loans” set forth therein.

SECTION 8. Amendment to Sections 3.12 and 5.04. (a) Section 3.12 of the Credit Agreement is hereby amended by
inserting the text “Tranche B-1"” immediately preceding the text “Term B Loans” set forth therein.

(b) Section 5.04(c) of the Credit Agreement is hereby amended by inserting the text “and setting forth the calculation of
the Total Net Leverage Ratio as of the end of such quarter” immediately after the text “Financial Performance Covenant” set
forth therein.

SECTION 9. Conditions. The obligations of the Incremental Lenders to make the Tranche B-2 Term B Loans
hereunder shall not become effective until the date on which each of the following conditions is satisfied:

(a) The Administrative Agent shall have received (i) from the applicable Borrower, at or prior to the time required by
Section 2.03 of the Credit Agreement, a Borrowing Request with respect to the Borrowing of the Tranche B-2 Term B Loans
that complies with the requirements of Section 2.03 of the Credit Agreement and (ii) from each party hereto, either (A) a
counterpart of this Amendment signed on behalf of such party or (B) written evidence satisfactory to the Administrative
Agent (which may include telecopy transmission of a signed signature page of this Amendment) that such party has signed a
counterpart of this Amendment.

(b) The Administrative Agent shall have received a favorable written opinion (addressed to the Administrative Agent
and the Incremental Lenders and dated as of the Incremental Effective Date) of (i) O’Melveny & Myers LLP, special counsel
for the Borrowers, (ii) Patty Whaley, Esq., General Counsel of the Borrowers and their Subsidiaries, (iii) Murtha Cullina
LLP, Connecticut counsel to Sanitary Dash Manufacturing Inc., (iv) Alston & Bird LLP, Georgia counsel to Gary Concrete
Products, Inc., (v) Reed Smith LLP, Pennsylvania counsel to Zurn Industries Inc., (vi) Sher Garner Cahill Richter Klein &
Hilbert, LLC, Louisiana counsel to Prager Incorporated and (vii) Preston Gates Ellis LLP, Washington counsel to Zurn EPC
Services, Inc. The Borrowers hereby request such counsel to deliver such opinions.
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(c) The Administrative Agent shall have received such documents and certificates as the Administrative Agent or its
counsel may reasonably request relating to the organization, existence and good standing of each Loan Party on the
Incremental Effective Date, the authorization of the Amendment Transactions and any other legal matters relating to such
Loan Parties or the Loan Documents, all in form and substance reasonably satisfactory to the Administrative Agent and its
counsel.

(d) On the Incremental Effective Date, (i) the conditions set forth in paragraphs (b) and (c) of Section 4.01 of the Credit
Agreement shall be satisfied, (ii) the Borrowers shall be in Pro Forma Compliance after giving effect to the Tranche B-2
Term B Loans and the application of the proceeds therefrom as if made and applied on the Incremental Effective Date and
(iii) the Administrative Agent shall have received a certificate of a Responsible Officer of the Borrowers, dated as of the
Incremental Effective Date, confirming compliance with the conditions set forth in clauses (i) and (ii) of this paragraph (d).

(e) The Administrative Agent shall have received all fees and other amounts due and payable on or prior to the
Incremental Effective Date (to the extent invoiced at least three Business Days prior to the Incremental Effective Date).

(f) A Reaffirmation Agreement substantially in the form of Exhibit A hereto (the “Reaffirmation Agreement”) shall
have been executed and delivered by each party thereto.

(9) A Supplement or Acknowledgement and Consent to the Collateral Agreement, as applicable, shall have been
delivered by each Subsidiary set forth on Schedule 6(q).

(h) The Collateral Agent shall have received counterparts of each Mortgage to be entered into with respect to each
Mortgaged Property set forth on Schedule 6(h) duly executed and delivered by the record owner of such Mortgaged Property
and suitable for recording or filing.

(i) The Acquisition shall be consummated simultaneously with the Borrowing of the Incremental Term Loans in
accordance with applicable law and on the terms described in the Purchase Agreement and all related material agreements,
without giving effect to any waiver or other modification thereof that is materially adverse to the interests of the Lenders not
approved by the Arrangers (which approval shall not be unreasonably withheld or delayed).

(1) The Borrowers shall have received not less than (i) $275,000,000 in gross cash proceeds in the form of an equity
contribution from the Fund and the Management Group and (ii) $460,000,000 in gross cash proceeds from the issuance of
senior unsecured notes having terms and conditions (other than in respect of interest rate and call premiums) that are in the
aggregate no less favorable to the Borrowers than, and maturing no earlier than, the senior unsecured notes.

Notwithstanding the foregoing, the obligations of the Incremental Lenders to make Tranche B-2 Term B Loans shall not
become effective unless each of the foregoing conditions is satisfied at or prior to 5:00 p.m., New York City Time on
March 17, 2007 (and, in the event such conditions are not so satisfied, this Amendment shall terminate at such time).
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SECTION 10. Representations and Warranties. The Borrowers represent and warrant to the Administrative Agent and
to each of the Incremental Lenders that:

(a) This Amendment has been duly authorized, executed and delivered by the Borrowers and constitutes, and each
other Loan Document when executed and delivered by each Loan Party that is party thereto will constitute, a legal, valid and
binding obligation of such Loan Party enforceable against each such Loan Party in accordance with its terms, subject to
(i) the effects of bankruptcy, insolvency, moratorium, reorganization, fraudulent conveyance or other similar laws affecting
creditors’ rights generally, (ii) general principles of equity (regardless of whether such enforceability is considered in a
proceeding in equity or at law) and (iii) implied covenants of good faith and fair dealing.

(b) Neither the performance by any Loan Party of the Amendment Transactions, nor compliance by such Loan Party
with the terms and provisions of the Reaffirmation Agreement (and, in the case of the Borrowers, this Amendment), will
(i) violate (A) any provision of law, statute, rule or regulation, or of the certificate or articles of incorporation or other
constitutive documents (including any partnership, limited liability company or operating agreements) or by-laws of such
Loan Party, (B) any applicable order of any court or any rule, regulation or order of any Governmental Authority or (C) any
provision of any indenture, certificate of designation for preferred stock, agreement or other instrument to which such Loan
Party is a party or by which any of them or any of their property is or may be bound, (ii) be in conflict with, result in a breach
of or constitute (alone or with notice or lapse of time or both) a default under, give rise to a right of or result in any
cancellation or acceleration of any right or obligation (including any payment) or to a loss of a material benefit under any
such indenture, certificate of designation for preferred stock, agreement or other instrument, where any such conflict,
violation, breach or default referred to in clause (i) or (ii) of this Section 7(b), would reasonably be expected to have,
individually or in the aggregate, a Material Adverse Effect, or (iii) result in the creation or imposition of any Lien upon or
with respect to any property or assets now owned or hereafter acquired by Holdings (prior to a Qualified IPO), the Borrowers
or any Subsidiary Loan Party, other than the Liens created by the Loan Documents and Permitted Liens.

(c) The representations and warranties set forth in Article 111 of the Credit Agreement are true and correct in all
material respects on and as of the Incremental Effective Date, with the same effect as though made on and as of such date,
except to the extent such representations and warranties expressly relate to an earlier date (in which case such representations
and warranties shall be true and correct in all material respects as of such earlier date).

(d) Immediately prior to and after giving effect to this Amendment, no Default or Event of Default shall have occurred
and be continuing.

SECTION 11. Effectiveness; Amendments; Counterparts. This Amendment shall become effective as of the date first
above written when the Administrative Agent shall have received counterparts of this Amendment that, when taken together,
bear the signatures of the Borrowers and the Incremental Lenders. This Amendment may not be amended nor may any
provision hereof be waived except pursuant to a writing signed by the Borrowers, the Administrative Agent and each
Incremental Lender. This Amendment may be executed in two

56



or more counterparts, each of which shall constitute an original but all of which when taken together shall constitute a single
contract. Delivery of an executed counterpart of a signature page of this Amendment by telecopy shall be effective as
delivery of a manually executed counterpart of this Amendment.

SECTION 12. Credit Agreement. Except as expressly set forth herein, this Amendment shall not by implication or
otherwise limit, impair, constitute a waiver of, or otherwise affect the rights and remedies of the Lenders, the Agents, the
Issuing Bank, the Borrowers or any other Loan Party under the Credit Agreement or any other Loan Document, and shall not
alter, modify, amend or in any way affect any of the terms, conditions, obligations, covenants or agreements contained in the
Credit Agreement or any other Loan Document, all of which are ratified and affirmed in all respects and shall continue in full
force and effect. Nothing herein shall be deemed to entitle the Borrowers to any future consent to, or waiver, amendment,
modification or other change of, any of the terms, conditions, obligations, covenants or agreements contained in the Credit
Agreement or any other Loan Document in similar or different circumstances. After the date this Amendment becomes
effective, any reference to the Credit Agreement shall mean the Credit Agreement as modified hereby. This Amendment shall
constitute an “Incremental Assumption Agreement”, the Incremental Lenders shall constitute “Lenders”, this Amendment
and the Reaffirmation Agreement shall constitute “Loan Documents”, the Tranche B-2 Term B Loans shall constitute
“Incremental Term Loans” and “Term B Loans” and the Tranche B-2 Term B Loan Commitments shall constitute
“Incremental Term Loan Commitments”, in each case for all purposes of the Credit Agreement and the other Loan
Documents.

SECTION 13. APPLICABLE LAW. THIS AGREEMENT SHALL BE CONSTRUED IN ACCORDANCE WITH
AND GOVERNED BY THE LAWS OF THE STATE OF NEW YORK.

SECTION 14. Expenses. The Borrowers agree to reimburse the Administrative Agent for its reasonable out-of-pocket
expenses in connection with this Amendment, to the extent required by Section 9.05 of the Credit Agreement.

SECTION 15. Headings. The Section headings used herein are for convenience of reference only, are not part of this
Amendment and are not to affect the construction of, or to be taken into consideration in interpreting this Amendment.
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IN WITNESS WHEREQF, the parties hereto have caused this Incremental Facility Amendment to be duly executed by
their respective authorized officers as of the day and year first written above.

RBS GLOBAL, INC.,

By: /s/ George C. Moore

Name:George C. Moore
Title: Executive Vice President and
Chief Financial Officer

REXNORD LLC,

By: /s/ George C. Moore

Name:George C. Moore
Title: Executive Vice President and
Chief Financial Officer
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MERRILL LYNCH CAPITAL
CORPORATION,
as Administrative Agent

By: /s/ Don Burkitt

Name: Don Burkitt
Title: Vice President



60

CREDIT SUISSE, CAYMAN ISLANDS
BRANCH,
as Incremental Lender

by /s/lan Nalitt

Name: lan Nalitt
Title: Vice President

By /s/ Denise L. Alvarez

Name: Denise L. Alvarez
Title: Associate



Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Robert A. Hitt, President and Chief Executive Officer of RBS Global, Inc. and Rexnord LLC, certify that:

1.
2.

I have reviewed this quarterly report on Form 10-Q of RBS Global, Inc. and Rexnord LLC;

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;

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;

The registrants’ other certifying officer(s) and | 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

The registrants’ other certifying officer(s) and | 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)  Allsignificant 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 13, 2007

By: /s/ROBERT A. HITT

Name:Robert A. Hitt
Title: President and Chief Executive Officer
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Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, George C. Moore, Executive Vice President and Chief Financial Officer of RBS Global, Inc. and Rexnord LLC, certify
that:

1. I have reviewed this quarterly report on Form 10-Q of RBS Global, Inc. and Rexnord LLC;

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 | 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. Theregistrants’ other certifying officer(s) and | 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)  Allsignificant 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 13, 2007

By: /s/ GEORGE C. MOORE

Name:George C. Moore
Title: Executive Vice President and Chief
Financial Officer
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EXHIBIT 32.1
CERTIFICATION
Pursuant to 18 United States Code § 1350

The undersigned hereby certifies that the Quarterly Report on Form 10-Q for the fiscal quarter ended December 30,
2006 of RBS Glabal, Inc. and Rexnord LLC (collectively, the “Company”) filed with the Securities and Exchange
Commission on or about the date hereof fully complies with the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934 and that the information contained in such report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Date: February 13, 2007
By: /s/ ROBERT A. HITT

Name:Robert A. Hitt
Title: President and Chief Executive Officer

Date: February 13, 2007
By: /sl GEORGE C. MOORE

Name:George C. Moore
Title: Executive Vice President and Chief Financial Officer

This certification accompanies the Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not be
deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended. A signed
original of this written statement required by Section 906 has been provided to the Company and will be retained by the
Company and furnished to the Securities and Exchange Commission or its staff upon request.
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