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PART |
ITEM 1. BUSINESS.

RBS Global, Inc. (a Delaware corporation) is the parent company of Rexnord Corporation (a Delaware corporation), a
holding company, which owns several domestic and foreign subsidiaries. On November 25, 2002, pursuant to a Stock Purchase
Agreement between RBS Acquisition Corporation and Invensys plc (Invensys) and certain of its affiliates, RBS Acquisition
Corporation acquired the net assets of the Rexnord Group (the Predecessor) for cash (the Acquisition). RBS Acquisition Corporation
isawholly owned subsidiary of Rexnord Corporation.

The consolidated financial statementsin this Annual Report on Form 10-K include the accounts of RBS Glaobal, Inc. and its
subsidiaries (collectively, the Company) subsequent to the acquisition and also include the accounts of the Predecessor prior to the
acquisition. The financial statements and financial data of the Predecessor are presented for comparative purposes and include the
combined historical financial statements of the wholly owned subsidiaries and divisions of Invensys that were acquired by RBS
Acquisition Corporation.

Unless otherwise noted, references to the Company, we, us and our, refer to RBS Global, Inc. and its subsidiary Rexnord
Corporation, and its subsidiaries. Our fiscal year isthe year ending March 31 of the corresponding calendar year. For example, our
fiscal year 2005, or fiscal 2005, means the period from April 1, 2004 to March 31, 2005. As noted in Note 1 to the Consolidated
Financial Statements, the Acquisition resulted in a new basis of accounting for the Company. In some cases, for informational
purposes only, financial datafor the period from inception, November 25, 2002, through March 31, 2003 has been added to financial
data of the Predecessor for the period from April 1, 2002 through November 24, 2002, to arrive at a 12-month combined period ended
March 31, 2003. This combined data may be referred to herein as fiscal year 2003, fiscal 2003 or 2003.

Although the Company is not required to file reports with the SEC under Sections 13(a) or 15(d) of the Securities Exchange
Act of 1934, as amended (the “Exchange Act”), we voluntarily file such reports in accordance with the terms of the Indenture
governing our 10 1/8% Senior Subordinated Notes due 2012, which were registered in May 2003 under the Securities Act of 1933
(Registration No. 333-102428). As such, the Company is not deemed to be an “issuer” under the Sarbanes-Oxley Act of 2002, and is
therefore not subject to certain of the requirements of that Act.

The address of our principal executive officeis 4701 W. Greenfield Avenue, Milwaukee, Wisconsin, 53214. Our phone
number is (414) 643-3000. Our Internet website address is www.rexnord.com.

We make available free of charge, on or through our Internet website, as soon as reasonably practicable after they are
electronically filed or furnished to the SEC, our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act.

Our Company

We are one of the leading manufacturers of highly-engineered mechanical power transmission components. Our product
portfolio includes flattop chain and modular conveyer belts, industrial bearings, aerospace bearings and seals, special components,
couplings and gears and industrial chain. Because of our innovative product design, premium products, brand reputation and long
history of reliability, we have achieved a significant share in many of the markets we serve. Our products are used in the plants and
equipment of companies in diverse industries, including food and beverage, energy, aerospace, forest products, cement and
construction. We have alarge installed base of products consisting primarily of moving, wearing components that are consumed in use
and have a predictable replacement cycle. In addition, due to the complexity of our customers' manufacturing operations and the high
cost of process failures, our customers have demonstrated a strong preference to replace their worn Rexnord products with new
Rexnord products. This replacement dynamic drives recurring replacement sales, which we refer to as aftermarket sales, that we
estimate accounted for approximately 60% of our North American sales in fiscal 2005 (excluding special components).

We manufacture what we believe to be the broadest product portfolio of mechanical power transmission productsin the
industry in our 29 manufacturing facilities located around the world. Our products are either incorporated into products sold by
original equipment manufacturers or sold to end-users through industrial distributors as aftermarket products. As of March 31, 2005,
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we had approximately 4,800 employees, approximately 165 of whom are field sales persons who market and sell our products to over
2,000 original equipment manufacturers worldwide and to more than 400 industrial distributors. Our industrial distribution customers
resall our products through over 1,900 distributor branches throughout the United States.

Recent Developments- Acquisition of The Falk Corporation

On May 16, 2005, we acquired The Falk Corporation (“Falk”) from Hamilton Sundstrand, a division of United Technologies
Corporation, for $295 million in cash plus certain transaction related expenses and the assumption of certain liabilities. Falk, whichis
also headquartered in Milwaukee, is a manufacturer of gears and couplings with annual revenues of approximately $200 million. The
acquisition of Falk was funded by a $312 million term loan obtained through an amendment to our existing Credit Agreement dated
May 16, 2005. See Management’s Discussion & Analysis and Notes 1 and 8 of the Notes to Consolidated Financial Statements for
additional information on this acquisition and related financing.

With the acquisition of Falk, our annual net sales are expected to exceed $1.0 billion beginning in fiscal 2006. Compared to
March 31, 2005, we also increased our leverage profile due to the additional $312 million term loan used to finance this acquisition.
As of May 16, 2005, our total debt was approximately $819 million. Based on our combined operations, we believe that cash flows
from operations and available cash, together with available borrowings under our revolving credit facility, will be adequate to meet
our future liquidity needs for the forseeable future.

Our Industry

Mechanical power transmission products are generally critical componentsin the end user’s machinery or plant in which they
operate; yet they typically represent only afraction of an end-user’ s total production cost. However, because the cost of product failure
to the end-user is substantial, we believe end-users in most of the markets we serve consider a number of factors, rather than price
alone, when making a purchasing decision. We believe end-users of mechanical power transmission components place a premium on
factors such as quality, reliability, availability and selection. The most successful industry participants are those that can leverage their
products' reputations for quality and reliability, as well as their distribution networks, to maintain attractive margins on products and
gain market share.

The mechanical power transmission industry is fragmented, containing numerous participants, most with limited product
lines in specific geographies. There are only afew national and international competitors of a size comparable to our own, including
the Emerson Power Transmission Division of Emerson Electric, the Dodge Manufacturing Division of Rockwell Automation, Inc.,
Renold plc and Tsubakimoto Chain Company. The industry’s customer base is broadly diversified across many sectors of the
economy. We believe that market growth in the mechanical power transmission industry is closely tied to overall growth in industrial
production.

We operate in a single business segment and sell asingle class of products, mechanical power transmission components.
Products
A description of the various types of mechanical power transmission components follows below:
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Flattop Chain

Our flattop chain is a highly-engineered conveyor chain that provides a smooth continuous conveying surface that is critical
to high-speed operations such as those used to transport cans and bottlesin beverage-filling operations, and is primarily sold to the
food and beverage, consumer products and parts processing industries. Flattop chain products generally need to be replaced every 2 to
3 years on average. We manufacture our flattop chain products in our manufacturing facilities in Wisconsin, Puerto Rico, Italy and the
Netherlands. Our primary flattop chain products include:

* TableTop® chain. We believe we are the leading manufacturer of unit link flattop chain, which we market as our
TableTop® chain. Although unit link flattop chain was originally available only in metal, today we ship more plastic
chain than metal as metal unit link flattop chain has been gradually replaced with plastic chain. We believe that we
maintain the industry’s largest product portfolio of both plastic and metal unit link flattop chain.

*  MatTop® chain. MatTop® chain is our brand of modular chain that is made completely of plastic. Modular chain has an
inherent advantage over competing products such as rubber belt and roller conveyors due to its more precise functioning,
lower maintenance requirements and corrosion resistance. Modular chain applications have gradually expanded to
include beverage and unit handling, and we have positioned ourselves as one of the top suppliers of modular chain to the
food and beverage and other unit handling industries.

e Conveyor components. We manufacture afull range of conveyor components that are sold in conjunction with our
TableTop® and MatTop® chain products. These products, which include levelers and guide rails, enable usto offer a
complete package of conveying and conveyor components.

Market. The flattop chain market has experienced and continues to undergo a shift towards plastic. We believe this trend towards
plastic will continue in the flattop chain market as more food and beverage companies begin to replace their older conveyor lines and
as container production continues to move away from the use of returnable glass bottles that have traditionally been conveyed on
stainless steel chain. Thistrend has not yet significantly affected the European flattop chain market, however, as European
manufacturers and processors have a propensity to use metal chains that conform to standardized designs. In addition, we believe there
will be other additional growth opportunities as rubber belt and roller conveyor are replaced by newer technologies.

Customers. We market our flattop chain products directly to end-users, and market and sell these products to both original equipment
manufacturers and distributors. Our key end-users include Anheuser-Busch, Coca-Cola Bottling, Nestlé, Pepsi Bottling and Procter &
Gamble, and our key original equipment manufacturer customersinclude Sidel, KHS and Krones.

Competition. Our principal competitorsinclude Intralox, Inc., System Plast S.p.A. and Habasit A.G. In addition, regional
manufacturers with limited product offerings service portions of the remaining market.

Industrial Bearings

Industrial bearings are components that support, guide and reduce the friction of motion between fixed and moving machine
parts. These products are primarily sold for use in the forest products, construction equipment, and agricultural equipment industries.
Industrial bearings are sold either mounted or unmounted. We primarily produce mounted bearings, which are offered in avariety of
specialized housings to suit specific industrial applications, and generally command higher margins than unmounted bearings.
Bearings have an average replacement cycle of 1 to 2 years. We estimate that our aftermarket sales of industrial bearings products
comprise more than half of our overall industrial bearings sales. We manufacture our industrial bearings productsin our facilitiesin
Indiana, Tennessee, Michigan and Illinois. Our primary industrial bearings products include:

* Roller bearings. Roller bearings offer higher performance levels and can carry heavier |oads than standard ball bearings.
Our spherical roller bearings are technically advanced because they are self-aligning and thus do not require bearing
adjustment during mounting.

e Ball bearings. Ball bearings are antifriction devices made up of hardened inner and outer rings between which hardened
sted ballsroll. We manufacture standard duty ball bearings used primarily in agri-farm, food processing and
construction applications as well as heavy-duty ball bearings, which are desirable in applications such as high-speed air
handling applications.




* Cylindrical bearings. Cylindrical bearings contain “cylindrical” rollers that are crowned or end-relieved to reduce stress
concentrations, which resultsin low friction and allows for high-speed applications. These bearings wear slowly,
minimizing sudden breakdowns, and are known for their strength and durability.

*  Filament and Seeves. Filament bearings, sold under the Duralon® brand name, are self-lubricating bearings that feature

awoven Teflon® fabric liner and can withstand demanding loads and speeds. Sleeve bearings, sold under the Link-Belt®
brand name, are durable as they are made of metal alloys and are typically compact in nature.

Market. We are one of the leading U.S. producers of mounted bearings. Market competition in the bearings industry is based
primarily on cost, quality, on-time delivery and market access.

Customers. We sell our industrial bearings products to a variety of customers within numerous end-markets. Our principal bearings
customers include Caterpillar, Eaton, Mercury Marine and Vermeer.

Competition. Competitorsin the industrial bearings market include Emerson and Rockwell, and to alesser extent, Minebea Co., Ltd.,
and Aktiebolegat SKF. Several multinational firms also are competitive in the unmounted bearing market including INA-Holding
Schaeffler KG, Koyo Seiko Co., Ltd., NSK Ltd., NTN Bearing Corporation and Timken.

Aerospace Bearings and Seals

We supply our aerospace bearings and seals to the commercial aircraft, military aircraft and regional jet end-markets for use
in door systems, engine controls, engine mounts, flight control systems, landing gear and rotor pitch control. The majority of our sales
areto engine and airframe original equipment manufacturers that specify our products for their aircraft platforms. Our aerospace
bearings and seals products consist of rolling element airframe bearings sold under the Shafer® brand, slotted-entry and split-ball
dliding bearings sold under the PSI® brand name and aerospace sedls that are sold under the Cartriseal® brand name, which are
primarily sold for use in both aerospace and industrial applications. Our aerospace bearings and seal's products are manufactured in our
facilitiesin Illinois and California and are supported by a direct sales organization, aerospace agents and distributors.

* Rolling element airframe bearings (Shafer® bearing). We believe we are aleading supplier of rolling element airframe
bearings. We also provide technical service, product devel opment and testing, and have achieved a strong position in the
high performance oscillating bearing market. Shafer® roller bearings provide low friction, high load carrying capabilities
and internal self-alignment and are used in landing gear, flight control systems and door systems.

»  Yotted-entry and split-ball sliding bearings (PSI® bearing). We believe we are aleading supplier of slotted-entry and
split-ball dliding bearings. Slotted-entry bearings are utilized because of their reduced weight, smaller size and design
flexibility, and are used primarily in landing gears, flight control systems and engine mounts. Split-ball diding bearings
are used for their unidirectional axial load capabilities, additional total bearing area, high capacity and greater stiffness,
and are found in secondary control systems, such as slats and flaps, as well as applications such as landing gear retract
actuators, and fixed end of flight control actuators. We also manufacture split-race bearings, used in landing gears where
high load and stiffness are required, which provide equal axial load capabilitiesin either direction allowing more total
bearing area, capacity and ease of installation and replacement.

*  Aerospace seals (Cartriseal®). We manufacture aerospace seals, turbine gearbox and accessory equipment seals, and
small turbine mainshaft seals and refrigeration compressor seals. We also manufacture contacting face seals and non-
contacting, or lift off, face seals, circumferential seals and specialty seals used in gas turbine engines, gearboxes,
auxiliary power units, accessory equipment, refrigeration compressors, industrial turbines and compressors.

Market. The aerospace components industry is highly fragmented and consists of many small, specialized companies and a limited
number of larger, well-capitalized companies. We compete in product-specific markets that we estimate have historically been under
$100 millionin revenues. The relatively small size of these markets, combined with the industry’ s stringent regulatory approvals,
quality requirements and certification processes, increase the barriers to entry for potential competitors. For example, all potential
competitors must meet the certification requirements and qualification approvals required by the FAA and aircraft and engine original
equipment manufacturers.

Customers. We sell our aerospace products to original equipment manufacturers, distributors and the U.S. government. The majority
of our sales across these three business units are to engine and airframe original equipment manufacturers. Our largest aerospace
customers include Boeing, Airbus, GE Aerospace and Gulfstream.
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Competition. Our primary competitors include Minebea, MRC Bearings, Inc., McKechnie Ltd., Kaydon Corporation and Perkin-
Elmer, Inc.

Special Components

Our special components products are comprised of three primary product lines; electric motor brakes, miniature mechanical
power transmission components and security devices for utility companies. These products are manufactured by three stand-alone
niche businesses: Stearns, W.M. Berg and Highfield:

e  Searns. Stearnsisamanufacturer of electric motor brakes, switches and clutches. These products are used in awide
variety of applications where safety or protection of people or equipment is required.

¢ W.M. Berg. W.M. Berg offers a complete line of miniature precision rotary and linear motion control devicesin addition
to ahighly diverse product line consisting of gears, idlers, bearings, sprockets, cams, belts and couplings.

¢ Highfield. Highfield manufactures a broad range of utility company barrel lock and key systems, security hardware,
specialty tools, metal-formed sealing devices, and safety valves. Its businessis divided into four separate product groups,
including security, oil valves, impellers and gas safety valves.

Market. Stearns’ products are used in a diverse range of applications, including steel mills, oil field equipment, pulp processing
equipment, large textile machines, rubber mills, metal forming machinery and dock and pier handling equipment. W.M. Berg sells its
products to a variety of markets, including semiconductor, telecommunications, medical equipment, robotics, instrumentation, office
equipment, production tooling, digital imaging and printing, aerospace and automated vending. Highfield's products are sold to a
variety of markets, including electric, gas, water, telecommunications, utilities and plumbing and heating.

Customers. Stearns has a network of over 500 distributors servicing customers in numerous industries, including material handling,
cranes, servomotors and actuators, conveyors, and single-phase motor manufacturers. Key Stearns customers include Baldor, General
Electric, Reliance Electric Company, U.S. Electrical Motors, and W.W. Grainger, Inc. Approximately 75% of W.M. Berg's sales are
made to original equipment manufacturers with the remaining sales generally going through distributors. Key original equipment
manufacturer customers include Applied Materials, Celestron, Cessna Aircraft, Cross Match Technologies, Inc. and Guidant
Corporation. W.M. Berg's primary distributorsinclude Applied Industrial Technologies, Kaman and Motion Industries. For fiscal year
2005, the mgjority of Highfield' s sales were made to wholesalers, utilities and installers. Some key customers for our Special
Components products include Baldor Electric, Cessna Aircraft, Consolidated Edison, the U.S. Motors division of Emerson Electric
and Peoples Energy.

Competition. We compete against awide variety of niche manufacturersin each of our respective markets. The competitionis
generally local or regional in nature.

Couplings and Gears

Couplings are primarily used in high-speed, high torque applications and are the interface between two shafts that permit
power to be transmitted from one shaft to the other. Gearsets and gearboxes are used to reduce the output speed and increase the
torque of an electric motor or engine to the level required to drive a particular piece of equipment. Our couplings and gears are sold to
avariety of end-markets, including the chemical, petrochemical, food, steel, forest products and pulp and paper industries. Our
couplings are manufactured in our facilities in Nebraska, Pennsylvania, Wisconsin, France and Germany. Our gear products are
manufactured in our facilitiesin Louisiana, Pennsylvania, Texas, Virginia, Chinaand Germany.

Couplings are comprised of our Flexible Disc and Elastomeric product lines and are sold under the Thomas®, Omega®, Rex®
Viva®, Addax® and Modul Flex® brand names. Our gear products are sold under the Rex®, Link-Belt® and Prager™ brand names.
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* Flexible Disc. Flexible Disc couplings are non-lubricated, metal flexing couplings that are used for the transmission of
torque and the accommodation of shaft misalignment. Our flexible disc couplings are sold under the Thomas® and
ModulFlex® brands.

* Elastomeric. Elastomeric couplings are flexible couplingsideal for use in industrial applications such as pumps,
compressors, blowers, mixers and many other drive applications and are marketed under the Rex Omega™ and Rex
Viva® brands.

*  Gears. Our primary gear products are the S-3, Planetgear™, the Link-Belt® Model R, the Link-Belt® PIV and Link-
Belt® shaft mount models. These products are sold primarily to the forest products and beverage industries.

e  Service. Prager™ isour gearbox repair service company that has a manufacturing facility dedicated to the aftermarket.

Market. We estimate that the gear market in which we participate to be approximately $4.5 billion. The market is both competitive
and fragmented, with no dominant competitor. In addition, industry participants are often regionally focused and produce a limited
range of niche products. The couplings market is estimated at approximately $1.0 billion in annual sales and generally follows the
investment cycles of the industriesit supplies. Global demand for couplingsis split approximately equally between North America,
Europe and the rest of the world. The couplings market is split between dry couplings and wet couplings. Although we are a supplier
of coupling and gear products that are used in the infrastructure of automotive plants and facilities, we are not a supplier of automotive
parts and, as a result, the mechanical power transmission industry which we primarily serve does not encompass the sale of such parts.

Customers. We sell our couplings and gearsets and gearboxesto avariety of customersin several end-markets, including the
chemical, petrochemical, food, steel, forest products and pulp and paper industries. Due to the high number of customized applications
in the couplings market, couplings are our only mechanical power transmission product group to have a greater percentage of sales
through the original equipment manufacturer channel than in the aftermarket. Our key origina equipment manufacturer customers for
couplings and gearsets and gearboxes included ABB Robotics, Astec, Atlas Copco, Stamler Machine and the Carrier Division of
United Technologies.

Competition. The market for couplings is fragmented with numerous manufacturers. Our primary competitors are Lovejoy, Inc.,
MetaStream (a unit of John Crane), TB Woods Corporation, Kop-Flex (aunit of Emerson) and, until May 2005, United Technologies
Falk Corporation (see “Recent Developments’ regarding our acquisition of The Falk Corporation in May 2005). The market for
geared products is both large and fragmented. Our competitors include Flender Corporation, Rockwell and SEW. Prior to May 2005,
United Technologies' Falk Corporation also was a significant competitor in the geared products market.

Industrial Chain

Our industrial chain products are manufactured in our facilities in Wisconsin, Germany and Brazil. These products are used
in various applications in numerous industries, including food and food processing, beverage and container, construction and
agricultural equipment, hydrocarbon processing and cement and metals processing. Our primary industrial chain products include:

*  Engineered chain. Our engineered chain products, which are sold under the Link-Belt® and Rex® brand names, are
designed and manufactured to meet the demands of customers’ specific applications. These products are used in many
applications including cement elevators, construction equipment and conveyors, and they are supplied to the energy,
forest products, cement and food and beverage processing industries.

* Roller chain. Our roller chain product line, which is marketed under the Rex® and Link-Belt® brand names, is supplied
to avariety of industries primarily for conveyor and lifting applications. In the United States, roller chain is a product
that is generally produced according to an American National Standards Institute specification. As aresult, roller chain
has largely become a standardized or commaoditized product, with very little differentiation between product
manufactured in North America and low-cost imports from China and India.
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Market. Theroller chain market is principally comprised of commodity products, manufactured to accommodate industry standards
and specifications that are available from numerous sources. We believe we have aleading position in the North American market for
engineered chain.

Customers. We market and sell our industrial chain products directly to original equipment manufacturers and distributors. In
addition, we maintain a sales force that works directly with end-users, including Astec, Caterpillar, Charles Machine Works and
Stamler.

Competition. Our primary competition within the North American roller chain market is Emerson Power Transmission and
Tsubakimoto, while our primary competition in the North American engineered chain market is Renold and Tsubakimoto. Our
primary foreign competitors for both markets include Sedis S.A., Kettenwulf and Daido.

Distribution

Our mechanical power transmission components are either incorporated into products sold by original equipment
manufacturers or sold to end-users through industrial distributors as aftermarket products. With over 1,900 distributor locationsin the
United States, our distributors provide us with one of the most extensive distribution networks in the industry. One of our industrial
distributors accounted for 9.0%, 9.5%, 10.4%, and 12.5% of net sales during the years ended March 31, 2005 and 2004, and for the
periods from November 25, 2002 through March 31, 2003 and April 1, 2002 through November 24, 2002, respectively.

Rather than serving as passive conduits for delivery of product, our industrial distributors participate in the overall
competitive dynamic in the mechanical power transmission industry. Industrial distributors play arole in determining which of our
products are stocked at their distributor centers and branch locations and, consequently, are most readily accessible to aftermarket
buyers, and the price at which these products are sold.

We market our products both to original equipment manufacturers and directly to end-usersto cultivate an end-user
preference for our products. This customer preference is extremely important in differentiating our products from our competitors' and
in creating “ pull-through” demand with original equipment manufacturers and distributors. In some instances, we have established a
relationship with the end-user such that we, the end-user, and the end-user’ s preferred distributor enter into atrilateral agreement
whereby the distributor will purchase our products and stock them for the end-user. We believe our extensive product portfolio
positions us to benefit from trends towards the rationalization of suppliers by industrial distributors.

Our products are moving, wearing components that are consumed in use and require regular replacement. Thisgivesriseto
an on-going aftermarket opportunity.

Product Development

Throughout our history, we have demonstrated a commitment to devel oping technologically advanced products within the
mechanical power transmission industry, resulting in 101 active U.S. patents and 350 foreign patents. In addition, we thoroughly test
our products to ensure their quality, understand their wear characteristics and improve their performance. These practices have
enabled us, together with our customers, to develop reliable and functional mechanical power transmission solutions.

The majority of our new product development begins with discussions and feedback from our customers. We have ateam of
approximately 150 engineers and technical employees who are organized by product line. Each of our product lines has technical staff
responsible for product development and application support. If the product engineers require additional support or specialty expertise,
they can call upon additional engineers and resources from Rexnord Technical Services. Rexnord Technical Servicesisagroup
comprised of approximately 30 specialists that offers testing capability and support during the development processto all of our
product lines. Our existing pipeline and continued investment in new product development are expected to drive revenue growth aswe
address key customer needs.




Operations
Rexnord Business System

The goal of the Rexnord Business System is the elimination of unnecessary costs or waste from every business process. This
operational excellence initiative has been and will continue to beimplemented at all operating levelsin order to reduce lead times and
improve cash flow. The Rexnord Business System encompasses a lean enterprise strategy, the goals of which include improvement of
inventory management, customer delivery, plant utilization and alower cost structure. As aresult of the Rexnord Business System,
our operations have improved over the past three years, with a 22% inventory reduction and a 25% improvement in on-time delivery
performance. In particular, we are transforming our manufacturing process from atypical batch system to alean manufacturing
system, which is based on the pursuit of the elimination of waste from every business process with the ultimate goal of providing
world class quality, delivery and service to customers while maximizing the quality of earnings and return on investment. To help
achieve this transformation, we have trained over 200 of our employeesin selected RBS activities such as implementing value stream
mapping, improving process flow and productivity, rolling out key Six Sigma initiatives and implementing electronic supplier
Kanbans to improve production, lead times and reduce inventory. Six Sigmais a process output variation of no more than plus or
minus six standard deviations between the mean and the nearest specification limit. Six standard deviations equates to only 3.4 defects
per million opportunities for each product or service transaction. Kanbans is a system that allows a company to manufacture a product
or order supplies as needed. The system reduces production lead times, amount of inventory required, and subsequently, costsin high
volume production lines.

In addition, as part of the Rexnord Business System, we initiated a strategic sourcing program to reduce the number of
suppliers and lower the cost of purchased materials. With this program we intend to reduce significantly the number of direct and
indirect suppliers we use.

Going forward, we expect to continue to redefine our manufacturing processes and implement our lean transformation
initiatives. Our near-term goals for improvement include additional reductions of inventory, a further improvement of on-time delivery
and a significant improvement in quality.

Suppliersand Raw Materials

The principal materials used in our manufacturing processes are commodities that are available from numerous sources. The
key metal materials used in our manufacturing processes include: sheet, plate and bar steel, castings, forgings and a variety of
components. The key non-metal materials used include high-performance engineered plastic. We believe there isareadily available
supply of materialsin sufficient quantity from avariety of sources. We have not experienced any significant shortage of our key
materials and have not historically engaged in hedging transactions for commodity supplies.

We generaly purchase our materials on the open market. However, in certain situations we have found it advantageous to
enter into contracts for certain large commaodity purchases, although currently we are not a party to any unconditional purchase
obligations, including take-or-pay contracts or through-put contracts. In the past, these contracts generally have had one to five-year
terms and have contained competitive clauses and benchmarking to ensure competitive pricing.

Trademarks and Patents
We rely on acombination of patents, trademarks, copyright and trade secret protection, employee and third party non-

disclosure agreements, license arrangements and domain name registrations to protect our intellectual property. No single patent,
trademark or trade name is material to our business as awhole.




Some of our trademarks include: Rex®, Link Belt®, MB®, Duralon®, Thomas®, Omega®, Rex® Viva®, Addax®,
ModulFlex®, Shafer® Bearing, PSI® Bearing, Cartriseal ®, Planetgear™ and Prager™.

Backlog

The Company’s backlog of unshipped orders was $159.7 million and $133.1 million at March 31, 2005 and 2004,
respectively.

Financial Information about Geographic Areas

Refer to Note 15 of Notes to Consolidated Financial Statements for financial information about geographic areas.
Seasonality of Demand

We do not experience significant seasonality of demand, although sales generally are slightly higher during our fourth fiscal
quarter as our customers spend against recently approved capital budgets and perform maintenance and repairs in advance of spring
and summer activity.
Employees

Asof March 31, 2005, we had approximately 4,800 employees, of whom 3,151 were employed in the United States while the
remainder were employed abroad. Approximately 800 of our North American employees are represented by labor unions. The five
U.S. collective bargaining agreements to which we are a party will expirein July 2005, February 2006, September 2006, August 2007
and April 2008. Additionally, approximately 23% of our workforce is employed in Europe, where trade union membership is
common. The Company believesit has a good relationship with its employees, including those represented by labor unions.
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ITEM 2. PROPERTIES.

We currently maintain 29 manufacturing facilities, 21 of which are located in North America, six in Europe, onein South
Americaand one in Asia. With the exception of one plant located in Downers Grove, Illinois each of our facilitiesis dedicated to the
manufacture of asingle product line. All of our facilities listed below are suitable for their respective operations and provide
sufficient capacity to meet reasonably foreseeable production requirements.

We own and lease facilities throughout the United States and in several foreign countries. Listed below are the locations of
our principal manufacturing facilities:

Approximate

Owned/ Square
L ocation L eased Footage Products Manufactured
West Milwaukee, Wisconsin Owned 370,000 Industrial Chain
Cudahy, Wisconsin Leased 100,000 Specia Components
New Berlin, Wisconsin Owned 54,000 Couplings
Grafton, Wisconsin Owned 95,000 Flattop Chain
Downers Grove, Illinois Owned 210,000 Industrial Bearings

Owned 38,000 Aerospace Bearings
Wheseling, Illinois Owned 83,000 Aerospace Bearings and Seals
Benton Harbor, Michigan L eased 30,000 Industrial Bearings
Lincoln, Nebraska Leased 54,000 Couplings
Indianapolis, Indiana Owned 527,000 Industrial Bearings
Simi Valley, Cadifornia L eased 37,000 Aerospace Bearings
Clinton, Tennessee Owned 180,000 Industrial Bearings
Deer Park, Texas L eased 31,000 Couplings and Gears
New Orleans, Louisiana Leased 75,000 Gears
Stuarts Draft, Virginia Owned 93,000 Gears
Horsham, Pennsylvania Leased 80,000 Gears
Long Island, New Y ork Leased 20,000 Specia Components

Owned 20,000 Special Components
Bridgeport, Connecticut Owned 31,000 Specia Components
Warren, Pennsylvania Owned 120,000 Couplings
Coamo, Puerto Rico Owned 41,000 Flattop Chain
Sao Leopoldo, Brazil Owned 77,000 Flattop Chain and Industrial Chain
Correggio, Italy Owned 79,000 Flattop Chain
Raon L’ etape, France Owned 217,000 Couplings and Gears
Betzdorf, Germany Owned 179,000 Industrial Chain
Dortmund, Germany Owned 36,000 Couplings and Gears
Gravenzande, Netherlands Leased 117,000 Flattop Chain
Hameln, Germany L eased 374,000 Gears
Changzhou, China Owned 206,000 Gears
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ITEM 3. LEGAL PROCEEDINGS.

We areinvolved in various unresolved legal actions, administrative proceedings, and claimsin the ordinary course of our business
involving, among other things, product liability, commercial, employment, workers' compensation, intellectual property claims and
environmental matters. We establish reservesin amanner 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 effect on the financial position, results of operations or cash flows of the
Company.

Inaprior year, the Predecessor initiated legal proceedings against a consulting firm for nonperformance with respect to process
reengineering services the consulting firm was retained to perform for the Predecessor. A jury trial was held in 2001, and a verdict of
$2.2 million was returned in favor of the Predecessor, including an award of attorney’s fees of $0.6 million. In May 2002, the
consulting firm unsuccessfully exhausted its right of appeal at which time the Predecessor received $2.3 million, including interest of
$0.1 million and recorded a gain.

In connection with the sale of the Predecessor, Invensys has indemnified us against certain contingent liabilities. Invensys has also
indemnified us for all preclosing environmental liabilities which individually exceed $75,000 and which in the aggregate exceed $2.0
million.

The following paragraphs summarize noteworthy actions and proceedings against which we have been indemnified:

* Weareadefendant in a case entitled GE Transportation Systems v. Rexnord, pending in the United States District Court for
the Western District of Pennsylvania. The case seeks $8.0 million for damages allegedly incurred by GE in using Rexnord
bearings to retrofit GE locomotives. The ultimate outcome of this litigation cannot presently be determined; however, we
believe we have meritorious defenses to the suit.

* Weareathird-party defendant in two separate class action suits for alleged groundwater contamination in the United States
District Court for the Northern District of Illinois: Teresa and Al LeClercq et al v. Lockformer et al v. Arrow Gear Company
et al and Mejdrech et al v. Met-Coil Systems/The Lockformer Company v. Arrow Gear Company et al. The original
defendant, L ockformer Company, has settled with the LeClercq plaintiffs for $10 million and with the Mejdrech plaintiffs for
$12.5 million. Lockformer is now seeking contribution under various theories of alleged groundwater contaminationin Lisle,
[llinois from at least ten other companies, including us. The contribution claims for both suits have been combined into one
suit. The outcome of thislitigation cannot presently be determined; however, we believe we have not contributed to the
groundwater contamination and have meritorious defenses to the suit. We have sued and been sued by our insurance
companies over coverage for the Lockformer matter.

¢ Weareapotentialy responsible party (“PRP") at the Ellsworth Industrial Park Site, Downers Grove, DuPage County, Illinois
(the Site), which is under investigation by the USEPA and IEPA. The investigation alleges there has been arelease or
threatened release of hazardous substances, pollutants or contaminants at the Site. Based on their proximity to the Site, we
and at least ten other companies have been notified of their potentia liability for the remediation of the Site. In support of
USEPA/IEPA, lllinoisfiled alawsuit in the Circuit Court of DuPage County, Illinois against us and the other PRP
companies: Sate of Illinoisv. Precision et al. Subsequently, we and at least ten other companies entered into an
Administrative Order by Consent (AOC) with USEPA/IEPA/Illinois et a that provides $4.275 million to fund the hook-up of
about 800 homes to municipal water and provides for continuing investigation of the Site. We have agreed to provide
$273,000 of that fund under an interim allocation. Recently we were notified by the USEPA that the Site investigation is
expanding. We are adefendant in three other lawsuits stemming from the Site:  Muniz et al v. Rexnord Corporation et al, a
class action pending in the United States District Court for the Northern District of Illinois; Jana Bendik v. Precision Brand
Products et al v. Rexnord Corporation et al, filed by an individual plaintiff in the Circuit Court of Cook County, Illinois; and
Kevin Pote, et al v. Ames Supply Co. et al., filed by an individua plaintiff in the Circuit Court of Cook County, Illinois. The
AOC is expected to resolve a significant portion of the State of Illinois and Muniz lawsuits. The ultimate outcome of the
Ellsworth investigation and related litigation cannot presently be determined; however, we believe we have meritorious
defenses to the suits. We have sued and been sued by its insurance companies over coverage for the Ellsworth matters.
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*  Wewere adefendant and cross-defendant in a case entitled Odeco Drilling Inc., et al. v. Baroid Equipment, Inc., filed in state
court in Harris County, Texas. On February 26, 2002, the Court entered afinal judgment in favor of Baroid Equipment, Inc.
and Varco Shaffer Co. (“Defendants/Cross-Plaintiffs’) against us in the amount of approximately $2.3 million, plus pre-
judgment interest of 10% beginning October 16, 1992. The judgment provides for a further award of attorneys’ feesto the
Defendants/Cross-Plaintiffsin the event of appeals. Thisjudgment is currently on appeal in the Houston Court of Appeals.
We vigorously dispute the claims made the basis of the judgment and intend to prosecute its appeal of the judgment. We are
indemnified against any loss by two separate partiesin connection with this matter. Accordingly, we have recorded a
liability at March 31, 2005 in the amount of the judgment plus accrued interest totaling $7.6 million and a corresponding
receivable in the same amount. Both the liability and corresponding receivable are classified as a noncurrent liability and
asset, respectively, in the accompanying consolidated balance sheet.

In addition to the foregoing litigation, The Falk Corporation, which we acquired in May 2005, is a defendant in certain lawsuits.
While we have not completed our post-acquisition review of these matters, and have not formed our own judgment about the likely
outcomes of these matters, we believe that the following descriptions of the claimsin each lawsuit are materialy correct. Aswith 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 either individually, or in the aggregate,
will not have a material effect on the financia position, results of operations or cash flows of the Company.

Roanoke Cement Company v. The Falk Corporation and Hamilton Sundstrand Corporation, filed in the U.S. District Court of
Virginia. The suit alleges that a defective pinion caused cement production to shut down. Roanoke received an insu