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NOTICE

We are furnishing this Rexnord Holdings, Inc. and Subsidiaries Interim Financial Report in connection with the Rexnord
Holdings, Inc. Credit Agreement dated as of March 2, 2007 and subsequent PIK Toggle Senior Notes Indenture dated as of August 8,
2008, each of which was exempt from regigtration under, or not subject to, the Securities Act of 1933, as amended, solely to meet our
obligation to holders under the terms of the Credit Agreement and the PIK Toggle Senior Notes Indenture.

Thisisnot an offering of indebtedness subject to the Credit Agreement, an offering of PIK Toggle Senior Notes subject to the
Indenture or an offering of any other obligations or securities. The indebtedness governed by the Credit Agreement and PIK Toggle
Senior Notes Indenture was issued in transactions that were not registered with, recommended by or approved by the Securities and
Exchange Commission (“SEC”), or any other federal or state securities commission or regulatory authority, nor hasthe SEC or any
such federal or state securities commission or authority passed upon the accuracy or adequacy of thisinformation. Any representation
to the contrary is a criminal offense.

The information in thisreport is given as of September 26, 2009 and March 31, 2009 and for the periods ending September 26,
2009 and September 27, 2008. We have made no promise to include information for subsequent periods or as of other dates. You
should not assume that the information herein has not changed after the dates indicated.



ABOUT REXNORD HOLDINGS, INC.

On July 21, 2006 (the “Merger Date’), affiliates of Apollo Management, L.P. (“Apollo”), George M. Sherman and certain
members of management acquired RBS Global, Inc. (“RBS Global”) through the merger of Chase Merger Sub, Inc., an indirect,
wholly-owned subsidiary of Rexnord Holdings, Inc. (“Rexnord Holdings’), an Apallo affiliate, with and into RBS Global (the
“Merger”), and RBS Global became an indirect, wholly-owned subsidiary of Rexnord Holdings. RBS Global is the parent company of
Rexnord LLC, alimited liability company that owns several domestic and foreign subsidiaries.

Unless otherwise noted, “Rexnord,” “we,” “us,” “our” and “the Company” mean Rexnord Holdings, Inc. and its predecessors
and consolidated subsidiaries, including RBS Global and Rexnord LLC, and “Rexnord Holdings’ means Rexnord Holdings, Inc. and
its predecessors but not its subsidiaries.

Asused in thisreport, “fiscal year” refersto our fiscal year ending March 31 of the corresponding calendar year (for example,
“fiscal year 2010” or “fiscal 2010" meansthe period from April 1, 2009 to March 31, 2010). Throughout this report, we refer to the
period from June 28, 2009 through September 26, 2009 as the “second quarter of fiscal 2010 or the “second quarter ended September
26, 2009.” Similarly, we refer to the period from June 29, 2008 through September 27, 2008 as the “second quarter of fiscal 2009” or
the “second quarter ended September 27, 2008.” We refer to the period from April 1, 2009 through September 26, 2009 as the “first
six months of fiscal 2010” or the “six months ended September 26, 2009.” Similarly, we refer to the period from April 1, 2008
through September 27, 2008 as the “first six months of fiscal 2009” or the “six months ended September 27, 2008.”

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



http://www.rexnord.com

CAUTIONARY NOTICE REGARDING FORWARD-LOOKING STATEMENTS

Our disclosure and analysis in thisreport, concerning our operations, cash flows and financia position, including, in particular,
the likelihood of our success in devel oping and expanding our business and the redlization of sales from our backlog, include forward-
looking statements. Statementsthat are predictive in nature, that depend upon or refer to future events or conditions, or that include
words such as “expects,” “anticipates,” “intends,” “plans,” “believes,” “estimates’ and similar expressions are forward-looking
statements. Although we believe these statements are based upon reasonabl e assumptions, including projections of orders, sales,
operating margins, earnings, cash flow, research and development costs, working capital and capital expenditures, they are subject to
risks and uncertainties, including those that are described more fully in the section titled “Risk Factors’ within our Annual Report.
Accordingly, we can give no assurance that we will achieve the results anticipated or implied by the forward-looking statementsin
thisreport. The forward-looking satementsincluded in this report are made as of the date of the report, and we undertake no
obligation to publicly update or revise any forward-looking statements or risk factors, whether as aresult of new information, future
events, or otherwise, except asrequired by law.

RISK FACTORS

Information with respect to our risk factorsis contained in the section titled “Risk Factors’ of our Annual Report for the fiscal
year ended March 31, 2009, which is available on our website. Management believes that as of the date of this posting, there have
been no material changes to thisinformation.



MANAGEMENT’SDISCUSSION AND ANALY SISOF
FINANCIAL CONDITION AND RESULTSOF OPERATIONS

You should read the following discussion of our results of operations and financial condition with our audited consolidated
financial statements and related notes thereto, which are available on our website. This discussion contains forward-looking
statements and involves numerous risks and uncertainties, including, but not limited to, those described in the “ Risk Factors’ section
of our Annual Report. Actual results may differ materially from those contained in any forward-1ooking statements. See * Cautionary
Notice Regarding Forward-Looking Satements’ found el sawhere in this presentation.

The information contained in this section is provided as a supplement to the unaudited condensed consolidated financia
statements and the rel ated notes to help provide an understanding of our financial condition, changes in our financial condition and
results of our operations. This section is organized asfollows:

Company Overview. This section provides a general description of our business as well asrecent developments that we
believe are necessary to understand our financial condition and results of operations and to anticipate future trendsin our
business.

Critical Accounting Policies and Estimates. This section discusses the accounting policies and estimates that we consider
to be important to our financial condition and results of operations and that require significant judgment and estimates on the
part of management in their application.

Results of Operations. This section provides an analysis of our results of operations for our second quarter and six months
ended September 26, 2009 as compared to the performance for the same periods of the prior year.

Liquidity and Capital Resources. This section provides an analysis of our cash flows for the six months ended September
26, 2009, as well as a discussion of our indebtedness and its potential effects on our liquidity.

Quantitative and Qualitative Disclosures about Market Risk. This section discusses our exposure to potential |osses
arising from adverse changes in interest rates and foreign currency exchange rates.

Company Overview
General

We are aleading, global, multi-platform industrial company strategically positioned within the markets and industries we serve.
Our business is comprised of two strategic platforms: (i) Power Transmission, which produces gears, couplings, industrial bearings,
flattop chain and modular conveyer belts, aerospace bearings and seals, special components and industrial chain and conveying
equipment, and (ii) Water Management, which produces professional grade specification plumbing, PEX piping, commercial brass
and water and wastewater treatment and control products. Our strategy is to build the Company around multi-billion dollar, global
strategic platformsthat participate in end markets with above average growth characteristics where we are, or have the opportunity to
become, the industry leader. We have successfully completed and integrated several acquisitions and expect to continue to pursue
strategic acquisitions within our exigting platformsthat will expand our geographic presence, broaden our product lines and allow us
to move into adjacent markets. Over time, we anticipate adding additional strategic platformsto our Company. We believe that we
have one of the broadest portfolios of highly engineered, mission and project critical Power Transmission products in theindustrial
and aerospace end markets. Our Power Transmission products are used in the plants and egquipment of companiesin diverse end
market industries, including aerospace, aggregates and cement, air handling, construction, chemicals, energy, beverage and container,
forest and wood products, mining, material and package handling, marine, natural resource extraction and petrochemical. Our Water
Management platform isaleader in the multi-billion dollar, specification driven, non-residential construction market for water
management products, and with recent acquisitions, we have gained entry into the municipal water and wastewater treatment markets.
Our Power Transmission products are either incorporated into products sold by OEMs or sold to end users through industrial
distributors as aftermarket products. We have a significant installed base of Power Transmission products comprised primarily of
components that are consumed or worn out in use and that have a predictable replacement cycle. The demand for our Water
Management productsis primarily driven by new infrastructure, commercial and, to alesser extent, residential construction.
Categories of the infragtructure end market include: municipal water and wastewater, transportation, government, health care and
education. Categories of the commercia construction end market include: lodging, retail, dining, sports arenas, and warehouse/office.
We believe we have become a market |eader in the industry by meeting the stringent third party regulatory, building and plumbing
code requirements and subsequently achieving specification of our products into projects and applications. The majority of these
stringent testing and regulatory approval processes are completed through the University of Southern California, the International
Association of Plumbing and Mechanical Codes, the National Sanitation Foundation or the American Water Works Association, prior
to the commercialization of our products.

Although our results of operations are dependent on general economic conditions, we believe our significant installed base
generates aftermarket sales that may partially mitigate the impact of economic downturns on our results of operations.



The following information should be read in conjunction with the consolidated financia statements and notes thereto, along
with the Management’ s Discussion and Analysis or “MD&A” section in the Company’'s Annual Report for the fiscal year ended
March 31, 2009.

Critical Accounting Policiesand Estimates

The Condensed Consolidated Financial Statements have been prepared in accordance with accounting principles generally
accepted in the United States which reguire 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 the Audited Consolidated Financial Statements of Rexnord Holdings, Inc. for information with respect
to the Company’s critica accounting policies for the fiscal year ended March 31, 2009, which the Company believes could have the
most significant effect on the Company’ s reported results and require subjective or complex judgments by management. Except for
the items reported below, management believes that as of September 26, 2009 and during the period from April 1, 2009 through
September 26, 2009, there has been no materia change to this information.

Update on Goodwill and Other I ntangible Assets

Commensurate with our previously disclosed policy, goodwill and other intangible assets are reviewed for impairment at least
annually or more frequently if events or changes in circumstances indicate that the carrying amount may not be recoverable. As of the
date of thisreport, we are not aware of any events that have occurred since our last impairment testing date that requires us to review
these assets for impairment prior to the annual testing date.

Recently Adopted and I ssued Accounting Guidance
Adopted

In June 2009, the Financial Accounting Standards Board (“FASB”) issued the FASB Accounting Standar ds Codification (the
“Codification” or “ASC”"), the authoritative guidance for U.S. generally accepted accounting principles (“GAAP’). The Codification,
which changesthe referencing of financial standards, became effective for interim and annual periods ending on or after
September 15, 2009. The Codification isnow the single official source of authoritative U.S. GAAP (cother than guidance issued by the
SEC), superseding existing FASB, American Institute of Certified Public Accountants, and related literature. Only one level of
authoritative U.S. GAAP now exists. All other literature is considered non-authoritative. The Codification does not change
U.S. GAAP. The Company adopted the Codification during the quarter ended September 26, 2009. The adoption of the Codification
did not have any substantive impact on our condensed consolidated financial statements or related footnotes.

On April 1, 2009, the Company adopted the guidance included in ASC 820, Fair Value Measurements and Disclosures (*ASC
820") related to the measurement of fair val ue used when evaluating nonfinancial assets and liabilities. See additional disclosures
related to the adoption of the standard within Note 10 to the condensed consolidated financial statements.

On April 1, 2009, the Company adopted the guidance included in ASC 805, Business Combinations (“ASC 805"), which
significantly changed the accounting for and reporting of business combination transactions. The objective of thisguidanceisto
improve the information provided in financial reports about a business combination and its effects. ASC 805 states that al business
combinations (whether full, partial or step acquisitions) must apply the “acquisition method.” In applying the acquisition method, the
acquirer must determine the fair value of the acquired business as of the acquisition date and recognize the fair value of the acquired
assets and liabilities assumed. Asaresult, it will require that certain forms of contingent consideration and certain acquired
contingencies be recorded at fair value at the acquisition date. ASC 805 a so states acquisition costs will generally be expensed as
incurred and restructuring costs will be expensed in periods after the acquisition date. The impact of the adoption of ASC 805 on the
Company' sfinancia satementswill largely be dependent on the size and nature of the business combinations completed subsequent
to adoption. Currently, the Company has not made any business acquisitions subseguent to the adoption of this standard. The
Company estimates that approximately $64.0 million and $34.7 million of recorded val uation allowance and unrecognized tax
benefits, respectively, which are associated with prior acquistions, if recognized in future periods would impact income tax expense
instead of goodwill.

On April 1, 2009 the Company adopted the guidance included in ASC 855, Subsequent Events (“*ASC 855”), which requires
companies, if applicable, to disclose any subsegquent events either as recognized subsequent events or non-recognized subsequent
events. ASC 855 also modified the definition of subsequent events to refer to events or transactions that occur after the balance sheet
date, but before the financial statements are issued and requires entities to disclose the date through which an entity has evaluated
subsequent events and the basis for that date.

I ssued

In December 2008, the FASB issued guidance included in ASC 715, Compensation — Retirement Benefits (“ASC 715") which
requires additional disclosures regarding assets held in an employer’ s defined benefit pension or other postretirement plan. This
standard requires disclosure of the fair value of each major plan asset category, disclosure of the level within the fair value hierarchy
in which each major category of plan assets falls using the guidance in ASC 820 and a reconciliation of beginning and ending balances
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of plan asset fair valuesthat are derived using significant unobservable inputs. The guidance is effective for fiscal years ending after
December 15, 2009. The Company is currently reviewing the requirements of ASC 715 to determine the impact on its financial
statement disclosures.

Results of Operations
Consolidated Overview

The comparability of our operating results for the second quarter and first six months of fiscal 2010 has been impacted by
fluctuations in foreign currency exchange rates as approximately one fourth of our net sales are denominated in currencies other than
the U.S. dollar. Therelative strength of the U.S. dollar in the second quarter and six months ended September 26, 2009 has negatively
impacted comparisons to the same periods in the prior fiscal year dueto the trandation of subsidiary results that are denominated in a
foreign currency.

Net sales for the second quarter of fiscal 2010 were $369.7 million, a decrease of $140.9 million or 27.6% compared to the
second quarter of fiscal 2009, while net sales for thefirst six months of fiscal 2010 were $737.6 million, a decrease of $269.1 million
or 26.7% compared to the first six months of fiscal 2009. The majority of our year-over-year net sales declinein both periodsis
attributable to slower order rates within our Power Transmission platform (as our customers align their inventory levels with current
demand) aswell as a continued softening within certain segments of our Water Management end-markets of infrastructure,
commercial and residential congtruction. While demand for our products has contracted over the last few quarters, we believe we are
beginning to experience stabilization across many of our end-markets. Sequentialy, daily sales ratesin the second quarter of fiscal
2010 wererelatively flat and daily order rates increased approximately 7.8% over the same period.

Our backlog as of September 26, 2009 was approximately $373.0 million compared to $456.0 million as of March 31, 2009, a
reduction of approximately 18.0%. The reduction in backlog and orders was primarily the result of the weak macro-economic
environment currently affecting a broad section of the end-marketsin both our Power Transmission and Water Management
platforms.

Income from operations for the second quarter of fiscal 2010 was $38.1 million, a decrease of $31.2 million or 45.0% compared
to the second quarter of fiscal 2009, whileincome from operations for the first six months of fiscal 2010 was $62.2 million, a decrease
of $70.4 million or 53.1% compared to the first six months of fiscal 2009. The comparability of our year-over-year results has been
significantly impacted by a change in our pension expense resulting primarily from the losses incurred on plan assets associated with
our U.S. defined benefit pension plans during fiscal 2009. During the second quarter and first six months of fiscal 2010, we incurred
$5.9 million and $11.9 million of pension expense, respectively (compared to pension income of $2.4 million and $4.8 million in the
second quarter and first Sx months of fiscal 2009, respectively). In addition, income from operations in the second quarter and first six
months of fiscal 2010 includes $0.8 and $3.2 million of restructuring expenses, respectively. Excluding pensions and restructuring,
income from operations would have decreased by $22.1 million or 33.0% in the second quarter of fiscal 2010 and by $50.5 million or
39.5% in the first sx months of fiscal 2010 versus the comparable prior year period. On an adjusted basis (al so excluding pensions
and restructuring), income from operations as a percent of net sales would have declined by 100 basis pointsto 12.1% in the second
quarter and by 220 basis pointsto 10.5% in the first six months of fiscal 2010 versus the comparable prior year period. This remaining
declinein income from operations as a percent of net salesin both periods was primarily driven by the impact of lower year-over-year
net sales, partially offset by productivity gains, cost reduction initiatives and lower material prices.

Second Quarter Ended September 26, 2009 Compared with the Second Quarter Ended September 27, 2008:
Net Sales
(Dallarsin Millions)

Quarter Ended
September 27, 2008 September 26, 2009 Change % Change
Power Transmission $ 3536 $ 2384 $ (115.2) -32.6%
Water Management 157.0 1313 (25.7) -16.4%
Consolidated $ 510.6 $ 369.7 $ (140.9) -27.6%

Power Transmission

Power Transmission net salesin the second quarter of fiscal 2010 were $238.4 million, a decrease of $115.2 million, or 32.6%,
from $353.6 million in the second quarter of fiscal 2009. Foreign currency fluctuations unfavorably impacted net sales by
approximately $12.4 million, or 3.5%, during the quarter as the Euro, and other currencies, weakened against the U.S. dollar compared
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to the prior year period. Excluding foreign currency fluctuations, year-over-year core net sales decreased by $102.8 million or 29.1%
as our customers continued to reduce their inventory levels.

Water Management

Water Management net salesin the second quarter of fiscal 2010 were $131.3 million, a decrease of $25.7 million, or 16.4%,
from $157.0 million in the second quarter of fiscal 2009. Foreign currency fluctuations unfavorably impacted sales by approximately
$3.1 million, or 2.0%, during the quarter asthe Canadian Dollar, and other currencies, weakened againg the U.S. dollar compared to
the prior year period. Excluding foreign currency fluctuations, year-over-year core net saes decreased by $22.6 million, or 14.4%,
versus the prior year second quarter which is attributable to continued softness within our commercia and residential construction
end-markets aswell as certain segments of our infragtructure end-markets, a trend which we expect to continue for the next few
quarters. These declines were partially offset by an increase in year-over-year net salesin our water and wastewater end-markets.

Income from Operations (Dollarsin Millions)

Quarter Ended
September 27, 2008 September 26, 2009 Change % Change
Power Transmission $ 483 $ 240 $ (24.3) -50.3%
% of net sales 13.7% 10.1% -3.6%
Water Management 222 224 0.2 0.9%
% of net sales 14.1% 17.1% 2.9%
Corporate (1.2 (8.3 (7.0) 591.7%
Consolidated $ 693 $ 381 $ (3L.2) -45.0%
% of net sales 13.6% 10.3% -3.3%

Power Transmission

Power Transmission income from operations in the second quarter of fiscal 2010 was $24.0 million compared to income from
operations of $48.3 million in the second quarter of fiscal 2009. The comparability of our year-over-year results has been significantly
impacted by a change in our pension expense resulting primarily from the losses incurred on plan assets associated with our U.S.
defined benefit pension plans during fiscal 2009. During the second quarter of fiscal 2010, we incurred $3.0 million of pension
expense (compared to pension expense of $0.9 million in the second quarter of fiscal 2009). In addition, income from operationsin the
second quarter of fiscal 2010 includes $0.8 million of restructuring expenses. Excluding the effect of restructuring expenses and
pension expense, income from operations would have decreased $21.4 million or 43.5% and income from operations as a percent of
net sales would have declined by 220 basis pointsto 11.7% of sales in the second quarter of fiscal 2010 versus the comparable prior
year period. The remaining declinein income from operations as a percent of net sales was primarily driven by the unfavorable impact
of lower year-over-year net sales, partially offset by productivity gains, cost reduction initiatives and lower material prices.

Water Management

Water Management income from operations in the second quarter of fiscal 2010 was $22.4 million compared to income from
operations of $22.2 million in the second quarter of fiscal 2009. Despite a 16.4% declinein sales, operating income margins expanded
300 basis points as cost reduction actions, lower material prices and productivity gains more than offset the unfavorable impact of
lower sales.

Corporate

Corporate expenses increased by $7.1 million from $1.2 million in the second quarter of fiscal 2009 to $8.3 million in the
second quarter of fiscal 2010. Thisincreaseis primarily attributable to a $6.2 million dollar increase in pension expense.

I nterest Expense, net

Interest expense, net was $49.4 million in the second quarter of fiscal 2010 compared to $58.5 million in the second quarter of
fiscal 2009. The decrease in interest expense is primarily due to areduction in debt of $159.9 million in the first quarter of fiscal 2010
asaresult of our debt exchange offer and the purchase and extinguishment of our PIK Toggle Senior Indebtedness as well as reduced
borrowing costs on our variable rate debt.



Other Income (Expense), net

Other income (expense), net for the quarter ended September 26, 2009, consists of management fee expense of $0.7 million, loss
on the sale of fixed assets of $0.2 million, foreign currency trandation gains of $9.1 million, income in unconsolidated affiliates of
$0.3 million and other miscellaneous losses of $0.3 million. Other income (expense), net for the quarter ended September 27, 2008,
consists of management fee expense of $0.7 million, gains on the sale of fixed assets of $0.1 million, foreign currency transaction
gainsof $1.7 million, income in unconsolidated affiliates of $0.1 million and other miscellaneous |osses of $0.2 million.

Provison (benefit) for income taxes

The income tax benefit was $0.8 million in the second quarter of fiscal 2010 compared to an income tax provision of $6.5
million in the second quarter of fiscal 2009. Our effective income tax rate for the second quarter of fiscal 2010 was 25.8% versus
55.1% in the second quarter of fiscal 2009. The effective tax rate for the second quarter of fiscal 2010 islower than the U.S. federal
statutory rate of 35.0% mainly dueto the accrual of stateincome taxes, the accrud of interest expense (through income tax expense)
relating to unrecognized tax benefits and an increase in the valuation allowance for foreign tax credits generated during this period for
which realization of such benefitsis not deemed more likely than not, relative to the pre-tax loss during this period. The high effective
tax rate for the second quarter of fiscal 2009 isaresult of the accrual of state income taxes, the accrual of interest expense (through
income tax expense) relating to unrecognized tax benefits and an increase to the val uation allowance relating to foreign tax credits
generated for which realization of such benefitsisnot deemed more likely than not, relative to the pre-tax income recognized during
this period.

Net I ncome (L0ss)

Our net loss for the second quarter of fiscal 2010 was $2.3 million compared to net income of $5.3 million in the second quarter
of fiscal 2009 due to the factors described above.

Six Months Ended September 26, 2009 Compared with the Six Months Ended September 27, 2008:
Net Sales
(Doallarsin Millions)

Six Months Ended
September 27, 2008 September 26, 2009 Change % Change
Power Transmission $ 6942 $ 4728 $ (221.9) -31.9%
Water Management 3125 264.8 (47.7) -15.3%
Consolidated $ 1,006.7 $ 7376 $ (269.1) -26.7%

Power Transmission

Power Transmission net salesin the first six months of fiscal 2010 were $472.8 million, a decrease of $221.4 million, or 31.9%,
from $694.2 million in the first six months of fiscal 2009. Foreign currency fluctuations unfavorably impacted sales by approximately
$22.7 million, or 3.3%, during the sx months as the Euro, and other currencies, weakened againg the U.S. dollar compared to the
prior year period. Excluding foreign currency fluctuations, year-over-year core net sales decreased by $198.7 million, or 28.6%, as our
customers reduced their inventory levels during the first six months of fiscal 2010 compared to the same period a year ago.

Water Management

Water Management net salesin the first six months of fiscal 2010 were $264.8 million, a decrease of $47.7 million, or 15.3%,
from $312.5 million in the first six months of fiscal 2009. Foreign currency fluctuations unfavorably impacted sales by approximately
$4.3 million, or 1.4%, during the six months as the Canadian Dallar, and other currencies, weakened againg the U.S. dollar compared
to the prior year period. Excluding foreign currency fluctuations, year-over-year core net sales decreased by $43.4 million or 13.9%
versus the prior year Sx months which is attributable to continued softness within our commercial and residential construction end-
markets aswell as certain segments of our infragtructure end-markets, a trend which we expect to continue for the next few quarters.
These declines were partially offset by an increase in year-over-year net salesin our water and wastewater end-markets.




Income from Operations
(Doallarsin Millions)

Six Months Ended
September 27, 2008 September 26, 2009 Change % Change

Power Transmission $ M3 $ 386 $ (55.7) -59.1%
% of net sales 13.6% 8.2% -5.4%

W ater M anagement 453 41.6 (3.7 -8.2%
% of net sales 14.5% 15.7% 1.2%

Corporate (7.0) (18.0) (11.0) 157.1%

Consolidated $ 1326 $ 622 $ (70.4) -53.1%
% of net sales 13.2% 8.4% -4.8%

Power Transmission

Power Transmission income from operationsin thefirst six months of fiscal 2010 was $38.6 million compared to income from
operations of $94.3 million in the first sx months of fiscal 2009. The comparability of our year-over-year results has been
significantly impacted by a change in our pension expense resulting primarily from the losses incurred on plan assets associated with
our U.S. defined benefit pension plans during fiscal 2009. During the first six months of fiscal 2010, we incurred $6.2 million of
pension expense (compared to pension expense of $1.9 million in the first six months of fiscal 2009). In addition, income from
operationsin the first sx months of fiscal 2010 includes $2.7 million of restructuring expenses. Excluding the effect of restructuring
expenses and pens on expense, income from operations would have decreased $48.7 million or 50.6% and income from operations as
a percent of net sales would have declined by 390 basis points to 10.0% of salesin the first sx months of fiscal 2010 versus the
comparable prior year period. The remaining declinein income from operations as a percent of net sales was primarily driven by
unfavorable impact of lower year-over-year net sales, partially offset by productivity gains, cost reduction initiatives and lower
material prices.

Water Management

Water Management income from operationsin the first six months of fiscal 2010 was $41.6 million compared to income from
operations of $45.3 million in the first sx months of fiscal 2009. Despite a 15.3% decline in sales, operating income margins
expanded 120 basis points as cost reduction actions, lower material prices and productivity gains more than offset the unfavorable
impact of lower sales.

Corporate

Corporate expenses increased by $11.0 million from $7.0 million in the first six months of fiscal 2009 to $18.0 million in the
first sx months of fiscal 2010. Thisincreaseis directly attributable to a $12.4 million dollar increase in pension expense.

I nterest Expense, net

Interest expense, net was $98.0 million in the first six months of fiscal 2010 compared to $116.7 million in the first six months
of fiscal 2009. The decrease in interest expense is primarily due to areduction in debt of $159.9 million in the first quarter of fiscal
2010 asaresult of our debt exchange offer and the purchase and extinguishment of our PIK Toggle Senior Indebtedness as well as
reduced borrowing costs on our variable rate debt.

Gain on debt extinguishment

During the first quarter of fiscal 2010, the Company recorded a $152.4 million gain on debt extinguishment as aresult of the
purchase and extinguishment of our PIK Toggle Senior Indebtedness and our debt exchange offer. See below for a summary of these
two transactions

Purchase and Extinguishment of PIK Toggle Senior Indebtedness

On April 22, 2009, the Company purchased and extinguished $23.6 million of outstanding face value of our PIK Toggle Loans
for $8.5 million in cash. Asaresult of the extinguishment, the Company recognized a $14.9 million gain during the first quarter ended
June 27, 2009, which was measured based on the difference between the cash paid and the net carrying amount of the debt (the net
carrying amount of the debt included unamortized original issue discounts of $0.3 million, unamortized debt issuance costs of $0.2
million and $0.3 million of accrued interest).



Debt Exchange

On April 29, 2009, we finalized the results of a debt exchange offer to exchange (a) new RBS Global 9.50% Senior Notes due
2014 (the “New Senior Notes’) for any and all of RBS Global’s 8.875% Senior Notes due 2016 (the “Old 2016 Notes’), (b) the New
Senior Notes for any and all of Rexnord Holdings' PIK Toggle Exchange Notes (the “ Old Holdco Notes’ and, together with the Old
2016 Notes, the “Old Notes’), and (c) the New Senior Notesfor any and al of the PIK Toggle Loans (the “Holdco Loans’)
outstanding under the credit agreement, dated as of March 2, 2007, among Rexnord Holdings, Credit Suisse, as Administrative Agent,
Banc of AmericaBridge LLC, as syndication agent, and the lenders from time to time party thereto.

Upon settlement of the exchange offer, (i) approximately $71.0 million principa amount of Old 2016 Notes had been validly
tendered and not withdrawn for exchange for New Senior Notes, (ii) approximately $235.7 million principal amount of Old Holdco
Notes had been validly tendered and not withdrawn for exchange for New Senior Notes, and (iii) approximately $7.9 million principal
amount of Holdco L oans had been validly surrendered and not withdrawn for exchange for New Senior Notes. Based on the principal
amount of Old Notes and Holdco L oans validly tendered and accepted, approximately $196.3 million of aggregate principal of New
Senior Notes was issued in exchange for such Old Notes and Holdco L oans (excluding anet original issue discount of $20.6 million).

The Company accounted for the debt exchange transaction pursuant ASC 470-50 Debt Modifications and Extingui shments
(“ASC 470-50"). Asaresult of the debt exchange, the Company recognized a gain of $137.5 million on the extinguishment of Old
Holdco Notes and Holdco L oans. The gain on extinguishment of $137.5 million relates to the extinguishment of $235.7 million of
outstanding face value Old Holdco Notes and $7.9 million of outstanding face value of Holdco Loans and is measured based on the
difference between the fair market value of the New Senior Notes issued of $104.5 million and the net carrying amount of the debt
(the net carrying amount of the debt includes unamortized original issue discount of $2.5 million, unamortized debt issuance costs of
$2.2 million and $3.1 million of accrued interest).

For more information about the debt exchange, see the Liquidity and Capital Resources section of this Management’s
Discussion and Analysis of Financial Conditions and Results of Operations.

Other Income (Expense), net

Other income (expense), net for the six months ended September 26, 2009, consists of management fee expense of $1.5 million,
transaction costs associated with the debt exchange offer of $6.0 million, foreign currency trandation gains of $14.8 million, loss on
the sale of fixed assets of $0.2 million, income in unconsolidated affiliates of $0.3 million and other miscellaneous losses of $0.2
million. Other income (expense), net for the six months ended September 27, 2008, consists of management fee expense of $1.5
million, loss on disposition of fixed assets of $0.2 million, foreign currency transaction gains of $0.6 million and lossin
unconsolidated affiliates of $0.1 million.

Provison for Income Taxes

The income tax provision was $43.8 million in the first six months of fiscal 2010 compared to $9.2 million in the first six
months of fiscal 2009. Our effective income tax rate for the first sx months of fiscal 2010 was 35.4% versus 62.6% in thefirst six
months of fiscal 2009. The effective tax rate for the first six months of fiscal 2010 includesthe accrua of state income taxes, the
accrud of interest expense (through income tax expense) relating to unrecognized tax benefits and an increase in the valuation
allowance for foreign tax credits generated during this period for which realization of such benefitsisnot deemed more likely than
not. The high effective tax rate for the first six months of fiscal 2009 isaresult of the accrual of state income taxes, the accrual of
interest expense (through income tax expense) relating to unrecognized tax benefits and an increase to the val uation all owance relating
to foreign tax credits generated for which realization of such benefitsisnot deemed more likely than not, relative to the smaller
amount of pre-tax income recognized during this period.

Net I ncome (L0ss)

Our net income for the first six months of fiscal 2010 was $80.0 million compared to net income of $5.5 million in thefirst six
months of fiscal 2009 due to the factors described above.

Liquidity and Capital Resour ces

Our primary source of liquidity is available cash and cash equivalents, cash flow from operations and borrowing availability
under our $150.0 million revolving credit facility and our $100.0 million accounts recel vable securitization program. On
September 15, 2008 and periodically thereafter, Lehman Brothers Holdings Inc. and certain of its subsidiaries (“Lehman”), who have
a 5% or $7.5 million credit commitment under our $150.0 million credit facility, filed for bankruptcy and, therefore the availability
under our $150.0 million revolving credit facility had been effectively reduced by $7.5 million until such time as a replacement lender
could be found to cover this credit commitment. On November 3, 2009 Barclays Bank, PLC assumed the $7.5 million commitment
under therevolving credit line that was previously unfulfilled due to the Lehman bankruptcy.
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As of September 26, 2009, we had $235.4 million of cash and cash eguivalents and approximately $196.5 million of additional
borrowings available to us ($110.5 million of available borrowings under our revolving credit facility and $86.0 million available
under our accounts receivabl e securitization program). Both our revolving credit facility and accounts receivabl e securitization
program are available to fund our working capital requirements, capital expenditures and for other general corporate purposes. As of
September 26, 2009, the available borrowings under our credit facility have been reduced by the aforementioned $7.5 million
reduction due to Lenman’ s inability to fund its commitment. In addition, $32.0 million of the credit facility was utilized in connection
with outstanding letters of credit. As of September 26, 2009 the available borrowings under our accounts receivabl e securitization
program have been reduced by $14.0 million due to borrowing base limitations.

Cash Flows

Net cash provided by operating activitiesin the first six months of fiscal 2010 was $79.7 million compared to $45.4 million in
the first six months of fiscal 2009. Fiscal 2010 cash provided by operating activities includes an incremental $6.0 million of
transaction costs associated with our debt exchange offer and $11.6 million of restructuring payments. Excluding the incremental
transaction and restructuring payments, cash flow from operationsimproved by $51.9 million. Decreases in trade working capital
(accounts receivable, inventories and accounts payable) contributed a $75.3 million source of cash year-over-year, primarily dueto a
$55.0 million reduction in inventory. The remaining $23.4 million decline in operating cash flow is due to the volume impact on
$269.1 million of lower net sales, partially offset by the cash savings generated from our restructuring initiatives year-over-year.

Cash used for investing activities was $9.3 million in the first six months of fiscal 2010 compared to $21.7 million in thefirst
six months of fiscal 2009. The year-over-year decrease in cash used for investing activities is primarily due to lower capital
expenditures aswe aligned our capital expenditures with current sales volume.

Cash used for financing activities was $128.2 million in the first six months of fiscal 2010 compared to a use of $0.8 million in
the first six months of fiscal 2009. The cash used for financing activities in the first Sx months of fiscal 2010 consisted of an $8.5
million payment made to retire a portion of out outstanding PIK Toggle Senior Indebtedness Due 2013, financing fee payments of
$4.9 million associated with our debt exchange offer and $114.6 million of repayments on our revolver ($82.7 million), AR
Securitization facility ($30 million) and other borrowings ($1.9 million). The current year also includes a $0.4 million use of cash for
the purchase of common stock, which is partially offset by $0.2 million of net cash proceeds from issuance of common stock and
stock option exercises. Cash used of $0.8 million in the first six months of fiscal 2009 consisted of a debt repayment of $0.5 million
on our term loans dong with $0.3 million of repayments on borrowings at various foreign subsidiaries.

I ndebtedness

As of September 26, 2009 we had $2,258.5 million of total indebtedness outstanding as follows (in millions):

Short-ter m Debt and

Total Debt at Current Maturities Long-term
September 26, 2009 of Long-Ter m Debt Portion
Termloans $ 765.0 $ 20 $ 763.0
PIK toggle senior indebtedness due 2013 (1) 126.5 - 126.5
9.50% Senior notes due 2014 (2) 9784 - 9784
8.875% Senior notes due 2016 79.0 - 79.0
11.75% Senior subordinated notes due 2016 300.0 - 300.0
10.125% Senior subordinated notes due 2012 0.3 - 0.3
Other 9.3 5.4 39
Total Debt $ 2,2585 $ 74 % 22511

(1) Includes an unamortized bond issue discount of $1.1 million at September 26, 2009.
(2) Includes anet unamortized bond issue discount of $12.9 million at September 26, 2009.

Our outstanding debt was issued or guaranteed by Rexnord Holdings, RBS Global and various subsidiaries of RBS Glabal.
Rexnord Holdings istheissuer of the PIK toggle senior indebtedness and RBS Global, as well asits wholly-owned subsidiary
Rexnord LLC, arethe co-issuers of the term loans, senior notes and senior subordinated notes.

Rexnord Holdings, Inc. PIK Toggle Senior | ndebtedness Due 2013
On March 2, 2007, Rexnord Holdings entered into a Credit Agreement with various lenders which provided $449.8 million
($459.0 million of debt financing, net of a $9.2 million original issue discount) that was primarily used to pay a digtribution to its
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shareholders as well asto holders of fully vested rollover options. The PIK Toggle Loans (or “Loans’) issued pursuant to the
Credit Agreement are due March 1, 2013 and bear interest at a floating rate. Thefloating rateis equal to adjusted LIBOR (the
interest rate per annum equal to the product of (a) the LIBOR in effect and (b) Statutory Reserves) plus 7.0%.

On July 10, 2008, Rexnord Holdings commenced an exchange offer with respect to the PIK Toggle Loans. Approximately $460.8
million of the then outstanding PIK Toggle Loans were tendered for exchange. The PIK Toggle Loans that were not tendered for
exchange continue to be governed by the terms and conditionsin the Credit Agreement whilethe PIK Toggle Loans tendered and
exchanged for PIK Toggle Senior Notes due 2013 (the “PIK Toggle Exchange Notes’ or “Exchange Notes’) are governed by the
terms and conditions of an indenture. The Exchange Notes were issued under an indenture between Rexnord Holdings and Wells
Fargo Bank, N.A, astrustee (the “indenture”), which is capable of being qualified under the Trust Indenture Act of 1939. Theterms
of the Exchange Notes are substantially the same as the terms of the Loansin al material respects (including their maturity, variable
interest rates and our ability to make certain interest paymentsin kind, which werefer to as"PIK Interest,” rather than in cash), except
that (1) interest on the Exchange Notes is payable semi-annually (generaly at the three month LIBOR in effect for the interest period
plus 7.0% per annum) while interest on the Loans is payable quarterly (also generally at the three month LIBOR in effect for the
interest period plus 7.0% per annum), (2) the Exchange Notes were issued pursuant to the indenture, (3) a change of control isnot an
event of default under the Exchange Notes but instead requires us to make an offer to purchase the Exchange Notes at a price of 101%
of their principal amount plus accrued and unpaid interest, and (4) certain other provisions have been adjusted asrequired or permitted
by Section 6.13 of the Credit Agreement. None of our subsidiaries currently guarantee any of our indebtedness, so there are no
guarantors of the Exchange Notes or of the Loans. The Exchange Notes and the Loans are required to be guaranteed by any of our
domestic subsidiaries which in the future may guarantee our indebtedness. We refer to the Loans and the Exchange Notes collectively
asthe PIK toggle senior indebtedness.

As of September 26, 2009, the interest rate was 7.35% and 7.36% for the Exchange Notes and the Loans, respectively. As of
March 31, 2009, the interest rate was 8.26% for both the Exchange Notes and the Loans. Pursuant to the terms of the Credit
Agreement and the indenture, Rexnord Holdings has el ected to pay interest in-kind and has accordingly paid interest with
additional PIK Toggle Loans and Exchange Notes, asthe case may be, on pre-determined interest rate reset dates. During the six
months ended September 26, 2009, $5.1 million of interest was paid in the form of additional PIK toggle senior indebtedness.

The PIK toggle senior indebtedness is an unsecured obligation. The governing instruments of the PIK toggle senior
indebtedness contain customary affirmative and negative covenantsincluding: (i) limitations on the incurrence of indebtedness
and the issuance of disqualified and preferred stock, (ii) limitations on restricted payments, dividends and certain other payments,
(iii) limitations on asset sales, (iv) limitations on transactions with affiliates, (v) requirements as to the addition of future
guarantorsin certain circumstances and (vi) limitations on liens. Notwithstanding these covenants, the PIK toggle senior
indebtedness significantly restricts the payment of dividends and also limitsthe incurrence of additional indebtedness and the
issuance of certain forms of equity. However, Rexnord Holdings may incur additional indebtedness and issue certain forms of
equity if immediately prior to the consummation of such events, the fixed charge coverage ratio for the most recently ended four
full fiscal quartersfor which internal financial satements are available, as defined in the Credit Agreement, would have been at
least 1.75t0 1.00, or, 2.00 to 1.00 in the case of the Rexnord Holdings' subsidiaries, including the pro forma application of the
additional indebtedness or equity issuance.

RBS Global, Inc. and Subsidiaries | ndebtedness

RBS Global borrows under certain secured credit facilities with a syndicate of banks and other financial institutions consisting
of: (i) a$810.0 million term loan facility with a maturity date of July 19, 2013 and (ii) a$150.0 million revolving credit facility with a
maturity date of July 20, 2012 and borrowing capacity available for letters of credit and for borrowing on same-day notice, referred to
as swingline loans.

As of September 26, 2009, RBS Global’ s outstanding borrowings under the term loan facility were apportioned between two
primary tranches: a $570.0 million term loan B1 facility and a $195.0 million term loan B2 facility. Borrowings under the term loan
B1 facility accrue interest, at our option, at the following rates per annum: (i) 2.50% plus LIBOR, or (ii) 1.50% plusthe Base Rate
(which isdefined asthe higher of the Federal fundsrate plus0.5% or the Primerate). Borrowings under the B2 facility accrue interest,
at our option, at the following rates per annum: (i) 2.25% plus LIBOR or (ii) 1.00% plus the Base Rate (which is defined as the higher
of the Federa funds rate plus 0.5% or the Primerate). The weighted average interest rate on the outstanding term loans at
September 26, 2009 was 4.41%.

Borrowings under RBS Global’ s $150.0 million revolving credit facility accrue interest, at our option, at the following rates per
annum: (i) 1.75% plus LIBOR, or (ii) 0.75% plus the Base Rate (which is defined as the higher of the Federal funds rate plus 0.5% or
the Primerate). All amounts outstanding under the revolving credit facility will be due and payable in full, and the commitments
thereunder will terminate, on July 20, 2012. On September 15, 2008 L ehman who had a 5% or $7.5 million credit commitment under
our $150.0 million credit facility, filed for bankruptcy. Therefore, the avail ability under our $150.0 million revolving credit facility
had been effectively temporarily reduced by $7.5 million until such time as a replacement lender could be found to cover this credit
commitment. On November 3, 2009 Barclays Bank, PLC assumed the $7.5 million commitment under the revolving credit line that
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was previoudy unfulfilled due to the Lehman bankruptcy. In addition, $30.3 million and $32.0 million of the revolving credit facility
was considered utilized in connection with outstanding letters of credit at March 31, 3009 and September 26, 2009, respectively.
Outstanding borrowings under the revolving credit facility were $82.7 million as of March 31, 2009. Due to the volatile credit
markets, management did not intend to repay the outstanding balance of the revolving credit facility within one year and accordingly
classified the borrowings as long-term debt. Continuing improvements in the credit markets during the second quarter of fiscal 2010
caused management to reconsider its previous intent and lead to the decision to repay the balance due under the revolving credit
facility during the second quarter ended September 26, 2009.

In addition to paying interest on outstanding principal under the senior secured credit facilities, we are required to pay a
commitment fee to the lenders under the revolving credit facility in respect to the unutilized commitments thereunder at arate equal to
0.50% per annum (subject to reduction upon attainment and maintenance of a certain senior secured leverage ratio). We also must pay
customary letter of credit and agency fees.

As of September 26, 2009, the remaining mandatory principal payments prior to maturity on both the term loan B1 and B2
facilities are $1.2 million and $8.0 million, respectively. We have fulfilled all mandatory principal payments prior to maturity on the
B1 facility through March 31, 2013. Principal payments of $0.5 million are scheduled to be made at the end of each calendar quarter
until June 30, 2013 on the B2 facility. We may voluntarily repay outstanding loans under the senior secured credit facilities at any
time without premium or penalty, other than customary “breakage” costs with respect to Eurocurrency loans.

The senior secured credit facilities contain anumber of covenants that, among other things, restrict, subject to certain
exceptions, our ability, and the ability of our subsidiaries, to: sell assets; incur additional indebtedness; repay other indebtedness; pay
dividends and distributions, repurchase its capital stock, or make payments, redemptions or repurchases in respect of subordinated
debt (including our 11.75% senior subordinated notes due 2016); create liens on assets; make investments, loans, guarantees or
advances, make certain acquisitions; engage in certain mergers or consolidations; enter into sale-and-leaseback transactions; engagein
certain transactions with affiliates; amend certain material agreements governing its indebtedness; make capital expenditures; enter
into hedging agreements; amend its organi zational documents; change the business conducted by it and its subsidiaries; and enter into
agreements that restrict dividends from subsidiaries. Our senior secured credit facilities limit our maximum senior secured bank
leverageratio to 4.25 to 1.00. As of September 26, 2009, the senior secured bank leverage ratio was 1.85 to 1.00.

On April 22, 2009, the Company purchased and extinguished $23.6 million of its outstanding face value PIK Toggle Loans for
$8.5 million in cash. Asaresult of the extinguishment, the Company recognized a $14.9 million gain during thefirst quarter ended
June 27, 2009, which was measured based on the difference between the cash paid and the net carrying amount of the debt (the net
carrying amount of the debt included unamortized original issue discounts of $0.3 million, unamortized debt issuance costs of $0.2
million and $0.3 million of accrued interest).

On April 29, 2009, the Company finalized the results of a debt exchange offer to exchange (a) new 9.50% Senior Notes due
2014 (the “New Senior Notes’) for any and all of the Company’s 8.875% Senior Notes due 2016 (the “Old 2016 Notes’), (b) the New
Senior Notes for any and all of Rexnord Holdings' PIK Toggle Senior Notes due 2013 (the “Old Holdco Notes’™ and, together with the
Old 2016 Notes, the “Old Notes’), and (c) the New Senior Notes for any and all of the senior unsecured term loans (the “Holdco
Loans’) outstanding under the credit agreement, dated as of March 2, 2007, among Rexnord Holdings, Credit Suisse, as
Administrative Agent, Banc of America Bridge LLC, as syndication agent, and the lenders from time to time party thereto.

Upon settlement of the exchange offer, (i) approximately $71.0 million principal amount of Old 2016 Notes had been validly
tendered and not withdrawn for exchange for New Senior Notes, (ii) approximately $235.7 million principa amount of Old Holdco
Notes had been validly tendered and not withdrawn for exchange for New Senior Notes, and (iii) approximately $7.9 million principal
amount of Holdco L oans had been validly surrendered and not withdrawn for exchange for New Senior Notes. Based on the principal
amount of Old Notes and Holdco L oans validly tendered and accepted, approximately $196.3 million of aggregate principal of New
Senior Notes was issued in exchange for such Old Notes and Holdco L oans (excluding anet original issue discount of $20.6 million).
In addition, the Company also incurred $11.1 million of transaction costs ($0.2 million of these transaction costs were issued in the
form of New Senior Notes) to complete the exchange offer, of which $5.1 million was capitalized as deferred financing costs.

The Company accounted for the debt exchange transaction pursuant ASC 470-50. Pursuant to this guidance, the Company
recognized a gain of $137.5 million on the extinguishment of Old Holdco Notes and Holdco Loans. The gain on extinguishment of
$137.5 million relates to the extinguishment of $235.7 million of outstanding face value Old Holdco Notes and $7.9 million of
outstanding face value of Holdco L oans and is measured based on the difference between the fair market value of the New Senior
Notes issued of $104.5 million and the net carrying amount of the debt (the net carrying amount of the debt includes unamortized
original issue discount of $2.5 million, unamortized debt issuance costs of $2.2 million and $3.1 million of accrued interest). In
connection with the $235.7 million of Old Holdco Notes and $7.9 million of Holdco L oans tendered in the exchange, the Company
issued approximately $130.6 million of face value of New Senior Notes, net of a $26.1 million original issue discount.

Pursuant to ASC 470-50, the exchange of the Old 2016 Notes did not constitute a significant modification of debt, therefore, the
carrying value of the $71.0 million in Old 2016 Notes tendered was carried-forward as the net carrying value of the New Senior Notes,
inclusive of a $5.5 million original issue premium. The premium is aresult of the difference between the $71.0 million carrying value
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of the Old 2016 Notes and the $65.5 million of corresponding face value of New Senior Notes issued with respect to this component
of the exchange. This premium will be amortized as areduction to interest expense (via the effective interest method) over thelife of
the New Senior Notes in conformity with the standard.

Post exchange offer, we have issued atotal of $991.3 million in aggregate principal amount of 9.50% senior notes which bear
interest a arate of 9.50% per annum which will mature on August 1, 2014. Thisamount includes $196.3 million of aggregate
principal related to the aforementioned debt exchange. The terms of the New Senior Notes and our previoudy existing 9.50% Senior
Notes are substantially similar with the exception of interest payment dates. Interest on the $795.0 million of previoudy existing
9.50% Senior Notes is payable on February 1 and August 1, while interest on the $196.3 million of New Senior Notes is payable on
May 1 and November 1.

As of September 26, 2009, atotal of $79.0 million in aggregate principal amount of 8.875% senior notes due 2016 remained
outstanding. These notes bear interest at arate of 8.875% per annum, payable on each March 1 and September 1, and will mature on
September 1, 2016.

We issued $300.0 million in aggregate principal amount of 11.75% senior subordinated notes due 2016. Those notes bear
interest at arate of 11.75% per annum, payable on each February 1 and August 1, and will mature on August 1, 2016.

The senior notes and senior subordinated notes are unsecured obligations of the Company. The senior subordinated notes are
subordinated in right of payment to all existing and future senior indebtedness. The indentures governing the senior notes and senior
subordinated notes permit usto incur all permitted indebtedness (as defined in the applicable indenture) without restriction, which
includes amounts borrowed under the senior secured credit facilities. Theindentures also allow usto incur additional debt aslong asit
can satisfy the coverageratio of the indenture after giving effect thereto on a pro forma basis.

The indentures governing the senior notes and senior subordinated notes contain customary covenants, among others, limiting
dividends, investments, purchases or redemptions of stock, transactions with affiliates and mergers and sales of assets, and requiring
us to make an offer to purchase notes upon the occurrence of a changein control, as defined in the indentures. These covenants are
subject to a number of important qualifications. For example, the indentures do not impose any limitation on the incurrence by the
Company of liahilities that are not considered “indebtedness’ under the indentures, such as certain sale/leaseback transactions; nor do
the indentures impaose any limitation on the amount of liahilities incurred by our subsidiaries, if any, that might be designated as
“unrestricted subsidiaries’ (as defined in the applicable indenture).

The indentures governing the senior notes and the senior subordinated notes permit optional redemption of the notes on certain
termsand at certain prices, as described below.

The indentures provide that, prior to August 1, 2011 (or in the case of the 9.50% senior notes due 2014, prior to August 1,
2010), the notes may be redeemed at our option in whole at any time or in part from timeto time, upon not less than 30 and not more
than 60 days prior notice, at aredemption price equa to (i) 100% of the principal amount of the notes redeemed plus (ii) a“make
whol€’ premium as set forth in the in the applicable indenture, and (iii) accrued and unpaid interest and additiona interest, if any, to
the applicable redemption date.

Further, on or after August 1, 2011 (or in the case of the 9.50% senior notes due 2014, on or after August 1, 2010), the
indentures permit optional redemption of the notes, in whole or in part upon not less than 30 and not more than 60 days' prior notice,
at the redemption prices stated in the indentures.

Notwithstanding the above, our ability to make payments on, redeem, repurchase or otherwise retire for value, prior to the
schedul ed repayment or maturity, the senior notes or senior subordinated notes may be restricted or prohibited under the above-
referenced senior secured credit facilities and, in the case of the senior subordinated notes, by the provisionsin the indentures
governing the senior notes.

At March 31, 2009 and September 26, 2009, various wholly-owned subsidiaries had additional debt of $9.8 million and $9.3
million, respectively, comprised primarily of borrowings at various foreign subsidiaries and capital lease obligations.

Account Receivable Securitization Program

On September 26, 2007, three of our wholly-owned domestic subsidiaries entered into an accounts receivabl e securitization
program (the “AR Securitization Program” or the “Program”) whereby they continuoudly sell substantially all of their domestic trade
accounts receivable to Rexnord Funding LLC (a wholly-owned bankruptcy remote special purpose subsidiary) for cash and
subordinated notes. Rexnord Funding LLC in turn may obtain revolving loans and | etters of credit from General Electric Capita
Corporation (“GECC”) pursuant to a five year revolving loan agreement. The maximum borrowing amount under the Receivables
Financing and Administration Agreement is $100.0 million, subject to certain borrowing base limitations related to the amount and
type of receivables owned by Rexnord Funding LLC. All of the receivables purchased by Rexnord Funding LLC are pledged as
collateral for revolving loans and letters of credit obtained from GECC under the loan agreement.
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The AR Securitization Program does not quaify for sale accounting under ASC 860, and as such, any borrowings are accounted
for as secured borrowings on the consolidated balance sheet. Financing costs associated with the Program are recorded within
“Interest expense, net” in the consolidated statement of operations with respect to revolving loans or letters of credit obtained under
the loan agreement.

Borrowings under the loan agreement bear interest at arate equal to LIBOR plus 1.35%. Outstanding borrowings mature on
September 26, 2012. In addition, a non-use fee of 0.30% is applied to the unutilized portion of the $100.0 million commitment. These
rates are per annum and the fees are paid to GECC on a daily basis.

At March 31, 2009, $30.0 million was outstanding under the Program and was classified as long-term debt in the consolidated
balance sheets. Due to the volatile credit markets, management did not intend to repay the outstanding balance under the Program
within one year and accordingly classified the borrowings aslong-term debt. Continuing improvementsin the credit markets during
the second quarter of fiscal 2010 caused management to reconsider its previous intent and lead to the decision to repay the balance due
under the Program during the second quarter ended September 26, 2009. At September 26, 2009 the Company’ s avail able borrowing
capacity under the AR Securitization Program was $86.0 million. All of the receivables purchased by Rexnord Funding LLC are
pledged as collatera for revolving loans and letters of credit obtained from GECC under the loan agreement. Additionally, the
Program requires compliance with certain covenants and performance ratios contained in the Receivables Financing and
Administration Agreement. As of September 26, 2009, Rexnord Funding LLC was in compliance with all applicable covenants and
performance ratios.

Off-Balance Sheet Arrangements
We do not have any off-balance sheet or unconsolidated special-purpose entities.

Quantitative and Qualitative Disclosures about Market Risk

We are exposed to market risk during the normal course of business from changesin foreign currency exchange rates and
interest 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 foreign exchange forward contracts and interest rate collars and swaps to cover known
foreign exchange transactions and interest rate vol atility.

Foreign Currency Exchange Rate Risk

Our exposure to foreign currency exchange rates relates primarily to our foreign operations. For our foreign operations,
exchange rates impact the United States Dollar (“USD” or “U.S. Dollar”) value of our reported earnings, our investmentsin the
subsidiaries and the intercompany transactions with the subsidiaries. See “Risk Factors—Our international operations are subject to
uncertainties, which could adversdly affect our operating results’, in our Annual Report for thefiscal year ended March 31, 2009,
which isavailable on our website.

Approximately 25% of our sales originate outside of the United States, with approximately 15% generated from our European
operations that use the Euro astheir functional currency. As aresult, fluctuationsin the value of foreign currencies againg the
U.S. Dallar, particularly the Euro, may have a material impact on our reported results. Revenues and expenses denominated in foreign
currencies aretrandated into U.S. Dollars at the end of the fiscal period using the average exchangerates in effect during the period.
Consequently, asthevalue of the U.S. Dallar changes relative to the currencies of our major markets, our reported resultsvary.

Fluctuations in currency exchange rates a so impact the U.S. Dollar amount of our stockholders' equity. The assets and
liabilities of our non-U.S. subsidiaries aretrandated into U.S. Dollars at the exchangerates in effect at the end of the fiscal periods.
The U.S. Dallar has weakened during fiscal 2010 relative to many foreign currencies. As of September 26, 2009, stockholders' equity
decreased by $2.6 million from March 31, 2009 as a result of foreign currency trandation adjustments. If the U.S. Dollar had
strengthened by 10% as of September 26, 2009, the result would have decreased stockholders’ equity by approximately $11.3 million.

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 adversely
affect our international operations and, consequently, our operating results.

At September 26, 2009, we had outstanding forward foreign currency contracts that exchange Canadian dollars (“CAD”) for
USD aswell as USD for CAD which were entered into to hedge firm and anticipated monthly cash flows through fiscal 2010. The
forward contracts currently in place expire between October and March of fiscal 2010 and have notional amounts of $12.5 million
CAD ($11.4 million USD) and $4.8 million USD ($5.4 million CAD) and contract rates ranging from $1CAD:$0.8120 USD to
$1CAD:$0.9154 USD. These contracts are not designated as effective cash flow hedges for ASC 815 accounting purposes and as
such, the outstanding contracts are marked to market through earnings. We believe that a hypothetical 10% adverse changein the
foreign currency exchange rates would have resulted in a$1.1 million decrease in the fair value of foreign exchange forward contracts
as of September 26, 2009.
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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.

A substantial portion of our indebtedness, including the senior secured credit facilities bearsinterest at ratesthat fluctuate with
changes in certain short-term prevailing interest rates. As of September 26, 2009, our outstanding borrowings under the senior secured
credit facility were $765.0 million. Theterm loan credit facility is apportioned between two primary tranches: a $570.0 million term
loan B1 facility and a $195.0 million term loan B2 facility. Borrowings under the term loan B1 facility accrue interest, at our option, at
the following rates per annum: (i) 2.50% plusthe LIBOR, or (ii) 1.50% plus the Base Rate (which is defined as the higher of the
Federal fundsrate plus 0.5% or the Prime rate). Borrowings under the B2 facility accrue interest, at our option, at the following rates:
(i) 2.00% plusthe LIBOR per annum or (ii) 1.00% plus the Base Rate (which is defined as the higher of the Federal funds rate plus
0.5% or the Primerate). The weighted average interest rate on the outstanding term loans at September 26, 2009 was 4.41%. In order
to hedge the variahility in future cash flows associated with a portion of our variable-rate term loans, we previoudy 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. Theinterest 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. Through the second quarter ended September 26,
2009, we entered into three forward starting interest rate swaps to hedge the variability in future cash flows associated with our
variable-rate term loans. All three interest rate swaps become effective beginning October 20, 2009 and mature on July 20, 2012. The
three swaps convert an aggregate of $370.0 million of our variable-rate term loansto afixed interest rates ranging from 2.08% to
2.39%, plusthe applicable margin.

Our PIK toggle senior indebtedness bearsinterest at a floating rate. The floating rateis equal to adjusted LIBOR (the interest
rate per annum equal to the product of (a) the LIBOR rate then in effect and (b) Statutory Reserves) plus 7.0%. As of September 26,
2009, theinterest rate was 7.35% and 7.36% for the Exchange Notes and the Loans, respectively.

Our results of operationswould likely be affected by changes in market interest rates on the un-hedged portion of these variable-
rate obligations. Based upon the our un-hedged variable rate debt as of September 26, 2009, a 100 basis point increase in the
September 26, 2009 interest rates would increase interest expense by approximately $5.2 million on an annual basis.
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Rexnord Holdings, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets
(in Millions, except shar e amounts)

(Unaudited)
March 31, 2009 September 26, 2009
Assets
Current assets:
Cash and cash equivalents $ 2879 $ 2354
Receivables, net 258.8 231.1
Inventories, net 327.1 281.3
Other current assets 29.0 27.6
Total current assets 902.8 775.4
Property, plant and equipment, net 4135 399.7
Intangible assets, net 736.4 713.0
Goodwill 1,010.9 1,011.8
Insurance for ashestos claims 90.0 90.0
Other assets 65.2 62.8
Total assets $ 3,2188 $ 3,052.7
Liabilities and stockholders equity
Current liabilities:
Current portion of long-term debt $ 81 $ 7.4
Trade payables 134.6 102.2
Income taxes payable 3.7 6.0
Deferred income taxes 10.8 4.1
Compensation and benefits 62.1 59.4
Current portion of pension obligations 26 2.6
Current portion of postretirement benefit obligations 22 22
Interest payable 26.9 30.9
Other current liabilities 96.6 914
Total current liabilities 347.6 306.2
Long-term debt 2,518.0 2,251.1
Pension obligations 134.5 138.4
Postretirement benefit obligations 24.8 235
Deferred income taxes 2232 2711
Reserve for asbestos claims 90.0 90.0
Other liabilities 58.5 65.5
Totdl ligbilities 3,396.6 3,145.8
Stockholders' equity:
Common stock, $0.01 par value; 25,000,000 shares authorized;
sharesissued: 16,067,564 at March 31, 2009 and 16,142,886 at September 26, 2009 0.2 0.2
Additional paid in capital 280.5 284.6
Retained deficit (326.6) (246.6)
Accumulated other comprehensive loss (1311) (129.2)
Treasury stock at cost,
37,802 shares at March 31, 2009 and 102,770 at September 26, 2009 (0.8) (2.1)
Total stockholders equity (177.8) (93.1)
Total liabilities and stockholders' equity $ 3,2188 $ 3,052.7

See notes to the condensed consolidated financial statements.
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Rexnord Holdings, Inc. and Subsidiaries
Condensed Consolidated Statements of Operations

(in Millions)
(Unaudited)
Second Quar ter Ended Six Months Ended
September 27, 2008 September 26, 2009 September 27, 2008 September 26, 2009
Net sales $ 5106 $ 369.7 $ 1,006.7 $ 737.6
Cost of sales 347.4 245.0 681.6 498.3
Gross profit 163.2 124.7 3251 239.3
Selling, general and administrative expenses 815 738 167.6 149.8
Restructuring and other similar charges - 0.8 - 32
Amortization of intangible assets 124 12.0 24.9 24.1
Income fromoperations 69.3 381 1326 62.2
Non-operating expense:

Interest expense, net (58.5) (49.9) (116.7) (98.0)
Gain on debt extinguishment - - - 1524
Other income (expense), net 10 8.2 (1L.2) 7.2
Income (loss) before income taxes 11.8 (CX)] 14.7 1238
Provision (benefit) for income taxes 6.5 (0.8) 9.2 43.8
Net income (loss) $ 53 $ 23) $ 55 $ 80.0

See notes to the condensed consolidated financial statements.



Rexnord Holdings, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows

(in Millions)
(Unaudited)

Operating activities
Net income
Adjustments to reconcile net income to cash provided by
operating activities:
Depreciation
Amortization of intangible assets
Gain on debt extinguishment
Amortization of original net bond discount
Accretion of original bond premium
Amortization of deferred financing costs
Interest expense on PIK toggle senior indebtedness
L oss on dispositions of property, plant and equipment
Equity in loss (earnings) of unconsolidated affiliates
Other non-cash charges (credits)
Stock-based compensation expense
Changes in operating assets and liabilities:
Receivables
Inventories
Other assets
Accounts payable
Accruas and other
Cash provided by operating activities

Investing activities

Expenditures for property, plant and equipment
Proceeds from surrender of life insurance policies
Cash used for investing activities

Financing activities

Repayments of long-term debt

Payment of financing fees

Purchase of PIK toggle senior indebtedness

Purchase of common stock

Net Proceeds from issuance of common stock and stock option exercises
Cash used for financing activities

Effect of exchange rate changes on cash and cash equivaents
Increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Six Months Ended

September 27, 2008

September 26, 2009

55 $ 80.0
30.7 29.2
24.9 24.1

- (152.4)

08 12
(0.5) (0.6)

5.8 5.7
263 5.1

0.2 0.2

0.1 (0.3)

05 (18.1)

3.2 3.0

(14.9) 35.0
(3.1) 51.9
(8.9) 238
(5.6) (35.2)

(19.6) 48.1
454 79.7

(22.6) (9.3)

0.9 -

(21.7) (9.3)
(0.8) (114.6)

- (4.9)

- (8.5)

- (0.4)

- 0.2
(0.8) (128.2)
(0.5) 5.3
224 (52.5)

156.3 287.9

1787 $ 2354

See notes to the condensed consolidated financial statements.
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Rexnord Holdings, Inc. and Subsidiaries
Notesto Condensed Consolidated Financial Statements
September 26, 2009
(Unaudited)

1. Basis of Presentation and Significant Accounting Policies

The accompanying unaudited condensed consolidated financial statementsinclude the accounts of Rexnord Holdings, Inc. and
subsidiaries (collectively, the“ Company”).

The financial statementsincluded herein have been prepared in accordance with accounting principles generally accepted in the
United States for interim financia information and pursuant to the rules and regul ations of the Securities and Exchange Commission.
Certain information and footnote disclosures normally included in financial statements prepared in accordance with accounting
principles generaly 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 mideading. In the opinion of management,
the condensed consolidated financia statements include all adjustments necessary for afair presentation of the results of operations
for the interim periods. Results for the interim periods are not necessarily indicative of resultsthat may be expected for the fiscal year
ending March 31, 2010. It is suggested that these condensed consolidated financial statements be read in conjunction with the audited
consolidated financial statements and the notes thereto included in the Company’ s most recent Annual Report.

The Company

The Company isaleading global, diversified, multi-platform industrial company comprised of two key segments, Power
Transmission and Water Management. The Power Transmission platform manufactures gears, couplings, industrial bearings, flattop
chain and modular conveyer belts, aerospace bearings and seals, special components, and industrial chain and conveying equipment
serving theindustrial and aerospace markets. The products are either incorporated into products sold by original equipment
manufacturers (“OEMS’) or sold to end-usersthrough indudtrial distributors as aftermarket products. The Water Management platform
isaleading supplier of professional grade specification drainage, PEX piping, commercial brass and water and wastewater trestment
and control products, serving theinfrastructure, commercia and residential markets.

Recently Adopted and Issued Accounting Guidance
Adopted

In June 2009, the Financial Accounting Standards Board (“FASB”) issued the FASB Accounting Standar ds Codification (the
“Codification” or “ASC”"), the authoritative guidance for U.S. generally accepted accounting principles (“GAAP’). The Codification,
which changesthe referencing of financial standards, became effective for interim and annual periods ending on or after
September 15, 2009. The Codification isnow the single official source of authoritative U.S. GAAP (cther than guidance issued by the
SEC), superseding existing FASB, American Institute of Certified Public Accountants, and related literature. Only one level of
authoritative U.S. GAAP now exists. All other literature is considered non-authoritative. The Codification does not change
U.S. GAAP. The Company adopted the Codification during the quarter ended September 26, 2009. The adoption of the Codification
did not have any substantive impact on our condensed consolidated financial statements or related footnotes.

On April 1, 2009, the Company adopted the guidance included in ASC 820, Fair Value Measurements and Disclosures (*ASC
820") related to the measurement of fair value used when evaluating nonfinancial assets and liabilities. See additional disclosures
related to the adoption of the standard within Note 10.

On April 1, 2009, the Company adopted the guidance included in ASC 805, Business Combinations (“ASC 805"), which
significantly changed the accounting for and reporting of business combination transactions. The objective of thisguidanceisto
improve the information provided in financial reports about a business combination and its effects. ASC 805 states that all business
combinations (whether full, partial or step acquisitions) must apply the “acquisition method.” In applying the acquisition method, the
acquirer must determine the fair value of the acquired business as of the acquisition date and recognize the fair value of the acquired
assets and liabilities assumed. Asaresult, it will require that certain forms of contingent consideration and certain acquired
contingencies be recorded at fair value at the acquisition date. ASC 805 a so states acquisition costs will generally be expensed as
incurred and restructuring costs will be expensed in periods after the acquisition date. The impact of the adoption of ASC 805 on the
Company' sfinancia statementswill largely be dependent on the size and nature of the business combinations completed subsequent
to adoption. Currently, the Company has not made any business acquisitions subseguent to the adoption of this standard. The
Company estimates that approximately $64.0 million and $34.7 million of recorded val uation allowance and unrecognized tax
benefits, respectively, which are associated with prior acquistions, if recognized in future periods would impact income tax expense
instead of goodwill.
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On April 1, 2009, the Company adopted the guidance included in ASC 855, Subsequent Events (*ASC 855”), which requires
companies, if applicable, to disclose any subsegquent events either as recognized subsequent events or non-recognized subsequent
events. ASC 855 also modified the definition of subsequent events to refer to events or transactions that occur after the balance sheet
date but before the financial statements are issued and requires entities to disclose the date through which an entity has eval uated
subsequent events and the basis for that date. The Company’ s evaluation of subsequent events is disclosed within thisfootnote in the
section titled “Evaluation of Subsequent Events’ below.

I ssued

In December 2008, the FASB issued guidance included in ASC 715, Compensation — Retirement Benefits (“*ASC 715"), which
requires additional disclosures regarding assets held in an employer’ s defined benefit pension or other postretirement plan. This
standard requires disclosure of the fair value of the plan assets by each major asset category, disclosure of the level within the fair
value hierarchy in which each major category of plan assets falls using the guidance in ASC 820 and a reconciliation of beginning and
ending balances of plan asset fair values that are derived using significant unobservable inputs. The guidance is effective for fiscal
years ending after December 15, 2009. The Company is currently reviewing the requirements of ASC 715 to determine the impact on
itsfinancial statement disclosures.

Evaluation of Subsequent Events

The Company eval uated subsequent events from the balance sheet date of September 26, 2009 through November 24, 2009 (the
date of this report) and has concluded that certain non-recognizable subsequent events have occurred. See the disclosure of these
subsequent eventsin Note 15.

2. Restructuring and Other Similar Costs

During the third quarter of our fiscal year 2009 (quarter ended December 27, 2008), the Company commenced certain
restructuring actionsto reduce operating costs and improve profitability. The Company continued to execute certain restructuring
actions during the three and six months ended September 26, 2009. The restructuring charges taken during the three and six months
ended September 26, 2009 consisted of $0.8 and $3.2 million, respectively, of severance costs related to workforce reductions of
approximately 500 employees, or a8.4% reduction from the Company’ s March 31, 2009 employee base. The following table
summarizes the restructuring costs incurred during the second quarter and six months ended September 26, 2009 and the total
restructuring costs incurred since such actions began (i.e., the period from September 28, 2008 to September 26, 2009) by reportable
segment (in millions):

Quarter Ended September 26, 2009
Power Water
Transmission M anagement Corporate Consolidated
Severance costs $ 08 $ - $ - $ 0.8

Six Months Ended September 26, 2009
Power Water
Transmission M anagement Corporate Consolidated
Severance costs $ 27 % 05 $ - $ 32

Restr ucturing costs to date (Period fr om September 28, 2008 to September 26, 2009)

Power Water
Transmission M anagement Corporate Consolidated
Severance costs $ 18.7 $ 25 % 02 $ 214
Fixed asset impairments - 32 - 32
Inventory impairments - 25 - 25
Lease termination and other costs 05 0.1 - 0.6
Total restructuring and other similar costs ~ $ 19.2 $ 83 % 02 $ 277




The following table summarizes the activity in the Company’ s restructuring reserve for the six months ended September 26,
2009 (in millions):

L ease Ter mination

Sever ance Costs and Other Costs Total
Restructuring reserve, M arch 31, 2009 $ 12.6 $ 0.6 $ 13.2
Charges 32 - 32
Cash payments (11.5) (0.1 (11.6)
Currency translation adjustment 0.3 - 0.3
Restructuring reserve, September 26, 2009 (1) $ 46 $ 05 $ 51

(1) Therestructuring reserveisincluded in other current liabilities on the condensed consolidated balance shests.
The remaining accrued severance costs will be paid during the remainder of fiscal 2010.

3. 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 discrete items or items
that arereported net of their related tax effects. The tax effect of significant, discreteitemsisreflected in the period in which they
occur. The Company’ sincome tax expense isimpacted by a number of factors, including the amount of taxable earnings derived in
foreign jurisdictions with tax rates that are higher or lower than the U.S. federa statutory rate, state tax rates in the jurisdictions where
the Company does business and the Company’ s ability to utilize various tax credits and net operating loss carryforwards.

The effective income tax rate for the second quarter of fiscal 2009 was 55.1% versus 25.8% in the second quarter of fiscal 2010.
The effective tax rate for the second quarter of fiscal 2009 is higher than the U.S. federa statutory rate of 35.0% dueto the accrual of
stateincome taxes, the accrual of interest expense (through income tax expense) relating to unrecognized tax benefits and an increase
in the valuation allowance for foreign tax credits generated during this period for which realization of such benefits is not deemed
more likely than not, relative to the pre-tax income recognized during this period. The effective tax rate for the second quarter of fiscal
2010 is lower than the U.S. federal statutory rate of 35.0% mainly due to the effect of the accrual of state income taxes, the accrual of
interest expense (through income tax expense) relating to unrecognized tax benefits and an increase to the val uation all owance relating
to foreign tax credits generated for which realization of such benefitsisnot deemed more likely than not, relative to the pre-tax loss
recognized during this period.

At March 31, 2009, the Company’ s total liability for unrecognized net tax benefits was $42.5 million. At September 26, 2009,
the Company had a $46.0 million liability for unrecognized net tax benefits. Due to the adoption of ASC 805, effective April 1, 2009,
the entire amount of $46.0 million of unrecognized tax benefits as of September 26, 2009 would impact income tax expense if
recognized in a future period.

The Company recognizes accrued interest and penalties related to unrecognized tax benefits in income tax expense. As of
March 31, 2009 and September 26, 2009, the total amount of gross, unrecognized tax benefits includes $14.0 million and $15.5
million of accrued interest and penalties, respectively. The Company recognized $0.4 million of net interest and penalties asincome
tax expense during the six months ended September 27, 2008. The Company recognized $0.6 million of net interest and penalties as
income tax expense during the six months ended September 26, 20009.

The Company or one or more of its subsidiaries conducts business in multiple locations within and outside the U.S.
Consequently, the Company is subject to periodic income tax examinations by domestic and foreign income tax authorities. Currently,
the Company is undergoing routine, periodic income tax examinationsin both domestic and foreign jurisdictions. In addition, the
Company is currently undergoing an examination of its U.S. federal income tax returns by the Internal Revenue Service (“IRS’) for
the tax periods ended March 31, 2006 and July 21, 2006. The IRS examination for these tax periods began in January 2009. It appears
reasonably possible that the amounts of unrecognized income tax benefits could change in the next twelve months as a result of such
examinations; however, any potential payments of income tax, interest and penalties are not expected to be significant to the
Company’s consolidated financial statements. With certain exceptions, the Company isno longer subject to U.S. federal income tax
examinations for years ending prior to fiscal 2006, state and local income tax examinations for years ending prior to fiscal 2005 or
significant foreign income tax examinations for years ending prior to fiscal 2004. With respect to the Company’'s U.S. federal net
operating loss (“NOL") carryforward, fiscal year 2003 is open under statutes of limitations; whereby, the IRS may not adjust the
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income tax liability for this year, but may reduce the NOL carryforward and any other tax attribute carryforward to future, open tax
years.

4. Compr ehensive Income (L 0ss)
Comprehensive income (l0ss) consists of the following (in millions):

Second Quar ter Ended Six Months Ended

September 27,2008  September 26, 2009 September 27,2008 _ September 26, 2009
Net income (loss) $ 53 % 23 3% 55 % 500
Other comprehensive income (loss):
Unredized gain (loss) on interest rate derivatives, net
of tax 04 @2 33 05
Anwprtization of pension and postretirement
unrecognized prior service costs and actuarial

gains, net of tax 01 20 0.2 40
Foreign currency translation adjustments (6.1) (3.0 4.7 (2.6)
Conprehensive incone (loss) $ 03 ¢ 45 3% 43 g 519

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

Mar ch 31, 2009 September 26, 2009

Finished goods $ 2086 $ 1784
Work in progress 54.8 479
Raw materials 418 356
Inventories at First-in, First-Out (" FIFO") cost 305.2 261.9
Adjustment to state inventories at Last-in, First-Out ("LIFO") cost 219 194

$ R71 $ 2813

6. Goodwill and Intangible Assets

The changesin the net carrying value of goodwill and identifiable intangible assets for the six months ended September 26,
2009, by operating segment, are presented below (in millions):

Amortizable Intangible Assets

Indefinite Lived Total Identifiable
Intangible Assets Customer Intangible Assets
Goodwill (Tr ade Names) Rel ationships Patents Non-Compete Excluding Goodwil |
Power Transmission
Net carrying amount as of March 31, 2009 $ 823 $ 1919 $ 1970 $ 103 $ - $ 399.2
Anortization - - (135 (0.8) - (143
Net carrying amount as of Septerrber 26,2009  $ 8523 $ 1919 $ 1835 $ 95 $ - % 3849
Water Management
Net carrying amount as of March 31, 2009 $ 1586 $ 1007 $ 223 $ 141 $ 01 $ 337.2
Anortization - - 89 10 - (98)
Currency translation adjustment 0.9 0.6 0.1 - - 0.7
Net carrying amount as of Septerrber 26,2009  $ 1595 $ 1013 $ 2136 $ 131 $ 01 $ 3281
Consolidated
Net carrying amount as of March 31, 2009 $ 10109 $ 2926 $ 4193 $ 244 $ 01 $ 736.4
Anortization - - (2.3 (%) - (24.1)
Currency translation adjustment 0.9 06 0.1 - - 0.7
Net carrying amount as of Septerrber 26,2009  $ 10118 $ 2032 $ 3971 $ 26 $ 01 $ 7130

The gross carrying amount and accumulated amortization for each major class of identifiable intangible assets as of
March 31, 2009 and September 26, 2009 are as follows (in millions):



Mar ch 31, 2009

Gross
Weighted Aver age Carrying Accumulated Net Carrying
Useful Life Amount Amor tization Amount
Intangible assets subject to amortization:
Patents 10 Years $ 361 $ 117) $ 24.4
Customer relationships (including distribution network) 12 Years 528.8 (109.5) 419.3
Non-compete 2Years 0.1 - 0.1
Intangible assets not subject to amortization - trademarks and tradenames 292.6 - 292.6
$ 8576 $ (121.2) $ 736.4
September 26, 2009
Gross
Weighted Aver age Carrying Accumulated Net Carrying
Useful Life Amount Amor tization Amount
Intangible assets subject to amortization:
Patents 10 Years $ 361 $ (135) $ 226
Customer relationships (including distribution network) 12 Years 5289 (131.8) 397.1
Non-compete 2Years 0.1 - 0.1
Intangible assets not subject to amortization - trademarks and tradenames 293.2 - 293.2
$ 8583 $ (145.3) $ 713.0

Intangible asset amortization expense totaled $12.4 million and $24.9 million for the second quarter and six months ended
September 27, 2008, respectively. Intangible asset amortization expense totaled $12.0 million and $24.1 million for the second quarter
and sx months ended September 26, 2009, respectively.

The Company expects to recognize amortization expense on the intangible assets subject to amortization of $48.2 millionin
fiscal year 2010 (inclusive of $24.1 million of amortization expense recognized in the six months ended September 26, 2009), $48.1
million in fiscal year 2011, $47.6 million in fiscal year 2012, $47.1 million in fiscal year 2013 and $47.0 million in fiscal year 2014.

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

March 31, 2009 September 26, 2009

Taxes, other than income taxes $ 4.8 $ 6.1
Sales rebates 15.1 15.3
Restructuring obligations (1) 13.2 51
Customer advances 23.3 21.2
Product warranty 7.2 8.3
Commissions 6.5 6.7
Risk management reserves (2) 4.0 4.3
Derivative liability (3) 5.7 1.0
Other 16.8 23.4
$ 9.6 $ 91.4

(1) Seemoreinformation related to the restructuring obligations balance within Note 2.

(2) Includes projected liabilities related to the Company’ s deductible portion of insured losses arising from automobile, general and
product liability claims.

(3) Representsthefair value of the Company’ sinterest rate collar, 5.14% interest rate swap, and foreign currency forward contracts.
See Note 9 for more information regarding the interest rate collar, swap, and foreign currency forward contracts.



8. Long-Term Debt
Long-term debt is summarized as follows (in millions):

March 31, 2009 September 26, 2009
Termloans $ 765.5 $ 765.0
PIK toggle senior indebtedness due 2013 (1) 385.6 126.5
Borrowings under revolving credit facility 82.7 -
Borrowings under A R securitization facility 30.0 -
9.50% Senior notes due 2014 (2) 802.2 978.4
8.875% Senior notes due 2016 150.0 79.0
11.75% Senior subordinated notes due 2016 300.0 300.0
10.125% Senior subordinated notes due 2012 0.3 0.3
Other 9.8 9.3
Total 2,526.1 2,258.5
Less current portion 8.1 7.4
Long-term debt $ 2,518.0 $ 22511

(1) Includes an unamortized bond issue discount of $4.1 million and $1.1 million at March 31, 2009 and September 26, 2009,
respectively.

(2) Includes an unamortized bond issue premium of $7.2 million at March 31, 2009 and a net unamortized bond issue discount of
$12.9 million at September 26, 2009.

The Company’ s outstanding debt was issued or guaranteed by Rexnord Holdings, RBS Global, and various subsidiaries of
RBS Global. Rexnord Holdingsisthe issuer of the PIK toggle senior indebtedness and RBS Global aswell asits wholly-owned
subsidiary Rexnord LLC are the co-issuers of the term loans, senior notes and senior subordinated notes.

On March 2, 2007, Rexnord Holdings entered into a Credit Agreement with various lenders which provided $449.8 million
($459.0 million of debt financing, net of a$9.2 million original issue discount) that was primarily used to pay a digtribution to its
shareholders as well asto holders of fully vested rollover options. The PIK Toggle Loans (or “Loans’) issued pursuant to the
Credit Agreement are due March 1, 2013 and bear interest at a floating rate. Thefloating rateis equal to adjusted LIBOR (the
interest rate per annum equal to the product of (a) the LIBOR in effect and (b) Statutory Reserves) plus 7.0%.

On July 10, 2008, Rexnord Holdings commenced an exchange offer with respect to the PIK Toggle Loans. Approximately $460.8
million of the then outstanding PIK Toggle Loans were tendered for exchange. The PIK Toggle Loans that were not tendered for
exchange continue to be governed by the terms and conditionsin the Credit Agreement whilethe PIK Toggle Loans tendered and
exchanged for PIK Toggle Senior Notes due 2013 (the “PIK Toggle Exchange Notes’ or “Exchange Notes’) are governed by the
terms and conditions of an indenture. The Exchange Notes were issued under an indenture between Rexnord Holdings and Wells
Fargo Bank, N.A, astrustee (the “indenture”), which is capable of being qualified under the Trust Indenture Act of 1939. Theterms
of the Exchange Notes are substantially the same as the terms of the Loansin al material respects (including their maturity, variable
interest rates and the Company’ s ability to make certain interest paymentsin kind, which the Company refersto as "PIK Interest,"
rather than in cash), except that (1) interest on the Exchange Notes is payable semi-annually (generally at the three month LIBOR in
effect for the interest period plus 7.0% per annum) whileinterest on the Loans is payable quarterly (also generaly at the three month
LIBOR in effect for the interest period plus 7.0% per annum), (2) the Exchange Notes were issued pursuant to theindenture, (3) a
change of control isnot an event of default under the Exchange Notes but instead requires us to make an offer to purchase the
Exchange Notes at a price of 101% of their principal amount plus accrued and unpaid interest, and (4) certain other provisions have
been adjusted asrequired or permitted by Section 6.13 of the Credit Agreement. None of the Company’ s subsidiaries currently
guarantee any of the Company’ s indebtedness, so there are no guarantors of the Exchange Notes or of the Loans. The Exchange Notes
and the Loans arerequired to be guaranteed by any of the Company’ s domestic subsidiaries which in the future may guarantee the
Company’ s indebtedness. The Company refers to the Loans and the Exchange Notes collectively as the PIK toggle senior
indebtedness.

As of September 26, 2009, the interest rate was 7.35% and 7.36% for the Exchange Notes and the Loans, respectively.
Pursuant to the terms of the Credit Agreement and the indenture, Rexnord Holdings has elected to pay interest in-kind and has
accordingly paid interest with additional PIK Toggle Loans and Exchange Notes, as the case may be, on pre-determined interest

F-10



rate reset dates. During the six months ended September 26, 2009, $5.1 million of interest was paid in the form of additional PIK
toggle senior indebtedness.

The PIK toggle senior indebtedness is an unsecured obligation. The governing instruments of the PIK toggle senior
indebtedness contain customary affirmative and negative covenantsincluding: (i) limitations on the incurrence of indebtedness
and the issuance of disqualified and preferred stock, (ii) limitations on restricted payments, dividends and certain other payments,
(iii) limitations on asset sales, (iv) limitations on transactions with affiliates, (v) requirements as to the addition of future
guarantorsin certain circumstances and (vi) limitations on liens. Notwithstanding these covenants, the PIK toggle senior
indebtedness significantly restricts the payment of dividends and also limitsthe incurrence of additional indebtedness and the
issuance of certain forms of equity. However, Rexnord Holdings may incur additional indebtedness and issue certain forms of
equity if immediately prior to the consummation of such events, the fixed charge coverage ratio for the most recently ended four
full fiscal quartersfor which internal financial satements are available, as defined in the Credit Agreement, would have been at
least 1.75t0 1.00, or, 2.00 to 1.00 in the case of the Rexnord Holdings' subsidiaries, including the pro forma application of the
additional indebtedness or equity issuance.

RBS Global borrows under certain secured credit facilities with a syndicate of banks and other financial institutions consisting
of: (i) a$810.0 million term loan facility with amaturity date of July 19, 2013 and (ii) a$150.0 million revolving credit facility with a
maturity date of July 20, 2012 and borrowing capacity available for letters of credit and for borrowing on same-day notice, referred to
as swingline loans.

As of September 26, 2009, RBS Global’ s outstanding borrowings under the term loan facility were apportioned between two
primary tranches: a $570.0 million term loan B1 facility and a $195.0 million term loan B2 facility. Borrowings under the term loan
B1 facility accrue interest, at the Company’s option, at the following rates per annum: (i) 2.50% plus LIBOR, 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). Borrowings under the B2 facility
accrue interest, at the Company’ s option, at the following rates per annum: (i) 2.25% plus LIBOR or (ii) 1.00% plusthe Base Rate
(which isdefined asthe higher of the Federal fundsrate plus 0.5% or the Primerate). The weighted average interest rate on the
outstanding term loans at September 26, 2009 was 4.41%.

Borrowings under RBS Global’ s $150.0 million revolving credit facility accrue interest, at the Company’ s option, at the
following rates per annum: (i) 1.75% plus LIBOR, or (ii) 0.75% plus the Base Rate (which is defined as the higher of the Federal
fundsrate plus 0.5% or the Primerate). All amounts outstanding under the revolving credit facility will be due and payable in full, and
the commitments thereunder will terminate, on July 20, 2012. On September 15, 2008, Lehman Brothers Holdings Inc. and certain of
its subsidiaries (“Lehman”), who have a 5% or $7.5 million credit commitment under the Company’ s $150.0 million credit facility,
filed for bankruptcy. Therefore, the availability under the Company’s $150.0 million revolving credit facility has been temporarily
reduced by $7.5 million until such time as areplacement lender coversthis credit commitment. In addition, $30.3 million and $32.0
million of the revolving credit facility was considered utilized in connection with outstanding letters of credit at March 31, 2009 and
September 26, 2009, respectively (see Note 15 for subsequent update with respect to the $7.5 million unfulfilled commitment).
Outstanding borrowings under the revolving credit facility were $82.7 million as of March 31, 2009. Due to the volatile credit
markets, management did not intend to repay the outstanding balance of the revolving credit facility within one year and accordingly
classified the borrowings as long-term debt. Continuing improvements in the credit markets during the second quarter of fiscal 2010
caused management to reconsider its previous intent and lead to the decision to repay the balance due under the revolving credit
facility during the second quarter ended September 26, 20009.

In addition to paying interest on outstanding principal under the senior secured credit facilities, the Company isrequired to pay a
commitment fee to the lenders under the revolving credit facility in respect to the unutilized commitments thereunder at arate equal to
0.50% per annum (subject to reduction upon attainment and maintenance of a certain senior secured leverage ratio). The Company
also must pay customary letter of credit and agency fees.

As of September 26, 2009, the remaining mandatory principal payments prior to maturity on both the term loan B1 and B2
facilities are $1.2 million and $8.0 million, respectively. The Company hasfulfilled all mandatory principal payments prior to maturity
on the B1 facility through March 31, 2013. Principal payments of $0.5 million are scheduled to be made at the end of each calendar
quarter until June 30, 2013 on the B2 facility. The Company may voluntarily repay outstanding loans under the senior secured credit
facilities at any time without premium or penalty, other than customary “breakage” costs with respect to Eurocurrency loans.

The senior secured credit facilities contain anumber of covenants that, among other things, restrict, subject to certain
exceptions, the Company’s ability, and the ability of the Company’s subsidiaries, to: sell assets; incur additional indebtedness; repay
other indebtedness; pay dividends and distributions, repurchase its capital stock, or make payments, redemptions or repurchasesin
respect of subordinated debt (including the Company’s 11.75% senior subordinated notes due 2016); create liens on assets, make
investments, loans, guarantees or advances; make certain acquisitions; engage in certain mergers or consolidations; enter into sale-
and-leaseback transactions,; engage in certain transactions with affiliates; amend certain material agreements governing its
indebtedness; make capital expenditures; enter into hedging agreements; amend its organi zational documents; change the business
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conducted by it and its subsidiaries; and enter into agreements that restrict dividends from subsidiaries. The Company’ s senior secured
credit facilities limit the Company’ s maximum senior secured bank leverage ratio to 4.25 to 1.00. As of September 26, 2009, the
senior secured bank leverage ratio was 1.85 to 1.00.

On April 22, 2009, the Company purchased and extinguished $23.6 million of its outstanding face value PIK Toggle Loans for
$8.5 million in cash. Asaresult of the extinguishment, the Company recognized a $14.9 million gain during thefirst quarter ended
June 27, 2009, which was measured based on the difference between the cash paid and the net carrying amount of the debt (the net
carrying amount of the debt included unamortized original issue discounts of $0.3 million, unamortized debt issuance costs of $0.2
million and $0.3 million of accrued interest).

On April 29, 2009, the Company finalized the results of a debt exchange offer to exchange (a) new 9.50% Senior Notes due
2014 (the “New Senior Notes’) for any and all of the Company’s 8.875% Senior Notes due 2016 (the “Old 2016 Notes’), (b) the New
Senior Notes for any and all of Rexnord Holdings' PIK Toggle Senior Notes due 2013 (the “Old Holdco Notes’” and, together with the
Old 2016 Notes, the “Old Notes’), and (c) the New Senior Notes for any and all of the senior unsecured term loans (the “Holdco
Loans’) outstanding under the credit agreement, dated as of March 2, 2007, among Rexnord Holdings, Credit Suisse, as
Administrative Agent, Banc of America Bridge LLC, as syndication agent, and the lenders from time to time party thereto.

Upon settlement of the exchange offer, (i) approximately $71.0 million principa amount of Old 2016 Notes had been validly
tendered and not withdrawn for exchange for New Senior Notes, (ii) approximately $235.7 million principa amount of Old Holdco
Notes had been validly tendered and not withdrawn for exchange for New Senior Notes, and (iii) approximately $7.9 million principal
amount of Holdco L oans had been validly surrendered and not withdrawn for exchange for New Senior Notes. Based on the principal
amount of Old Notes and Holdco L oans validly tendered and accepted, approximately $196.3 million of aggregate principal of New
Senior Notes was issued in exchange for such Old Notes and Holdco L oans (excluding anet original issue discount of $20.6 million).
In addition, the Company also incurred $11.1 million of transaction costs ($0.2 million of these transaction costs were issued in the
form of New Senior Notes) to complete the exchange offer, of which $5.1 million was capitalized as deferred financing costs.

The Company accounted for the debt exchange transaction pursuant to ASC 470-50 Debt Modification and Extingui shments
(“ ASC 470-50"). Pursuant to this guidance, the Company recognized a gain of $137.5 million on the extinguishment of Old Holdco
Notes and Holdco Loans. The gain on extinguishment of $137.5 million relates to the extinguishment of $235.7 million of outstanding
face value Old Holdco Notes and $7.9 million of outstanding face value of Holdco Loans and is measured based on the difference
between the fair market value of the New Senior Notes issued of $104.5 million and the net carrying amount of the debt (the net
carrying amount of the debt includes unamortized original issue discount of $2.5 million, unamortized debt issuance costs of $2.2
million and $3.1 million of accrued interest). In connection with the $235.7 million of Old Holdco Notes and $7.9 million of Holdco
Loans tendered in the exchange, the Company issued approximately $130.6 million of face value of New Senior Notes, net of a $26.1
million origina issue discount.

Pursuant to ASC 470-50, the exchange of the Old 2016 Notes did not constitute a significant modification of debt, therefore, the
carrying value of the $71.0 million in Old 2016 Notes tendered was carried-forward as the net carrying value of the New Senior Notes,
inclusive of a $5.5 million original issue premium. The premium isaresult of the difference between the $71.0 million carrying value
of the Old 2016 Notes and the $65.5 million of corresponding face value of New Senior Notes issued with respect to this component
of the exchange. This premium will be amortized as areduction to interest expense (via the effective interest method) over thelife of
the New Senior Notes in conformity with the standard.

Post-exchange offer, the Company hasissued atotal of $991.3 million in aggregate principal amount of 9.50% senior notes
which bear interest at arate of 9.50% per annum and which will mature on August 1, 2014. This amount includes $196.3 million of
aggregate principal related to the aforementioned debt exchange. The terms of the New Senior Notes and the Company’ s previoudy
existing 9.50% senior notes are substantially similar with the exception of interest payment dates. Interest on the $795.0 million of
previoudly existing 9.50% senior notes is payable on February 1 and August 1, whileinterest on the $196.3 million of New Senior
Notes is payable on May 1 and November 1.

As of September 26, 2009, atotal of $79.0 million in aggregate principal amount of 8.875% senior notes due 2016 remained
outstanding. These notes bear interest at arate of 8.875% per annum, payable on each March 1 and September 1, and will mature on
September 1, 2016.

The Company issued $300.0 million in aggregate principal amount of 11.75% senior subordinated notes due 2016. Those notes
bear interest at arate of 11.75% per annum, payable on each February 1 and August 1, and will mature on August 1, 2016.

The senior notes and senior subordinated notes are unsecured obligations of the Company. The senior subordinated notes are
subordinated in right of payment to all existing and future senior indebtedness. The indentures governing the senior notes and senior
subordinated notes permit the Company to incur al permitted indebtedness (as defined in the applicable indenture) without restriction,
which includes amounts borrowed under the senior secured credit facilities. The indentures also alow the Company to incur additional
debt aslong asit can satisfy the coverage ratio of the indenture after giving effect thereto on a pro forma basis.
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The indentures governing the senior notes and senior subordinated notes contain customary covenants, among others, limiting
dividends, investments, purchases or redemptions of stock, transactions with affiliates and mergers and sales of assets, and requiring
the Company to make an offer to purchase notes upon the occurrence of a change in control, as defined in the indentures. These
covenants are subject to anumber of important qualifications. For example, the indentures do not impose any limitation on the
incurrence by the Company of liabilities that are not considered “indebtedness’ under the indentures, such as certain sale/leaseback
transactions; nor do the indentures impose any limitation on the amount of liabilitiesincurred by the Company’s subsidiaries, if any,
that might be designated as “unrestricted subsidiaries’ (as defined in the applicable indenture).

The indentures governing the senior notes and the senior subordinated notes permit optional redemption of the notes on certain
termsand at certain prices, as described below.

The indentures provide that, prior to August 1, 2011 (or in the case of the 9.50% senior notes due 2014, prior to August 1,
2010), the notes may be redeemed at the Company’s option in whole at any time or in part from time to time, upon not less than 30
and not more than 60 days' prior notice, at aredemption price equal to (i) 100% of the principal amount of the notes redeemed plus
(ii) a“make whole” premium as set forth in the in the applicable indenture, and (iii) accrued and unpaid interest and additional
interest, if any, to the applicable redemption date.

Further, on or after August 1, 2011 (or in the case of the 9.50% senior notes due 2014, on or after August 1, 2010), the
indentures permit optional redemption of the notes, in whole or in part upon not less than 30 and not more than 60 days' prior notice,
at the redemption prices stated in the indentures.

Notwithstanding the above, the Company’ s ability to make payments on, redeem, repurchase or otherwise retire for value, prior
to the scheduled repayment or maturity, the senior notes or senior subordinated notes may be restricted or prohibited under the above-
referenced senior secured credit facilities and, in the case of the senior subordinated notes, by the provisionsin the indentures
governing the senior notes.

At March 31, 2009 and September 26, 2009, various wholly-owned subsidiaries had additional debt of $9.8 million and $9.3
million, respectively, comprised primarily of borrowings at various foreign subsidiaries and capital lease obligations.

Account Receivable Securitization Program

On September 26, 2007, three wholly-owned domestic subsidiaries of the Company entered into an accounts receivable
securitization program (the “ AR Securitization Program” or the “Program”) whereby they continuoudly sell substantially all of their
domestic trade accounts receivable to Rexnord Funding LLC (awholly-owned bankruptcy remote special purpose subsidiary) for cash
and subordinated notes. Rexnord Funding LLC in turn may obtain revolving loans and letters of credit from General Electric Capital
Corporation (“GECC”) pursuant to a five year revolving loan agreement. The maximum borrowing amount under the Receivables
Financing and Administration Agreement is $100.0 million, subject to certain borrowing base limitations related to the amount and
type of receivables owned by Rexnord Funding LLC. All of the receivables purchased by Rexnord Funding LLC are pledged as
collateral for revolving loans and letters of credit obtained from GECC under the loan agreement.

The AR Securitization Program does not quaify for sale accounting under ASC 860 Transfers and Servicing (*ASC 860"), and
as such, any borrowings are accounted for as secured borrowings on the consolidated balance sheet. Financing costs associated with
the Program arerecorded within “Interest expense, net” in the consolidated statement of operations with respect to revolving loans or
letters of credit obtained under the loan agreement.

Borrowings under the loan agreement bear interest at arate equal to LIBOR plus 1.35%. Outstanding borrowings mature on
September 26, 2012. In addition, a non-use fee of 0.30% is applied to the unutilized portion of the $100.0 million commitment. These
rates are per annum and the fees are paid to GECC on a daily basis.

At March 31, 2009, $30.0 million was outstanding under the Program and was classified as long-term debt in the consolidated
balance sheets. Due to the volatile credit markets, management did not intend to repay the outstanding balance under the Program
within one year and accordingly classified the borrowings aslong-term debt. Continuing improvementsin the credit markets during
the second quarter of fiscal 2010 caused management to reconsider its previous intent and lead to the decision to repay the balance due
under the Program during the second quarter ended September 26, 2009. At September 26, 2009 the Company’ s avail able borrowing
capacity under the AR Securitization Program was $86.0 million. All of the receivables purchased by Rexnord Funding LLC are
pledged as collatera for revolving loans and letters of credit obtained from GECC under the loan agreement. Additionally, the
Program requires compliance with certain covenants and performance ratios contained in the Receivables Financing and
Administration Agreement. As of September 26, 2009, Rexnord Funding LLC was in compliance with all applicable covenants and
performance ratios.
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9. Derivative Financial I nstruments

The Company is exposed to certain financial risks relating to fluctuations in foreign currency exchange rates and interest rates.
The Company selectively uses foreign currency forward exchange contracts and interest rate swap and collar contracts to manage its
foreign currency and interest rate risks. All hedging transactions are authorized and executed pursuant to defined policies and
procedures which prohibit the use of financial ingruments for speculative purposes. See below for a description of the Company’s
derivative financial instruments.

Foreign Currency Forward Contracts

The Company periodically entersinto foreign exchange forward contracts to mitigate the foreign currency volatility relative to
certain intercompany and external cash flow requirements expected to occur during thefiscal year. The Company currently has
entered into forward foreign currency contracts that exchange Canadian dollars (*CAD”) for United States dollars ("USD”) aswell as
USD for CAD. The forward contracts currently in place expire between October and March of fiscal 2010 and have notional amounts
of $12.5 million CAD ($11.4 million USD) and $4.8 million USD ($5.4 million CAD) and contract rates ranging from
$1CAD:$0.8120 USD to $1CAD:$0.9154 USD. These foreign exchange forward contracts were not accounted for as effective cash
flow hedges in accordance with ASC 815, Derivatives and Hedging (“*ASC 815") and as such were marked to market through
earnings. See the amount recorded on the balance sheets and recognized within the income statements related to the Company’s
foreign currency forward contracts within the tables below.

Interest Rate Collar and Swaps

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 loansto 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. Through the second quarter ended September 26, 2009, the Company entered
into three forward starting interest rate swaps to hedge the variability in future cash flows associated with the Company’ s variable rate
term loans. All threeinterest rate swaps become effective beginning October 20, 2009 and mature on July 20, 2012. The three swaps
convert an aggregate of $370.0 million of the Company’ s variable-rate term loans to fixed interest rates ranging from 2.08% to 2.39%
plusthe applicable margin. These interest rate derivatives have been accounted for as effective cash flow hedges in accordance with
ASC 815. Thefair values of these interest rate derivatives are recorded on the Company’ s consolidated balance sheet with the
corresponding offset recorded as a component of accumulated other comprehensive loss, net of tax. See the amounts recorded on the
balance sheets and recognized within the income statements related to the Company’ sinterest rate collar and swaps within the tables
bel ow.

The Company’ s derivatives are measured at fair value in accordance with ASC 820. See Note 10 for more information asit
relates to the fair value measurement of the Company’ s derivative financial instruments.

The following tables indicate the location and the fair value of the Company’ s derivative instruments within the consolidated
balance sheet segregated between designated, qualifying ASC 815-20 hedging insruments and non-qualifying, non-designated
hedging instruments (in millions).

Fair value of derivatives designated as hedging instruments under ASC 815-20:

Liability Derivatives

Balance Sheset
March 31, 2009 September 26, 2009 Classification
Interest rate collar and swap $ (5.7 $ (0.7) Other current liabilities
Interest rate swaps 4.3 Other long-term liabilities
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Fair value of derivatives not designated as hedging instruments under ASC 815-20:
Asset Derivatives

Balance Sheset
March 31, 2009 September 26, 2009 Classification
Foreign currency forward contracts $ - $ 01 Other current assets
Liability Derivatives
Balance Sheset
March 31, 2009 September 26, 2009 Classification
Foreign currency forward contracts $ - $ (0.3) Other current liabilities

The following table indicates the location and the amount of gains and | osses associated with the Company’ s derivative
instruments within the consolidated balance sheet (for qualifying ASC 815-20 instruments) and recognized within the consolidated
statement of operations. The information is segregated between designated, qualifying ASC 815-20 hedging instruments and non-

qualifying, non-designated hedging instruments (in millions).

Amount of Gain or (L0ss)

Location of Gain or (Loss)  Amount of Gain or (Loss) Reclassified Reclassified from Accumulated OCI
Derivative Instrumentsdesignated ~ Amount of Gain or (L oss) Recognized Reclassified from from Accumulated OCI into | ncome into Income
as cash flow hedging relationships in Accumulated OCI on Derivatives Accumulated OCI into Second Quarter Ended Six Months Ended
under ASC 815-20 March 31, 2009  September 26, 2009 Income September 27, 2008  September 26, 2009 September 27, 2008 September 26, 2(
Interest rate contracts $ 35 % (3.1) Interest expense, net $ 11 $ (3.0) $ (21 $ (5.6)
Amount Recognized in Other income Amount Recognized in Other income
Der ivative Instruments not Location of Gain or (Loss) (expense) net during quarter ended (expense) net dur ing six months ended
designated as hedging Recognizedin Income on Second Quarter Ended Six Months Ended
instruments under ASC 815-20 Der ivatives September 27, 2008  September 26, 2009 September 27, 2008 September 26, 2009
$ 05 $ 06 $ 02 $ 03

Foreign exchange forward contracts  Other income (expense), net

The Company currently expects to reclassify $5.5 million within accumulated other comprehensive loss into earnings (as
interest expense) during the next year asthe Company’s current mark to market cal culations assume that variable rates will remain

below its fixed contract rates for the next 12 months.

10. Fair Value M easur ements

The Company adopted the guidance in ASC 820, effective April 1, 2008 for all financia instruments and non-financial
instruments accounted for at fair value on arecurring basis. Effective April 1, 2009, the Company adopted the guidance in ASC 820

for all non-financial assets and liabilities accounted for at fair value on a non-recurring basis.

ASC 820 defines fair val ue as the exchange price that would be received for an asset or paid to transfer aliability (an exit price)
in the principal or most advantageous market for the asset or liability in an orderly transaction between market participants. ASC 820
also specifies afair value hierarchy based upon the observability of inputs used in val uation techniques. Observabl e inputs (highest
level) reflect market data obtained from independent sources, while unobservable inputs (lowest level) reflect internally devel oped

assumptions about the assumptions amarket participant would use.
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In accordance with ASC 820, fair value measurements are classified under the following hierarchy:
* Leve 1- Quoted pricesfor identical instruments in active markets.

* Leve 2- Quoted pricesfor similar instruments; quoted prices for identical or similar instrumentsin marketsthat are not
active; and model-derived valuations in which all significant inputs or significant value-drivers are observable.

. Level 3- Modd-derived valuations in which one or more inputs or value-drivers are both significant to the fair value
measurement and unobservable,

The valuation methodol ogies and instruments the Company uses relating to financial instruments accounted for at fair value on a
recurring basisinclude:

Interest Rate Collar and Swaps

The fair value of interest rate swap and collar derivativesis primarily based on pricing models. These models use discounted
cash flows that utilize the appropriate market-based forward swap curves and interest rates.

Foreign currency forward contracts

The fair value of foreign exchange forward contractsis based on a pricing model that utilizes the differential between the
contract price and the market-based forward rate as applied to fixed future deliveries of currency at pre-designated settlement dates.

The following describes the val uation methodol ogies the Company uses to measure non-financial assets accounted for at fair
value on anon-recurring basis.

Long-lived Assets and Intangible Assets

Long-lived assets (which includes property, plant and equipment and real estate) may be measured at fair value if such assets are
held for sale or when thereis a determination that the asset isimpaired. Intangible assets (which includes patents, tradenames,
customer rel ationships, and non-compete agreements) also may be measured at fair value when there is a determination that the asset
isimpaired. The determination of fair value for these assetsis based on the best information available, including internal cash flow
estimates discounted at an appropriate interest rate, quoted market prices when available, market prices for similar assets and
independent appraisals, as appropriate. For real estate, cash flow estimates are based on current market estimates that reflect current
and projected lease profiles and available industry information about expected trendsin rental, occupancy and capitalization rates.

The Company endeavorsto utilize the best available information in measuring fair value. As required by the standard,
financial assets and liabilities are classified in their entirety based on the lowest level of input that is Sgnificant to the fair value
measurement. The Company has determined that its financial instrumentsreside within level 2 of the fair value hierarchy. The
following table provides a summary of the Company’s assets and liabilities that were recognized at fair value on arecurring basis as of
September 26, 2009 (in millions):

Fair Value as of September 26, 2009

Leve 1 Leve 2 Leve 3 Tota

Assets

Foreign currency forward contracts $ - $ 0.1 $ - $ 0.1
Total assetsat fair value $ - $ 0.1 $ - $ 0.1
Liabilities:

Foreign currency forward contracts $ - $ (©03) $ - $ (03

Interest rate collar and swaps - (5.0 - $ (50
Total liabilities at fair value $ - $ B3 $ - $ (53

During the quarter ended September 26, 2009, the Company did not incur any fair val ue adjustments on non-financial assets
valued on anon-recurring basis.

Fair Value of Non-Derivative Financial | nstruments

The carrying amounts of cash, receivables, payables and accrued liabilities approximated fair value at March 31, 2009 and
September 26, 2009 due to the short-term nature of those instruments. The carrying val ue of long-term debt recognized within the
Condensed Consolidated Balance Sheets as of March 31, 2009 and September 26, 2009 was approximately $2,526.1 million and
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$2,258.5 million, respectively, whereas the fair value of long-term debt as of March 31, 2009 and September 26, 2009 was
approximately $1,854.9 million and $2,091.2 million, respectively. The fair valueis based on quoted market prices for the same
issues.

11. Commitments and Contingencies
Warranties:

The Company offers warranties on the sales of certain products and records an accrua for estimated future claims. Such
accruas are based upon higtorical 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):

Second Quarter Ended Six Months Ended
September 27, 2008 September 26, 2009 September 27, 2008 September 26, 2009
Balance at beginning of period $ 6.2 $ 85 % 68 $ 7.2
Charged to operations (0.3) 15 (0.2 3.6
Claims settled (1.3) (1.7) (2.0) (2.5)
Baance at end of period $ 46 $ 83 $ 46 $ 8.3

Contingencies:

The Company’s entities are involved in various unresolved legal actions, administrative proceedings and claimsin the ordinary
course of business involving, among other things, product liability, commercial, employment, workers' compensation, intellectual
property claims and environmental matters. The Company establishesreserves in amanner that is consi stent 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 lega
actions or the range of possible loss or recovery, based upon current information, management believes the eventual outcome of these
unresolved legal actions either individually, or in the aggregate, will not have a materia adverse effect on the financial position,
results of operations or cash flows of the Company.

In connection with the Carlyle acquisition in November 2002, Invensys plc has provided the Company with indemnification
againgt certain contingent liabilities, including certain pre-closing environmental liabilities. The Company believes that, pursuant to
such indemnity obligations, Invensys is obligated to defend and indemnify the Company 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 bel ow are not subject to any time limitations and are subject to an overall dollar cap equal to the purchase price, which isan
amount in excess of $900 million. The following paragraphs summarize the most significant actions and proceedings:

* In 2002, Rexnord Indudtries, LLC (formerly known as Rexnord Corporation) (“Rexnord Industries’) was named as a
potentially responsible party (“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 (“USEPA™),
and the Illinois Environmental Protection Agency (“IEPA”). Rexnord Industries Downers Grove property is situated
within the Ellsworth Industrial Complex. The USEPA and IEPA allege there have been one or more rel eases or threatened
releases of chlorinated solvents and other hazardous substances, pollutants or contaminants, allegedly including but not
limited to arelease or threatened release on or from the Company’ s property, at the Site. Therelief sought by the USEPA
and |EPA includes further investigation and potential remediation of the Site. Rexnord Industries’ alocated share of
future costs related to the Site, including for investigation and/or remediation, could be significant.

» All previoudy pending lawsuits related to the Site have been settled and dismissed. Pursuant to itsindemnity obligation,
Invensys continues to defend the Company in matters related to the Site and has paid 100% of the costs to date. To
provide additional protection, the Company has brought several indemnification suits against previous property owners
who retained certain environmental liabilities associated with its property, and isalso involved in litigation with its
insurance companies for adeclaration of coverage. These suits are progressing in accordance with the respective court’s
scheduling order.

*  Approximately 600 lawsuits (with approximately 3,500 claimants) are pending in state or federal court in numerous
jurisdictionsrelating to alleged personal injuries due to the alleged presence of asbestos in certain brakes and clutches
previously manufactured by the Company’ s Stearns division and/or its predecessor owners. Invensys and FMC, prior
owners of the Stearns business, have paid 100% of the costs to date related to the Stearns lawsuits. Similarly, the
Company's Prager subsidiary is a defendant in two pending multi-defendant lawsuitsrelating to alleged personal injuries
due to the alleged presence of asbestos in a product allegedly manufactured by Prager. There are approximately 3,700
claimantsin the Prager lawsuits. The ultimate outcome of these lawsuits cannot presently be determined. To date, the
Company’ s insurance providers have paid 100% of the costs related to the Prager asbestos claims. The Company believes

F-17



that the combination of itsinsurance coverage and the Invensys indemnity obligations will cover any future costs of this
suit.

In connection with the Falk acquisition, Hamilton Sundstrand has provided the Company with indemnification against certain
contingent liabilities, including coverage for certain pre-closing environmental liabilities. The Company believes that, pursuant to such
indemnity obligations, Hamilton Sundstrand is obligated to defend and indemnify the Company with respect to the asbestos claims
described bel ow, 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, through its successor entity, isadefendant in approximately 190 lawsuits pending in state or federa court in
numerous jurisdictionsrelating to alleged persona injuries due to the alleged presence of asbestosin certain clutches and
drives previousy manufactured by Falk. There are approximately 1,400 claimants in these suits. The ultimate outcome of
these lawsuits cannot presently be determined. Hamilton Sundstrand is defending the Company in these lawsuits pursuant
to itsindemnity obligations and has paid 100% of the costs to date.

Certain Water Management subsidiaries are al so subject to asbestos and class action related litigation.

As of September 26, 2009, Zurn and an average of approximately 100 other unrelated companies were defendantsin
approximately 5,800 asbestos related lawsuits representing approximately 30,400 claims. The suits alege damages in an aggregate
amount of approximately $15.5 billion against al defendants. Plaintiffs' claims allege personal injuries caused by exposure to ashestos
used primarily in industria boilers formerly manufactured by a segment of Zurn. Zurn did not manufacture asbestos or ashestos
components. Instead, Zurn purchased them from suppliers. These claims are being handled pursuant to a defense strategy funded by
insurers. As of September 26, 2009, the Company estimates the potential liability for asbestos-related claims pending against Zurn as
well asthe claims expected to befiled in the next ten years to be approximately $90.0 million of which Zurn expects to pay
approximately $79.0 million in the next ten years on such claims, with the balance of the estimated liability being paid in subsequent
years. However, there are inherent uncertainties involved in estimating the number of future asbestos claims, future settlement costs,
and the effectiveness of defense strategies and settlement initiatives.

Asaresult, Zurn’sactual liahility could differ from the estimate described herein. Further, while this current asbestos liability is
based on an estimate of claims through the next ten years, such liability may continue beyond that time frame, and such liability could
be substantial.

Management estimates that its available insurance to cover its potential asbestos liability as of September 26, 2009, is
approximately $271.5 million, and believesthat all current claims are covered by thisinsurance. However, principaly asaresult of
the past insolvency of certain of the Company’sinsurance carriers, certain coverage gaps will exist if and after the Company’ s other
carriers have paid the first $195.5 million of aggregate liabilities. In order for the next $51.0 million of insurance coverage from
solvent carriers to apply, management estimates that it would need to satisfy $14.0 million of asbestos claims. Layered within the final
$25.0 million of the total $271.5 million of coverage, management estimates that it would need to satisfy an additional $80.0 million
of ashestos claims. If required to pay any such amounts, the Company could pursue recovery against the insolvent carriers, but it isnot
currently possible to determine the likelihood or amount of any such recoveries, if any.

As of September 26, 2009, the Company recorded a receivable from itsinsurance carriers of $90.0 million, which corresponds
to the amount of its potential asbestos liability that is covered by available insurance and is currently determined to be probabl e of
recovery. However, thereis no assurance that $271.5 million of insurance coverage will ultimately be available or that Zurn’s asbestos
liabilities will not ultimately exceed $271.5 million. Factors that could cause a decrease in the amount of available coverage include:
changes in law governing the policies, potential disputes with the carriers on the scope of coverage, and insolvencies of one or more of
the Company’s carriers.

As of the date of thisreport, subsidiaries, Zurn Pex, Inc. and Zurn Industries, LLC (formerly known as Zurn Industries, Inc.),
have been named as defendants in thirteen lawsuits, brought between July 2007 and September 2009, in various U.S. federal courts
(MN, ND, CO, NC, MT, AL, VA, LA, NM and MI). The plaintiffsin these suits seek to represent a class of plaintiffs alleging
damages due to the alleged failure or anticipated failure of the Zurn brass crimp fittings on the PEX plumbing systems in homes and
other structures. The complaints assert various causes of action, including but not limited to negligence, breach of warranty, fraud, and
violations of the Magnuson Moss Act and certain state consumer protection laws, and seek declaratory and injunctive relief, and
damages (including punitive damages) in unspecified amounts. The suits were transferred to amulti-district litigation docket in the
Didtrict of Minnesota for coordinated pretria proceedings. While the Company intends to vigoroudy defend itself in these actions, the
uncertainties of litigation and the uncertainties related to insurance coverage and collection as well as the actual number or value of
claims make it difficult to accurately predict the financial effect these claims may ultimately have on the Company.
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12. Retirement Benefits
The components of net periodic benefit cost (income) are asfollows (in millions):

Second Quarter Ended Six Months Ended

September 27,2008 September 26,2009  September 27,2008  September 26, 2009

Pension Benefits:

Service cost $ 12 $ 08 $ 24 $ 16
Interest cost 88 88 17.6 177
BExpected return on plan assets (125 (7.5 (25.0 (149
Anrtization of:
Prior service cost 0.1 0.1 0.2 0.2
Actuarial losses - 3.7 - 7.3
Net periodic benefit cost (incone) $ 24 $ 59 $ 48 $ 119
Other Postr etir ement Benefits:
Service cost $ 02 $ - 0% 03 % 01
Interest cost 0.7 05 15 0.9
Anortization:
Prior service cost 01 (0.5 0.1 (10
Actuarial losses 0.1 - 0.1 -
Net periodic benefit cost $ 09 $ - $ 18 $ -

In thefirst six months of fiscal 2009 and 2010, the Company made contributions of $1.2 million and $2.5 million, respectively,
toits U.S. qualified pension plan trusts.

13. Stock Options

As anonpublic entity that used the minimum value method for pro forma disclosure purposes under prior authoritative
literature, the Company adopted ASC 718, Compensation-Stock Compensation (“*ASC 718”), using the prospective transition method
of adoption on April 1, 2006. Accordingly, the provisions of this guidance are applied prospectively to new awards and to awards
modified, repurchased or cancelled after the adoption date. In connection with the acquisition of the Company by Apoallo
Management, L.P. (“Apollo”) on July 21, 2006, 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 22, 2006, atotal of 577,945 of stock options wererolled
over, each with an exercise price of $7.13. As of September 26, 2009, 509,204 of these rollover stock optionsremain outstanding.

In connection with the acquisition of the Company by Apollo on July 21, 2006, the Board of Directors of Rexnord Holdings also
adopted, and stockhol ders approved, the 2006 Stock Option Plan of Rexnord Holdings, Inc. (the “Option Plan™). Personséeligible 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 2,700,000 shares (excluding rollover
options mentioned above). Approximately 50% of the options granted under the Option Plan vest ratably over five years from the date
of grant; the remaining 50% of the options are eligible to vest based on the Company’ s achievement of earnings before interest, taxes,
depreciation and amortization (“EBITDA”) targets and debt repayment targets for fiscal years 2007 through 2014.

The fair value of each option granted under the Option Plan during the second quarter and six months ended September 26, 2009
was estimated on the date of grant using the Black-Scholes valuation model that uses the following assumptions: expected volatility of
33% based on the expected volatilities of publicly-traded companies within the Company’ s industry; an expected term of 7.5 years
based on the midpoint between when the options vest and when they expire; a weighted average risk free interest rate of 3.26% 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 the 390,850 options granted under the Option Plan between April 1, 2009 and September 26, 2009 was $8.58.

For the second quarter and six months ended September 27, 2008, the Company recorded $1.4 million and $3.2 million,
respectively, of stock-based compensation expense. For the second quarter and six months ended September 26, 2009, the Company
recorded $1.7 million and $3.0 million, respectively, of stock-based compensation expense. As of September 26, 2009, there was
$11.3 million of total unrecognized compensation cost related to non-vested stock options granted under the Option Plan. That cost is
expected to be recognized over aweighted average period of 2.5 years.
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The following table presents the Company’ s stock option activity during the six month period ended September 27, 2008 and
September 26, 2009:

Period from April 1, 2008 Period from April 1, 2009
through September 27, 2008 through September 26, 2009
Weighted Avg. Weighted Avg.
Excer cise Excer cise
Shares Price Shares Price
Number of shares under option:

Outstanding at beginning of period (1) 2,795,887 $ 17.47 2,721,505 $ 17.69
Granted 44,900 40.00 390,850 20.00
Exercised - - (75,323) 14.83
Canceled/Forfeited (57,624) 1994 (471,426) 1994

Outstanding at end of period @ 2 2,783,163 $ 17.78 2,565,606 $ 17.72

Exercisable at end of period 3) 1,709574 $ 13.54 1,304,683 $ 15.06

(1) Includes 509,204 roll-over options.
(2) Theweighted average remaining contractual life of options outstanding at September 26, 2009 is 7.6 years.
(3) Theweighted average remaining contractual life of options exercisable at September 26, 2009 is 7.0 years.

14. Business Segment I nfor mation

Theresults of operations are reported in two business segments, consisting of the Power Transmission platform and the Water
Management platform. The Power Transmission platform manufactures gears, couplings, industrial bearings, flattop chain and
modular conveyer belts, aerospace bearings and sedls, special components and industrial chain and conveying equipment serving the
industrial and aerospace markets. This segment serves a diverse group of end market industries, including aerospace, aggregates and
cement, air handling, construction, chemicals, energy, beverage and container, forest and wood products, mining, material and
package handling, marine, natural resource extraction and petrochemical. The Water Management platform manufactures professional
grade specification plumbing, PEX piping, commercial brass and water and wastewater trestment and control products serving the
infrastructure, commercial and residential markets. Categories of the infragtructure end market include: municipal water and
wastewater, transportation, government, health care and education. Categories of the commercial construction end market include:
lodging, retail, dining, sports arenas, and warehouse/office. The financia information of the Company’s segmentsisregularly
evaluated by the chief operating decision makersin determining resource allocation and assessing performance and is periodically
reviewed by the Company’s Board of Directors. Management eval uates the performance of each business segment based on its
operating results.
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Business Segment Information:

(In Millions)
Second Quarter Ended Six M onths Ended
September 27, 2008 September 26, 2009 September 27, 2008 September 26, 2009
Net sales
Power Transmission $ 3536 $ 2384 % 6942 $ 472.8
Water Management 157.0 131.3 3125 264.8
Consolidated $ 5106 $ 369.7 % 1,006.7 $ 737.6
Income from oper ations
Power Transmission $ 483 $ 240  $ U3 % 38.6
Water Management 222 224 453 41.6
Corporate (1.2) (8.3 (7.0 (18.0)
Consolidated $ 69.3 $ 381 3 1326 $ 62.2
Non-oper ating expense:
Interest expense, net (58.5) (49.9) (116.7) (98.0)
Gain on debt extinguishment - - - 152.4
Other income (expense), net 1.0 8.2 (1.2) 7.2
Income (loss) before income taxes 11.8 3.1 14.7 123.8
Provision (benefit) for income taxes 6.5 (0.8 9.2 43.8
Net income (loss) $ 53 $ 23 $ 55 $ 80.0
Restr ucturing chargesand other similar
costs (included in Income from oper ations)
Power Transmission $ -3 08 % - $ 27
Water Management - - - 0.5
Consolidated $ -3 08 $ - $ 3.2
Depreciation and Amortization
Power Transmission $ 206 $ 203 % 407 $ 40.4
Water Management 7.9 6.4 14.9 12.9
Consolidated $ 285 $ 267 $ 556 $ 53.3
Capital Expenditures
Power Transmission $ 107 $ 41 % 207 $ 74
Water Management 0.9 0.6 1.9 1.9
Consolidated $ 116 $ 47 % 226 % 9.3
Mar ch 31, 2009 September 26, 2009
Total Assets
Power Transmission $ 23240 $ 2,190.5
Water Management 828.6 807.2
Corporate 66.2 55.0
Consolidated $ 3,218.8 $ 3,052.7
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15. Subsequent Events

Amended and Restated Credit Agreement

On October 5, 2009, Chase Acquisition I, Inc. (the direct parent of RBS Global, Inc.), RBS Global, Inc., and Rexnord LLC
(collectively, the “Issuers’), Credit Suisse, Cayman Idlands Branch, as administrative agent (the “ Adminigtrative Agent”) and the
lenders party thereto entered into an Amended and Restated Credit Agreement (the “Amended and Restated Credit Agreement”),
amending and restating the credit agreement dated as of July 21, 2006, to, among other things: (i) allow for one or more future
issuances of secured notes, which may include, in each case, indebtedness secured on a pari passu basis with the obligations under the
Amended and Restated Credit Agreement, so long as, in each case, among other things, an agreed amount of the net cash proceeds
from any such issuance are used to prepay term loans under the Amended and Restated Credit Agreement at par; (ii) subject to the
requirement to make such offers on aproratabasisto all lenders, alow the Issuersto agree with individual lendersto extend the
maturity of their term loans or revolving commitments, and for the Issuersto pay increased interest rates or otherwise modify the
terms of their loans or revol ving commitments in connection with such an extension; and (iii) allow for one or more future issuances
of additional secured notes, which may include, in each case, indebtedness secured on a pari passu basis with the obligations under the
Amended and Restated Credit Agreement, in an amount not to exceed the amount of incremental facility availability under the
Amended and Restated Credit Agreement.

Amended and Restated Guar antee and Collateral Agreement

On October 5, 2009, the Issuers, the subsidiary guarantors party thereto, and the Administrative Agent entered into an Amended
and Restated Guarantee and Collateral Agreement (the “Amended and Restated Guarantee and Collateral Agreement”). Pursuant to
the Amended and Restated Guarantee and Collateral Agreement, future issuances of secured notes may be secured by substantially all
of the assets of the Issuers and the assets of certain subsidiaries on a pari passu basis with obligations under the Amended and Restated
Credit Agreement, and the Adminigtrative Agent is authorized to act asthe Authorized Representative for the secured parties.

At thistime, an estimate of the financial effect of these amendments cannot be made as the eventsthat will lead to a change in
the future cash flows related to this debt cannot be determined.

Retirement of a portion of Holdings outstanding PIK Toggle Senior I ndebtedness Due 2013

On October 19, 2009, Rexnord Holdings, Inc. purchased from Apollo, its majority owner, and extinguished $43.8 million of
outstanding face value of its PIK Toggle Senior Indebtedness due 2013 for $28.0 million in cash. The purchase price of the notes was
based on indicative market values for similar issuers. Asaresult, the Company will recognize again of approximately $15.4 million in
itsthird quarter of fiscal 2010. The gain was measured based on the difference between the cash paid and the net carrying amount of
the debt (the net carrying amount of the debt included unamortized original issue discount of $0.3 million and unamortized debt
issuance costs of $0.4 million) along with the forgiveness of $0.4 million of accrued interest.

Revolving Credit Line Fulfillment

On November 3, 2009 Barclays Bank, PLC assumed the $7.5 million commitment under the Company’ s revolving credit line
that was previoudy unfulfilled due to the Lehman bankruptcy.
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