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As water flows from its source to treatment facilities to homes and businesses across North
America, it flows through or is controlled by the type of products we manufacture, making
Mueller Water Products an integral part of the water infrastructure system. Some of our other
products handle water behind the wall, including in HVAC and fire protection systems.

4 p
e H Fabricated Pipe Fittings Restraint
Drinking I Gate and ‘
L Water Water Treatrment Plant Buttofly Valve Ductile fron Pressure Pipe
\ -' \\ \ Source Pump Station i “ﬂ” a

! l“l1
t Pipe Restraing “—

// ’, ‘ H Pl ]
G ! T T Office Building
B Fire Hydrant
LU 0 Fittings, Couplings and Hangers k. : ' i
AR L i % GateValve ]
— 4

Gate Valve

: /’ L : '
P g

Gate.

Butterfly, Plug
and Ball Valve

Pump Station

' B Fabicated Pipe

LRI

This diagram is for fustrative purposes only. ® Mueller(o. @ AnvilIntemational e U.S.Pipe

\_ J

Mueller Water Products is a leading North American manufacturer and marketer of a broad range of water infrastructure,
flow control, and piping component system products for use in water distribution networks and treatment facilities. We also
act as a distributor, especially in Canada, for our products and for products that are manufactured by other companies, Qur
broad product portfolio includes engineered valves, fire hydrants, pipe fittings, water meters and ductile iron pipe, which

- are used by municipalities, as well as the non-residential and residential construction, HVAC, fire protection, and oil & gas

industries. Approximately 75% of the Company’s net sales in fiscat 2008 came from products for which management believes
the Cempany has a leadership position.

The Company, whose fiscal 2008 net sales totaled $1.86 billion, is comprised of three main operating segments:

Mueller Co., U.S, Pipe and Anvil International. The Company is based in Atlanta, Georgia and empleys approximately 6,500
people. Mueller Water Products Series B common stock and Series A common stock trade on the New York Stock Exchange
under the ticker symbols MWA.B and MWA, respectively.

For more information about Mueller Water Products, please visit www.muellerwaterproducts.com.




LETTER FROM GREG HYLAND | Chairman, President and Chief Executive Officer

TO MY FELLOW STOCKHOLDERS:

The health and well-being of individuals and economies relies on safe, clean drinking water —
it is vital for people and commerce. There is increased awareness of the challenges associated

with proyidin'g safe, clean drinking water through an aging infrastructure that is in desperate
need of being repaired or replaced. We believe no company is better positioned to meet this
challenge than Mueller Water Products.

As water flows from its source to treatment facilities to homes and businesses across North
America, it flows through or is controlled by the type of products we manufacture, making
Mueller Water Products an integral part of the water infrastructure system. We believe we
are the largest, publicly traded “pure play” water infrastructure company, and the leading
provider of iron gate valves, butterfly valves, fire hydrant's and ductile iron pipe in

North America.

Long-term, the prospects for the water infrastructure industry — and Mueller Water Products
— are éspeciatly promising, as the U.S. Environmental Protection Agency estimated that $300
billion needs to be invested in drinking water infrastructure over 20 years. More recently,
the U.S. Conference of Mayors estimated that the actual amount could exceed $1.2 trillion.
Ensuring that Mueller Water Products remains well-positioned to benefit from this infrastruc-
ture investment while successfully managing through a challenging business environment
were primary objectives in 2008 and remain our focus in 2009.

FISCAL 2008 BUSIANESS REVIEW

For fiscal 2008, Mueller Water Products revenue was $1.86 billion, compared to $1.85 billion
in fiscal 2007. Adjusted net income was $53.1 million compared to $68.5 million, diluted
earnings per share on an adjusted basis were $0.46 compared to $0.60, and our adjusted
EBITDA margin was 13.8% compared to 16.8%. ,
Fiscal 2008 was a challenging year due to developments in the industry and general economic
conditions. We experienced growth in demand attributable to both public spending to repair
and replace municipal water infrastructure, and growth in non-residential construction.
However, new residential construction, which accounts for about 30% of our business, again
declined significantly in 2008, which resulted in reduced overall demand for our products.




There was also an unprecedented cost increase in 2008 for the raw materials we used to
produce our products. For example, the cost of one of the pfimary raw materials that we
use, scrap iron, at its peak rose 134.4% year-over-year, and the cost of other key raw materi-
als increased as much as 56%. These increases impacted the cost of sales in all three of

our businesses.

in 2008, to help manage through this economy while facing reduced volume and higher raw
material costs, we took a number of actions, which included closing one ductile iron pipe
manufacturing facility, reducing headcount to match production with market demand,
implementing price increases to help offset rising raw material costs, and maintaining our
focus on operational excellence. We were able to take these actions and maintain our high
standards for quality, service and safety.

As | mentioned, to improve operationat efficiencies, we closed our ductile iron pipe
manufacturing operations in Burlington, New Jersey in February 2008 and transferred that
production to our other facilities. We are maintaining a distribution center at the Burlington
site to service customers in the Northeast.

To prepare for the future, we completed construction and testing of a new state-of-the-art
ductile iron pipe manufacturing operation in Bessemer, Alabama. We expect the processes
employed at the new operation to improve pipe quality, reduce labor costs, improve our
production yields and allow us to better control the weight of our pipe, all of which support
our goal of being the low-cost producer of ductile iron pipe in the United States.

Enhancing free cash flow and maintaining liquidity remain key strategic obj'ectives. We
generated $93.9 million of free cash flow in 2008, which was 177% of adjusted net income
of §53.1 million. Our free cash flow gives us a number of options that include reinvesting in
our businesses, repaying debt, repurchasing common stock and making strategic acquisitions.
To date we have chosen to preserve the flexibility our current liquidity affords us. Given the
volatility in today’s economy, we believe that remains the correct choice.

BUSINESS OUTLOOK AND STRATEGY

Fiscal 2009 is expected to be another challenging year. Residential construction spending is
projected to decline for the third consecutive year. Spending for non-residential construction
is also expected to soften, and the tength of the liquidity crisis currently affecting municipal
spending on water infrastructure is uncertain. We have already taken steps to address these
challenges, including properly sizing production to demand and accelerating our efforts and
investments focused on operational excellence and process improvements. Similar actions
helped the Company reduce operating costs by approximately $43 million in fiscal 2008.




As | mentioned at the beginning of this letter, there is greater awareness of the need to
repair or replace our water infrastructure. The cost to do so is staggering, but we are
seeing encouraging signs that government entities are taking the issue seriously. For example,
a survey of municipalities conducted by the American Water Works Association projects a
17% increase in spending on infrastructure in 2009. The survey was conducted before the
liquidity crisis. Consequently, we question if we will see that spending increase in the near
term. However, it underscores that municipalities realize they must address the aging
infrastructure. In addition, referendums to allocate funding for water infrastructure were
on the ballot in three states in the November general election, all of which passed handily.

Concerning residential construction, given where our products fall in the construction cycle,

we believe we will see the bottom of the housing market before the economy in general. By
the same measure, however, we expect to see a delay in recovery of spending on residential
infrastructure, because the existing supply of developed land where the water infrastructure
has already been installed will need to be sold before new residential development is likely

to begin.

With regard to raw materials, we expect that costs will continue to be volatile. However,
we are hopeful that our purchase costs will remain below the peak levels we experienced
in 2008.

Our long-term strategy remains unchanged: to capitalize on the large, attractive and growing
water infrastructure markets worldwide. We will do so by:

« Maintaining our leadership positions with our customers and end users,
« Continuing to enhance operational excellence,

+ Broadening the breadth and depth of our products and services, and

» Expanding internationally.

VALUE FOR OUR STOCKHOLDERS

We manage our business not only to address near-term issues and challenges, but also
with an eye toward the future to ensure that Mueller Water Products is well-positioned
to capitalize on growth opportunities.

Given depleting water supplies and an aging infrastructure, fixing water infrastructure is
becoming a national priority. With our long history, broad product portfolio and reputation
for quality and service, we believe Mueller Water Products will play a key role in delivering
safe, clean drinking water and protecting a precious natural resource.




Our goal is to create value for our stockholders. We believe the best way to accomplish this
goal is by delivering products and services to our customers that are superior to what they
can find elsewhere and to do so in the most cost-effective manner possible.

Our track record demonstrates that we know how to successfully address challenging market
conditions. Furthermore, we believe we have the right team and strategy in place to
continue to take the actions needed to navigate through the current economic environment
and maintain our focus on generating strong free cash flow, both of which will make us even
stronger when our markets improve.

I look forward to updating you on our progress throughout the year. In the meantime, thank

you for the trust you have invested in us.
Sincerely,
Gregory E. Hyland

Chairman, President
and Chief Executive Officer
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Introductory Note

LERNYS LLINYS

In this annual report on Form 10-K (the “annual report”), the “Company,” “we,” “us” or “our” refer 1o
Mueller Water Products, Inc. and subsidiaries or their management. With regard to the Company’s segments,
“we,” *us” or “our” may also refer to the segment being discussed or its management.

Certain of the titles and logos of our products referenced in this annual report are our intellectual
property. Each trade name, trademark or servicemark of any other company appearing in this annual report is
the property of its holder.

Unless the context indicates otherwise, whenever we refer in this annual report to a particular fiscal year,
we mean the fiscal year ending September 30 in that particular calendar year. We manage our businesses and
report operations through three segments: Mueller Co., U.S. Pipe and Anvil, based largely on the products sold
and the customers served.

Industry and Market Data

In this annual report, we rely on and refer to information and statistics regarding economic conditions and
trends, the demand for our water infrastructure, flow control and piping component system products and the
competitive conditions we face in serving our customers and end users.

Some, but not all of the companies that compete in our particular industry segments are publicly traded
as of the date of this annual report. Accordingly, other than certain data with respect to fire hydrants, ductile
iron pipe and water valves, no current public information is available with respect to the size of such markets
or our relative strength or competitive position. Qur statements in this annual report about our relative market
strength and competitive position with respect to other products are hased on our beliefs, internal studies and
our judgments concerning industry trends.

Forward-Looking Statements

This annual report contains certain statements that may be deemed “forward-looking statements” within
the meaning of Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act™), and
Section 27A of the Securities Act of 1933, as amended (the “Securities Act”). All statements, other than
statements of historical fact, that address activities, events or developments that we intend, expect, project,
believe or anticipate will or may occur in the future are forward-looking statements. Such statements are based
upon certain assumptions and assessments made by us in light of our experience and our perception of
historical trends, current conditions and expected future developments. Actual results and the timing of events
may differ significantly from those projected in such forward-looking statements due to a number of factors,
including those set forth in the section entitled “RISK FACTORS” in Item 1A of Part | of this annual report.
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PART 1

Item 1. BUSINESS
Our Company

We are a leading North American manufacturer and marketer of a broad range of water infrastructure,
flow control and piping component system products for use in water distribution networks and treatment
facilities. We also act as a distributor, especially in Canada, for our products and products that are
manufactured by other companies. Our broad product portfolio includes engineered valves, fire hydrants, pipe
fittings, water meters and ductile iron pipe, which are used by municipalities, as well as the non-residential
and residential construction, heating, ventilation and air conditioning (“HVAC™), fire protection and oil & gas
industries. Qur products enjoy leading positions due to their broad brand recognition and a reputation for
quality and service for the customers we serve. We believe we have one of the largest installed bases of iron
gate valves and fire hydrants in the United States, and, as of September 30, 2008, our installed products
included approximately three million fire hydrants and approximately nine million iron gate valves. Because
of the strength of our brands and products, our products are specified for use in all of the top 50 metropolitan
areas in the United States. Our large installed base, broad product range and weli-known brands have led to
long-standing relationships with the key distributors of our products. Approximately 75% of our net sales
during fiscal 2008 came from products for which we believe we have a leadership position. For fiscal 2008,
our net sales were $1,859.3 million and income from operations was $146.1 million.

We manage our businesses and report operations through three business segments, based largely on the
products they sell and the customers they serve: Mueller Co., U.S. Pipe and Anvil.

Mueller Co.

Sales of Mueller Co. products are driven principally by spending on water and wastewater infrastructure
upgrade, repair and replacement and new water and wastewater infrastructure, ‘which is typically associated
with new residential construction. We estimate that a majority of Mueller Co.’s fiscal 2008 sales were for
infrastructure upgrade, repair and replacement, with the remainder for new infrastructure.

U.S. Pipe

U.S. Pipe products are sold primarily to waterworks distributors, contractors, municipalities, utilities and
other governmental agencies. A substantial percentage of ductile iron pipe orders result from contracts that are
bid by contractors or directly issued by municipalities or utilities. We estimate that a majerity of U.S. Pipe’s
fiscal 2008 sales were, for new infrastructure, with the remainder for infrastructure upgrade, repair and
replacement. In Janvary 2007, U.S. Pipe acquired the assets of Fast Fabricators, Inc. (“Fast Fabricators™).

Anvil

Anvil sells products it manufactures and products it sources from outside parties to a wide variety of end
users through a network of distributors. These distributors are serviced primarily through distribution centers
located in the United States and Canada. We believe Anvil’s network of distributors is the largest such
distribution network serving simitar end users. One of Anvil’s Canadian divisions also sells directly to
contractors.




The table below illustrates each segment’s net sales during fiscal 2008, major product lines, product
positions, selected brand names and primary end users,

Net sales (in millions)

Maueller Co.

U.S. Pipe

Anvil

$718.1

$546.0

$595.2

Major product lines
{(product position in
U.S. and Canada*)

Fire hydrants (#1)

Iron gate valves (#1)

Butterfly and ball
valves (#1)

Plug valves (#2)

Brass water
products (#2)

Ductile iron pipe (#1)

Pipe fittings and
couplings (#1)

Grooved products (#2)

Pipe hangers (#2)

Selected brand names

Mueller®

Prau®

Milliken™

Jones®

Hersey®
HydroGate®
Canada Valve™
Mueller Service™

U.S. PIPE®
TYTON®
TYTON JOINT®
TR FLEX®
USIFLEX®
FIELD LOK®
MIJ FIELD LOK®
HP LOK®

FAST FAB Catawissa™

TRIM TYTON®

Anvil®
AnvilStar®
SPFe®
Merit®
Gruvlok®
Beck™
Picoma™
F.B. Smith™
Anvil-Strut®

Primary end users

Water and wastewater
infrastructure

Water and wastewater
infrastructure

HVAC, fire protection,
industrial, energy and
oil & gas

* Product position information is based on our estimates of our sales compared to the sales of our principal
competitors for these product categories. Our estimates were based on internal analyses and information
from trade associations and our distributor networks.

The Initial Public Offering and the Spin-off

Mueller Water Products, Inc. is a Delaware corporation that was incorporated on September 22, 2005
under the name Mueller Holding Company, Inc., and is the surviving corporation of the merger on February 2,
2006 of Mueller Water Products, LLC and Mueller Water Products Co-Issuer, Inc. with and into Mueller
Holding Company, Inc. We changed our name to Mueller Water Products, Inc. on February 2, 2006. On June 1,
2006, the Company completed an initial public offering of its Series A common stock.

On December 14, 2006, Walter Industries, Inc. (“Walter Industries”) distributed to its shareholders all of
the outstanding shares of the Company’s Series B common stock (the “Spin-off”). Prior to the Spin-off, the
Series B common stock represented approximately 75% of our economic value and approx1mately 96% of the
combined voting power of our common stock. .

Our principal executive offices are located at 1200 Abernathy‘Road N.E., Suite 1200, Atlanta, Georgia
30328, and our main telephone number at that address is (770) 206-4200.




Business Strategy

Qur business strategy is focused on maintaining our market leadership and competitive differentiation,
while growing revenues and enhancing profitability. Key elements of our strategy follow.

We will maintain our leadership positions with our customers and end users.

We will maintain our leadership positions with our customers and end users by leveraging our large
installed base, the specification of our products as accepted for use in a majority of metropolitan areas, our
established and extensive distribution channels and our broad range of leading water infrastructure, flow
control and piping component system products, as well as by developing and introducing additional products
and services.

We will continue to enhance operational excellence.

We will continue to pursue superior product engineering, design and manufacturing by investing in
technologically advanced manufacturing processes such as lost foam casting and automated molding
machinery. We will also seck opportunities to improve manufacturing efficiency safely, such as through the
completion of a new automated ductile iron pipe operation, increased utilization of our manufacturing facility
in China to produce additional high quality and cost-effective products and continuing our cost-reduiction and
efficiency initiatives. We will expand our number of LEAN Manufacturing specialists and vse of Six Sigma
business improvement methodologies to capture higher levels of operational efficiencies. We will also continue
to evaluate sourcing products wherever doing so will lower our costs while maintaining quality.

We will increase the breadth and depth aof our products and services.

We will continue to seek to provide value to our customers and end users by increasing the breadth and
depth of our products and services. Further, though acquisition and internal development, we will continue to
develop products and services recognized for their quality and reliability for our customers and end users. For
example, Mueller Co. has introduced a new product that blocks reverse flows of water-borne contaminants
from a fire hydrant into a water main. Additionally, with the acquisition of Fast Fabricators, U.S. Pipe '
expanded its product offerings to include fabricated, coated and lined pipe products. We will continue to seek
to add value to our customers and end users through attractive acquisitions and internal development.

We will expand internationally.

We will selectively pursue attractive international acquisitions that enhance our existing product offerings,
strengthen our current competitive positions,.enable us to enter new markets, expand our technological
capabilities or provide synergy opportunities.

Description of Products

We offer a full line of water infrastructure, flow control and piping component system products in the
United States and Canada. Qur principal products are ductile iron pipe, water and gas valves, fire hydrants and
a complete range of pipe fittings, couplings, hangers and nipples. Our products are generally designed,
manufactured and tested in compliance with industry standards.

Mueller Co.

Water and Gas Valves and Related Products. Mueller Co. manufactures valves for water and gas
systems, including butterfly, iron gate, tapping, check, plug and ball valves. Water and gas valves and related
products accounted for approximately $470.5 million, $503.5 million and $545.7 million of our gross sales
during fiscal 2008, 2007 and 2006, respectively. All of our valve products are used to control transmission of
potable (drinkable} water, non-potable water or gas. Water valve products typically range in size from % inch
to 36 inches, but we also manufacture significantly larger valves as custom orders. Most of these valves are
used in water distribution and water treatment. '




We also produce small iron valves, meter bars and line stopper fittings for use in gas systems, and we
manufacture machines and tools for tapping, drilling, extracting, installing and stopping-off. These machines
and tools are designed to work with our water and gas fittings and valves as an integrated system.

Fire Hydrants. Mueller Co. manufactures dry-barrel and wet-barrel fire hydrants. Fire hydrants and fire
hydrant parts sales accounted for approximately $175.4 million, $193.1 million and $197.0 million of our
gross sales in fiscal 2008, 2007 and 2006, respectively. We sell fire hydrants for new water infrastructure
development, fire protection systems and water infrastructure repair and replacemcm projects.

Our fire hydrants consist of an upper barrel and nozzle section and a lower barrel and valve section that
connects to a water main. In dry-barrel hydrants, the valve connecting the barrel of the hydrant to the water
main is located below ground at or below the frost line, which keeps the hydrant upper barrel “dry”. We sell
dry-barrel fire hydrants with the Mueller and U.S. Pipe brand names in the United States and the Mueller and
Canada Valve brand names in Canada. We also make a limited number of wet-barrel hydrants, where the
valves are located in the hydrant nozzles and the barrel contains water at all times. Wet-barrel hydrants are
made for warm weather climates in locations such as California and Hawaii and sold under the Jones brand
name. )

Most municipalities have a limited number of hydrant brands that are approved for installation within
their system due to the need to minimize inventories of spare parts for repairs and the desire to ensure a
uniform system. We believe that our large installed base of hydrants throughout the United States and Canada
and our reputation for superior quality and performance, together with our incumbent specification position,
have contributed to the leading positions of our key products. Our large installed base of approximately three
millicn hydrants also leads to recurring sales as components of an installed hydrant are replaced from time to
fime. .

Other Products and Services. Mueller Co. manufactures a full line of metering products for the water
industry, marketed under the Hersey brand name. These products have the capability to measure water from
small resndenual flows to fire and master meter applications. Other products include pipe repair products, such
as clamps and couplings used to repair leaks in water and gas distribution systems and municipal castings,
such as manhole covers and street drain grates. We sell these products under the Mueller and Jones brand
names. We also provide installation, replacement and maintenance services on new and existing valves,
hydrants and service lines under the Mueller Service brand name. Services include wet taps, dry installs, line
stops and main-to-meter connections with full excavation and refurbishment.

U.S. Pipe

U.S. Pipe manufactures a broad line of ductile iron pipe, restraint joint products, fittings and other ductile
cast iron products. Ductile iron is a cast iron that is heat-treated to make it less brittle. U.S. Pipe’s net sales
were $546.0 million, $537.1 million and $594.7 million during fiscal 2008, 2007 and 2006, respectively. Net
sales in fiscal 2006 include a small amount of sales from valve and hydrant product lines that were transferred
to Mueller Co. in January 2006.

Our ductile iron pipe typically ranges from 4 inches to 64 inches in diameter arnid up to 20 feet in length.
Most of our pipe is sold in 18 feet lengths. Ductile iron pipe is used primarily for potable water distribution
systems, small water system grids, reinforcing distribution systems (including looping grids and supply lines),
major water transmission mains, wastewater collection systems, sewer force mains and water and wastewater
treatment plants. We believe ductile iron pipe is preferred for most municipal uses because of its strength,
ductility and long-lasting life. :

Fast Fabricators also manufactures and sclls a broad line of fabricated pipe, coated pipe and lined pipe
products used primarily in wastewater treatment facilities.

Anvil

Anvil products include a variety of fittings, couplings, hangers, nipples, valves and related pipe products.
Anvil’s net sales were $595.2 million, $555.8 million and $334.6 million in fiscal 2008, 2007 and 2006,
respectively. Approximately $229.7 million, $200.4 million and $179.4 million, respectively, of these net

4




sales were of purchased products. Our products are principally used in fire protection systems, oilfield and
HVAC applications.

The majority of Anvil products are not specified by an architect or an engineer, but are required to be
manufactured to industry specifications, which could include material composition, tensile ‘strength and various
other requirements. Many products carry the Underwriters Laboratory (“UL”), Factory Mutual (“FM”} or other
approval ratings.

Fittings and Couplings. Anvil manufactures threaded and grooved pipe fittings. Pipe fittings and
couplings join two pieces of pipe together. Listed below are the four primary categories of pipe fittings and
couplings that we manufacture,

s Cast Iron Fittings. Cast iron is the most economical threaded fittings material and is the standard used
in the United States for low pressure applications such as sprinkler systems and other fire protection
systems. We believe that the substantial majority of our cast iron products are is used in the fire
protection industry, with the remainder used in steam-and other HVAC applications.

« Malleable Iron Fittings and Unions. Malleable iron is a cast iron that is heat-treated to make it
stronger, allowing a thinner wall and a lighter product. Malleable iron is primarily used to join pipe in
various gas, plumbing and HVAC applications.

+ Grooved Fittings, Couplings and Valves. Unlike typical pipe connections where pipes are connected
by screwing them into a fitting or welding them together, grooved products use a threadless pipe-
joining method that does not require welding. We purchase products, such as grooved copper and
stainless steel fittings, to complement our grooved product offerings to enable us to better serve our
customers’ project requirements.

e Threaded Steel Pipe Couplings. Threaded steel pipe couplings are used by plumbing and electrical
end users to join pipe and conduit and by pipe mills as threaded end protectors.

Hangers. Anvil manufactures a broad array of pipe hangers and supports. Standard pipe hangers and
supports are used in fire sprinkler systems and HVAC applications where the objective is to provide rigid
support from the building structure. Special order, or engineered, pipe supports are used in nuclear and fossil
power plants and petrochemical plants and refineries where the objective is to support a piping system that is
subject to thermal, dynamic or seismic movement.

Nipples. Anvil manufactures pipe nipples, which are used to expand or compress the flow between pipes
of different diameters. The pipe nipple product line is a qomplememary product offering and is packaged with
cast iron for fire protection products, with malleable iron for industrial applications, with our forged steel
products for oil & gas and chemical applications and as a general plumbing item.

Other Products. Anvil also distributes other products including (a) forged steel pipe fittings, hammer unions,
bull plugs and swage nipples which are used to connect pipe in oil & gas applications and (b} standard steel and
polyvinyl chloride (“PVC”) conduit couplings and elbows used to carry wire and cable in electrical applications.

Sales, Marketing and Distribution
Mueller Co.

Mueller Co. sells its products to a wide variety of customers, including municipalities, water and wastewater
utilities, gas utilities, fire protection and construction contractors. These products are usually sold to our
distributors, who then sell them to end users working to construct, replace or upgrade a water, wastewater, gas or
fire protection system. In limited cases, end users of our products, including municipalities and utilities, buy
products directly from us, most often as part of a program to repair, replace or upgrade existing infrastructure.
Sales of our products are heavily influenced by the specifications for the underlying projects. Approximately
19%, 16% and 12% of Mueller Co.’s net sales were to Canadian customers in fiscal 2008, 2007 and 2006
respectively.




At September 30, 2008, Mueller Co. had 99 sales representatives in the field and 116 inside marketing and
sales professionals, as well as 50 non-employee manufacturers’ representatives. In addition to calling on
distributors, these representatives also call on municipalities, water companies and other end users to ensure that
the products specified for their projects are comparable to our products, or our products are specifically specified.
Municipalities often require contractors to use the same products that have been historically used by that
municipality.

Muelter Co.’s large installed base, broad product range and well-known brands have led to our long-
standing relationships with all of the leading distributors in the industries we serve. We generally ship our
products directly to distributors from our plants. Our distribution network covers all of the major locations for
our products in the United States and Canada. Although we have long-term relationships with most of our top
distributors, we typically do not have long-term contracts with our distributors and we do not have written
contracts with our two largest distributors. These top two distributors accounted for approximately 36%, 41%
and 44% of Mueller Co.'s net sales in fiscal 2008, 2007 and 2006, respectively. The loss of either of these
distributors could have a material adverse effect on our businesses. See “TIiem 1A. RISK FACTORS—We
depend on a group of major distributors for a significant portion of our sales; any loss of these distributors
could reduce our sales and continuing consolidation could cause price pressure.”

U.S. Pipe

U.S. Pipe products are sold primanily to waterworks distributors, contractors, municipalities, utilities and
other governmental agencies. A substantial percentage of ductile iron pipe orders result from contracts that are
bid by contractors or directly issued by municipalities or utilities."An increasing portion of ductile iron pipe
sales is made through independent waterworks distributors. We maintain numerous supply depots in leased
space throughout the United States.

At September 30, 2008, U.S. Pipe had a sales force of 51 sales representatives in the field and in-house
and sales engineers who sell our products throughout the United States. We have divided the United States
into four geographic territories, each’ managed by a regional sales manager. Non-U.S. orders are taken by our
in-house sales personnel and through third-party representatives.

U.S. Pipe’s top customer, a distributor with whom we do not have a written contract, represented
approximately 17%, 24% and 29% of U.S. Pipe’s net sales in fiscal 2008, 2007 and 2006, respectively. We
believe the loss of this customer could have a material adverse effect on our businesses. See “Item 1A. RISK FAC-
TORS—We depend on a group of major distributors for a significant portion of our sales; any loss of these
distributors could reduce our sales and continuing consolidation could cause price pressure.”

Anvil

- Approximately 71%, 72% and 74% of Anvil’s net sales were to cusiomers in the United States during
fiscal 2008, 2007 and 2006, respectively. Approximately 26% of Anvil’s net sales were to Canadian customers
during fiscal 2008, 2007 and 2006.

Anvil’s sales in the United States are primarily to distributors who then sell the products to a wide variety
of end users including commercial contractors, At September 30, 2008, Anvil’s sales force in the United States
consisted of 157 sales and customer service representatives and 15 independent sales representatives. Anvil
products are shipped primarily from four major regional distribution centers from Wthh we are generally able
to provide 24 hour turnaround, as typically required by our customers.

In Canada, approximately 80% of Anvil’s net sales are directly to contractors and, through Anvil’s
Mueller Flow Control division, approximately 20% of Anvil’s net sales are to distributors. Canadian end users
are similar to those in the United States. Anvil's Canadian sales force consists of 100 sales and customer
service employees. Products sold to contractors are shipped from 18 branch Tocations throughout Canada. Each
of Canada’s five major provinces has at least one branch location for sales to distributors.
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Anvil generally does not have written contracts with its distributors, although we have long-term
relationships with most of our top distributors. Our top three distributors together accounted for approximately
13% of our net sales in each of fiscal 2008, 2007 and 2006. The loss of any one of these distributors could
have a material adverse effect on our businesses. See “Item 1A. RISK FACTORS — We depend cn a group of
major distributors for a significant portion of our sales; any loss of these distributors couid reduce our sales
and continuing consolidation could cause price pressure.”

Backlog

Backlog is not significant for the Company, except for U.S. Pipe and the Henry Pratt division of
Mueller Co. Other Muelier Co. divisions and Anvil generally manufacture products from raw materials in
stock and deliver them to customers typically within two to four weeks from receipt of the order, depending
upon customer delivery specifications. Henry Pratt manufactures parts for large projects that typically require
design and build specifications. The delivery lead time for parts used for these projects can be as long as nine
months. Backlog for U.S. Pipe and Henry Pratt is presented below.

September 30,
2008 2007

(in millions)

U.S. Pipe . ' . | $67.1  $67.4
Henry Pratt : 81.5 74.8

Manufacturing

See “Item 2. PROPERTIES” for a description of our principal manufacturing facilities.

Mueller Co.

Mueller Co. operates 13 manufacturing facilities in the United States, Canada and China. Our manufac-
turing operations include foundry, machining, fabrication, assembly, testing and painting operations. Not all
facilities perform each of these operations. Our existing manufacturing capacity is sufficient for near-term
requirements. We have no current plans to expand capacity. We plan to continue to maximize operational
efficiencies throughout all of our plants through the use of LEAN Manufacturing techniques, which is a
methodology that focuses on improving process, cost, quality, and safety.

Mueller Co. foundries use two casting techniques, lost foam and green sand. We utilize lost foam
technology for fire hydrant production in our Albertville, Alabama facility and for iron gate valve production
in our Chattanooga, Tennessee facility. The lost foam process has several advantages over the green sand
process for high-volume products, including a reduction in the number of manual finishing operations, lower
scrap levels and the ability to reuse some of the materials. The selection of the appropriate casting method,
pattern, core-making equipment, sand and other raw materials depends on the final product and its complexity,
specifications, function and intended production volume.

.

U.S. Pipe

U.S. Pipe operates three facilities in the United States for manufacturing ductile iron pipe. We utilize the
DeLavaud centrifugal casting process, which consists of introducing molten iron into a rapidly turning steel
mold and relying on the centrifugal force to distribute molten iron around the inner surface of the mold to
produce ductile iron pipe of uniform quality. Construction and testing of U.S. Pipe's new state-of-the-art
ductile iron pipe manufacturing operation in Bessemer, Alabama is complete. We plan to continue to expand
our use of LEAN Manufacturing and Six Sigma techniques to improve process, cost, quality, and safety.

In November 2007, we announced our intent to cease our ductile iron pipe manufacturing operations in
Burlington, New Jersey. These manufacturing operations ceased during the year ended September 30, 2008.
This facility continues to be used as a full-service distribution center for customers in the Northeast.
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Fast Fabricators operates a small number of relatively small facilities throughout the United States that
primarily fabricate, coat and line ductile iron pipe.

Anvil

Anvil operates 11 manufacturing facilities in the United States and Canada: Our manufacturing operations
include foundry, heat treating, machining, fabricating, assembling, testing and painting operations. Not all
facilities perform each of these operations. Our foundry operations employ automated vertical and horizontal
green sand molding equipment. Our products are made in a high volume production environment using high-
speed computer controlled machines and other automated equipment. We expect to continue to invest in
modern manufacturing technology to maintain our competitiveness in quality and productivity.

Raw Materials and Purchased Components

Our products are made using several basic raw materials, including scrap steel and iron, sand, resin, brass
ingot, steel pipe, coke and various purchased components. These materials have been and are expected to be
readily available and competitively priced.

We generally do not hedge our exposure to raw material price changes. Qur businesses have been and
could continue to be adversely affected by increases in the cost of our raw materials, as we may not be able to
fully or timely pass cost increases on to our customers, We estimate that raw materials and purchased
components used in manufacturing processes as a percentage of cost of sales for fiscal 2008 were 13% and
43%, respectively, for Mueller Co., 23% and 44%, respectively, for Anvil and 46% and 8%, respectively, for
U.S, Pipe. For the purpose of these estimates, raw materials exclude electricity, natural gas, water, oxygen and
other ancillary items.

Scrap iron prices paid by U.S. Pipe peaked in July 2008 and were approximately 240% of July 2007
prices. Prices paid throughout fiscal 2008 were higher than corresponding prices paid 12 months earlier. Scrap
iron prices have since decreased significantly. The price paid by U.S. Pipe in October 2008 was approximately
60% lower than the price paid in July 2008 and approximately 20% lower than the price paid in October
2007.

Brass prices have moved directionally similar to scrap iron prices, but brass price changes have not been
as extreme as scrap iron price changes since the beginning of fiscal 2008. For example, brass prices did not
increase as much as scrap iron and decreased approximately 20% during October 2008 compared to july 2008.

We can give no assurances that the price of raw materials will remain at current levels or that we will be
able to increase prices to our customers to offset any future cost increases. See “Item 1A. RISK FACTORS—
QOur businesses are subject to risk of price increases and fluctuations and delay in the delivery of raw materials
and purchased components.”

Research and Development

Qur research and development (“R&D”) facilities are located in Smithficld, Rhode Island and Bessemer,
Alabama. The primary focus of these groups is to develop new products, improve and refine existing products,
and obtain and assure compliance with industry approval certifications or standards (such as American Water
Works Association, UL, FM and NSF International). At September 30, 2008, we employed 38 people
dedicated to R&D activities, of which 20 were degreed engineers. We actively seek patent protection where
possible to prevent copying of our proprietary products. '

Ideas are generated by manufacturing, marketing or R&D personnel. In order for development of a
project 1o begin, all three of these disciplines must agree on the suitability of the project and determine an
estimated return on investment. After approval, it typically takes 6 to 12 months to tool, test and start
production. The R&D team typically works on various products simultaneously, )

R&D expenses were $5.7 miltion, $4.6 million and $5.7 million during fiscal 2008, 2007 and 2006,
respectively.:




Patents, Licenses and Trademarks

We have active patents and trademarks relating to the design of our products and trademarks for our
brands and products. Most of the patents for technology underlying our products have been in the public
domain for many years, and existing third-party patents are not considered, either individually or in the
aggregate, to be material to our businesses. However, the pool of proprictary information, consisting of know-
how and trade secrets relating to the design, manufacture and operations of our products is considered
particularly important and valuable. We generally own the rights to the products that we manufacture and sell
and are not dependent in any material way upon any license or franchise to operate. U.S. Pipe has granted
numerous trademark licenses around the world with respect to its uniform family of ductile iron pipe
accessories, such as joint restraint systems.

Seasonality

See “Item 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS—Effect of Inflation; Seasonality.”

Competition

The U.S. and non-U.S. markets for water infrastructure, flow control and piping component system
products are competitive. However, for most of our product offerings, there are only a few competitors.
Although many of our competitors are well-established companies with strong brand recognition, we believe
that each of our key product offerings is competitive. We consider our installed base, product quality, service,
brand recognition, price, effectiveness of distribution and technical support to be primary competitive factors.

The competitive environment for Mueller Co. products is mature and most end users are slow to transition
to brands other than the historically preferred brand. It is difficult to increase market share in this environment.
We believe that Mueller Co. fire hydrants and valves enjoy strong competitive positions based largely on their
quality, dependability and strong brand names. The principal competitors for hydrants and iron gate valves are
McWane, Inc. and American Cast Iron Pipe Company. The primary competitors for our brass products are The
Ford Meter Box Company, Inc. and A.Y. McDonald Mfg. Co. Many brass valves are interchangeable among
different manufacturers.

The ductile iron pipe industry is highly competitive with a small number of manufacturers of ductile iron
pipe and fittings. Qur major competitors are McWane, Inc., Griffin Ductile Iron Pipe Company and American
Cast Iron Pipe Company. Additional competition for ductile iron pipe comes from pipe composed of other
materials, such as PVC, high-density polyethylene (“HDPE™), concrete, fiberglass, reinforced plastic and steel.
Although ductile iron pipe is typically more expensive to purchase than competing forms of pipe, ductile iron
pipe has the advantages of longevity, strength, ease of installation, lack of maintenance problems and
environmental sustainability,

The competitive environment for Anvil's products is highly competitive, price sensitive and vulnerable to
the increased acceptance of products produced in perceived low-cost countries, such as China and India. We
compete primarily on the basis of availability, service and price. Qur primary competitors in the United States
are Ward Manufacturing L..L..C. for cast iron and malleable iron fittings, Victaulic Company and the Tyco
Engineered Products and Services segment of Tyco Intemational Ltd. for ductile grooved fittings and ERICO
International Corporation, NIBCO INC. and Carpenter & Paterson, Inc. for pipe hangers. Our mechanical and
industrial customers have been slower to accept products manufactured outside the United States than our fire
protection customers.

Environmental Matters

We are subject to a wide variety of laws and regulations concerning the protection of the environment,
both with respect to the construction.and operation of many of our plants and with respect to remediating
environmental conditions that may exist at our own and other properties. We strive to maintain substantial
compliance with federal, state and local environmental laws and regulations. We accrue for environmental
expenses resulting from existing conditions that relate to past operations when the costs are probable and
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reasonably estimable. These expenses were $6.8 million, $8.0 million and $2.3 million.during fiscal 2008,
2007 and 2006, respectively. We capitalize environmental expenditures that increase the life or efficiency of
property or reduce or prevent environmental contamination. Capital expenditures for environmental require-
ments are anticipated to be approximately $3.2 million during fiscal 2009. Capitalized environmental-related
expenditures were $2.9 million, $16.2 million and $4.7 million during fiscal 2008, 2007 and 2006,
respectively.

In September 1987, we implemented an Administrative Consent Order (“ACO™) for our Burlington,
New Jersey plant that was required under the New Jersey Environmemtal Cleanup Responsibility Act (now
known as the Industrial Site Recovery Act). The ACO required soit and ground water cleanup, and we have
completed, and have received final approval on, the soil cleanuep required by the ACO. U.S. Pipe continues to
pump and treat ground water at this site. Further remediation could be required. We expect any such remediation
costs to be minimal. Long-term ground water monitoring is also required 1o verify natral antenuation. We do not
know how long ground water monitoring will be required, and do not believe monitoring or further cleanup
costs, if any, will have a material adverse effect on our financial condition or results of operations.

In June 2003, Solutia, Inc. and Pharmacia Corporation (collectively “Solutia™) filed suit against U.S. Pipe
and a number of co-defendant foundry-related companies in the U.S. District Court for the Northern District
of Alabama for contribution and cost recovery allegedly incurred and to be incurred by Solutia in performing
remediation of polychlorinated biphenyls (“PCBs”) and heavy metals in Anniston, Alabama, pursuant to a
partial consent degree with the Environmental Protection Agency (“EPA™). U.S. Pipe and certain co-defendants
subsequentty reached a settlement with the EPA concerning their liability for certain contamination in and
around Anniston, which was memorialized in an Administrative Order and Order on Consent (“AOC") that
became effective in January 2006. U.S. Pipe has reached a settlement agreement whereby Phelps Dodge
Industries, Inc., a co-defendant and co-respondent on the AQC, has assumed U.S. Pipe’s obligation to perform
the work required under the AOC.

U.5. Pipe and the other settling defendants contend that the legal effect of the AQC extinguishes Solutia’s
claims and they filed a motion for summary judgment to that effect. Discovery in this matter was stayed while
the motion for summary judgment was pending. The court recently issued a summary judgment order, holding
that plaintiffs’ claims for contribution are barred by the AOC but giving plaintiffs the right to seek to recover
cleanup costs they voluntarily incurred. The court granted a motion for immediate appeal to the Eleventh
Circuit Court of Appeals, but the Eleventh Circuit Court of Appeals declined to take the appeal. We currently
have no basis to form a view with respect to the probability or amount of liability in this matter.

UJ.S. Pipe and a number of co-defendant foundry-related companies were named in a putative civil class
action case originally filed in April 2005 in the Circuit Court of Calhoun County, Alabama, and removed by
defendants to the U.S. District Court for the Northern District of Alabama under the Class Action Fairness Act.
The putative plaintiffs in the case filed an amended complaint with the U.S. District Court in December 2006.
The amended complaint alleged state law tort claims (negligence, failure to warn, wantonness, nuisance, trespass
and outrage) arising from the creation and disposal of “foundry sand” alleged 10 contain harmful levels of PCBs
and other toxins, including arsenic, cadmium, chromivm, lead and zinc. The plaintiffs originally sought damages
for real and personal property and for other unspecified personal injury. On June 4, 2007, a motion to dismiss
was granted to U.S. Pipe and certain co-defendants as to the claims for negligence, failure to warn, nuisance,
trespass and outrage. The remainder of the complaint was dismissed with leave to file an amended complaint.
On July 6, 2007, plaintiffs filed a second amended complaint, which dismissed prior claims relating to U.S. Pipe’s
former facility located at 2101 West 10" Street in Anniston, Alabama and no longer alleges personal injury
claims. Plaintiffs filed a third amended complaint on July 27, 2007. U.S. Pipe and the other defendants have
moved to dismiss the third amended complaint. On September 24, 2008, the court issued an order on the motion,
dismissing the claims for trespass and permitting the plaintiffs to move forward with their claims of nuisance,
wantonness and negligence. We believe that numerous procedural and substantive defenses are available. At
present, we have no reasonable basis to form a view with respect to the probability or amount of tiability in this
matter.

Environmental advocacy groups, relying on standards established by California’s Proposition 65, are seeking
to eliminate or reduce the content of lead in water infrastructure products offered for sale in California and other
jurisdictions. Some of our subsidiaries previously entered into settlement agreements with these environmental
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advocacy groups to modify products or offer substitutes for sale in California. California recently passed Asscmbty
Bill No. 1953 that redefines, as of January 1, 2010, the term “lead free” to refer to a weighted average lead content
of the wetted surface area of the pipes, fittings and fixtures of not more than 0.25%. Mueller Co. intends to
reduce shipments of brass products containing lead to customers in California in fiscal 2009. Legislation to
substantially restrict lead content in water infrastructure products also has been introduced in the U.S. Congress.
Congress or state jurisdictions may enact similar legislation to restrict the content of lead in water products,
Although Mueller Co. now produces no-lead brass products, most of Mueller Co.’s brass valve products
contain small amounts of lead.

In March 2004, Anvi) entered into a Consent Order with the Georgia Department of Natural Resources
regarding alleged hazardous waste violations at Anvil’s former foundry facility in Statesboro, Georgia.
Pursuant to the Consent Order, we agreed to pay a monetary fine of $50,000 and pay an additional $50,000 to
fund a supplemental environmental project. We have also agreed to perform various investigatory and remedial
actions at our foundry and landfill. These total estimated costs have been accrued.

During fiscal 2008 and 2007, we incurred a total of approximately $1.0 million and $10.4 million,
respectively, of capital expenditures at our iron foundries to comply with the EPA’s National Emissions
Standards for Hazardous Air Pollutants, which were issued in April 2004.

Although no assurances can be given that we will not be required in the future to make material
expendirures relating to environmental laws or legally mandated site cleanup, we do not believe at this time
that the compliance and cleanup costs, if any, associated with the current laws and sites for which we have
cleanup liability or any other future sites will have a material adverse effect on our financial condition or
results of operations.

In fiscal 2007 and 2005, we entered into settlement and release agreements with a former insurer whereby the
former insurer agreed to pay $1.6 million and $5.1 million, respectively, net of legal fees, to us for historical
insurance claims we had previously expensed as incurred. Such claims had not previously been submitted to the
insurance company for reimbursement. We released the insurer of both past and future claims.

In the acquisition agreement pursuant to which a predecessor to Tyco International Ltd. {(“Tyco™) sold our
Mueller Co. and Anvil businesses to the prior owners of these businesses in August 1999, Tyco agreed to
indemnify us and our affiliates, among other things, for all “Exctuded Liabilities.” Excluded Liabilities
include, among other things, substantially all liabilities relating to the time prior to August 1999. The
indemnity survives indefinitely. However, we may be responsible for these Liabilities in the event that Tyco
ever becomes financially unable to or otherwise fails to comply with the terms of the indemnity. In addition,
Tyco’s indemnity does not cover liabilities to the extent caused by us or the operation of our businesses after
August 1999, nor does it cover liabilities arising with respect to businesses or sites acquired after August 1999,
In June 2007, Tyco was separated into three separate publicly traded companies. Should the entity or entities
that assumed Tyco’s obligations under the acquisition agreement ever become financially unable or fail to
comply with the terms of the indemnity, we may be.responsible for such obligations or liabilities.

See “Item 3. LEGAL PROCEEDINGS”.

Safety

We continuously strive to improve on injury reduction to reduce recordable injuries and days away from
work injuries. In fiscal 2008, our total recordable injury rate decreased by 36% to 4.3 injuries per
100 employees and our days away from work rate decreased by 43% to 0.80 cases per 100 employees
compared to fiscal 2007. This translates into 191 fewer total cases and 46 fewer days away from work cases in
fiscal 2008 compared to fiscal 2007, We estimate that our injury and illness prevention programs saved us
approximately $0.8 millipn of costs in fiscal 2008 compared to our costs in fiscal 2007.

Regulatory Matters

The production and marketing of our products is subject to the rules and regulations of various federal,
state and local agencies, including laws governing our relationships with distributors. Regulatory compliance
has not had a material effect on our results to date. We are not aware of any pending legislation that is likely
to have a material adverse effect on our operations. See “Item 3. LEGAL PROCEEDINGS,” and “Item 1A,
RISK FACTORS—Our brass valve products contain lead, which may be replaced in the future”.




Employees

At September 30, 2008, we employed approximately 6,500 people, of whom approximately 90% work in
the United States, and approximately 72% of our hourly workforce was covered by collective bargaining
agreements. Our locations with employees covered by such agreements are presented below,

Expiration of

Location current agreement(s)
Albertville, AL : September 2011
Bessemer, AL ) QOctober 2010
North Birmingham, AL January 2009
Union City, CA Janvary 2011
Aurora, L August 2011
Decatur, 1L June 2012
University Park, IL April 2010
Bloomington, MN March 2009
Cincinnati, OH June 2011
Columbia, PA _ May 2011
Chattancoga, TN “September 2010, July 2011 and October 2011
Henderson, TN December 201 |
Houston, TX January 2009
St. Jerome, Canada November 2011
Simcoe, Canada November 2009
British Columbia, Canada December 2008
Montreal, Quebec, Canada November 2007*

* Employees continue working under the terms of this agreement in lieu of a new agreement,

We believe that relations with our employees, including those represented by unions, are good.

Geographic Information

Geographic net sales information is presented below.

United
States Canada Other Total
. (in millions)
Net sales:
Year ended September 30, 2008 $ 15438 % 2923 % 232  $ 1,8593
Year ended September 30, 2007 1,560.4 265.4 232 1,849.0

Item 'A. RISK FACTORS

Risks Relating to Our Business
Our businesses may suffer as a result of the downturn in new residential construction.

New water and wastewater infrastructure spending, which is dependent upon residential construction, is
important to our businesses. Since January 2006, there have been steep declines in the construction of new
homes, which have adversely impacted our volume in recent periods. Although residential construction activity
is cyclical, it is unclear when the current decline will subside. An extended downtown in residential
construction activity will negatively affect our sales, profitability and cash flows and could impair our ability
to conduct our businesses as they have historically been conducted,
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A portion of our business relies on local, state and federal spending related to infrastructure upgrade,
repair and replacement.

A portion of our business depends on local, state and federal spending on water and wastewarer
infrastructure vpgrade, repair and replacement. A significant percentage of our products are ultimately used by
municipalities or other governmental agencies in water transmission and collection systems. As a result, our
sales could decline as a result of declines in the number of projects planned by water agencies, government
spending cuts, general budgetary constraints, difficulty in obtaining necessary permits or the inability of
customers or end users to obtain financing. It is not unusual for water projects to be delayed and rescheduled
for a number of reasons, including changes in project priorities and difficulties in complying with environmen-
tal and other government regulations. Spending growth in the infrastructure upgrade, repair and replacement
sector may slow in the future if state and local governments’ budgets are negatively impacted by downturns in
the economy. Even if favorable economic conditions exist, state and local governments may choose not o
address deferred infrastructure needs among competing budget priorities. A decline in local, state and federal
spending on infrastructure could lead to a further decline in our sales, profitability and cash flows. .

A recent report of the U.S. Conference of Mayors estimates that state and local government funding
generally provides 99% and 95% of the investment in drinking water and wastewater infrastructure,
respectively. Funds for water infrastructure repair and replacement typically come from taxes or water rates.
The ability of state and local governments to increase taxes or water rates may be limited. In addition, state
and local governments that do not budget for capital depreciation in setting tax rates and water rates may be
unable to pay for water infrastructure repair and replacement if they do not have other funding sources.

A portion of our business relies on cyclical non-residential construction.

A portion of our business depends on non-residential construction. Non-residential construction activity is
cyclical and may lag gencral market downturns. We expect decreased non-residential construction activity in
fiscal 2009 compared to fiscal 2008, especially in the latter part of the year. Independent forecasts of 2009
non-residential construction activity indicated a decline of 5% to 6% compared to 2008. Our products are used
typically towards the end of a construction project, so the demand for our products in the earlier part of fiscal
2009 will be influenced by projects already underway at the end of fiscal 2008 that will be completed in fiscal
2009.

Our business is subject to risk of cost increases and fluctuations and delays in the delivery of raw
materials and purchased components.

Our business is subject to the risk of cost increases and fluctuations and periodic delays in the timely
delivery of raw materials and purchased components that are beyond our conirol. During fiscal 2008, we
experienced unprecedented increases in scrap metal costs. Our operations require substantial amounts of raw
materials or purchased components, such as scrap steel and iron, brass ingot, sand, resin, steel pipe and coke,
as well as purchased components. Management estimates that raw materials and purchased components used
in the manufacturing processes as a percentage of cost of sales for fiscal 2008 were 13% and 43%,
respectively, for Mueller Co., 23% and 44%, respectively, for Anvil and 46% and 8%, respectively, for
U.S. Pipe. For the purposes of these estimates, raw materials exclude electricity, natural gas, water, oxygen,
and other ancillary items. In addition, if any of our supply arrangements cannot be continued, the availability
of raw materials could be reduced or the price of raw materials could increase.

The availability and cost of certain raw materials, such as brass ingot and scrap steel, as well as purchased
components are subject to economic forces largely beyond our control, including North American and intemnational
demand, freight costs, speculation and foreign currency exchange rates. We generally purchase raw materials at
current market costs and do not hedge our exposure to cost changes. We are not always able, and may not be able
in the future, to pass on increases in the cost of these raw materials to our customers. In particular, when raw
material costs increase rapidly or to significantly higher than normal levels, we may not be able to pass cost
increases through to our customers on a timely basis, if at all, which could lead to reductions of our income
from operations, operating margins and cash flows. Any increases in the cost of raw materials and purchased
components or decreases in their availability could impair our profitability.

13




We depend on a group of major distributors for a significant portion of our sales; any loss of these
distributors could reduce our sales and continuing consolidation could cause price pressure.

Approximately 31% of our fiscal 2008 net sales were to our ten largest distributors, and approximately
24% of our fiscal 2008 net sales were to our three largest distributors: HDS IP Holding, LLC (“HD Supply™),
Ferguson Enterprises, Inc. and American Water Works Supply. HD Supply accounted for 20% and 17% of net
sales for Mueller Co. and U.S. Pipe, respectively. We do not have written contracts with any of our major
distributors.

While our relationships with our ten largest distributors have been long-lasting, distributors in our
industry have experienced consolidation in recent years. For example, The Home Depot, Inc. acquired National
Waterworks Holdings, Inc. in 2005 and then acquired Hughes Supply, Inc. in March 2006. These acquired
businesses along with the related business from The Home Depot Inc. have been merged into one entity
operating as HD Supply, which became an independent company in August 2007, As a result, two of our three
historically largest distributors have been combined under common control. In addition, our distributors could
be acquired by other distributors who buy products from our competitors. If consolidation among distributors
continues, pricing pressure may result, which could lead to a decline in our sales and profitability. Further, our
ability to retain our customers in the face of competition generally depends on a variety of factors, including
the quality and price of our products and services and our ability to market our products effectively. The loss
of any one of our top distributors could reduce our levels of sales and profitability.

Our industry is very competitive and some of our products are similar to those manufactured by our
competitors. '

The U.S. and non-U.S. markets for water infrastructure, flow control and piping component system
products are competitive, While there are only a few competitors for most of our product offerings, many of
our competitors are well-established companies with strong brand recognition. Anvil’s products in particular
compete on the basis of price and are sold in fragmented markets with low barriers to entry. Also, competition
for ductile iron pipe sold by U.S. Pipe comes not only from ductile iron pipe produced by a concentrated
number of manufacturers, but also from pipe composed of other materials, such as polyvinyi chloride
{“PVC™), high-density polyethelyne (“HDPE™), concrete, fiberglass, reinforced plastic and steel.

Competition from non-U.S. companies could increase and could harm our sales, profitability and cash
Jlows. .

In addition to competitio