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Engineered Products

HOMESHIELD - FABRICATED WINDOW AND DOOR COMPONENTS
wwiww.home-shield.com

Description
Seven production facilities that manufacture residential building products
for viindow and door OEMs

Key Products
Window and door screens, divided light grilles, door threshelds and
astragzls, architectural moldings, cladding, and window muntin

Mar.ufacturing Capabilities

Roll forming, slitting, laser welding, stamping, coating, Rolltrusion™,
wood roldings, and component assermnbly

Tabl2 of Contents

At A Glance 2
Consolidated Financial Highlights 3
Shareholder Letter 4
Grov/ih Strategy 8
Homeshield 10
Mikron 12
Truseal Technologies 14
Nichafs Aluminum 16
Sele:ted Financial Data 18

Shareholder Information 19

MIKRON - VINYL AND COMPOSITE WINDOW AND DOOR PRODUCTS
www.mikronvinylt.com

Description
Three production facilities that comprise one of the largest manufacturers of extruded
PVC products and accessories for window and door OEMs in North America

Key Products
Customer-specific vinyt and composite profiles, impact resistant window and
door components

Manufacturing Capabilities
in-house design and testing, precision tooling design and rmanufacturing, in-house
compound development and blending, and 163 highly automated extrusion lines

TRUSEAL - INSULATING GLASS SEALANT SYSTEMS
www.truseal.com

Description

Three facilities (two domestic and a startup in Chinaj that manufacture composite
spacer products and sealants for fabricating windows, doors and solar panels.
Another facility produces and distributes the insutating glass assembly equipment

Key Products

Flexible Insulating Glass (IG) spacer systems, insulating glass, window and door
accessories, solar panel adhesives, and fully automatic and manual insulating gtass
fabrication equipment

Manufacturing Capabilities

21 extrusion lines, one continuous process mixing system, 10 conventional bulk mixers,
state-of-the-art pilot plant facility and expansion capabilities

Aluminum Sheet Products

NICHOLS ALUMINUM
www.nicholsal.com

Description
One scrap-based mini-milt casting facility and three finishing facilities that manufacture
coated and mill finished aluminum sheet products

Key Products
Mill finished aluminum sheet, coated aluminum shest

Manufacturing Capabilities
360 million pounds per year of mill finished capacity, cold rolling to gauge, annealing to
temper, leveling, custom coating and slitting
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Qur Company

Quanex Building Products Corporation {“Quanex”),
based in Houston, Texas, is a leading manufacturer
of value-added engineered materials and
components for the building preducts market.

Quanex’s common stock trades on the

New York Stock Exchange under the symbol NX.
For further information, visit the Company’s website
at www.quanex.com,

Our Mission

To provide premium guality systems and components that seal,
protect and improve the energy efficiency or architectural appeal of

building envelopes, while:
* Profitably growing revenue

¢ Achieving returns on investment above our cost of capital

over the business cycle; and

» Creating a safe, productive and fulfilling workplace for

our employees.
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Our vision has never been clearer.
The residential housing market is severely depressed and ogur

main driver, housing starts, has experienced its lowest level in decades.

Quanex Building Products has been well managed to generate income,
capture new business, launch new products, and maintain a streng cash flow
even during this cxtremely difficult economic environment. Many factors contribute

omic enyl

to our ability to consistently outperform our markets, including our strong customer

relationships, our product innovation and our people.
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—— Possibilities

Dear Shareholders

2008 was an eventful year for Quanex. It was a year of change for our
corporate structure, our leadership team, and our end markets. First was
the spin of our building products division into Quanex Building Products
Corporation in April 2008. Next was the merger of Quanex Corporation
(MACSTEEL) with Gerdau S.A., a global steel company. These transactions
created a new company, and delivered outstanding shareholder value.

Our new company, Quanex Building Products (“Quanex”}, gives us new
paths and possibilities for growth and shareholder wealth creation.

In July, | joined Quanex as CEO, working with Raymond Jean in a planned
transition that led to Ray's retirement in December. Throughout 2008 and
the challenges of our internal structural business changes, we saw dramatic
declines in residential construction for the third year and unprecedented
turmoil in the global financial markets. Over the year, the Quanex team
performed through sweeping internal and external changes while the
Company outperformed in a down market.

As things change, some things remain the same. Quanex is dedicated

to helping customers be successful. We achieve this through long-term
partnerships, a passion for continuous improvement, and innovation. We
collaborate with our customers to ensure that our collective strengths yield
cutting edge processes and new praducts that exceed the demands of
residential construction markets. Product innovation and outstanding quality
and service have been at the foundation of the Company's success today
and will be in the future.

We are proud to cater to the needs of the largest window and

door suppliers on the continent.

Continuous improvement in everything we do is a requirement for business
success. The Quanex team is dedicated to performance improvement in our
care activities that we believe will drive long term shareholder value. First is
safety and health. We work to be the safest in the industry. Our team strives
to improve the health of our work force through health assessments and
promoting health education. These efforts continue to help curb rising health

costs and keep our employees safe on and off the job. Our lean journey



continues under the umbrella of continuous improvement. We will continue to
sharpen our low cost positions through advancements of lean methodologies and
Six Sigma quality initiatives. And finally, we partner with our major customers in

improvement activities that drive benefits for everyone involved.

Quanex is in a unique position in the window and door industry. Through our
businesses — Nichols, Mikron, Truseal and Homeshield — we serve a $30 billion
market. Quanex historically has served this market individually through our stand-
alone business models. Many of our customers want to be served by a single
source. Quanex is in an excellent position to optimize its sales channel to market.
Our businesses will work collaboratively in the years ahead to increase our sales
efficiency, our sales processes and to be sure that our customers have access to
all of our products, logistical capabilities and engineering. We believe our combined

efforts will help us gain market share.

Construction markets remain in a slump and economists don't see demand
returning to normalized levels during 2009. However, we are taking the necessary
initiatives to ensure we sharpen our capabilities to prepare for the rebound of our
markets. We have consolidated operations and reduced labor, but only where and
when it makes sense. Quanex will never compromise product quality or customer
service. Qur customers are often the leaders in the industry who rely on us to
effectively supply their production requirements. We will continue to expand on the
value proposition we offer customers and take advantage of opportunities to grow
with them through new and better product creation. And finally, we will continue to
invest in the technologies, facilities and equipment that will enable us to expand

both our capabilities and global presence.

Innovation continues to be a differentiator with our customers. In a world where
energy efficiency will be a driving force, we see infinite possibilities to make building
envelopes, windows and doors more energy efficient. Quanex introduced several
innovations to the window and door industry that helped grow revenues and deliver
exciting new products. These innovations include Truseal's Duralite™, the most
energy efficient warm edge window spacer on the market. Homeshield’s patented
door threshold systems seal and protect a home’s entry against the harshest blows
of Mother Nature. Mikron introduced MikronWood™, one of the most energy
efficient replacement window systems on the market. In addition, Guanex is
participating in the global growth of the solar industry with the solar edge tape




developed by Truseal that seals glass to protect the very delicate, thin film
photovoltaic materials. Quanex's innovation is finding new markets and
applications for an energy-starved world.

We end 2008 with a solid balance sheet and have focused the Company to
generate cash and continue to invest in the future. Our strategic direction is
clear: we will build our business around our leadership pasition in the window
and door industry. We are open to growth through complementary adjacencies
that make sense for our business and our shareholders. | am confident that over
the next few years, through the execution of our strategy, we will enhance the

value of Quanex Building Products for our shareholders.

| would like to thank all our dedicated employees and our Board of Directors
for their continued support and contributions. Great opportunities lie ahead
and | believe by working together our Company will continue to innovate,
grow and add shareholder value.

Sincerely,

’ a

Dave Petratis
Chairman, President and Chief Executive Officer

A Tribute:
Raymond A, Jean

Raymond Jean joined
Quanex Corporation as

Chief Executive Officer in
February 2001 and retired

in December 2008. Ray
transformed Quanex into a
market-driven firm focused
on two distinct markets, and delivered tremendous
value for shareholders.

Shortly after his arrival, Ray {aunched the

“Quanex Game Plan” with its imperatives of
becorning process based and market driven.
Through this customer-centric strategy, Quanex
strengthened its alliances and dedicated itself to
enhancing its value propositions through product
innovations, and supply chain and design solutions.

Ray not only emphasized the development

of sound strategies, but also recognized that
delivering continuous improvement in performance
was about outstanding execution by an aligned,
engaged team of individuals. To raise the bar on
performance, "Project Breakthrough” was initiated
to focus on sharpening leadership skills, putting a
premium on developing people, and making lean
thinking a part of the Company’s DNA.

During Ray's tenure, the price of the common stock
appreciated from approximately $8 to $54. In the
pursuit of delivering shareholder value, Ray and the
Quanex team crchestrated several stock splits, stock
buybacks and a healthy stream of dividend increases.
Finally, the successful merger and spin-off of Quanex
Building Products that took place in April 2008, was
approved by 98% of shareholders. All the best to
Ray and his family on a well-deserved retirement.




A Clear Strategy

Our vision is to become one of the world’s mast profitable manufacturers of
engineered building components. We will be recognized for leading-edge products
and process technologies and best-in-class customer service.
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Working With A Clear Purpose -

Where Are We Going?

Our purpose is to provide our customers with premium, quality
systems and components that seal, protect and improve the
energy efficiency or architectural appeal of building envelopes.

At the same time we will:

* Profitably grow revenue,

* Achieve returns on our investments above our cost of
capital over the business cycle, and

» Create a safe, productive and {ulfilling workplace

for our employees.

Qur objective is to more than double revenue and enterprise value
over the next five years through organic growth, acquisitions and

continuous improvement.

Strategy of Growth - How Will We Get There?

Qur core value discipline centers on organic growth through product
innovation and increased participation in the remodeling markets
and with new and existing customers. By participating in the
organizations that set the energy-efficiency standards, we will
translate those standards into innovative solutions and will continue
to develop our leadership role in fenestration products that exhibit
the best-in-class thermal qualities. Further market penetration will
be achieved through co-development programs as we partner with
customers to increase the value, design and dependability of their

mestically and mternailonally
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Our acquisition strategy is a global focus that is stratified into three tiers,
with the priority being acquisition of fenestration component manufac-
turers that service our existing set of solid customers and thereby offer
both operational and marketing synergies. This would include makers

of products that are similar or complementary to the types we currently
produce. Second is to expand heyond our current niche as a provider
of components to window and door original equipment manufacturers
or OEMSs. This type of acquisiticn would produce engineered products
or systems that are different from what we currently offer but that
nonetheless seal, protect and insulate the residential building envelope.
Lastly, we might selectively acquire businesses that employ manufactur-
ing processes that are similar to our own and make engineered products
or systems that seal, protect and insulate a building envelope, but that

serve the commercial construction markets.

Whether the growth is arganic or through acquisition, our intent is to
add to the value we bring to our customers and the products they
produce by providing superior compeonents and a level of service that
differentiates us among our peers. Beyond supplying and servicing
our customer, we want to be the partner they look to for expert

knowledge, innovative product development and personalized logistics.

Key Factors To Our Success
Communication is a key success factor for superior customer service,
both internally and externally, and employees are engaged through

active listening, honesty and respect.

It is important that we continue our already successful lean journey.

Keeping our facilities clean, safe and running at optimum efficiency
reduces costs, We will continue to provide employees with the

{ nowledge and tools they need to be informed, skilled and safety
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Homeshield

Fabricated Window
and Door Components

Homeshield manufactures screens, grilles, thresholds,

astragals and roll formed products, from a variety of

materials, for window and door OEMs.

Homeshield is an integrated manufacturer with product lines that
include window and daor screens, roll formed products, wood grilles
and architectural moldings. Designed for customers that include the
largest window and door producers in the U.S., Homeshield provides
custom tailored components that are produced by roll forming, slitting,
laser welding, laminating, stamping and coating using automated
assembly and proprietary designed tocling. Homeshield also

provides design and engineering support, tooling expertise and
custom delivery options.

Homeshield is a large supplier to window OEMs and produces
screens, wood components and divided light systems. Their products
typically garner a relatively high premium because they are backed
with in-house engineering and design, logistic systems support and

a high degree of customer service. Homeshield is also a leading
producer of a host of complementary products such as roll formed
componeants, aluminum and stainless steel glass spacers, muntins (or
wood grilles between the glass), window reinforcement bars, cladding
and screen frames.

In the door market, Homeshield offers a variety of components,
including patio door systems, astragals and thresholds. More
recently, they have developed a high performance entry door
system that offers best-in-class protection against the outside
elements in addition to simplifying installation. Emerging within

the industry and from government organizations are new standards
and performance criteria for the structural integrity and reliability of
fenestration systems. Further developing the dependability of its
door systems, Homeshield continues to stay way ahead of

these higher performance standards.

Some additional breakthrough products include TruScene screens
that do not deter the visibility of a window, retractable and top-hung
doors, real wood overlays to replace veneer, rolltrusion drawer slides,
and thresholds that withstand 130-mph winds. These products are all
examples of the significant benefits from co-development efforts and

how they result in new product sales with existing customers.

Homeshield shares the common focus that is present in all
Engineered Products businesses - closely coliaborating with its
customers from the onset of design and throughout production

to produce products that enhance the customer's market position.
Product manufacturing is frequently scheduled for just-in-time
delivery and line-sequenced to the customer's production. In addition,
Homeshield’s flexible, multi-state manufacturing operations allow it to
control costs while offering short lead times to meet its customers’
exacting requirements. Providing the custormer with value-added
processes, support for new product development and personalized
logistics has aflowed Homeshield to foster strong partnerships with
its customers. And in turn, these partnerships continue to provide
Homeshield with a loyal and long-lasting customer base.



Homeshield's patio door and continuous sidelight
systems feature a patented vinyl cap that is economical,
structurally strong and attractive.




Mikron

Vinyl and Composite
Window and
- Door Products

Mikron is one of North America’s largest manufacturers

of extruded PVC profiles and accessories for
window and door OEMs.

Mikron designs and produces custom, patented components and
systems for every window market in North America. These systems

are sold through major window and door OEMs. Available in vinyl

(PVC) and composite materials, these systermns meet the aesthetic,
environmental, and physical requirements of their markets. Mikron does
this thraeugh a world-class design and testing center, a state-of-the-

art tooling facility, and three highly automated manufacturing factories
blending proprietary thermoplastic resin-based cormpounds extruded in
highly weather-able, customer-specific components.

Considered a picneer of PVC-based materials for window components,
Mikron has been refining and optimizing its proprietary PVC compound
for the past twenty years. The MikronBlend™ compounds offer price
and superior weathering performance benefits over common PVC,
traditional wood and aluminum window and door profiles. Viewed in the
market as the premium PVC extrusion supplier, Mikron makes a variety
of custom profiles to meet specific customer design requirements as
well as turnkey full window and door systems. A more recently develops
proprietary material, MikronWood™, is made from a compaosite blend
of specialty resins that is used to produce a superior no-rot, low-
maintenance profile that offers the beneficial fabrication and aesthetic

characteristics of wood.
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Mikron produces its window and door profiles
using a material formulation that has been
developed, refined, and aptimized to deliver
superior performance.

At Mikron, the process begins with a design concept that is oftentimes
the result of & collaborative effort between the customer and a team
of experienced window design engineers. Design requirernents and
dimensions are created using state-of-the-art 3D CAD software to
create a digital model of the full window or door product. Proprietary
profile extrusion tooling is then machined to aircraft-grade toferances
using proprietary solid stainless steel and Electronic-Discharge
Machining technology. Shape-specific tooling then provides the
profile form through which PVC, compesite compound and color
surface material is extruded to produce a profile lineal that will be cut
to specific lengths and used by the customer to fabricate windows or
doors. Approximately 30% of all PVC windows installed in the U.S.
contain extruded components that have been designed by or
produced by Mikron.

Mikron has over 450 design patents
in the United States and over 300 design
registrations in Canada.

Mikron is a unique producer compared to many competitors as it
controls every aspect of the process, including blending its own

proprietary compound. In addition, Mikron offers its customers extensive

research and development capabilities and has partnered to develop

unique window and door locking hardware, solar reflective coatings and

SuperCapSR, all new proprietary products. The StyleLock™ locking
system is a hardware system produced for certain regional customers
in conjunction with exclusive PVC supply and territory rights,

Mikron's Solar Reflective Coatings (SRC™) are expressly formulated
for PVC applications that combine special acrylic and polyurethane
resins with select, processed pigments to enhance exterior ultraviolet
durability, deter solar radiation from the surface, and minimize
damaging thermal heat. The engineering behind this technology
allows the application of designer colors that typically couldn't
handle excessive heat gain.

SuperCapSR™ is a patent-pending new exterior color technology
system that provides low heat-absorbing performance and a highly
durable, scratch-resistant surface in a range of colors. The color is
molecularly fused to the profite during production, making it more
durable during fabrication, delivery and installation of the finished
window or door product.

Abundant oppeortunities have emerged as consumers require window
and door products that reduce their energy costs and sustain high
impact weather, Specifically, regional and local building codes have
tightened to require higher energy performance and storm impact
resistance. Mikron has developed a high impact, commercially rated
door system that can sustain winds up to 130 mph. The door, tabeled
K2™ was well received at the recent GlassBuild America show and
should enjoy market expansion in 2009. Importantly, regional building
codes requiring higher energy-efficiency ratings have begun to favor
more energy-efficient vinyl framed windows over those made with
aluminum frames. Mikron, as a vinyl window component market leader,
should continue to benefit from this trend.

Mikron remains at the forefront of its industry with its state-of-the-art
tooling and manufacturing capabilities, just-in-time delivery, over
150 custom designed window systems and even more patented
customer designs. It is this full integration of materials and process
technology development capabilities, architecturally appealing
products and premium service that has {ead to Mikron’s superior
reputation in the industry, and in many cases, exclusive supply rights
with many of its customers. Mikron’s success is also attributable to
their continual search for value-added, differentiated products and
opportunities to grow income and reduce costs for their customers.



Truseal Technologies

Insulating Glass
Sealant Systems

Truseal Technologies provides superior thermal efficiencies

with its composite spacer products, sealants and
insulating glass equipment used in fabricating

windows, doors and solar panels.

Truseal Technologies is a leading manufacturer and distributor of
patented all-in-one insulating glass sealing components, systems and
assembly equipment. Truseal has approximately 800 custamers in
North America and more than 1,000 worldwide.

Truseal supplies North American window
and door OEMs and more recently, has been
aggressively penetrating foreign markets.

Their flexible insulating glass (IG) spacer systems are components
used in the assembly of double- and triple-pane window units to
separate and seal the glass panes within the frame. In addition, Truseal
provides a line of glazing sealants and IG accessories for all types of
windows. When assembled, the spacers act as thermal barriers to
conserve energy, resist the formation of condensation and promote
noise reduction. Truseal’s systems are marketed under the trade
names of Duraseal, Duralite, Edgetherm and Decoseal.

Duraseal™, introduced in 2001, is a versatile and flexible “warm edge”
spacer system using composite laminating technology that reduces
thermal conductivity and improves surface and corner appearance.
Duraseal currently accounts for the majority of sales at Truseal,
however, the Company has already begun selling Duralite™, the third
generation warm edge spacer. Duralite contains no metal and uses
proprietary composite laminating technology. The product combines
six components for a structure that is rapidly gaining market share
and broad acclaim. Today, Duralite is the lowest conductivity spacer
available in the market. The other products developed by Truseal,
Decoseal™ and Edgetherrn™, are used to support the center of
decorative, bent or curved and specialty |G applications.

Truseal has also been selling its thin-film technology to produce
products for the thin film photovoltaic solar panel market. Solargain
Edge Tape™, or SET, is a unique product that improves the performance
and extends the life of solar panels. The product combines the functions
of an adhesive, a sealant and a desiccant, all in one tape. SET is sold
directly to commercial solar panel module manufacturers. Over the last
few years, sales have gained momentum and accounted for more than
15% of Truseal's revenues in 2008, nearly doubling 2007.

To further boost sales in this complementary market and to
accommeodate a large solar custormner, Truseal began work in 2006
to locate a manufacturing facility in China, just west of Shanghai.
When finished, the 81,000 square foot facility will include extrusion
lines and mixing capabilities. Production is expected to begin in
the second half of calendar 2009 and will supply both SET to the
solar markets and warm edge spacers to the window and door
markets throughout the Asia Pacific region.



As a leading producer of insulating glass
spacer systems, Truseal demonstrates its
commitment and confidence by offering
one of the most comprehensive warranties
in the industry.



Nichols Aluminum

Aluminum Sheet
Products

‘ Nichols Aluminum is a low-cost, scrap-based, mini-mill manufacturer

of coated and mill finished aluminum sheet products.
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Nichols Aluminum sells sheet products to

serve customers in a diverse range of
markets including building and censtruction,
trangportation, machinery and equipment,
consumer durable and electrical.

Nighols Aluminum manufactures mill finished aluminum sheet from

recycled scrap using a continuous casting process and in-line hot rolling
mills. The sheet is further reduced to specific thicknesses and widths

up to 52 inches, depending on a customer's custom order. In addition
to mill finished sheet, Nichols provides its customers with value-added
services like coating and slitting to precise widths.

Nichols has the capabilities to process dirty,
mixed grade scrap, a factor that enables
significant cost reduction and control.

One of Nichols' most significant competitive advantages is its ability

to utilize low grades of scrap meta), which reduces raw material costs.
Nichols uses cutting-edge scrap processing equipment beginning when
the scrap is received. !t is inspected, sorted, shredded with heavy duty
shredders, delacquered to burn off organics and combustibles and
blended to create an alloy with wide range usability. Nichols also
maximizes production yield with the use of rotary barrel furnaces to

rectaim aluminum from the dross created during the melting process.

Nichols’ customer base is primarily residential building products,
but also includes other diversified markets such as transportation,
machinery and durable goods. These customers use the aluminum
sheet to produce a variety of products including residential gutters,
trim and soffit, doors and windows, vents, trailer truck and
manufactured housing parts, irrigation pipe and pipe jacketing,
and electronic parts,

Having been a supplier of aluminum sheet since the 1950s, Nichols
has developed well-established relationships with a significant number
of customers. The majority of Nichols' customer relationships are over
15 years, with some dating back more than 40 years. Nichols holds a
reputation in the industry for consistent high quality and robust
customer service.

Another of Nichols' significant competitive advantages is its ability
to custom coat the aluminum sheet using a wide range of materials.
In addition to water-based ¢oatings In all colors and gloss levels, the
finishing lines can alse apply polyester, acrylic, viny!, fluorocarbon
and epoxy. Application can be cne sided or two sided ang in

varying thicknesses.

Finally, just-in-time delivery service, at best-in-class rates,
is a key differentiator for Nichols compared to imported and other
domestic supply alternatives.

Nichols continues to seek out opportunities to lean out its processes
to drive further cost advantages. Safety, productivity and efficiency
and customer satisfaction are key success factors in the day-to-day
operations and a constant focus at all levels of the business.
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Total Debt . . $2,551 $4,015 $6,736 $9,256 $2,261
Stockholders' Equity 547,828 _ 883.149 758,515 656,742 500,707 i
Total Capitalization $550,379! $887,164 $765,251 $665,998 $502,968
Depreciation and Amortization $35,072 $37.991 $36,999 $32.701 $18,467
Capital Expenditures, Net $15,815 $15,904 $27,072 $28,087 $11.114
Other Data
Continuing Return on Investment-Percent 2.3% 7.0% 9.2% 10.7% 5.5%
Continuing Return on Cormmon Stockhalders’
Equity-Percent 2.2% 7.0% 9.2% 10.6% 54%
Average Number of Employees 2,373 2,744 3,084 2,883 1,804
Net Sales Per Average Employee $366 $351 $338 $330 $356
Backlog For Shipment in Next 3 Months $36,000 $49 000 $36,000 $57.000 $70.000

{1} During the secand quarter of 2008, the Company spun off Quanex Corporation's Building Products business immediately followed by the marger of Quanex Corporation
(consisting primarily of the Vehicular Preducts business and all non-Building Products related corporate accounts) with a wholly-owned subsidiary of Gerdau S.A. During
the fourth quarter ot 2005, the Company committed to a plan to sell its Temroc business. In the first quarter of 2005, the Company sold its Piper Impact business and in the
fourth quarter of 2004 sold its Nichels Aluminum - Golden business. Accordingly, the assets and liabilities of the Vehicular Products business and all non-Building Products
related corporate accounts, Temroe, Piper Impact and Nichels Aluminum - Golden are reported as discontinued operations in the Consolidated Balance Sheets for all petiods
presented, and their oparating resuits are reported as discontinued operatiens in the Consolidated Statements of Income for all pericds presented,

4] In Becember 2004, the Company acquired Mikron and accounted for the acquisition under the purchase method of accounting. Accordingly, Mikron's estimated fair value of
assets acquired and ligbilities assumed in the acquisition and the results of operations are included in the Company's consolidated financial statements as of the effective
date of the acquisition,

{3y Included in cperating incoma Is a gain on sale of land of $0.5 million in fiscal 2004,

{a} Includes ettects in fiscal 2005 of Temroc's $13.1 million (pretax and after-lax) asset impairment charge in accardance with SFAS 142 and SFAS 144,

{5} The quarterly common stack cash dividends prior to April 23, 2008 reflect dividends of Quanex Corporation prior 10 the Separation, while dividends after April 23, 2008 reflect
dividends of Quanex Building Preducts, the accounting successor ta Quanex Corporation.

@) Totat assets include assets of discontinued operations of $742.3 milion, $582.1 million, $490.9 million and $556.3 million at October 31, 2007, 20086, 2005 and 2004, respectively.,
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Engineered Products

www.home-shield.com
Homeshield

7942 North 3350 East Rd.
Chatsworth, lilinois 60921
815.635.3171

info@home-shield.com

Homeshield - West Coast
250 Steelhead Way

The Dalles, Oregon 97058
541.298.1200

info@home-shield.com

Homeshield - Rice Lake
311 West Colernan Street
Rice Lake, Wisconsin 54868
715.234.9061

info@home-shield.com

Homeshield - Richmond
451 Industrial Parkway
Richmond, Indiana 47375
765.966.0322

info@home-shield.com

Homeshield - Mounds View

2270 Woodale Drive

Mounds View, Minnesota 55112

763.231.4000

info@home-shield.com

Homeshield - Luck
501 Main Street

Luck, Wisconsin 54853
715.472.2223

sales@colonialcraft.com

Homeshield - Dubugque
1111 Purina Drive
Dubuque, lowa 52001
563.582.1472

sales@colonialcraft.com

www.mikronvinyl.com

Mikron Industries, Inc.

Mikron West

1034 Sixth Avenue N
Kent, Washington 98032
253.854.8020

info@mikronvinyl.com

Mikron East

100 Mikron Way

Richmond, Kentucky 40475
859.623.2643

info@mikronvinyl.com

Mikron Mid-West

501 North Elida Street
Winnebago, lllinois 61088
815.335.2372

info@mikronvinyl.com

www.truseal.com
Truseal Technologies
6680 Parkland Boulevard
Solon, Ohio 44139
216.910.1500

kreider@truseal.com

Truseal Technologies

403 Treuhaft Blvd.
Barbourville, Kentucky 40906
606.546.7300

kreider@truseal.com

Truseal Sealing Technologies
{Suzhou) Co., Ltd.

No. 6 Building,

58 Jin Sha Jiang Road

SND Suzhou City,

Jiangsu Province,

PR.C. 215153

chunyan_zhang@truseal.com

Besten Equipment Inc.
6680 Parkland Boulevard
Solon, Ohic 44139
216.910.1500

sales@besteninc.com

Aluminum Sheet Products

www.nicholsal.com
Nichols Aluminum
1725 Rockingham Road
Davenport, lowa 52802
563.324.2121

sales@nicholsal.com

Nichols Aluminum - Lincolnshire

200 Schelter Road
PO.BOX 1401
Lincolnshire, lllinois 60068
847.634.3150

sales@nicholsal.com

Nichols Aluminum - Alabama
2001 Highway 20 West
Decatur, Alabama 35601
256.353.1550

sales@nicholsal.corn

Nichols Aluminum Casting
2101 J.M. Morris Blvd.

P.C. Box 4110

Davenport, lowa 52802
563.322.0118

sales@nicholsal.com
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PART I
Item 1. Business
General

Quanex was organized in 1927 as a Michigan corporation under the name Michigan Seamless Tube
Company. [t reincorporated in Delaware in 1968 under the same name and then changed its name to Quanex
Corporation in 1977. On December 12, 2007, Quanex Building Products Corporation was incorporated in the
state of Delaware as a subsidiary of Quanex Corporation to facilitate the separation of Quanex Corporation’s
vehicular products and building products businesses. The separation occurred on April 23, 2008, through the
spin-off of Quanex Corporation’s building products business to its sharcholders, in the form of stock of Quanex
Building Products Corporation, immediately followed by the merger of Quanex Corporation (consisting
principally of the Vehicular Products business and all non-Building Products related corporate accounts) with a
wholly-owned subsidiary of Gerdau S.A. (Gerdau). This transaction is hereafter referred to as the “Separation™.
The Company’s executive offices are located at 1900 West Loop South, Suite 1500, Houston, Texas 77027. For
purposes of describing the events related to the Separation as well as other events, transactions and financial
results of Quanex Building Products Corporation and its subsidiaries related to periods prior to April 23, 2008, the
term “Quanex” or the “Company” also refer to Quanex Building Products Corporation’s accounting predecessor,
Quanex Corporation. '

The Company’s businesses are managed on a decentralized basis and operate in two reportable business
segments: Engincered Products and Aluminum Sheet Products. Each business has administrative, operating and
marketing functions. The Company measures each business’s earnings, cash flow and return on investment and
seeks to reward superior performance with incentive compensation, which is a significant portion of total
compensation for salaried employees. Intercompany sales are conducted on an arms-length basis. Operational
activities and policies are managed by corporate officers and key division executives, Also, a small corporate
staff provides corporate accounting, financial and treasury management, tax, legal, internat audit, information
technology and human resource services to the operating divisions,

Quanex is a technological leader in the production of aluminum flat-rolled products, flexible insulating glass
spacer systems, extruded composite and vinyl profiles, and precision-formed metal and wood products which
primarily serve the North American building products markets. The Company uses low-cost production processes,
and engineering and metallurgical expertise to provide customers with specialized products for specific applications.
Quanex believes these capabilities also provide the Company with unique competitive advantages. The Company’s
growth strategy is focused on nurturing and developing its Engineered Products businesses, introducing innovative
products and components, and pursuing expansion through the acquisition of companies that produce similar
products and serve similar or adjacent building products markets in North America, Europe and Asia.

Merger and Separation '

On November 19, 2007, the Company announced that its Board of Directors unanimously approved a
merger of Quanex Corporation, consisting principally of the Vehicular Products business and all non-Buitding
Products related corporate accounts, with a wholly-owned subsidiary of Gerdau in exchange for $39.20 per share
in cash. Quanex Corporation entered into a definitive agreement with Gerdau with respect to the merger on
November 18, 2007 (the Gerdau Merger Agreement). The Separation occurred on April 23, 2008, through the
spin-oft of Quanex Corporation’s building products business to its shareholders, immediately followed by the
merger of Quanex Corporation (consisting principally of the Vehicular Products business and all non-Building
Products related corporate accounts) with a wholly-owned subsidiary of Gerdau. All Quanex Corporation




shareholders of record received one share of Quanex Building Products Corporation’s stock for each share of
Quanex Corporation stock.

Notwithstanding the legal form of the Separation, because Gerdau merged with and into Quanex
Corporation immediately following the spin-off and because the senior management of Quanex Corporation
continued as the senior management of Quanex Building Products Corporation following the spin-off, we
consider Quanex Building Products Corporation as divesting the Quanex Corporation vehicular products segment
and non-building products related corporate items and have treated it as the “accounting successor” to Quanex
Corporation for financial reporting purposes in accordance with Emerging Issues Task Force (EITF) Issue No. 02-
11, “Accounting for Reverse Spinoffs” (EITF 02-11).

In accordance with the provisions of Statement of Financial Accounting Standard (SFAS) No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets” (SFAS 144) effective with the Separation on
April 23, 2008, the results of operations, financial position and cash flows related to the vehicular products
business and non-building products related corporate items are reported as discontinued operations for all periods
presented. In addition, the assets and liabilities of the vehicular products business and non-building products
related corporate items have been segregated from the assets and liabilities related to the Company’s continuing
operations and presented separately on the Company’s comparative balance sheet as of October 31, 2007. Unless
otherwise noted, all disclosures in the notes accompanying the consolidated financial statements reflect only
continuing operations.

Business Developments

The Company has grown prlmanly through the strategic acquisition of residential-related building products
businesses that complement its overall product base. On December 31, 2003, the Company completed the
acquisition of Truseal, a manufacturer of patented and trademarked ﬂex1ble insulating glass spacer systems and
sealants for residential windows. The consideration for the acquisition of all of the outstanding capital stock of
Truseal was $112.7 miilion in cash including the working capital adjustment and transaction fees.

On December 9, 2004, the Company completed the acquisition of all of the outstanding stock, through a
subsidiary merger, of Mikron, a.manufacturer of engineered vinyl and thermoplastic alloy composite window
components, window coverings and door components. Mikron serves the residential building and remodeling
markets. Headquartered in the Seattle suburb of Kent, Washington, Mikron operates modern and highly automated
extrusion facilities located in the Kent area; Richmond, KY, and Winnebago, IL. The Company paid $197.5 million
in cash including the working capital adjustment, a purchase price adjustment and transaction fees.

In addition, in the last five years, the Company has added facilities in The Dalles, Oregon and Dubuque,
lowa for manufacturing of residential fenestration products. The Company has a startup operation in Suzhou, China
with production to begin during the second half of 2009.

Quanex Building Products LLC was formed in Delaware on December 12, 2007, by Quanex Corporation to
hold substantially all of the building products business of Quanex Corporation and to facilitate the separation of its
vehicular products and building products businesses through the spin-off and the Quanex/Gerdau merger.

Manufacturing Processes, Markets, and Product Sales by Business Segment

The Company has |8 manufacturing facilities in 10 states in the United States. These facilities feature
efficient plant design and flexible manufacturing processes, enabling the Company to produce a wide variety of
custom engineered products and components for the residential building products markets.” The Company is able to




maintain minimal levels of finished goods inventorics at most locations because it typically manufactures products
upon order to customer specifications. Payments for purchases and collections from customers are generally
consistent with industry practices which are based on average 30 day terms. The Company believes it maintains
lower than industry average working capital levels that have historically been funded through cash flow from
operations.

The majority of our products are sold into the building products markets. Residential housing starts and
remodeling expenditures are the primary market drivers.

For financial information regarding each of the Company’s reportable business segments, see
“Management’s Discussion and Analysis of Financial Condition and Results of Operations™ herein and Note 12 to
the Consolidated Financial Statements. For net sales of the Company by major product lines see Note 12 to the
Consolidated Financial Statements. For the year ended October 31, 2008, one customer, Associated Materials,
Inc., represented $105.8 million or 12% of the consolidated net sales of the Company. Both of the Company’s
segments make sales to this on¢ customer. For the years ended October 31, 2007 and 2006, no one customer
represented 10% or more of the consolidated net sales of the Company.

Quanex operates in two reportable business segments: engineered building products and aluminum sheet
building products.

Engineered Building Products

The Engineered Building Products segment is comprised of six fabricated metal components operations, two
facilities producing wood fenestration {dcor and window) components, four polyvinyl chloride (vinyl) extrusion
facilities, a flexible insulating glass spacer operation and a facility that produces automated equipment for assembling
insulating glass units. The segment’s operations producc window and door components for Original Equipment
Manufactures (OEMs) that primarily serve the residential construction and remodeling markets. Products include
insulating glass spacer/sealant systems, thin film solar panel sealants, window and patio door screens, aluminum
cladding and other roll formed metal window components, door components such as thresholds and astragals
(moldings), residential exterior products, engineered vinyl and composite patio door and window profiles and custom
window grilles, and trim and architectural moldings in a variety of woods primarily for the home improvement and
residential construction markets.

Engineered Products’ extrusion operations use highly automated production facilities to manufacture vinyl
and composite profiles, the framing material used by fenestration OEMSs in the assembly of vinyl windows and patio
doors. Value-added capabilities include compound blending, window system design, tooling design and fabrication,
in-line weatherstrip installation and miter cutting, and co-extrusion of integrated weather-resistant coatings. Metal
fabrication operations include roll forming, stamping, and end-product assembly to produce a variety of fenestration
products. The insulating glass sealant business uses co-extrusion and laminating technology to produce highly
engineered, butyl rubber-based window spacer products used to separate two panes of glass in a window sash to
improve its thermal performance. Engineered Products customers’ end-use applications include windows and
window components, entry and patio door systems, and custom hardwood architectural moldings. Key success
factors range from design and development expertise to flexible, world class quality manufacturing capability and
just-in-time delivery.

Aluminum Sheet Building Products

The Aluminum Sheet Building Products segment is comprised of an aluminum mini-mill operation and three
stand-alone aluminum sheet cold finishing operations. Aluminum sheet finishing capabilitics include reducing reroll




(hot-rolled aluminum sheet) coil to specific gauge, annealing, slitting and customn coating. Customer end-use
applications inchude window frames, exterior home trim, fascias, roof edgings, soffits, downspouts and gutters. The
product is packaged and delivered for use by various customers in the building and construction markets, as well as
other capital goods and transportation markets.

The segment’s aluminum mini-mill which can produce up to 360 million annualized finished pounds uses an
in-line casting process. The mini-mill converts aluminum scrap to reroll through melting, continuous casting, and in-
line hot rotling processes. It also has aluminum scrap shredding and blending capabilities, as well as two rotary barrel
melting furnaces, a delacquering furnace and a dross recovery system that broaden the mini-mill's use of raw
materials, allowing it to utilize a broader range of scrap, while improving raw material yields. Scrap is blended using
computerized processes to most economically achieve the desired molten aluminum alloy composition. Management
believes our production capabilities result in a significant conversion cost advantage and savings from reduced raw
material costs, optimized scrap utilization, reduced unit energy cost and lower labor costs.

For financial information related to each segment, see Note 12 of the Financial Statements contained in this
Annual Report on Form 10-K.

Strategy

Management’s vision is to become one of the world’s leading, most profitable manufacturers of
engineered building components, recognized for leading edge product and process technology, best in class
customer service, and excellent returns on investment. Execution of the following strategies will be essential for
attainment of this vision:

» Achieve robust organic growth in each of our reportable segments fueled by unmatched customer service,
new product introduction and development of superior product attributes, particularly thermal efficiency,
enhanced functionality, weatherability, appearance and best-in-class quality for Engineered Building
Products;

»  Offer logistic solutions that provide our customers with just-in-time service and lower processing costs;

*  Enhance profitability through our continued efforts to adopt, promulgate and formalize Lean Manufacturing
practices within both our core businesses and the acquisitions we make, including eliminating waste,
minimizing scrap, optimizing work flow and improving productivity;

«  Maintain elevated priority for employee safety programs through enhanced process design and diligent
supervision;

» Attract and retain outstanding leadership and facilitate broad-based employee development through open
communication, active feedback, meaningful goal setting and well-designed incentives; and

+ Pursue an active acquisition program, growing our existing fenestration footprint and expanding into other,
adjacent residential and select commercial building products segments, particularly those that leverage our
existing manufacturing skills (e.g., value-added aluminum processing, metal fabrication, specialty coating
and finishing, roll forming, potymer and adhesive extrusion, wood and composite materials processing, and
engineered systems design and assembly).

Raw Materials and Supplies

The Engineered Building Products businesses purchase a diverse range of raw materials, which include
coated and uncoated aluminum sheet, wood (both hardwood and softwood), polyvinyl chtoride, epoxy resin and
butyl rubber. In most cases, the raw materials are available from several suppliers at market prices. Aluminum sheet




is generally purchased from the Aluminum Sheet Building Products business at prices based upon arms-length
transactions. Sole sourcing arrangements are entered into from time to time if beneficial savings can be realized and
only when it is determined that a vendor can reliably supply all of the business’s raw material requirements.

The Aluminum Sheet Building Products business’s most significant raw material is aluminum scrap
purchased on the open market, where availability and delivery can be adversely affected by, among other things,
extreme weather conditions. Firm fixed price forward purchases matched to firm fixed price forward sales are used
on a limited basis to hedge against fluctuations in the price of aluminum scrap required to manufacture products for
fixed-price sales contracts. To a lesser extent, aluminum ingot futures contracts are bought and sold on the London
Metal Exchange to hedge aluminum scrap requirements. '

The Company believes that none of its sole sourcing arrangements are material.
Backlog

At October 31, 2008, Quanex’s backlog of orders to be shipped in the next three months was
approximately $36.3 million, comprised of $9.9 million for the Engineered Building Products segment and
$26.4 million for the Aluminum Sheet Building Products segment. This compares to approximately $48.5 million
at October 31, 2007, comprised of $10.0 mitlion for the Engineered Building Products segment and $38.5 million
for the Aluminum Sheet Building Products segment. The decrease at Aluminum Sheet Building Products is a
result of lower volumes and the lower price of ingot. Because many of the markets in which Quanex operates
have short lead times, the Company does not believe that backlog figures are reliable indicators of annual sales
volume or operating resuits.

Competition

The Company’s products are sold under highly competitive conditions. The Company competes with a
number of companies, some of which have greater financial resources than us. Competitive factors include product
quality, price, delivery, and the ability to manufacture to customer specifications. The amounts of aluminum mill
sheet products, engineered building products and extruded building products the Company manufactures represent a
small percentage of annual domestic production.

The operations of the Engineered Building Products business compete with a range of small and midsize
metal, vinyl and wood fabricators and wood molding facilities. The Company also competes against sealant firms
and insulated glass panel fabricators. Competition is primarily based on regional presence, custom engineering,
product development, quality, service and price. The operations also compete with in-house operations of vertically
integrated fenestration OEMs. Some of the primary competitors of the Engineered Building Products business
include Royal Group, Veka, Deceuninck, Edgetech, PPG/Intercept, and Allmetal.

The Aluminum Sheet Building Products business competes with small to large aluminum sheet
manufacturers such as Alcoa, Aleris, JW Aluminum and Jupiter, some of which are divisions or subsidiaries of major
corporations with substantially greater resources than the Company. The Company competes in coil-coated and mill
finished products, primarily on the basis of the breadth of product lines, the quality and rcsponsiveness of its
services, and price.

Sales and Distribution

The Company has sales organizations with sales representatives in many parts of the United States and to
a lesser extent in China and Europe. The Engineered Building Products segment’s products are sold primarily to




OEMs through company direct sales force, along with the limited use of distributors to market wood moldings
and in other business segments that are not North American. The Aluminum Sheet Building Products segment’s
products are sold to OEM and distribution customers through both direct and indirect sales groups.

Seasonal Nature of Business

Sales for both the Engineered Building Products and Aluminum Sheet Building Products businesses are
seasonal. Winter weather typically reduces homebuilding and home improvement activity. The Company typically
experiences its lowest sales during its first fiscal quarter. Profits tend to be lower in quarters with lower sales because
a high percentage of manufacturing overhead and operating expense is due to labor and other costs that are generally
semi-variable throughout the year.

Service Marks, Trademarks, Trade Names, and Patents

The Company’s federally registcred trademarks or service marks include QUANEX, QUANEX and design,
TRUSEAL TECHNOLOGIES, DURASEAL, DURALITE, SOLARGAIN EDGE TAPE, ENVIROSEALED
WINDOWS, EDGETHERM, COLONIAL CRAFT, MIKRON, MIKRONWOOD, MIKRONWQOOD A
PAINTABLE COMPOSITE and design, M design, MIKRONBLEND, MIKRON BLEND and design,
SPECTUSBLEND, SPECTUS BLEND and design, K2 MIKRON and design, BUILDER & REMODELER
EXECUTIVE, WINDOW EXECUTIVE, HOMESHIELD, HOMESHIELD and design, and STORM SEAL. The
trade name Nichols Aluminum is used in connection with the sale of our aluminum mill sheet products. The
HOMESHIELD, COLONIAL CRAFT, TRUSEAL TECHNOLOGIES, MIKRON and QUANEX word and design
marks and associated trade names are considered valuable in the conduct of our business. The Company’s business
generally does not depend upon patent protection, but patents obtained at our vinyl extrusion and window sealant
business units remain critical in providing us with a competitive advantage over other building products
manufacturers. The Company’s vinyl extrusion business unit obtains patent protection for various dies and other
tooling created in connection with its production of customer-specific designs and extrusions. The Company’s
window sealant business unit relies on patents to protect the design of several of its window spacer products.
Although the Company holds numerous patents, the proprietary process technology that has been developed is also
the source of considerable competitive advantage.

Research and Development

Expenditures for research and development of new products or services during the last three years were not
significant. Although not technically defined as research and development, a significant amount of time, effort and
expense is devoted to (a)custom engineering which qualifies products for specific customer applications,
(b) developing superior, proprietary process technology and (c) partnering with customers to develop new products.

Environmental Matters

The Company is subject to extensive laws and regulations concerning the discharge of materials into the
environment, the remediation of chemical contamination and worker safety. " To satisfy such requirements, the
Company must make capital and other expenditures on an ongoing basis. The cost of environmental matters and
worker safety has not had a material adverse effect on the Company’s operations or financial condition in the past,
and management is not aware of any existing conditions that it currently believes are likely to have a material
adverse effect on its operations, financial condition, or cash flow.




Remediation

Under applicable state and federal laws, the Company may be responsible for, among other things, all or
part of the costs required to remove or remediate wastes or hazardous substances at locations it has owned or
operated at any time. The Company is currently participating in environmental remediation at one of its locations.

From time to time, the Company also has been alleged to be liable for all or part of the costs incurred to
clean up third-party sites where it is alleged to have arranged for disposal of hazardous substances. At present,
the Company is not involved in any such matters.

Total environmental reserves and corresponding recoveries for Quanex’s current plants were as follows:

October 31,
2008 2007
(In thousands)
CUITENE oo een e $ 1,800 $ 1,500
NON-CUITEN . vt evvtverreeceeeeeieeecvvaesevasrreesareeesaraaserrosasne 2,485 4,239
Total environmental TESErves ..ovveeeveecieeeereveeeen, $ 4285 % 5,739
Receivable for recovery of remediation costs®....  $ 4,671  § 5,591

Approximately $0.6 million of the October 31, 2008 reserve represents administrative costs; the
remaining balance represents estimated costs for investigation, studies, cleanup, and treatment. The reserve has
not been discounted. As discussed below, an associated $4.7 million and $5.6 million undiscounted recovery
from indemnitors of remediation costs at one plant site is recorded as of October 31, 2008 and October 31, 2007,
respectively. The change in the environmental reserve during: the year ended October 31, 2008 primarily
consisted of cash payments of remediation costs.

The Company’s Nichols Aluminum-Alabama, LLC (NAA) subsidiary operates a plant in Decatur,
Alabama that is subject to an Alabama Hazardous Wastes Management and Minimization Act Post-Closure
Permit. Among other things, the permit requires NAA to remediate, as directed by the state, historical
environmental releases of wastes and waste constituents. Consistent with the permit, NAA has undertaken
various studies of site conditions, and during the first quarter of 2006, started a phased program to treat in-place
free product petroleum that had been released underneath the plant. Based on its studies to date, which remain
ongoing, the Company’s remediation reserve at NAA’s Decatur plant is $4.3 million. NAA was acquired through
a stock purchase in which the sellers agreed to indemnify Quanex and NAA for identified environmental matters
related to the business and based on conditions initially created or events initially occurring prior to the
acquisition. Environmental conditions are presumed to relate to the period prior to the acquisition unless proved
to relate to releases occurring entirely after closing. The limit on indemnification is $21.5 million’excluding legal
fees. In accordance with the indemnification, the indemnitors paid the first $1.5 million of response costs and
have been paying 90% of ongoing costs. Based on its experience to date, its estimated cleanup costs going
forward, and costs incurred to date as of October 31, 2008, the Company expects to recover from the sellers’
sharcholders an additional $4.7 million. . Of that, $3.9 million is recorded in Other assets, and the remaining
balance is reflected in Accounts receivable.

" Reported in Accrued liabilities on the Consolidated Balance Sheets
* Reported in Accounts receivable and Other assets on the Consolidated Balance Sheets
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The Company’s final remediation costs and the timing of those expenditures will depend upon such
factors as the nature and extent of contamination, the cleanup technologies employed, the effectiveness of the
cleanup measures that are employed, and regulatory concurrences. While actual remediation costs therefore may
be more or less than amounts accrued, the Company believes it has established adequate reserves for all probable
and reasonably estimable remediation liabilities. [t is not possibie at this point to reasonably estimate the amount
of any obligation for remediation in excess of current accruals because of uncertainties as to the extent of
environmental impact, cleanup technologies, and concurrence of governmental authorities. The Company

i currently expects to pay the accrued remediation reserve through at least fiscal 2016, although some of the same
factors discussed earlier could accelerate or extend the timing.

Compliance

Quanex incurred expenses of approximately $1.3 million during fiscal 2008 in order to comply with
existing environmental regulations. This compares to $1.4 million of expense incurred during fiscal 2007. For
fiscal 2009, the Company estimates expenses at its facilities will be approximately $1.0 million for continuing
environmental compliance. There were no material capital expenditures for environmental matters during fiscal
2008 or 2007 and no material environmental capital expenditure is planned for fiscal 2009. Future expenditures
relating to environmental matters will necessarily depend upon the application to the Company and its facilities of
future regulations and government decisions. The Company will continue to have expenditures beyond fiscal
2009 in connection with environmental matters, including control of air emissions, control of water discharges
and plant decommissioning costs. It is not possible at this fime to reasonably estimate the amount of those
expenditures, except as discussed above due to uncertainties about emission levels, control technologies, the
positions of governmental authorities and the application of requirements to the Company. Based upon its
experience to date, the Company does not believe that its compliance with environmental requirements will have
a material adverse effect on its operations, financial condition, or cash flows.

Warker Safety

The Company for many years has maintained effective compliance policies that have helped to minimize
liabilities and other financial impacts related to worker safety and environmental issues. These policies include
extensive employee training and education, as well as internal policies embodied in our Code of Conduct and
elsewhere. The Company plans to continue these policies in the future, and believes that they are a vital
component of the Company’s continued high performance. Based on experience to date, the Company does not
believe that there will be any material adverse effect on its operations, financial condition, or cash flows as a
result of maintaining these policies in the future. '

Employees

The Company had 2,262 employees at October 31, 2008 and approximately 2,122 at December 18, 2008.
Of the total employed, approximately 24% are covered by collective bargaining agreements. Following is a table
of collective bargaining agreements currently in place,




Covered

. Employees
Facility Expires Union at 10/31/08
Nichols Aluminum-Lincolnshiret” Jan. 2009  International Association of Machinists 92
and Aerospace Workers
Truseal Technologies Dec. 2009  United Steclworkers of America 138
Nichols Aluminum-Alabama May 2011  United Steelworkers of America 64
Nichols Aluminum—-Davenport/Casting Nov.2011 Internationa! Brotherhood of Teamsters 243

Financial Information about Geographic Areas

For financial information on the Company’s foreign and domestic operations, see Note 12 of the
Financial Statements contained in this Annual Report on Form 10-K.

Communication with the Company

The Company’s website is www.quanex.com. Inquiries to the Company and its Board of Directors are
invited. Interested persons may contact the appropriate individual or department by choosing one of the options
below.

General

Investor Information:

For Investor Relations matters or to obtain a printed copy of the Company Code of Business Conduct and
Ethics, Corporate Governance Guidelines or charters for the Audit, Compensation and Management Development,
and Nominating and Corporate Governance Committees of the Board of Directors, send a request to the Company’s
principal address below or inquiry@gquanex.com. This material may also be obtained from the Company website at
www quanex.com by following the “Corporate Governance” link.

The Company’s required regulatory filings such as annual reports on Form 10-K, quarterly reports on Form
10-Q, current reports on Form 8-K, and amendments to those reports are available free of charge through the
Company’s website, as soon as reasonably practicable after they have been filed with or furnished to the Securities
and Exchange Commission (SEC) pursuant to Section 13(a) or 15(d) of the Securities and Exchange Act of 1934 (the
1934 Act). Forms 3, 4 and 5 filed with respect to equity securities under Section 16(a) of the 1934 Act are also
available on the Company’s website. All of these materials are located at the “Financial Information” link. They can
also be obtained free of charge upon request to inquiry(@gquanex.com or to the Company’s principal address below.

Communications with the Company’s Board of Directors:
Persons wishing to communicate to the Company’s Board of Directors or specified individual directors may
do so by sending them in care of David D. Petratis, The Chairman of the Board of Directors, at the Company’s

principal address below or hotline@quanex.com.

) The collective bargaining agreement for Nichols-Aluminum Lincolnshire expires on January 12, 2009. The parties are
currently in negotiation, and a new agreement has not yet been ratified for the facility.




Hotline

Accounting Issues:

Persons who have questions or concerns regarding questionable accounting, internal accounting controls or
auditing matters may submit them to the Senior Vice President — Finance & Chief Financial Officer at the
Company’s principal address or hotline(@quanex.com.

Such communications will be kept confidential to the fullest extent possible. If the individual is not satisfied
with the response, they may contact the Audit Committee or the Nominating and Corporate Governance Committee
of the Board of Directors of the Company. If concerns or complaints require confidentiality, then this confidentiality
will be protected, subject to applicable laws.

Reporting Illlegal or Unethical Behavior:

Employees, officers and directors who suspect or know of violations of the Company Code of Business
Conduct and Ethics, or illegal or unethical business or workplace conduct by employees, officers or directors, have
an obligation to report it. If the individuals to whom such information is conveyed are not responsive, or if there is
reason to believe that reporting to such individuals is inappropriate in particular cases, then the employee, officer or
director may contact the Chief Compliance Officer, Chief Financial Officer, Director of Internal Audit, or any
corporate officer in person, by telephone, letter to the Company’s principal address or e-mail below. Quanex
Building Products also encourages persons who are not affiliated with the Company to report any suspected illegal or
unethical behavior.

1) By Letter
Quanex Building Products Corporation
1900 West Loop South, Suite 1500
Houston, Texas 77027

2) By Telephone .
Direct Telephone (713) 877-5349 :
Toll Free Telephone  (800) 231-8176 .
Toll Free HOTLINE  (888) 704-8222

k)| By Electronic Mail HOTLINE
hotline@quanex.com

Such communications will be kept confidential to the fullest extent possible. If the individual is not satisfied
with the response, they may contact the Nominating and Corporate Governance Committee of the Board of Directors
of the Company at the Company’s principal address above. If concerns or complaints require confidentiality, then
this confidentiality will be protected, subject to applicable laws.

Item 1A. Risk Factors

in addition to the factors discussed elsewhere in this report and in Management’s Discussion and Analysis of
Financial Condition and Results of Operations, the following are some of the potential risk factors that could cause
the Company’s actual results to differ materially from those projected in any forward-looking statements. These
factors, as well as the other information contained in this document, should be carefully considered when evaluating
an investment in the Company’s securities. Any of the following risks could have material adverse effects on the
Company’s financial condition, operating results and cash flow. The below list of important factors is not all-
inclusive or necessarily in order of importance.  +
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Worldwide economic conditions and credit tightening could materially adversely affect the Company.

Uncertainty about current global economic conditions poscs a risk as consumers may postpone spending in
response to tighter credit, negative financial news and/or declines in income or asset values, which could have a
material negative effect on the demand for the Company’s products and services and on the Company’s financial
condition and operating results.

The current financial turmoil affecting the banking system and financial markets has resulted in a tightening
in the credit markets, a low level of liquidity in many financial markets, and extreme volatility in fixed income,
credit, currency and equity markets. There could be a number of follow-on effects from the credit crisis on the
Company’s business, including insolvency of key suppliers resulting in products delays, inability of customers to -
obtain credit to finance purchases of the Company’s products, insolvencics; and inability of customers to pay
accounts receivable owed to the Company, or delays in the payment of such receivables. Additionally, if these
economic conditions persist, the Company’s intangible assets may be impaired.

The price of our common stock has been velatile and could continue to fluctuate in the future.

The market price of the Company’s common stock has fluctuated significantly and is likely to continue to
fluctuate in the future. Announcements by the Company or others regarding the receipt of customer orders, quarterly
variations in operating results, acquisitions or divestitures, additional equity or debt financings, litigation, product
developments, patent or proprietary rights, government regulation and general market conditions may have a
significant impact on the market price of the Company’s common stock.

If the Company’s raw materials or energy were to become unavailable or to significantly increase in price, the
Company might not be able to timely produce products for its customers or maintain its profit levels.

Quanex requires substantial amounts of raw materials, substantially all of which are purchased from outside
sources. The Company does not have long-term contracts for the supply of most of its raw materials. The
availability and prices of raw materials may be subject to curtailment or change due to new laws or regulations,
suppliers’ aliocations to other purchasers or interruptions in production by suppliers. In addition, the operation of the
Company’s facilities requires substantial amounts of electric power and natural gas. Any change in the supply of, or
price for, these raw materials could affect its ability to timely produce products for its customers.

The Company depends on supplier relationships, insurance providers, and other vendors, and any disruptions
in these relationships may cause damage to its customer relationships or delays to its business.

There can be no assurance that the Company’s suppliers will be able to meet the Company’s future
requirements for products and components in a timely fashion. In addition, the availability of many of these
components is dependent in part on the Company’s ability to provide its suppliers with accurate forecasts of the
Company’s future requirements. Delays or lost sales could be causcd by other factors beyond the Company’s
control, including late deliveries by vendors. If the Company were required to identify alternative suppliers for any of
its required components, qualification and pre-production periods could be lengthy and may cause an increase in
component costs and delays in providing products to customers. Any extended interruption in the supply of any of
the key components currently obtained from limited sources could disrupt the Company’s operations and have a
material adverse effect on customer relationships and profitability.

i




Portions of the Company’s business are genmerally cyclical in nature. Fewer housing starts, reduced
remodeling expenditures or weaknesses in the economy could significantly reduce revenue, net earnings and
cash flow,

Demand for the Company’s products is cyclical in nature and sensitive to general economic conditions. The
Company’s business supports cyclical industries such as the building and construction industries.

The primary drivers of the Company’s business are housing starts and remodeling expenditures. The
building and construction industry is cyclical and seasonal, and product demand is based on numerous factors such as
interest rates, general economic conditions, consumer confidence and other factors beyond the Company’s control.
Declines in housing starts and remodeling expenditures due to such factors could have a material adverse effect on
the Company’s business, results of operations and financial condition. The recent downturn in the housing market
has had an adverse effect on the operating results of the Company’s building products business. Further deterioration
in industry conditions or in the broader economic conditions of the markets where the Company operates could
further decrease demand and pricing for its products and have additional adverse effects on its operations and
financial results.

The Company is subject to various environmental requirements, and compliance with, or liabilities under,
existing or future environmental laws and regulations could significantly increase the Company’s costs of
doing business. '

The Company is subject to extensive federal, state and local laws and regulations concerning the discharge
of materials into the environment and the remediation of chemical contamination. To satisfy such requirements, the
Company must make capital and other expenditures on an ongoing basis. For example, environmental agencies
continue to develop regulations implementing the Federal Clean Air Act. Depending on the nature of the regulations
adopted, the Company may be required to incur additional capital and other expenditures in the next several years for
air pollution control equipment, to maintain or obtain operating permits and approvals, and to address other air
emission-related issues. Future expenditures relating to environmental matters will necessarily depend upon the
application to the Company and its facilities of future regulations and government decisions. It is likely that the
Company will be subject to increasingly stringent environmental standards and the additional expenditures related to
compliance with such standards. Furthermore, if the Company fails to comply with applicable environmental
regulations, the Company could be subject to substantial fines or penalties and to civil and criminal liability.

The Company may not be able to successfully identify, manage or integrate future acquisitions, and if it is
unable to do so, the Company’s rate of growth and profitability could be adversely affected.

The Company cannot provide any assurance that it will be able to identify appropriate acquisition candidates
of, if it does; that it will be able to successfully negotiate the terms of an acquisition, finance the acquisition or
integrate the acquired business effectively and profitably into its existing operations. Integration of future acquired
businesses could disrupt the Company’s business by diverting management’s attention away from day-to-day
operations. Further, fatlure to successfully integrate any acquisition may cause significant operating inefficiencies
and could adversely affect the Company’s profitability. Consummating an acquisition could require the Company to
raise additional funds through additional equity or debt financing. Additional equity financing could depress the
market price of the Company’s common stock.
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The Company operates in competitive markets, and its business will suffer if it is unable to adequately
address potential downward pricing pressures and other factors that may reduce operating margins.

The principal markets that the Company serves are highly competitive. Competition is based primarily on
the precision and range of achievable tolerances, quality, price and the ability to meet delivery schedules dictated by
customers. The Company’s competition in the markets in which it participates comes from companies of various
sizes, some of which have greater financia! and other resources than the Company does and some of which have
more established brand names in the markets the Company serves. Any of these competitors may foresee the course
of market development more accurately than the Company does, develop products that are superior to the
Company’s products, have the ability to produce similar products at a lower cost than the Company can, or adapt
more quickly than the Company to new technologies or evolving customer requirements. Increased competition
could force the Company to lower its prices or to offer additional services at a higher cost to the Company, which
could reduce its gross profit and net income. -

Original Equipment Manufacturers (OEMs) have significant pricing leverage over suppliers and may be able
to achieve price reductions over time, which will reduce the Company’s profits.

The Company’s products are sold primarily to OEMs, and to a much lesser extent, sold through distributors.
There is substantial and continuing pressure from OEMs in all industries to reduce the prices they pay to suppliers.
The Company attempts to manage such downward pricing pressure, while trying to preserve its business
relationships with its OEM customers, by seeking to reduce its production costs through various measures, including
purchasing raw materials and components at lower prices and implementing cost- effective process improvements.
However, the Company’s suppliers may resist pressure to lower their prices and may seek to impose price increases.
If the Company is unable to offset OEM price reductions through these measures, its gross margin$ and profitability
could be adversely affected. In addition, OEMs have substantial leverage in setting purchasing and payment terms,
including the terms of accelerated payment programs under which payments are made prior to the account due date
in return for an early payment discount.

The Company could lose customers and the related revenues due to the transfer of manufacturing capacity
by its customers out of the United States to lower cost regions of the world.

Manufacturing activity in the United States has been on the decline over the past several years. One of the
reasons for this decline is the migration by U.S. manufacturers to other regions of the world that offer lower cost
labor forces. The combined effect is that U.S. manufacturers can reduce product costs by manufacturing and
assembling in other regions of the world and then importing those products to the United States. Some of the
Company’s customers have shifted production to other regions of the world and there can be no assurance that this
trend will not continue. The Company may lose customers and revenues if its customers locate in areas that the
Company chooses not to serve or cannot economically serve,

If the Company’s relationship with its employees were to deteriorate, the Company could be faced with labor
shortages, disruptions or stoppages, which could shut down certain of its operations, reducing revenue, net
earnings, and cash flows.

The Company’s operations rely heavily on its employees, and any labor shortage, disruption or stoppage
caused by poor relations with its employees and/or renegotiation of labor contracts could shut down certain of its
operations. Approximately 24% of the Company’s employees are covered by collective bargaining agreements
which expire between 2009 and 2011. It is possible that the Company could become subject to additional work rules
imposed by agreements with labor unions, or that work stoppages or other labor disturbances could occur in the




future, any of which could impact financial resuits. Similarly, any failure to negotiate a new labor agreement when
required might result in a work stoppage that could reduce the Company’s operating margins and income.

Changes in regulatory requirements or new technologies may render the Company’s products obsolete or less
competitive,

Changes in legislative, regulatory or industry requirements or in competitive technologies may render certain
of the Company’s products obsolete or less competitive, preventing the Company from selling them at profitable
prices, or at all. The Company’s ability to anticipate changes in technology and regulatory standards and to
successfully develop and introduce new and enhanced products on a timely and cost-efficient basis will be a
significant factor in its ability to remain competitive. The Company’s business may, therefore, require significant
ongoing and recurring additional capital expenditures and investments in research and development. The Company
may not be able to achieve the technological advances necessary for it to remain competitive or certain of its products
may become obsolete. The Company is also subject to the risks generally associated with new product introductions
and applications, including lack of market acceptance, delays in product development and failure of products to
operate properly.

Equipment failures, delays in deliveries or catastrophic loss at any of the Company’s manufacturing facilities
could lead to production curtailments or shutdowns that prevent the Company from producing its products.

An interruption in production capabilities at any of the Company’s facilities as a result of equipment failure
or other reasons could result in the Company’s inability to produce its products, which would reduce its sales and
earnings for the affected period. In addition, the Company generally manufactures its products only after receiving
the order from the customer and thus does not hold large inventories. If there is a stoppage in production at any of
the Company’s manufacturing facilities, even if only temporarily, or if the Company experiences delays as a result of
events that are beyond its control, delivery times could be severely affected. Any significant delay in deliveries to
the Company’s customers could lead to increased returns or cancellations and cause the Company to lose future
sales. The Company’s manufacturing facilities are also subject to the risk of catastrophic loss due to unanticipated
events such as fires, explosions or violent weather conditions. The Company has in the past and may in the future
experience plant shutdowns or periods of reduced production as a result of equipment failure, delays in deliveries or
catastrophic loss, which could have a material adverse effect on the Company’s results of operations or financial
condition. The Company may not have adequate insurance to compensate its for all losses that result from any of
these events.

The Company’s business involves complex manufacturing processes that may result in costly accidents or
other disruptions of its operations.

The Company’s business invoives complex manufacturing processes. Some of these processes involve ‘high
pressures, temperatures, hot metal and other hazards that present certain safety risks to workers employed at the
Company’s manufacturing facilities. The potential exists for accidents involving death or serious injury. The
potential liability resulting from any such accident, to the extent not covered by insurance, could cause the Company
to incur unexpected cash expenditures, thereby reducing the cash available to operate its business. Such an accident
could disrupt operations at any of the Company’s facilities, which could adversely affect its ability to deliver product
to its customers on a timely basis and to retain its current business.
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Flaws in the design or manufacture of the Company’s products could cause future product liability or
warranty claims for which it does not have adequate insurance or affect its reputation among custorners.

The Company’s products are essential components in buildings and other applications where problems in the
design or manufacture of its products could result in property damage, personal injury or death. While the Company
believes that its liability insurance is adequate to protect it from future product liability and warranty liabilitics, its
insurance may not cover all liabilities or be available in the future at a cost acceptabie to the Company. In addition,
if any of the Company’s products prove to be defective, it may be required in the future to participate in a recall
involving such products. A successful claim brought against the Company in excess of available insurance coverage,
if any, or a requirement to participate in any product recall, could significantly reduce the Company’s profits or
negatively affect its reputation with customers.

The Company’s credit facility contains restrictions on the Company’s ability to implement its acquisition
program.

The Company’s credit facility contains certain restrictions on the Company’s ability to enter into
acquisitions, including:

+ the Company must comply with all terms and conditions of the credit facility on a pro forma
basis based on the combined operating results of the acquisition target and the Company;

+ if the Company’s leverage ratio is greater than 2.50x, acquisitions are limited to 15% of the
Company’s net worth per transaction; and

» the Company is restricted from incurring certain additional indebtedness.

The above restrictions may impede the Company’s ability to carry out an active acquisition program, which
is an important component of the Company’s future growth strategy. The Company’s failure to comply with the
terms and covenants in its credit facility could lead to a default under the terms of those dacuments, which would
entitle the lenders to accelerate the indebtedness and declare all amounts owed due and payable.

Failure to obtain alternative financing created by a potential breach of the lender’s funding commitment
could negatively impact the Company’s growth strategy.

The current turmoil affecting the banking system and financial markets has resulted in a tightening in the
credit markets, a low level of liquidity, in many financial markets, and extreme volatility in fixed income, credit,
currency and equity markets. There is no assurance that the Company’s lenders will provide any future funding
under the credit facility. If the Company’s lenders were unable or unwilling to fulfill their lending commitment, the
Company would be required to seek alternative funding sources in order to conduct operations. Alternative funding
could result in higher interest rates. However, there can be no assurance that alternative financial resources will be
available promptly, on favorable terms or at all. Faiture 10 obtain necessary funding could adversely affect our short-
term liquidity and ability to make investment in research and development to fund new product initiatives, continue
to upgrade process technology and manufacturing capabilities, and actively seek out potential acquisition candidates
and could adversely affect our business, financial condition and operating results.
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The Company’s corporate governance documents as well as Delaware law may delay or prevent an
acquisition that stockholders may consider favorable, which could decrease the value of the Company’s
shares.

The Company’s certificate of incorporation and bylaws and Delaware law contain provisions that could
make it more difficult for a third party to acquire the Company without the consent of its board of directors. These
provisions include restrictions on the ability of the Company’s stockholders to remove directors and supermajority
voting requirements for stockholders to amend the Company’s organizational documents, a classified board of
directors and limitations on action by the Company’s stockholders by written consent. In addition, the Company’s
board of directors has the right to issue preferred stock without stockholder approval, which could be used to dilute
the stock ownership of a potential hostile acquirer. Delaware law also imposes some restrictions on mergers and
other business combinations between any holder of 15% or more of the Company’s outstanding commeon stock and
the Company. Although the Company believes these provisions protect its stockholders from coercive or otherwise
unfair takeover tactics and thereby provide for an opportunity to receive a higher bid by requiring potential acquirers
to negotiate with its board of directors, these provisions apply even if the offer may be considered beneficial by some
stockholders.

The Company’s expansion plans outside the United States may not succeed.

The Company is currently expanding into China. Any expansion to markets outside the United States will
present different and successive risks, expenses and difficulties with regard to applying or modifying our business
model to different countries and regions of the world. There can be no assurance that any of the Company’s efforts
to expand outside the United States will prove successful, that it will not incur operating losses in the future as a
result of these efforts or that such efforts will not have a material adverse impact.

The Company’s success depends upon its ability to develop new products and services, integrate acquired
products and services and enhance its existing products and services through product development initiatives
and technological advances.

The Company has continuing programs designed to develop new products and to enhance and improve its
products. The Company is expending resources for the development of new products in all aspects of its business.
Some of these new products must be developed due to changes in legislative, regulatory or industry requirements or
in competitive technologies that render certain of the Company’s products obsolete or less competitive. The
successful development of the Company’s products and product enhancements are subject to numerous risks, both

_ known and unknown, including unanticipated delays, access to significant capital, budget overruns, technical

problems and other difficulties that could result in the abandonment or substantial change in the design, development
and commercialization of these new products.

Given the uncertainties inherent with product development and introduction, including lack of market
acceptance, the Company cannot provide assurance that any of its product development efforts will be successful on
a timely basis or within budget, if at all. Failure to develop new products and product enhancements on a timely
basis or within budget couid harm the Company’s business and prospects. In addition, the Company may not be able
to achieve the technological advances necessary for it to remain competitive,




The Company’s goodwill and indefinite-lived intangible assets may become impaired and result in a charge to
income,.

The Company’s management must use judgment in making estimates of future operating results and
appropriate residual values to allocate the purchase price paid for acquisitions to the fair value of the net tangible and
identifiable intangible assets. Future operating results and residual values could reasonably differ from the estimates
and could require a provision for impairment in a future period which would result in a charge to income from
operations in the year of the impairment with a resulting decrease in the Company’s recorded net worth.

The Company may not be able to protect its intellectual property.

A significant amount of time, effort and expense is devoted to custom engineering which qualifies the
Company’s products for specific customer applications and developing superior, proprietary process technology. The
Company relies on a combination of .copyright, patent, trade secrets, confidentiality procedures and contractual
commitments to protect its proprietary information. Despite the Company’s efforts, these measures can only provide
limited protection. Unauthorized third parties may try to copy or reverse enginecer portions of the Company’s
products or otherwise obtain and use its intellectual property. Any patents the Company owns may be invalidated,
circumvented or challenged. Any of the Company’s pending or future patent applications, whether or not being
currently challenged, may not be issued with the scope of the claims it seeks, if at all. If the Company cannot protect
its proprietary information against unauthorized use, it may not remain competitive, which would have a material
adverse effect on the Company’s results of operations.

The Company has the ability to issue additional equity securities, which would lead to dilution of its issued
and outstanding common stock.

The issuance of additional equity securities or securities convertible into equity securities would result in
dilution of existing stockholders’ equity interests in the Company. The Company is authorized to issue, without
stockholder approval, 1,000,000 shares of preferred stock, no par value, in one or more series, which may give other
stockholders dividend, conversion, voting, and liquidation rights, among other rights, which may be superior to the
rights of holders of the Company’s common stock. The Company’s board of directors has no present intention of
issuing any such preferred shares, but reserves the right to do so in the future. In addition, the Company is authorized,
by prior stockholder approval, to issue up to 125,000,000 shares of common stock, $0.01 par value per share. The
Company is authorized to issue, without stockholder approval, securities convertible into either common stock or
preferred stock. :

The Company’s insurance providers may be unable to perform under their obligations.

Although the Company believes their insurance providers are creditworthy and that it will collect all
amounts owed to them, the failure of these institutions to perform under their obligations could have a material
adverse effect on the Company’s financial condition, results of operations, and cash flows.

Item 1B.  Unresolved Staff Comments

None.




Properties

The following table lists the Company’s principal properties together with their locations, general

Location

character and the industry segment which uses the facility. Listed facilities are owned by the Company, unless
indicated otherwise. See Item 1, “Business,” for discussion of the capacity of various facilities.

Principal Products

Engineered Building Products Segment

Rice Lake, WiSCONSIM......cooooviieciniiieicns e

" Chatsworth, HHNOIS ...oovveeeeeeee ettt eeesieeee s

The Dalles, Oregon ......ccevvvvervveceeicmeoiioceicreeeeceeccs
Leased (expires 2017)

Richmond, Indiana.........ccccoeovrviiivneiinecimnnenrennninens

S010n, OhI0 oo e
Leased (expires 2017)

Barbourville, Kentucky .......cooovvciiiriinnincnieninienn,

TLuck, WiSCONSIM vt eeesceteeieensae e e eneens

Richmond, Kentucky......coooocoeiiciiniiiiiiiinnn

Winnebago, IHinois .........coocovererincn i

Mounds View, Minnesota ........c.oocoovvieecieoeiceceeens
Leased (expires 2011)

Kent, Washington.........coecvniiiinninniinnines
Leased (leases expiring 2010 and 2011)

Dubuque, IoWa ......co..coiieirecice e
Leased (expires 2012)

Suzhou, China ........ e teer it b e aiiereeaaa—areanarerrarrneaannn
Leased (expires 2018)

Aluminum Sheet Building Products Segment

Lincolnshire, HHINOIS ...cooviveiiiiveeeee e
Davenport, Iowa.....ccoiininiie e
Decatur, Alabama.............cccooivrieicnneeee e

Owned and leased (expires 2018)

Executive Offices

Houston, TeXaS....cvivviureeieieeeereeeeeeieeressinessansrreenas

‘Leased (expires 2010)

Fenestration products
Fenestration products (two plants)
Fenestration products

Fenestration products

Flexible spacer and adhesive research &
sales

Flexible spacer/solar adhesives

Fenestration products

* Vinyl extrusions

Vinyl extrusions
Fenestration preducts

Vinyl and composite extrusions (two plants)
Fenestration products

Flexible spacer/solar adhesives

Aluminum sheet finishing
Aluminum sheet and finishing (two plants)
Aluminum sheet finishing

Corporate Office

sy
3

The Company believes that its propertics are generally in good condition, are well maintained, and are
generally suitable and adequate to carry on the Company’s business. In fiscal 2008, the Company’s facilities

operated at approximately 62% of capacity.

Item 3. Legal Proceedings

The Company believes there are no new material legal proceedings to which Quanex, its subsidiaries, or
their property is subject. For discussion of environmental issues, see Item 1 and Item 8, Note 16 to the

Consolidated Financial Statements.




Item 4. Submission of Matters to a Vote of Security Holders
None.
PART II
Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters
Quanex Building Product’s common stock, $0.01 par value, is traded on the New York Stock Exchange,
under the ticker symbol NX. The following tables present the quarterly common stock cash dividends and the
high and low closing prices for the Company’s common stock during each fiscal quarter within the two most

recent fiscal years.

Quarterly Common Stock Cash Dividends

Paid during the Quarter Ended 2008 2007

January .....c.o.coooooeiii e $0.1400  $0.1400
APTtl e 0.1400 0.1400
JULY oo 0.0300  0.1400
OCtober......ocvevceerceee, 0.0300  0.1400
Total..ccooiieirreienreeiaenn, $0.3400  $0.5600

Quarterly Common Stock Sales Price (High & Low Sales Price)

Quarter Ended 2008 2007
January ..., £53.40 $39.67
36.08 32.91
April . 55.42 44.99
) 14.85 37.79
July 17.98 55.51
14.04 42.26
October......ooov e, 18.18 48.27
7.77 36.47

The terms of Quanex’s revolving credit agreement do not specifically limit the total amount of dividends
~ or other distributions to its shareholders. Dividends and other distributions are permitted so long as after giving
effect to such dividend or stock repurchase, there is no event of default.

There were approximately 3,896 holders of Quanex Building Product’s common stock (excluding
individual participants in securities positions listings) on record as of December 12, 2008.

O The quarterly common stock cash dividends prior to April 23, 2008 reflect dividends of Quanex Corporation prior to the Separation, while
dividends afier April 23, 2008 reflect dividends of Quanex Building Products, the accounting successor to Quanex Corporation.

@ The quarterly common stock high & low sales prices prior to April 23, 2008 reflect sales prices of Quanex Corporation priotr to the
| Separation, while prices after April 23, 2008 reflect sales prices of Quanex Building Products, the accounting successor to Quanex
Corporation. As a result, the significant variance in the market price range for the second quarter of fiscal 2008 is a direct result of the
Separation. The high market price following the Separation in the second quarter of fiscal 2008 was $18.40.




Issuer Purchases of Equity Securities

On August 26, 2004, the Company’s Board of Directors approved an increase in the number of authorized
shares in the Company’s existing stock buyback program, up to 2.25 million shares; and on August 24, 2006 the
Board of Directors approved an additional increase of 2.0 million shares to the existing program. At October 31,
2005 there were no shares of treasury stock. The Company purchased 1,573,950 treasury shares at an average price
of $37.06 during the year ended October 31, 2006, and no shares were purchased during fiscal 2007 or 2008. As of
October 31, 2007, the number of shares in treasury was reduced to 981,117 and as of October 31, 2008 there were
no shares of treasury stock resulting primarily from stock option exercises.

This program was particular to Quanex Corporation, and Quanex Building Products Corporation’s Board of
Directors has not currently established a similar program for the Company.

Equity Compensation Plan Information

The foliowing table summarizes as of October 31, 2008 certain information regarding equity
compensation to our employees, officers, directors and other persons under our equity compensation plans.

Equity Compensation Plan Information
Number of securities

Number of securities remaining available for future
to be issued upon Weighted-average issuance under equity
exercise of outstanding  exercise price of compensation plans (excluding
options, warrants and  outstanding options, securities reflected in
Plan Category rights warrants and rights column (a))
(a) (» (©
Equity compensation plans approved

by security holders ..................... 1,214,839 $14.88 1,342,047
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Item 6. Selected Financial Data .

The following selected consolidated financial data for the years ended October 31, 2004 through October 31,
2008 is derived from the Company’s audited consolidated financial statements. All periods have been adjusted on a
retroactive basis to give effect for the Separation as well as the Company’s March 2006 and December 2004 three-
for-two stock splits in the form of a stock dividend. Unless otherwise noted, all information in the table below
reflects only continuing operations. The data set forth should be read in conjunction with the Company’s
consolidated financial statements and accompanying notes to the consolidated financial statements included in Item 8
of this Form 10-K. The historical information is not necessarily indicative of the results to be expected in the future.

-

Glossary of Terms .

The exact definitions of commonly used financial terms and ratios vary somewhat among different
companies and investment analysts. The following list gives the definition of certain financial terms that are used
in this report:

Asset turnover (continuing): Net sales divided by the average of beginning of year and end of year total
assets excluding discontinued operations’ assets.

Working capital (continuing): Current assets less current liabilities (both excluding discontinued
operations). '

Current ratio (continuing): Current assets divided by current liabilities (both excluding discontinued
operations).

Continuing return on common stockholders’ equity: Income from continuing operations attributable to
common stockholders divided by the average of beginning of year and end of year common
stockholders’ equity.

Continuing return on investment: The sum of income from continuing operations and the after-tax effect
of interest expense less capitalized interest divided by the sum of the beginning of year and end of
year averages for short and long-term debt and stockholders’ equity.
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Selected Financjgl Data 2004 — 2008

Selected Operating Results Data:
Net 5ales .....ooovieeieiimee e
Operating income™ ...,

Income from continuing operations ...................

Income (loss) from discontinued operations,
net of tax™ .o,
Net income “X¥

..................................................

Diluted Earnings Per Share Data:
Income from continuing operations ...................
Net INCOTNE ......eiveeeeeeeeeeeieee et e eeeeeetrerans

Cash dividends declared® ..o

Financial Position—Year End:

Total assets, including discontinued
0perations'™ ..o

Asset turnover (continuing} ..........cooeeveeeeeveeeennnn.

Working capital (continuing}........cocooevvicivaennn

Current ratio (CONtINUING) .o

Total debt .......cooeeemriciiir s
Stockholders’ equity .....coovverenniinirnreee
Total capitalization ...........cccvvininvcsinirarennns

Depreciation and amortization ..................c.ovev.s
Capital expenditures, Bet............ocooevvererereceinrinens

Other Data:

Continuing return on investment—percent...........

Continuing return on common stockholders’
COUILY—PEICEML.c.eeveneeeeccnencrrerareresaesrererereres

Average number of employees............cccocceeeenne.
Net sales per average employee ......ocovevevvninnins

Backlog for shipment in next 3 months ..............

Fiscal years ended October 31,

2008 2007 2006 20050 2004™

(thousands, except per share data and employees)

$ 868,933 $ 963,974  $1,043,773 $§ 952,025 $ 642,530
20,981 88,169 104,764 103,229 44,377
15,904 57,131 64,956 61,456 25,673

1.8% 5.9% 6.2% 6.5% 4.0%
5,675 77,491 95,227 93,704 28,794

$ 21,579 0§ 134,622 $ 160,183 $ 155,160 § 54,467

$ 041 $ 145 $ 164 $ 154 § 068

$ 056 S 341 $ 408 § 395 0§ 145

$ 03400 $ 05600 $ 04833 § 03733 § 03111

$ 680,847  $1334822 $1202,151 $1,114778 $ 940,054

1.4 1.6 17 1.9 2.0
131,452 38,438 37457 34,179 37,601
2.1tol 14t 13t0 il 13t01 l4tol

§ 2551 $§ 4015 $ 6736 S 925 $ 2261
547,828 883,149 758 515 656,742 500,707

$ 550,379 § 887,164 § 765251 S 665998 § 502,968
35,072 37,991 36,999 32,701 18,467
15,815 15,904 27,072 28,087 11,114

2.3% 7.0% 9.2% 10.7% 5.5%
22% 70%  9.2% 10.6% " 5.4%
2,373 2,744 3,084 2,883 1,804

$ 366 % 351 % 338§ 330 % 356

$ 36000 $ 49000 § 36000 3 57,000 § 70,000

(1) During the second quarter of 2008, the Company spun off Quanex Corporation’s Building Products business immediately
followed by the merger of Quanex Corporation (consisting primarily of the Vehicular Products business and all non-Building
Products related corporate accounts) with a wholly-owned subsidiary of Gerdau. During the fourth quarter of 2005, the Company
committed to a plan to sell its Temroc business. In the first quarter of 2005, the Company sold its Piper Impact business and in
the fourth quarter of 2004 sold its Nichols Aluminum — Golden business. Accordingly, the assets and liabilities of the Vehicular
Products business and all non-Building Products related corporate accounts, Temroc, Piper mpact and Nichols Alaminum —
Golden are reported as discontinued operations in the Consolidated Balance Sheets for all periods presented, and their operating
results are reported as discontinued operations in the Consolidated Statements of Income for all periods presented (see Note 3).

22




(2) In December 2004, the Company acquired Mikron and accounted for the acquisition under the purchase method of accounting.
Accordingly, Mikron’s estimated fair value of assets acquired and liabilities assumed in the acquisition and the results of
operations are included in the Company’s consolidated financial statements as of the effective date of the acquisition.

(3) Included in operating income is a gain on sale of land of $0.5 million in fiscal 2004.
(4) Includes effects in fiscal 2005 of Temroc’s $13.1 million (pretax and after-tax) asset impairment charge in accordance with SFAS
142 and SFAS 144,

(5) The quarterly common stock cash dividends prior to April 23, 2008 reflect dividends of Quanex Corporation prior to the
Separation, while dividends after April 23, 2008 reflect dividends of Quanex Building Products, the accounting successor to
Quanex Corporation,

(6) Total assets include assets of discontinued operations of $742.3 million, $582.1 million, $490.9 million and $556.3 million at
" October 31, 2007, 2006, 2005 and 2004, respectively.

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

General

1

: The discussion and analysis of the Company’s financial condition and results of operations should be read
in conjunction with the Selected Financial Data and the Consolidated Financial Statements of the Company and
the accompanying notes.

Private Securities Litigation Reform Act

Certain of the statements contained in this document and in documents incorporated by reference herein,
including those made under the caption “Management’s Discussion and Analysis of Financial Condition and .
Results of Operations™ are “forward-looking” statements as defined under the Private Securities Litigation
Reform Act of 1995. Generally, the words “expect,” “believe,” “intend,” “‘estimate,” “anticipate,” “project,”
Wlll” and similar expressions identify forward-looking statements, which gencrally are not historical in nature.
All statements which address future operating performance, events or developments that we expect or anticipate
will occur in the future, including statements relating to volume, sales, operating income and earnings per share,
and statements expressing a general outlook about future operating results, are forward-looking statements.
Forward-looking statements are subject to certain risks and uncertainties that could cause actual results to differ
materially from our Company’s historical experience and our present projections or expectations. As and when
made, management believes that these forward-looking statements are reasonable. However, caution should be
taken not to place undue reliance on any such forward-looking statements since such statements speak only as of
the date when made and there can be no assurance that such forward-looking statements will occur. The
Company undertakes no obligation to publicly update or revise any forward-looking statements, whether as a
result of new information, future events or otherwise.

LTS LIS

t

Factors exist that could cause the Company’s actual results to differ materially from the expected results
described in or underlying the Company’s forward-looking statements. Such factors include domestic and
international economic activity, prevailing prices of aluminum scrap and other raw material costs, the rate of
change in prices for aluminum scrap, energy costs, interest rates, construction delays, market conditions,
particularly in the home building and remodeling markets, any material changes in purchases by the Company’s
principal customers, labor supply and' relations, environmental regulations, changes in estimates of costs for
known environmental remediation projects and situations, world-wide political stability and economic growth, the
Company’s successful implementation of its internal operating plans, acquisition strategies and integration,
performance issues with key customers, suppliers and subcontractors, and regulatory changes and legal
proceedings. Accordingly, thére can be no assurance that the forward-looking statements contained herein will
occur or that objectives will be achieved. All written and verbal forward-looking statements attributable to the
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Company or persons acting on its behalf are expressty qualified in their entirety by such factors. For more
information, please see Item 1A, “Risk Factors”. -

Separation and Merger

The Company operates two businesses: Engineered Products and Aluminum Sheet Products. The
Engineered Products business produces window and door components for OEMs that primarily serve the North
American residential construction and remodeling markets. The Aluminum Sheet Products business produces
mill finished and coated aluminum sheet serving the broader building and construction markets, as well as other
capital goods and transportation markets.

Prior to April 23, 2008, the Company also operated a Vehicular Products business which produced
engineered steel bars for the light vehicle, heavy duty truck, agricultural, defense, capital goods, recreational and
energy markets.

As more fully described in Notes | and 3 of the consolidated financial statements in Item 8, on April 23,
2008, Quanex Corporation spun off its building products businesses in a taxable spin and merged its vehicular
products business with a wholly-owned subsidiary of Gerdau S.A. (Gerdau). Notwithstanding the legal form of
the transactions, because of the substance of the transactions, Quanex Building Products Corporation was the
divesting entity and treated as the “accounting successor,” and Quanex Corporation was the “accounting spinnee”
for financial reporting purposes in accordance with Emerging Issues Task Force Issue (EITF) No. 02-11,
“Accounting for Reverse Spinoffs” (EITF 02-11).

The spin-off and subsequent merger is hereafter referred to as the “Separation”. For purposes of
describing the events related to the Separation, as well as other ¢vents, transactions and financial results of
Quanex Corporation and its subsidiaries related to periods prior to April 23, 2008, the term “the Company” refers
to Quanex Building Products Corporation’s accounting predecessor, or Quanex Corporation.

In accordance with the provisions of the Financial Accounting Standards Board’s (FASB) Statement of
Financial Accounting Standards (SFAS) No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets” (SFAS 144), effective with the Separation on April 23, 2008, the results of operations and cash flows
related to the Company’s vehicular products and non-building products related corporate items are reported as
discontinued operations for all periods presented. In addition, the assets and liabilities of the Company’s vehicular
products and non-building products related corporate items have been segregated from the assets and labilities
related to the Company’s continuing operations and presented separately on the Company’s comparative balance
sheet as of October 31, 2007. Unless otherwise noted, all disclosures in the'notes accompanying the consolidated
financial statements as well as all discussion in Management’s Discussion and Analysis of Financial Condition
and Results of Operations reflect only continuing operations.

Transaction Expenditures

In connection with the Separation, the Company recognized $16.8 million of transaction expenses during
the twelve months ended October 31, 2008 that were expensed as incurred. Of the transaction expenses
recognized for the year, $2.9 million is included in Selling, general and administrative expenses and $13.9 miltion
is included in discontinued operations. In accordance with the Separation related agreements, transaction costs
related 1o the merger were to be paid entirely by Gerdau, whereas the transaction costs related to the spin-off of
Quanex Building Products were to be split 50/50 between Gerdau and Quanex Building Products Corporation.
As such, Quanex Building Products’ portion of the spin-off transaction costs is presented in Selling, general and
administrative expenses and all merger related transaction costs and the remaining spin-off costs are presented in
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discontinued operations. Further details of the spin-off and merger transaction costs are presented in the
Corporate & Other Results of Operations section below and in Notes | and 3 of ltem 8.

Results of Operations
Summary Information as % of Sales

Years Ended October 31,1

2008 2007 2006
Dollar % of Dollar 9 of Dollar o% of
Amount Sales Amount Sales Amount Sales
' (Dollars in millions)
Net sales e $ 8689 100% §$ 964.0 100% $1,043.8 100%
Cost of sales™.......conirvoorrccmecirecne 717.3 83 767.1 80 829.7 79
Selling, general and administrative. ...... 95.5 11 70.7 7 72.3 7
Depreciation and amortization............... 35.1 4 38.0 4 37.0 4
Operating inCoME .........vvvrerereeneenrrecnnes 21.0 2 88.2 9 104.8 10
Interest CXpense .....oocceeeeevcicieciinninniinn,s {0.5) — (0.6) —_— {1.0) —
Other, Nel.....ovvocircerenreeerreses e 52 1 0.3 — 0.2 —
INCOME taX €XPENSE .....ovvvoeereecnrvrriaeen, (9-8) (1) (30.8) (3) (39.0) (4)
Income from continuing operations....... $ 15.9 2% 8§ 571 6% § 650 6%

(1) Al periods presented exclude the Vehicular Products business and all non-Building Products related corporate accounts and
Temroc, which are included in discontinued operations. '
(2) Exclusive of items shown separately below.

Overview

The Company faced another year of significant market declines in 2008 and continues to find itself in a
difficult housing market. Housing starts have declined significantly over the past three years from over 2.0
million in 2005. Fiscal 2008 housing starts were estimated to be 0.9 million units compared to 1.4 million units in
2007 and 1.9 million units in 2006. Additionally, residential remodeling was estimated to be down approximately
10% in fiscal 2008 compared to 2007. Despite these obstacles, the Company continues to demonstrate its ability
to outperform the market by its deftness at developing new products, cultivating new customers as well as
benefiting from its longstanding relationships with the leading participants in the industries Quanex serves. All of
these factors, coupled with a continuous focus on the controllable internal factors, resulted in the Company not
only performing relatively well in difficult times, but also positions the Company to take advantage when the
housing market recovers and returns to the expected long-term growth trajectory.

The Company works closely with its customers in all phases of their new product development which is an
important component to increasing revenue and a significant factor for its success in this otherwise difficult period.
Efforts are also ongoing to increase shipments to the repair and remodel sector of the building products market.
Generally, demographics for long-term housing demand in the United States remain favorable when factoring the
projected population increase and continuing immigration. These coupled with an eventual return to a normal
housing market will benefit the segment over the long-term. Furthermore, the Company’s presence in the vinyl and
composite window market, which represents the fastest growing window segment, should continue to fuel growth
over a long time frame.
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In addition to the negative housing market impact on the Company’s operating income, transaction and
other non-cash Separation expenses further negatively impacted the Company’s Selling, general and
administrative expense and overall operating income by $26.5 million in fiscal 2008. Partially offsetting this in
fiscal 2008 is the recognition of $4.0 million in Other, net for the receipt of merger proceeds by the Company’s
Rabbi trust.

Business Segments

Business segments are reported in accordance with SFAS No. 131, “Disclosures about Segments of an
Enterprise and Related Information” (SFAS 131). SFAS 131 requires that the Company disclose certain
information about its operating segments, where operating segments are defined as “components of an enterprise
about which separate financial information is available that is evaluated regularly by the chief operating decision
maker (CODM) in deciding how to allocate resources and in assessing performance”. Generally, financial
information is required to be reported on the basis that it is used internally for evaluating segment performance
and deciding how to allocate resources to segments.

Quanex has two reportable segments: Engineered Products and Aluminum Sheet Products. The
Engineered Products segment produces engineered products and components serving the window and door industry,
while the Aluminum Sheet Products segment produces mili finished and coated aluminum sheet serving the broader
building products markets and secondary markets such as recreational vehicles and capital equipment. The main
market drivers of the building products focused segments are residential housing starts and remodeling expenditures.

For financial reporting purposes three of the Company’s four operating segments, Homeshield, Truseal and
Mikron, have been aggregated into the Engineered Products reportable segment. The remaining division, Nichols
Aluminum (Aluminum Sheet Products), is reported as a separate reportable segment with the Corporate & Other
comprised of corporate office expenses and certain inter-division eliminations. The sale of products betwéen
segments is recognized at market prices. The financial performance of the operations is based upon operating
income. The segments follow the accounting principles described in the Summary of Significant Accounting
Principles, see Item 8, Note 1. Note that the two reportable segments value inventory on a FIFO or weighted-
average basis while the LIFO reserve relating to those operations accounted for under the LIFO method of inventory
valuation is computed on a consolidated basis in a single pool and treated as a corporate item.

Engineered Products — Three Years Ended October 31, 2008

The following table sets forth selected operating data for the Engineered Products segment:

Years Ended October 31, % Change
(Dollars in millions)

2008 vs. 2007 vs,

2008 2007 2006 2007 2006
INEt SAIES ..o e $ 4079 $ 4578 § 5246 (109% (12.7Y%
Cost of 5ales’ ..o 3128 346.7 401.5 (9.8) (13.6)
Selling, general and administrative .................. 39.1 39.4 43.7 (0.8) (9.8)
Depreciation and amortization...............c.eccveee. 26.1 27.9 26.9 (6.5) 3.7
Operating INCOME ........ovevererreierirenrereesereseerrsrsssans $ 299 $ 438 § 525 (317 (16.6)%
Operating INCOME MATGIN......occveevieerenvereeerrerneenees 7.3% 0.6% 10.0%

! Exclusive of items shown separately below.
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The primary market drivers for the Engineered Products segment are North American housing starts and
residential remodeling activity. The U.S. housing market deteriorated 25% from fiscal 2006 to 2007 and an
additional 31% from fiscal 2007 to 2008 while residential remodeling activity was estimated to be down 10% in
fiscal 2008 compared to last year. Comparatively, 2008 net sales at Engineered Products were down only 10.9%.
The Company’s ability to consistently outperform the market, even in this very tough economic environment, is
testimony to the market-leading positions our customers hold in the window and door industry, and of significant
importance, our collaboration with thern on a broad range of new product and program initiatives.

The 10.9% and 12.7% decrease in net sales at the Engineered Products segment in fiscal 2008 and fiscal
2007, respectively, is due to reduced volumes attributable to the continued falloff of housing starts and lower
remodeling and repair expenditures. Offsetting the market falloff was the continued growth of the new programs
started in fiscal 2007 and 2008 and targeted price increases that took effect across the segment throughout fiscal
2008. In 2008, new products at Engineered Products accounted for approximately $14 million in incremental sales.
The new products and programs include invisible window screens, composite window profiles, weather proof entry
door components, advanced insulating spacer systems and thin-film solar panel sealants. The Engineered Products
segment continues to develop and is currently producing and selling products that position it very well for the
anticipated increase in “Green Building” as the Company’s thermal-efficient products are viewed more favorably by
consumers when compared 1o less efficient competitive products. Additionally, the Company’s current product
offerings position it well when more stringent building codes or standards are instituted, the broadest of which are the
niew Energy Star standards that become effective over the next five years.

Operating income and the corresponding margin decreased at Engineered Products from 2006 to 2008 as a
direct result of reduced volumes from the depressed building products market and to a lesser extent from inflationary
costs such as energy. The lower volumes resulted in fixed cost de-leveraging that are visible in the lower operating
income and operating income margins. The segment continues to focus on maintaining pricing along with
effectively managing its controllable costs. Selling, general and administrative costs have been reduced, but the
ramp-up of costs attributable to new product efforts have offset some of the reductions. Aggressive reductions in
labor costs, coupled with reductions in material costs and freight costs, were realized during fiscal 2007 that helped
to minimize the impact of the lower volumes. During 2008, the Company began the consolidation of two
fenestration component facilities into a single facility in order to help reduce operating costs and increase operating
efficiencies. The consolidation effort will be completed in early 2009 and is expected to result in $1.2 million of
annualized savings. Price realization, cost savings and product growth efforts are expected to yield future benefits.

Aluminum Sheet Products — Three Years Ended October 31, 2008

The following table sets forth selected operating data for the Aluminum Sheet Products segment:

Years Ended October 31, % Change
{Dollars in millions)

2008 vs. 2007 vs.

: 2008 2007 2006 2007 2006
INEE SALES ..ot $ 479.9 $ 5242 $ 5398 (855% Q9%
Cost OF SAles’ ....ooveereeeee e 422.7 439.5 4410 (3.8 (0.3)
Selling, general and administrative ................. 8.1 9.1 68 (11.0) 33.8
Depreciation and amortization ..............c.c...e.... 8.8 9.9 98 (11.1) 1.0
Operating iNCOME.........ccvereiircreceeteen e $ 403. § 657 $ 822 (38.7% (20.1)%
Operating income Margin ..........ococvnniinninenniinnn, 8.4% 12.5% 15.2%

' Exclusive of items shown separately below.
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The primary market drivers for the Aluminum Sheet Products segment are North American housing starts
and residential remodeling activity which together represent about 65% of the segment’s sales. As previously
discussed, these primary market drivers declined from 2006 to 2008.

The decrease in net sales at the Aluminum Sheet Products segment in fiscal 2008 compared to 2007 was the
result of an 8.3% volume decrease due to the very soft primary and secondary markets as average selling prices were
relatively flat year-over-year. The net sales decline at the Aluminum Sheet Building Products segment in fiscal 2007
compared to 2006 resulted from lower volumes partially offset by higher average selling prices. Fiscal 2007
aluminum sheet volume decreased 7.2% from 2006 as North American new housing starts declined approximately
25%. Average selling prices in fiscal 2007 were 4.7% higher than fiscal 2006, in line with increases in alurninum
ingot prices on the London Metal Exchange (LME). LME for aluminum ingot pricing is the most commonly used
index for correlating aluminum sheet prices.

Similar to the Engineered Products segment, operating income and the corresponding margin decreased at
the Aluminum Sheet Products segment from fiscal 2006 to 2008 as a direct result of reduced volumes from the
depressed residential construction market. These lower volume levels resulted in fixed expense de-leveraging. Also
contributing to the year-over-year decline are compressed spreads. Spread per pound in 2008 (selling price less
material cost) was down approximately 7% compared to 2007 while 2007 spread was down approximately 2% from
2006. The decline in spread is primarily due to a lower mix of painted sheet and to a lesser extent in 2008 from
pricing from over capacity pressures. Also contributing to the decline in operating income were increased utility and
freight costs. Partially offsetting these increases in 2008 is a reduction in Selling, general and administrative costs
primarily due to reduced salary expense and incentives coupled with declines in depreciation as capital expenditures
are held in line by the current economic environment. Fiscal 2006 Selling, general and administrative results and
operating income reflect a $1.9 million gain on the sale of Owens Corning receivables for which the Company had
been carrying a reserve for several years.

The Aluminum Sheet Products’ operating income and margins are impacted by changes in LME as material
spreads are correlated with aluminum ingot prices over time. Declines in LME result in spread compression;
however, as LME rebounds and increases, spread and profits expand. The Company expects spread compress:on in
early 2009 as the LME has declined since October 31, 2008.

Corporate and Other — Three Years Ended October 31, 2008

Years Ended October 31, 3 Change

(Doliars in millions)

2008 vs. 2007 vs.

2008 2007 2006 2007 2006

Net 5ales ..o $(189) §(180) §(2206) S$(09 § 26
Cost of sales! ..o, (18.2) (19.1) (12.8) 0.9 {6.3)
Selling, general and administrative ....... 483 222 21.8 26.1 04
Depreciation and amortization .............. 0.2 0.2 0.3 — 0.1)
Operating income (€Xpense) ..........o..oove.... $§(492) $@2I13) 35299 8279 § 86

Corporate and other operating expenses, which are not in the segments mentioned above, include inter-
segment eliminations, the consolidated LIFO inventory adjustments (calculated on a combined pool basis) corporate
office expenses and Quanex Building Products Corporation’s portion of transaction-related costs. Net sales amounts
represent inter-segment eliminations between the Engineered Products segment and the Aluminum Sheet Products

! Exclusive of items shown scparately below.
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segment with an equal and offsetting elimination in Cost of sales. LIFO adjustments are reported in Corporate Cost
of sales. As a result of changes in raw material cost and inventory levels, the Company incurred expense of
$0.4 million, income of $1.3 million and expense of $8.1-million, during fiscal 2008, 2007 and 2006, respectively, in
the form of LIFO inventory adjustments. Fluctuations associated with the LIFO inventory adjustment tend to
comprise a majority of the change from year to year in the corporate and other Cost of sales.

Selling, general and administrative costs were higher during fiscal 2008 compared to 2007 as a direct result
of transaction related expenses. Following is the breakdown of fiscal 2008 transaction-related expenses that
contributed to the increased year-over-year Selling, general and administrative costs:

(Dollars in

millions)

Quanex Building Products’ share of spin-off transaction costs.... £ 29
Stock-based compensation expense — modification impact.......... 22.8
Acceleration qf'executive incentives and other benefits................ 0.8
Total transaction related expense.............o.oooveee... JRRU— $ 265

Quanex Building Products Corporation’s portion of spin-off transaction costs include investment banking
fees paid upon consummation of the spin-off, legal fees and accounting related fees, amounting to $2.9 million. The
Company effectively treated the Separation as though it constituted a change in control for purposes of the
Company’s stock option plans, restricted stock plans, long-term incentive plans and non-employee director
retirement plan. As a result, all unvested stock options, restricted shares and long-term incentives vested as set forth
in the Separation related agreements prior to completion of the Separation on April 23, 2008. Additionally, ail
outstanding stock options were to be cash settled by Gerdau following the Separation. The amounts presented above
are only the incremental amount of expense that was recognized as a result of the accelerated vesting of the various
awards and ultimate cash settlement of the stock options. Also, the amounts presented above represent only the
expense associated with active Quanex Building Products Corporation employees and directors as of the time of the
Separation. The same such expense related to Vehicular Products and former vehicular and corporate employees and
directors is included in discontinued operations.

Other Items ~ Three Years Ended Qctober 31, 2008

Interest expense for fiscal 2008 was $0.5 million compared to $0.6 million in fiscal 2007 aﬁd $1.0 million in
fiscal 2006. No amounts were boﬁowed against the revolving credit facility during either fiscal 2008, 2007 or 2006.
The decrease from fiscal 2006 to fiscal 2007 was due primarily to declining principal balance.

Other, net {on the income statement) for fiscal 2008 was income of $5.2 million compared to $0.4 million in
fiscal 2007 and $0.2 million in fiscal 2006. Other, net for fiscal 2008 reflects the positive impact of the Separation
on the Company’s Rabbi trust. Prior to the Separation, the Rabbi trust held Quanex Corporation cormmon stock
which was recorded as contra-equity at historical cost. Upon completion of the Separation the Rabbi trust was
separated between Quanex Building Products Corporation and Gerdau. For each share held in the Quanex Building
Products Rabbi trust, it received the merger proceeds of $39.20 per share and one share of Quanex Building Products
common stock. The shares of Quanex Building Products common stock are recorded at the same historical cost as
before as a contra-equity, whereas any cash held by the Rabbi trust is consolidated in Other current assets. The
merger proceeds equated to $4.0 million to the Rabbi trust, which was recorded as income in Other, net in the second
fiscal quarter of 2008.

The Company’s effective tax rate increased from 35.0% in fiscat 2007 to 38.1% for fiscal 2008. The higher
effective rate in 2008 is primarily attributable to the largely nondeductible transaction costs, and from a lower
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effective tax rate in 2007 which is primarily attributable to an update of the rate on deferred balances. The
Company’s estimated annual effective tax rate declined from 37.5% in fiscal 2006 to 35.0% in fiscal 2007. The
lower effective rate in 2007 is primarily attributable to an update of the rate on deferred balances.

Income from discontinued operations, net of taxes was $5.7 million, $77.5 million and $95.3 million for
fiscal 2008, 2007 and 2006, respectively and consists largely of the results of the Vehicular Products business and
all non-Building Products related corporate accounts which were spun off as a result of the Separation. Fiscal
2008’s results represent only six months of ownership prior to the Separation compared to a full year in 2007.
Additionally, 2008 is burdened with Gerdau’s share of transaction costs, stock-based compensation modification
impact for vehicular products and former corporate employees and loss on extinguishment of convertible debentures.
See Note 3 of Item 8 for further information regarding the composition of discontinued operations.

Outlook

The Company’s fiscal first quarter segment operating income has historically been its lowest when
compared to the other quarters of the year as there are fewer production days and a marked decline in residential
building and remodeling activity during this time. This seasonality will be exacerbated given today’s weak
economic conditions. First quarter 2009 expectations indicate the Company will report an operating loss of
between $7 million to $!1 million before taking into account approximately $5.5 million of corporate expenses
(excluding any LIFO impact). The majority of the loss is expected to come from Aluminum Sheet Products due
to significantly lower shipments and a deteriorating spread. As in most years, the Company expects to report
improved operating results each sequential quarter of fiscal 2009.

While the Company expects to continue to outperform the market, the overall economic volatility and the
ongoing uncertainty surrounding 2009 housing starts and residential remodeling activity does not allow it to
reasonably predict fiscal 2009 operating income at this time. However, the Company does expect to be profitable
for the year. The Company will continue to monitor and analyze ongoing economic changes and the impact those
changes will have on its operating performance throughout the year. Estimates for fiscal 2009 depreciation /
amortization, and capital expenditures are $35 million and $18 million, respectively.

Liquidity and Capital Resources
Sources of Funds

The Company’s principal sources of funds are cash on hand, cash flow from operations, and borrowings
under its $270.0 million Senior Unsecured Revolving Credit Facility (the Credit Facility). As of October 31,
2008, the Company has a solid liquidity position, comprised of cash and equivalents and sufficient availability
under the Company’s Credit Facility. The Company has $67.4 million of cash and equivalents, $266.1 million of
current availability under the revolving credit facility and minimal debt of $2.5 million as of October 31, 2008.

The Company’s excess cash was invested in money market funds throughout most of fiscal year 2008 as
well as some commercial paper and auction rate securities preceding the Separation. Beginning in September
2008, however, the Company’s cash has been invested only in Treasury Money Market Funds due to the recent
financial market turmoil. The Company believes it is prudent to follow a conservative cash investment strategy at
this time, and the Company’s current investments are with institutions that the Company believes to be financially
sound. The Company had no material losses on its cash and marketable securities investments during fiscal 2008.

The Credit Facility was executed on April 23, 2008 and has a five-year term. Proceeds from the Credit

Facility may be used to provide availability for acquisitions, working capital, capital expenditures, and general
corporate purposes. Borrowings under the Credit Facility bear interest at a spread above LIBOR based on a
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combined leverage and ratings grid. There are certain limitations on additional indebtedness, asset or equity sales,
acquisitions, and dividends and other distributions are permitted so long as after giving effect to such dividend or
stock repurchase, there is no event of default. The Credit Facility includes two primary financtal covenants: a
maximum leverage test and minimum interest coverage test. The availability under the Credit Facility is a
function of both the facility amount utilized and meeting covenant requirements. As of October 31, 2008, the
Company was in compliance with all current Credit Facility covenants. Additionally, the availability of the
Credit Facility is dependent upon the financial viability of the Company’s lenders. The Credit Facility is funded
by a syndicate of nine banks, with three banks comprising over 55% of the commitment. If any of the banks in
the syndicate were unable to perform on their commitments to fund the facility, the availability under the Credit
Facility could be reduced; however, the Company has no reason to believe that such liquidity will be unavailable
or decreased.

The Company had no borrowings under the Credit Facility as of October 31, 2008. The aggregate
availability under the Credit Facility was $266.1 million at October 31, 2008, which is net of $3.9 million of
outstanding letters of credit. '

The Company believes that it has sufficient funds and adequate financial resources available to meet its
anticipated liquidity needs. The Company also believes that cash flow from operations, cash balances and
available borrowings will be sufficient in the next twelve months and foreseeable future to finance anticipated
working capital requirements, capital expenditures, debt service requirements, environmental expenditures, and
dividends.

The Company’s working capital from continuing operations was $131.5 million on October 31, 2008
compared to $38.4 million on October 31, 2007. This $93.1 million increase in working capital is largely due to a
$65.6 million increase in cash and equivalents as well as a $20.1 million increase in conversion capital (accounts
receivable plus inventory less corresponding accounts payable). The Company’s cash and equivalents increased
$32.7 million as a result of the funding from the Separation. In fiscal 2008, pursuant to the terms of the Separation
related agreements, the Company received $20.9 million initial funding from Quanex Corporation (the Company’s
predecessor), a net $6.9 million in true-up receipts from Gerdau for the settlement of stock options and change of
control and a true-up receipt of $5.0 million related to Quanex Corporation’s convertible debentures. The
Company’s cash and equivalents increased by another $37.1 million from continuing operations operating- cash
flows, net of capital expenditures. Conversion capital is higher at October 31, 2008 compared to October 31, 2007
primarily due to increased aluminum products inventory levels.

The following table summarizes the Company’s cash flow results from continuing operations for fiscal
years 2008, 2007 and 2006:

I Years ended October 31,
2008 2007 2006
{In millions)

Cash flows from operating activities .......... $ 530 51043 § 1046
Cash flows from investing activities........... $ (158) $ (159 $ Q270
Cash flows from financing activities .......... $ 287 % (89.0) §$§ (76.9)
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Highlights from the Company’s cash flow results for the fiscal years ended 2008, 2007, and 2006 are as
follows:

Operating Activities — Continuing Operations

The decrease of $51.3 million in cash provided by operating activities in fiscal 2008 compared to 2007
primarily related to the decline in year over year operating income from its businesses as a direct result of the
depressed housing market. Despite this market slowdown, the Company generated $53.0 million in operating cash
flow from continuing operations during fiscal 2008. Additionally, conversion capital (accounts receivable plus
inventory less accounts payable) increased (use of cash) approximately $20.1 million during fiscal 2008 primarily
due to increased aluminum products inventory levels. The Company expects inventory levels to decline in 2009.
Cash flows from operating activities and cash flows from conv