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Outlook for Industrial, Municipal, Agricultural End-Markets
Continues to Improve, While Construction Remains Challenged.

INVESTMENT CONCLUSION:

While the outlook for the broad economy remains uncertain, oscillating from bullish to bearish on a daily (and sometimes
hourly) basis, the key forward-looking indicators that we watch to gauge demand trends in the water infrastructure space
continue to suggest that the recent rebound in sector fundamentals will be sustained and in some cases accelerate into
2011. Coming off of a very strong third quarter earnings season (most companies in the water space "beat" and "raised"),
the key question facing investors is: were the strong third quarter results an anomalous blip, or were they the beginning
of a sustained rebound? The data clearly indicate the latter. From municipal bond issuance, to municipal water pricing, to
industrial demand proxies such as the ISM Index and agricultural indicators such as ag commodity prices, most of the
demand gauges we track suggest that the recent earnings momentum enjoyed by most companies in the water space will
not only be sustained in 2011, but in some cases will actually accelerate. Indeed, only residential and commercial
construction remain weak among the data points we track, and even here there is clear evidence of stabilization (if not yet
improvement). Overall, we remain decidedly positive on the water group, favoring companies with concentrate exposure
to municipal (BMI-BUY), agricultural (LNN-BUY), and industrial (NLC-BUY) end-markets and applications.

KEY POINTS:

• Municipal: Muni issuance, water CPI trend higher. While municipalities continue to suffer from financial
distress and budgets are likely to contract in 2011, water authorities are in decidedly better shape. Year-to-date, $372
billion in muni bonds have been issued, besting even 2009's $345 billion. Meanwhile, water pricing rose 7% in
October, continuing a trend of easily outpacing broad inflation. Coupled with our recent survey of municipal water
authorities, many of which indicate that 2011 cap ex budgets will be higher than 2010 (O&M expenses are under
pressure, however), this reinforces our view that demand in municipal channel will continue to improve.

• Industrial: Demand outlook strong as ISM jumps. While fears of an economic double-dip persist, key
forward-looking indicators suggest that the recent rebound in the industrial economy has reached a sustainable base
for future growth. After a brief dip in September, the ISM New Orders index jumped 7.2 points to 58.3 in October,
indicating continued expansion in industrial output is likely. Continued improvement in the industrial economy is a
significant positive driver for BUY-rated Nalco (NLC), a leader in industrial water management.

• Ag: Surging corn prices set stage for strong 2011. With unfavorable weather conditions in the Midwest leading to
weak harvest output in the United States and the global supply/demand outlook also tight, agricultural commodity
prices have risen substantially in recent weeks. Corn prices are a key demand indicator for the center pivot irrigation
market, and closed November near $6/bushel (up from roughly $4/bushel a year ago). With center pivot systems not
only a more water-efficient solution but also enabling substantial crop yield improvements, higher corn prices set the
stage for a very strong 2011 selling season for BUY-rated Lindsay (LNN) and Neutral-rated Valmont (VMI).

• Construction: ABI, Housing Starts bounce along. One area where the data paint a less positive picture is on the
demand outlook for water infrastructure for construction applications. Housing starts continue to bounce along the
bottom of the trough, while the Architectural Billings Index suggests that the rebound in commercial construction is
still a ways off. On the plus side, residential remodeling activity is brisk, while new construction seems to have
clearly hit bottom. Overall, we believe the next inflection point in the construction markets will be a positive one.
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JANNEY WATER METER: MUNICIPAL INDICATORS 
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U.S. State & Local Tax Receipts ($000s)

Source: United States Census Bureau

State & Local tax receipts continue to tick upwards after 

plummeting in the wake of the financial crisis and the 
ensuing recession.  This not only provides support for 

water infrastructure projects that are funded directly by 

states and  municipalities, but underpins the municipal 

bond market - a critical source of project financing.

IMPACT: BMI, INSU, MWA, TTEK, PUR-V (NR)

LATEST: 2Q-2010: +1.7% y/y; Trail 4Q Avg. +0.4% sequentially
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Many projects are funded through the credit 

markets, and municipal bond issuance has been 

strong throughout 2010 when compared to both 

2009 and five-year averages. Surging issuance is 

causing some to worry about the longer-term 

ramifications of municipal leverage but in the 

near-term, project financing appears intact. 

IMPACT: AMN, BMI, MWA, NWPX (NR)

LATEST: Nov: $372B; Above 5yr Avg ($293B) & 2009 ($345B)
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JANNEY WATER METER: PRICING INDICATORS 
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Municipal Water & Wastewater Pricing (Year/Year Rate of Change)

With the majority of municipalities funding water 

infrastructure projects via water billing revenue (rather 

than taxes), water prices are a key indicator of the demand 

environment.  Though price inflation has decelerated 

somewhat since early 2010, water prices continue to 

outpace inflation - increasing at a pace of 7% in October. 

Source: United States Federal Reserve

IMPACT: ERII, GRC, INSU, MWA, WATER UTILITIES

LATEST: Oct: +7.3% year/year vs. +7.4% year/year in Sept
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Copper Pricing  (US$/lb.)

Copper-based alloys are a significant input cost 

for makers of water-related equipment, 

including BMI and WTS.  Copper prices are up, 

but both companies are having success passing 

the cost on via their own price increases.

Source: Bloomberg

IMPACT: BMI (Input Cost), WTS (Input Cost), LAYN

LATEST: Nov: $3.90/lb; +$0.09/lb sequentially, +$0.76/lb y/y
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JANNEY WATER METER: RESIDENTIAL DEMAND INDICATORS 
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U.S. Housing Starts (000s)

The housing market continues to bounce along 

the bottom creating near-term pressure on 

demand for water infrastructure products 

utilized in residential building applications.

Source: United States Census Bureau

IMPACT: MWA, WTS

LATEST: Oct: 519,000; -12% Sequentially, -2% y/y
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U.S. Residential Building Permits (000s)

Building permits data confirm the lackluster outlook 

for the housing market, with several months of 

declines following a promising start to 2010.

Source: United States Census Bureau

IMPACT: MWA, WTS

LATEST: Oct: 550,000; 1% Sequentially, flat y/y
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JANNEY WATER METER: REMODELING/NON-REZ DEMAND INDICATORS 
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Leading Index of Remodeling Activity (LIRA; $Bln)

Source: Harvard University Joint Center for Housing Studies

The most recent LIRA projects 12% growth in remodeling 

spending in 2011, which would represent the first 

positive year since 2006.  While it remains early, the 

forecast fits logically with the view that Americans will be 

staying in their homes longer than previously expected.

IMPACT: MWA, WTS, MAS (NR)

LATEST: Projecting Residential Remodeling Mkt. +12% in 1H2011
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Architectural Billings Index (ABI)

The ABI is a reliable forward-looking indicator of future trends in non-residential 

construction spending, and for the first time since 2008, broke the '50' threshold in 

September.  Additionally, a recent McGraw-Hill forecast calls for a 16% gain in 

commercial building - a potential positive catalyst for WTS in particular.

Source: The American Institute of Architects (AIA)

Expansion  ↑

Contraction ↓

IMPACT: GRC, MWA, WTS, TTEK

LATEST: Oct: 48.7 vs. 50.4 in Sept and 47.1 year ago
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JANNEY WATER METER: INDUSTRIAL DEMAND INDICATORS 
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U.S. Industrial Production (Indexed to 2007)

Improving Industrial Production is a significant positive 

development for companies providing water-related 

products/services for industrial applications.  Boasting 

a #1 market position and a stable, recurring revenue 

driven business model, BUY-rated Nalco Holding (NLC) 

is our preferred play on the industrial water market.

Source: United States Census Bureau

IMPACT: BMI, CCC, GRC, MWA, NLC, WTS

LATEST: Oct: 93.4, flat sequentially, +5% year/year
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ISM New Orders Index

The ISM had stood at the vanguard of the debate 

over the "double-dip" recession, however October's 

results indicate an expanding manufacturing sector 

which has quelled some fears of output contraction.

Expansion  ↑

Contraction ↓

IMPACT: BMI, CCC, GRC, MWA, NLC, WTS

LATEST: Oct: 58.9, vs. 51.1 in Sept and 58.3 year ago
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JANNEY WATER METER: AGRICULTRUAL DEMAND INDICATORS 
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Source: USDA

While the USDA's current Farm Income projection for 2011 

looks uninspiring, recent increases in agricultural commodity 

prices are leading many to conclude that these figures could 

prove conservative.  Higher levels of farm income translate into 

increasing revenue for BUY-rated Lindsay Corporation.

IMPACT: LNN, VMI

LATEST: Current 2010E: $77B vs. $62B in 2009

10 year average = $67.5
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Average Spot Corn Price ($/bushel)

Source: Bloomberg

Higher corn prices are being driven in part by weak 

harvests in the Midwestern U.S. (not a core center pivot 

selling region).  In the Great Plains states (NE, KS, CO), 

farmers are bringing robust harvests to market at 

higher price points - a significant positive development 

for the center pivot irrigation industry.

IMPACT: LNN, VMI

LATEST: Nov. monthly average: $6.07/bsl vs. $5.99/bsl in Oct. 
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IMPORTANT DISCLOSURES

Research Analyst Certification
I, Ryan M. Connors, the Primarily Responsible Analyst for this research report, hereby certify that all of the views expressed in
this research report accurately reflect my personal views about any and all of the subject securities or issuers. No part of my
compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views I expressed in this
research report.

Janney Montgomery Scott LLC ("JMS") Equity Research Disclosure Legend
Individual disclosures for the companies mentioned in this report can be obtained by calling or writing Janney Montgomery
Scott LLC as provided on the first page of this report.Disclosure Site

Definition of Ratings
BUY: Janney expects that the subject company will appreciate in value. Additionally, we expect that the subject company will
outperform comparable companies within its sector.

NEUTRAL: Janney believes that the subject company is fairly valued and will perform in line with comparable companies
within its sector. Investors may add to current positions on short-term weakness and sell on strength as the valuations or
fundamentals become more or less attractive.

SELL: Janney expects that the subject company will likely decline in value and will underperform comparable companies
within its sector.

Janney Montgomery Scott Ratings Distribution as of 09/30/2010

IB Serv./Past 12 Mos.

Rating Count Percent Count Percent

BUY [B] 195 54 20 10

NEUTRAL [N] 157 43 10 6

SELL [S] 10 3 1 10

*Percentages of each rating category where Janney has performed Investment Banking services over the
past 12 months.

Other Disclosures
Investment opinions are based on each stock's 6-12 month return potential. Our ratings are not based on formal price targets,
however our analysts will discuss fair value and/or target price ranges in research reports. Decisions to buy or sell a stock should
be based on the investor's investment objectives and risk tolerance and should not rely solely on the rating. Investors should read
carefully the entire research report, which provides a more complete discussion of the analyst's views.
This research report is provided for informational purposes only and shall in no event be construed as an offer to sell or a
solicitation of an offer to buy any securities. The information described herein is taken from sources which we believe to be
reliable, but the accuracy and completeness of such information is not guaranteed by us. The opinions expressed herein may be
given only such weight as opinions warrant. This Firm, its officers, directors, employees, or members of their families may have
positions in the securities mentioned and may make purchases or sales of such securities from time to time in the open market or
otherwise and may sell to or buy from customers such securities on a principal basis.Supporting information related to the
recommendation, if any, made in the research report is available upon request.
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