
Improving Tax Receipts Drive Continued Municipal Recovery.

Janney Water Meter - January 2011

INVESTMENT CONCLUSION:

As the deadline for Build America Bonds approached, municipalities predictably crowded into the market in late 2010 to
take advantage of this attractive financing alternative. This flood of supply drove yields up and prices down, leading
many to conclude that BABs had created a "bubble" in the municipal bond market and that the ultimate result would be
financial Armageddon for overstretched municipalities (and hence a downdraft in funding availability for municipal
infrastructure projects). While discrete cases of municipal financial distress do exist (Eg. Birmingham, AL and
Harrisburg, PA), we take the more sanguine view that the BAB program did precisely what it was (in part) intended to
do: it provided municipalities with a timely alternative financing vehicle during a time when tax receipts remained
depressed due to the economic hangover of the financial crisis of 2008. Looking forward, as tax receipts continue to
rebound from the trough, we believe dire predictions of a broad meltdown in municipal finances will go unrealized. The
upshot for water infrastructure providers: forecasts of weak demand due to lack of project funding will also prove false.

KEY POINTS:

• Muni bond alarmists overstating their case: This too shall pass. With Build America Bonds no longer available
for issuers, those convinced that there must be some new crisis on the horizon have seized on robust municipal
issuance in 2010 as evidence of a "bubble," whose eventual bursting will wreak havoc not only on companies
levered to municipal spending, but on the economy as a whole. Needless to say, we think these arguments are well
off the mark. With tax receipts still depressed in the wake of a deep recession and an attractive financing alternative
(BABs) available, of course municipalities accessed credit markets liberally in 2010. As the economic recovery
continues to drive a rebound in tax receipts, we believe instances of municipal default will remain extremely rare.

• Surging metals prices indicative of raw material headwinds in 2011. While the economic recovery and the weak
dollar have driven most commodities higher, none have had a more dramatic run than copper, which enters 2011
trading at new all-time highs. This provides a significant margin headwind for companies utilizing copper as a major
raw material, including Badger Meter and Watts Water. Still, we believe both companies will ultimately have the
pricing power necessary to pass higher input costs through to customers, and that improving demand will offset this
headwind somewhat. Similar to past cycles, higher input costs are a necessary evil of any economic recovery.

• Housing weak, but remodeling a timely offset, non-rez looking up. While housing (as usual) continues to
dominate popular discourse on the state of the construction markets, the reality is that other key segments of the
market are exhibiting strength and/or girding for a turn. Indeed, residential remodeling activity has rebounded nicely
and looks primed for strong growth in 2011 as low interest rates and a weak real estate market lead homeowners to
pursue improvements, while forward-looking indicators such as the ABI suggest that commercial construction will
begin to show positive comps in 2011. Overall, we expect demand in this key channel to improve as 2011 unfolds.

• Irrigation primed for strong 2011 on back on elevated commodity prices. With pricing for key agricultural
commodities at their highest levels since the commodities boom of 2007-2008, payback periods on yield-enhancing
center pivot systems are compressing - leading more farmers to seriously consider mechanized irrigation. In addition,
farm income levels jumped significantly in 2010, meaning more farmers have the financial wherewithal to make the
sizable up-front investment of installing a center pivot irrigation system. Still, stocks of irrigation related companies
such as Lindsay Corporation (LNN) and Valmont Industries (VMI) enjoyed strong runs in 2010, and a significant
portion of this good news is priced in. We believe investors should be price disciplined in initiating new positions.
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U.S. State & Local Tax Receipts ($000s)

Source: United States Census Bureau

State & Local tax receipts continue their upward 

march, with 3Q-2010 marking the fourth consecutive 

year/year increase.  As government revenues expand 

with an improving economy, we believe that alarmist 

predictions of municipal collapse will fail to pan out.

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

LATEST: 3Q-2010: +3.9% year/year
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Muni bond issuance was robust throughout 2010, ending 

the year well above the 5-year average.  Access to credit 

markets helped municipalities to weather the impact of a 

protracted, challenging economic storm on tax revenue.

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

LATEST: 2010: $407B vs. 5-year avg. at $321B
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Municipal Water & Wastewater Pricing (Year/Year Rate of Change)

Facing a challenging year-over-year comp (pricing was 

up nearly 8% y/y in November 2009), Water/ WW 

price inflation decelerated to 6% in November 2010.  

Still, although more tough comps are on the way in 

2011, Water/WW prices  continue to outpace overall 

inflation and the likelihood of price declines is low.

Source: United States Federal Reserve

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

LATEST: Nov: +5.5% year/year
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Copper Pricing  (US$/lb.)

Copper prices surged to new records in December, creating the risk of 

margin pressure for maker of water infrastructure products in 2011.  On 

the flip side, mineral driller Layne Christensen (LAYN-BUY) should benefit 

from the higher level of exploratory activity spawned by higher prices.

Source: Bloomberg

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

LATEST: Dec: $4.21/lb; +8% sequentially, +25% y/y
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U.S. Housing Starts (000s)

Housing continues to bounce along the bottom, 

acting as a major headwind for makers of water-
related infrastructure products for use in residential 

applications.  In addition, this continues to impact 

municipal demand for basic infrastructure products.

Source: United States Census Bureau

IMPACT: MWA, WTS

LATEST: Nov: 555,000; +4% Sequentially, -6% y/y
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U.S. Residential Building Permits (000s)

Building permits data confirm the lackluster outlook for 

the housing market, with new permits weakening into 

year-end 2010.  Overall, the short-term outlook for 

new residential construction remains decidedly weak.

Source: United States Census Bureau

IMPACT: MWA, WTS

LATEST: Nov: 530,000; 1% Sequentially, flat y/y
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Leading Index of Remodeling Activity (LIRA; $Bln)

Source: Harvard University Joint Center for Housing Studies

An pick-up in remodeling activity has provided a timely offset to 

continued weakness in new housing starts in recent quarters, 

and Harvard's authoritative forecast of the remodeling market 

suggests that this will likely remain the case entering 2011.

IMPACT: MWA, WTS, MAS (NR)

LATEST: 2011 Remod. Market Projection: +12%
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Architectural Billings Index (ABI)

The ABI moved above the key '50' threshold again in November, hitting it's 

highest level (52) since 2007.  We continue to believe that the next inflection 

point in this key water infrastructure end-market will be to the upside.

Source: The American Institute of Architects (AIA)

Expansion  ↑

Contraction ↓

IMPACT: GRC, MWA, WTS, TTEK

LATEST: Nov: 52.0 vs. 48.7 in Oct, 42.8 year ago
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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: Nov: 93.9, flat sequentially, +5% year/year
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ISM New Orders Index

As the ISM neared 50 in September, some feared a "double-dip" 

recession, but recent readings confirm the economic expansion. 

Expansion  ↑

Contraction ↓

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

LATEST: Nov: 56.6 vs. 56.9 in Oct, 53.7 year ago
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Although notoriously volatile, net farm income has been 

notably strong in recent years and should approach prior 

peak levels in 2010.  Coupled with strong commodity prices, 

this bodes well for makers of irrigation equipment in 2011.

IMPACT: LNN, VMI

LATEST: 2010E: $82B vs. $86B in 2008 (Peak)
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Source: Bloomberg

Agricultural commodity prices spiked in late 2010, 

benefiting from poor harvests, unfavorable weather, 

and a weak dollar.  Higher commodity prices make 

yield-enhancing center pivot systems more attractive.

IMPACT: LNN, VMI

LATEST: Dec: $6.37/bsl vs. $6.05/bsl in Nov.
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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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