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Summary

The Palisades Water Index (ZWI) gained 

2.05% in the period January 1 to March 31, 

2007. In a difficult environment for equities 

toward the end of the quarter, the gain com-

pares favorably to the S&P 500 which rose 

slightly at 0.18% and the Nasdaq which post-

ed a 1.92% increase for the quarter. While 

the industrial components of the Index 

generally responded to the perception of a 

weakening U.S. economy, water as a favor-

ably positioned asset class continues to gain 

momentum. Increasing emphasis on the sec-

tor and the exposure to relative strength in 

foreign markets bodes well for continued fa-

vorable comparisons with the broader mar-

ket averages.

Comments

Positive performance was centered on 

the Treatment and Resource Management 

sectors while weakness in the Infrastructure 
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sector was apparent. Of the top five 

best performers for the quarter (see 

chart), Synagro and Itron are includ-

ed in the Resource Management sec-

tor and Calgon Carbon and Nalco are 

Treatment companies. With respect 

to the bottom five performers, Gor-

man-Rupp, Insituform, Franklin Elec-

tric and Watts Water are components 

of the Infrastructure sector.

Synagro Technologies was ac-

quired by an affiliate of The Carlyle 

Group and highlights the positive 

fundamentals associated with the 

wastewater biosolids management 

business. This subsector will continue 

to be emphasized in the Index weight-

ings. Nalco’s stock rose nearly 17% in 

Q1 2007 after reporting strong earn-

ings comparisons for the year. The 

strength served as an opportunity 

for the company’s 

primary share-

holders (Black-

stone Group, et al) 

to exit their stake 

derived from their 

2003 acquisition of 

Nalco and subse-

quent IPO. While 

the doubling in 

earnings points to 

strong growth in 

emerging geographies such as Brazil, 

Russia, India and China, it is expected 

that organic growth with moderate 

in 2007. Both situations point to the 

continued involvement of private eq-

uity in the water business.

Itron continues its return to his-

torical growth patterns after secular 

weakness in the second half of 2006. 

It advanced 25% 

for the quarter. 

The acquisition of 

Actaris expands its 

global leadership, 

particularly in Eu-

rope, with respect 

to water metering 

activities. The ap-

plication of infor-

mation technol-

ogy in measuring 

and managing water consumption is 

one of the central themes in the Re-

source Management sector. Calgon 

Carbon, the best quarterly performer 

at 34%, exemplifies the positive fun-

damentals of the Treatment sector.

Much of the component weak-

ness in Q1 2007 was contained in the 

Infrastructure sector. This reflects a 

moderation of the above average 

performance recorded in prior quar-

ters but also anticipates the difficulty 

associated with funding water infra-

structure improvements and uncer-

tainty as to the extent of the decline 

in the U.S. housing market. While the 

negative bias may continue to exert 

short term pressure on this sector of 

the Index vis-à-vis the other sectors, 

it is believed that substantial lever-

age is inherent going forward. 
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