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Summary

For the period December 1, 2006 to De-

cember 31, 2006 the Palisades Water Index 

(ZWI) gained 1.39%. This compares slightly 

more favorable than the increase in the S&P 

500 of 1.26% for the month. For the year 

2006, the comparisons are substantially more 

positive for ZWI with the Index advancing 

21.44% while the S&P gained 13.62%. This 

reflects the continued attractive long-term 

fundamentals of the water sector relative to 

the broader market averages. To better re-

flect the trends within the Index, beginning 

in 2007, the Newsletter will be issued on a 

quarterly schedule.

Comments

Performance for the month of December 

was mixed between the sectors. The Utility 

sector, however, was generally positive with 

only Aqua America posting a decline that 
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placed it among the bottom five per-

formers. Sabesp, the Brazilian water 

utility, was again a top performer. In 

fact, 60% of the foreign securities in 

the Index were included in the top 

five performers for the month. Pall 

Corp and Itron continued to rebound 

from an oversold position and also 

ranked in the top 5 performers. The 

Multi-Business sector, while mixed but 

substantially positive, benefited from 

the strength in quality large caps over 

the period. The final observation of 

note is the apperanace of both irri-

gation stocks, Valmont and Lindsay, 

among the biggest decliners in Dece-

meber. This modest retracement in a 

prolonged period of outperformance 

arose from profit-taking and the mod-

eration of the well-

publicized drought 

conditions. To reit-

erate, because of 

the difficulty in ex-

plaining Index sec-

tor movements on 

a monthly basis, a 

quarterly approach 

to the newsletter 

will be taken go-

ing forward.  This 

format will also coincide with the re-

balance dates and thereby link any 

changes in the Index to the activity 

over the quarter. 

Rebalance Discussion

The quarterly rebalancing is based 

on a consideration of the additions 

and deletions to the Index as well as 

the relative sec-

tor fundamentals 

going forward. 

The rebalanc-

ing of sector, and 

thereby compo-

nent, weights, is 

designed to cre-

ate performance-

based enhance-

ments to the Index. Additions to the 

Index included SJW Corp to the Utility 

sector, Gorman Rupp and PW Eagle 

to the Infrastructure sector, and Agi-

lent to the Analytical sector. 3M was 

deleted from the Index (Multi-Busi-

ness sector). IDEXX Laboratories was 

moved from the Analytical sector to 

the Multi-Business sector and Itron 

was moved from the Multi-Business 

sector to the Resource Management 

sector; both classification adjust-

ments were designed to better re-

flect the changing dynamics of these 

two components. The net impact of 

these changes is to enhance overall 

Index diversification, improve distri-

bution among and between sectors 

and optimize the water industry ex-

posure (see pie chart). The Index now 

has 41 components. 
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