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Nalco T Buy Recommendation

A Nalco is the world leader in water treatment and process chemicals and services

A Stock price is currently undervalued
1) Trading at a significant discount to its comparable companies and historical levels
2) Unnecessarily punished for recent events (performance slightly below expectations, new management)

3) Historical private equity ownership exit stock overhang (and limited public company performance)
4) Overreaction to relatively higher leverage

A Catalysts (within 12 months) should increase
1) Strong momentum should help surpass 2008 expectations (new management, pricing, WC, market)
2) Supply / demand for stock dynamics should improve (no overhang, $300M buyback program)

3) Market leading, defensive, predictable business will become a more attractive investment with
increased market volatility and poor economic outlook
" Water treatment is still necessary during economic downturns
" Diversified customer based and end markets limits risk from cyclical economic downturns
" Low US exposure (US sales ~50%)

12 month price target of $30 represents a 45%+ 12 month potential return.
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Attractive Entry Point

Near 52-week low, significant
potential upside

Reasonable
valuation

Strong, profitable,
and stable growth

12 month Price Target $30.00 Enterprise Value / NLC Comps Var. S(M) Margin 1Year
share price return 16.3% '07E Revenue 1.6x 2.5x (37%) 2007E Growth
dividend yield 0.7% '07E EBITDA 8.3x 11.5x (28%) Revenue 53,894 8.1%

Total Return 47.0% 'O7E EBITDA-Capex 9.6x 115x (16%) Adj. EBITDA $732 188% 7.7%
. Adj. EBITDA-Capex 5632 16.2% 7.7%

Current Price (1/30/08) $20.50 Debt / 2007E EBITDA 4.8

Premium {Discount} to: Enterprise Value $6,097
52W High (10/15/07) (34%) Inside Ownership % 16% Market Value $2,923
52W Low (1/22/08) 18% Short Interest % 2%
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Company Overview T Complicated / Entrenched Products

A Provides customized/differentiated complex, technology based water treatment solutions
T Co-develop solutions with customers (deep knowledge of customer needs and process)
T Integrated R&D approach using sales engineers, technical marketers and researchers
T Leading technological innovation (2,000+ patents, 450 researchers, 160 PhDs)

A Water is important in many processes from an operations, cost, and safety perspective
I Nal coés products are critical but only represent

Industrial

T Water is essential in both the heating and cooling processes in many plants, buildings, and
manufacturing processes

I Products help control corrosion, scale formation, and bacterial build-up in order to preserve the life of
assets, minimize water and energy costs, and clean wastewater

T Serving institutional facilities, nuclear power plants, chemical processing plants, many other

Energy
I Oil & gas producers: large amounts of water during process of drilling and fractionation
1 Products improve ability to recycle water; therefore reduces costs
I Refiners & chemical producers: products extend asset life, maximize efficiency, & reduce costs

I Products improve brightness and printability, reduce weight, and enhance other characteristics (including
improving other pulp and paper production water-related issues)
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Company Overview T Product Application Examples

Water Use Issue Nalco impact
Water used as a heat Scale and microbial ¥ e Keeps surfaces clean,
transfer mechanism in growth insulate heat '\ facilitating energy-
boilers, cooling towers transfer surfaces : ’ efficient heat transfer
Membranes and other Pores block, requiring Keeps membrane
equipment are used ., more energy to push surfaces free of
to filter contaminants or pull clean water contaminants, saving
in water applications through surfaces energy
Hot water is used in a Recycling heated Y Cleans and redirects
multitude of industrial ., water for other = "z heated water to other
applications and often applications saves hot water applications,
released hot energy required saving energy
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Company Overview T Leader in Attractive Markets

A Dominant market leader in attractive and fragmented markets

A Sells critical products / services into diversified end-markets 7 limiting exposure to
economic downturns

Industrial & Energy Paper
2006 Data Institutional Services Services Services
Global Market $6.9 billion $3.5 billion $8.2 billion
CAGR (3yr Historical) 92% 6.5% 4.9%
Marlket Position #1 #1 #3
Market Share 18% 32% 9%
Products - Cooling water treatment - Flow assurance - Digester Additives
and - Scdle control, microbial - Oil/water separation - Defoamers & Wash Aids
Services fouding, corrosion control - Heavy aude desalting - De-Inking Chemicals
- Boiling water treatment - Monomer inhibitors - Felt deaners
- Pre-treatment, condensate - Anti-oxidants - Coating Additives
control, intemal treatment - Fuel and lubricant additives - Boiler, woling water, raw water
- Raw and wastewater treatment - Boiler, cooling water, raw water and wastewater applications
- Mining and miner al process aids and wastewater applications
- Other water-based process
applications
End- - Food % Beveage - Exploration - Fine Paper
Markets - Buildings, Hotels, Hospitals - Field Development - Uncoated Free Sheet
- Chemicals - Production - Coated Free Sheet
- Pharmaceuticals - Refining - Newsprint
- Manuacturing - Petrochemical - Tissue
- Metals, Utilities, Mining - Manufacturing - Containerboard
NALCO
Sales $1,593 million $1,052 million $722 million
EBIT Margin 22 7% 21.3% 15.8%
Rev. CAGR (3yr Hist.) 7.7% 13.5% 50%
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Company Overview T Diversified Customers & End Markets

A Diversified customer base and end market exposure

T 70,000 customer locations; largest customer represents 3% of sales

A Entrenched contract nature of business creates high-switching costs for customers
I Long-term customer relationships:17 of top 20 customers have been with Nalco for over 10 years
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A Market leadership coupled with a predictable business model generates strong results

Company Overview i Strong Growth & Performance
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A $19B water services & chemicals market projected to growth at a 6.4% CAGR through 2011

Industry Overview i Summary

A Demand generated by economic and environmental drivers
I Reduce use of fresh water and energy; improve resource utilization, asset life, waste recycle
I Reduce air pollutants, heavy metal discharge while improving health & safety

A Major themes driving long-term growth

T Increased water scarcity
(by 2025 over 65% of mega-cities will be
in high or severe water stressed regions)

T Threat of waterborne illness
(3 leading cause of death globally)

"i.‘ 'v:'t':‘< & '
T Growth of developing nations Increasing water Threat of waterborne “Developing” growth

(ipflection point where more people live in sca rcity illness
cities rather than smaller villages)

T Rising cost of energy (~70%
by 2030) spurs need for
alternative powers

T Net stringent regulations
(50%+ of global water supplies are polluted)

- [~ : ,'»'I-l_:'.-l 15 (¥ 3
Rising energy costs New regulations Infrastructure

. o demands
I Massive infrastructure needs

will approach $31 trillion for
water & power investments by
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Industry Overview i Market Share

A Nalco is the market leader in very fragmented markets

A Major competitors are divisions of larger companies

A Competition is based on demonstrated value, technical expertise, chemical formulations,
consulting services, and detection/monitoring/dosing/metering equipment & services

Industrial & Institutional Services Energy Services Paper Services

Champion
Technologies

Kurita Water. Ashlagrl;is, Ing 8% GE Water EKA 3%
0

Industries ChemTreat, Inc: Technologies BASE 3%
8% 8% 8% Buckman 3%
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A Market leading company with strong, stable, predictable and growing cash flows should
trade near or at a premium to its peers

Valuation T Summary

A Nalco should trade (EV/LTM EBITDA) at approximately a 9.5x multiple
I Historical trading levels of 10.5x LTM EBITDA i discounted considering exceptional market performance

I Comps currently trade at 11.5x 2007E EBITDA i discounted due to size, leverage, limited public
company track record

T 12 month projected stock price sensitivity:

EV / 2008E EBITDA
9.00x 925x 9.50x 9.75x 10.00x
¥ $694 (10%) $23 $24 $25 $26 $28
< % $732  (5%) $25 $26 $28 $29 $30
E % $771 0% $28 $29 $30 $31 $33
; § $810 5% $30 $31 $32 $34 $35
S S| sgas 1% $32 $33 $35 $36 $38

A 9.5x 2007E EBITDA multiple implies a $25 current stock price, 22% premium to
yesterdays $20.50 close

A A DCF analysis implies a $35 share price ($30 share price with 2% EBITDA growth
assumption)

12 month price target of $30 represents a 45%+ 12 month potential return.
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A No direct comparable public company exists, market views the following as the best
' Ecolab: closest comparable specialty chemical company (faster growth)

Valuation T Comparable Companies

Industrial gas companies (PX & APD): similar diversified industrial customer base & stability/contract/ high CF business
(similar growth, but management has performed better i cost cutting)

Pall: similar process technology business

A Nalco is small than its comps but has higher Free Cash Flow margins and Earnings growth
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