Tapping into
Opportunities
2007 Annual Report

As we begin to feel the effects of increased demand for water, coupled with scarcity issues in
many American cities, conservation has become an issue of paramount concern. More and more
municipalities are turning to water metering as an effective solution for managing water use. As
a provider of automatic meter reading (AMR) and advanced metering infrastructure (AMI) systems,

Badger Meter is tapping into opportunities
in the growing water market.

financial highlights
December 31,

2006
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% Change

Net Sales
(in millions)

(dollars in thousands)

$250

$ 234,816

$ 229,754

2.2

Earnings from continuing operations

$ 18,386

$ 16,568

11.0

Loss from discontinued operations

$ (1,929)

$

(9,020)

n/a

Net earnings

$ 16,457

$

7,548

118.0

Diluted Earnings Per Common Share
from continuing operations

$

1.26

$

1.15

9.6

from discontinued operations

$

(0.13)

$

(0.63)

n/a

Total diluted

$

1.13

$

0.52

117.3

Cash dividends

$

0.34

$

0.31

9.7

Net book value

$

6.33

$

5.07
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earnings from continuing operations

$16.5

14,518,546

$234.8

Shares outstanding at December 31
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Number of shareholders:
$250
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as a percent of equity		
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dear shareholders,
I grew up in Milwaukee, a few miles from Lake Michigan,
which is part of the Great Lakes and the largest source
of fresh water on Earth. So it was understandable that as
a child, I never thought much about water, other than as
ammunition for a summer’s day water-fight or as the perfect
landing platform for a classic cannonball splash at the
neighborhood public pool. Water seemed to be everywhere.
It was cheap and plentiful.
Today, water is still relatively cheap. In the United States,
we pay an average of $2.50 for 1,000 gallons of water,
compared to over $8 in Europe. But this low cost masks a
major worldwide problem — water shortages. One out of
five people in the world do not have access to safe, clean
water. Even in the U.S., droughts have become a major
concern in both the Southwest and, more recently, the
Southeast. Cities across the country are looking for new
ways to conserve this most valuable resource.
One answer is metering. History has shown us that when
people pay for the water they use, consumption can
drop as much as 30%. However, only two out of every three
houses in the United States have meters installed. Many
of the unmetered houses obtain their water from
private wells. But there are approximately 13 million
unmetered homes in the U.S. with municipal water
that pay a flat monthly or quarterly fee for their
water service. In addition, more than 70% of the
meters installed in the U.S. are still being read
manually. This combination of unmetered houses
and manually-read meters represents $8.5
billion in potential meter and technology sales.
Badger Meter is well positioned to tap into this
significant opportunity.
In fact, “Tapping into Opportunities” accurately
describes our focus at Badger Meter. In this
annual report, you will read not only about
our opportunities in the water industry, but
also our financial, technology and market
opportunities. But first, I would like to comment
on our 2007 results and my perspective on the
many opportunities ahead for Badger Meter.
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Richard A. Meeusen
Chairman, President and Chief Executive Officer

Financial Results

products, including electromagnetic flowmeters, valves and

We once again had a record year, with 2007 sales of $234.8

impeller meters, continue to drive sales in these smaller,

million and earnings from continuing operations of $18.4

niche markets. We have been able to apply not only our flow

million, an 11% increase over 2006. We followed a weaker

measurement knowledge, but also our radio technologies,

2007 first quarter with three record quarters to end the year

to our impeller and automotive fluid meter lines to provide

in a very strong position. These results were driven by the

our customers with a wide range of metering choices.

continuing success of both our basic metering technologies
and our advanced meter reading systems.

Our international sales consist primarily of utility meters
sold in Mexico and industrial products sold in Europe,

We have a strong balance sheet and we were proud to be

Asia and the Middle East. Although they represent only

able to increase our dividend for the fifteenth consecutive

11.6% of total sales, international revenues increased

year. Our focus on market opportunities, combined with solid

28.8% this year, driven by a combination of higher volumes

financial management, has allowed us to tap into a strong

and exchange-rate impacts. Through our highly-skilled

and steady flow of positive financial results.

international team located in Stuttgart, Germany, we
continue to find success in providing flow solutions to

Metering Technologies

customers around the world who value the Badger Meter

Our broad product line is also a strong contributor to our

brand and quality.

performance. We offer our customers the best line of water
meters in the market today, as well as the best metering

The expansion of our facilities in Nogales, Mexico, also

technologies for both water and gas meters. In 2007, we

continues on plan. By the end of 2008, we will have completed

introduced the GALAXY® advanced metering infrastructure

and moved into our new 120,000 square foot plant. This plant

(AMI) system for the harsh pit environment, using the same

will replace a 60,000 square foot leased facility in the same

reliable packaging that we have used for our very successful

area and provide us with both cost-reduction opportunities

ORION® automatic meter reading (AMR) product. We also

and much-needed space to support our growth.

introduced a full line of ORION AMR radios for gas meters.
The Future
Now, customers that want to read their meters from vehicles

Building on our great 2007 results, we have entered 2008

(drive-by) can use our award-winning ORION AMR system.

with a strong backlog and a solid pipeline of new products and

Customers that prefer using a dedicated fixed network can

product enhancements. The Badger Meter name continues to

select our GALAXY AMI system. Many customers recognize

represent superior quality, service and technology in the flow

the benefits of both systems, and may select a hybrid

measurement markets, and we intend to grow and strengthen

approach; using ORION for the majority of their system and

our brand into the future. We believe we are well positioned

using GALAXY for large industrial users or for areas with

to tap into the significant opportunities in water metering,

difficult access, such as gated communities, airports and

AMR/AMI technology and other flow measurement and control

military bases. As a fourth option, many customers have

markets to drive our continued growth over the long term.

selected ORION or GALAXY with connection to existing
network systems through our many connectivity partners.

Today more than ever, I appreciate all of that bountiful

All of these choices make Badger Meter the preferred source

water that I took for granted as a child. As a leader in the

for meter reading systems.

water industry, Badger Meter is proud to be a great company
located on a Great Lake.

Tapping into Opportunities
In addition to the significant potential in the utility metering
markets, we are also excited about our ability to tap into
opportunities in our industrial markets. Our industrial
products, while only 20.8% of total sales, generate solid

Richard A. Meeusen

performance and enhance our shareholder value. Key

Chairman, President and Chief Executive Officer
2 0 0 7 a n n ua l r e p o r t
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tapping into water industry opportunities
Water is one of the fundamental elements on the planet.

of water meters with the highest level of accuracy in the

Most of us expect that when we turn on the tap, clean, safe

industry. Today, we offer a complete line of brass and plastic

water will ﬂow into our glass. Consumption levels show just

meters for all municipal water applications.

how much we love our water — the average American uses
more than 100 gallons of water each day!

We have also developed an innovative portfolio of industryleading automatic meter reading (AMR) and advanced

But today, we can no longer take the availability of unlimited

metering infrastructure (AMI) systems that meet the needs

fresh water for granted. Our increasing demand for water

of water utilities in major cities, small towns and rural areas.

and a growing population are colliding with the reality of

Our meters and metering systems interface with most of

water scarcity due to weather patterns and aging municipal

the leading AMR/AMI technologies in the market through our

water infrastructures in many American cities. Major drought

“connectivity” solutions. Whether a utility prefers reading

conditions in many parts of the U.S. have resulted in water

meters by driving down the street, transmitting the data using

restrictions for numerous cities. In response to these trends,

power lines, public wireless networks, their own network or

municipalities and governments are increasingly focusing on

the latest municipal Wi-Fi system, Badger Meter has the right

water conservation.

product for their application.

Today, there are approximately 13 million U.S. residences

As more and more utilities turn to automatic meter reading

that have municipal water service, but are unmetered and

as a viable and cost-effective water-management solution,

billed on a ﬂat-rate basis. When water usage is monitored

Badger Meter is well positioned to tap into these opportunities.

and residents pay only for the water they use, consumption
invariably goes down. That’s where Badger Meter comes in.
For over 100 years, Badger Meter has produced a wide range

“All the water that will ever be is, right now.”
– national geographic, 1993
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A three-year, $39.8 million
contract to provide and install 162,000
ORION® AMR units on new and
		
existing water meters in the city
		
of Chicago is currently underway.
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tapping into market opportunities
Water meters have been around for a long time. In fact,

Badger Meter currently has about 27% of the installed

our first water meter was developed more than 100 years

U.S. AMR/AMI water market — the largest share of any

ago. But just as our founders tapped into the need for a

company. We built this strong position by being the first in

“frost-proof” meter that could be used in cold climates, today

the business with a radio-frequency AMR product, through

Badger Meter is successfully tapping into opportunities driven

our connectivity strategy and by continually developing

by the long-term growth potential of automatic meter reading.

new technologies and products.

The American Water Works Association estimates there

A November 2007 Chartwell Report indicated that the

are approximately 68 million residences and seven million

percentage of utilities planning near-future AMR

commercial and industrial facilities in the U.S. that have water

installations doubled from 9% in 2006 to 18% in 2007.

meters. Of that, less than 30% have been converted to AMR or

Together, ORION®, GALAXY® and our digital connectivity

AMI. The potential conversion of the remaining water meters,

products put us in a strong position to leverage the growth

which are being read manually, represents an estimated $6.5

potential of this market into increased sales and profitability

billion market opportunity. Combined with the potential to

for Badger Meter.

install meters in the 13 million unmetered residences in the
U.S., there is a total market opportunity of approximately $8.5
billion. This is in addition to the AMR growth created by new

“When the well is dry, they know the worth of water.”
– benjamin franklin, 1746

construction and ongoing meter and technology replacements.

2 0 0 7 a n n ua l r e p o r t
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tapping into technology opportunities
Customers have always counted on us to develop the

systems that enable the electric utility to gather significant

products they need to capture information to generate

load management data, but most of these features are not

revenues accurately and efficiently. With the increasing

applicable to the water industry. In our business, we use

attention on fresh, clean water as a valuable natural

AMI to refer to fixed-base systems like our newest product,

resource and the growing focus on conservation, enabling

GALAXY, which uses high-powered radio transmitters to

our customers to accurately measure water usage is more

bring the meter information to the utility whenever the utility

important today than ever before. Tapping into these

wants it — even daily or hourly.

opportunities, we’ve developed innovative new products
that combine global technology trends with meter reading.

Another new product that responds to a need in the market
is the Recordall® Lo-Profile (LP) disc meter. Developed for

ORION®, our highly-successful meter reading system, operates

installations where space is limited, this new meter provides

equally well as an AMR drive-by system or as an AMI system

the same accuracy and performance as our standard meters,

in communicating with various public and private network

but in a smaller package. The LP also uses one-third less

technologies. With over two million units installed, ORION has

metal than our standard residential meter. Both the LP and

been selected by more than 1,000 municipalities across the

our line of plastic meters are the answer for customers

country, from small utilities with just a few hundred meters to

concerned about the volatility of metal prices.

one of our latest contracts, a three-year program to provide
and install 162,000 ORION modules in the city of Chicago.

Tapping into market potential with innovative technologies

Expanding on its success in the water meter market, ORION

has been the secret to our success for more than 100 years.

has also been adapted for use on gas meters — another new

As these examples illustrate, our commitment to technological

AMR market opportunity for Badger Meter.

innovation is now stronger than ever.

Our GALAXY® fixed-base network system taps into opportunities

“The noblest of the elements is water.”

in the emerging advanced metering infrastructure (AMI) market.

– pindar, 476 bc

In the electric industry, AMI often refers to two-way metering
2 0 0 7 a n n ua l r e p o r t
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tapping into financial opportunities
The opportunities discussed in this report, in the water

These investments are the fuel that drive our industry

industry, in AMR/AMI and in technology, provide another

leadership and enable us to pursue exciting growth

opportunity of their own — the opportunity to improve

opportunities in our markets. These investments have

financial performance and build shareholder value.

resulted in products that resonate with customers, such
as ORION®, GALAXY®, the Lo-Profile meter, our successful

For many investors, financial opportunities mean increased

electromagnetic flowmeters and others.

sales and earnings. We performed well from this viewpoint in
2007, with record sales of $234.8 million and a 9.6% increase

Our strong corporate growth also provides positive financial

in diluted earnings per share from continuing operations.

opportunities for our shareholders. In 2007, we increased
the dividend for the fifteenth consecutive year. Our return on

But because we manage for the long term, financial

shareholders’ equity from continuing operations was 20.0% in

opportunities at Badger Meter are also measured in other

2007. We generated $28.3 million in cash flow from operations.

ways. One is the investments we make in our future. Capital

And our average annual total return to shareholders over the

expenditures increased 44.4% in 2007 due to facility

past five years on a dividend reinvested basis was 43.8%.

expansions, while investments in research and development
increased 4.7%. Over the past five years, we’ve invested

Together, these strong numbers show the dramatic impact —

more than $27.2 million in new products and product

and future potential — tapping into opportunities can have on

enhancements to position Badger Meter for a strong future.

our employees, customers, communities — and shareholders.

We have a long history of consistently investing in R&D,

“We think of our land and water and human resources not as

manufacturing systems and processes, and sales and

static and sterile possessions, but as lifegiving assets to be

marketing, both in good years and in challenging years.

directed by wise provisions for future days.”
– franklin d. roosevelt, 1935
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corporate profile
Badger Meter is a leading marketer and manufacturer of flow measurement and control technologies, developed both internally
and in conjunction with other companies, as well as the leader in providing digital connectivity to leading automatic meter
reading technologies. The company’s products are used to measure and control the flow of liquids in a variety of applications.

utility market

industrial market

Residential Water Meters

Automotive Fluid Meters

Residential water meters provide

Automotive fluid meters measure and

optimum revenue generation by

dispense automotive fluids such as oil,

measuring end-user consumption.

grease and transmission fluids.

Badger Meter’s Recordall® residential
disc meters provide the highest level
of accuracy in the industry.

Small Precision Valves
Small precision valves control the
fluids in a wide range of applications

Commercial Water Meters

including medical research,

Commercial water meters provide

pharmaceutical production, food and

optimal revenue generation for

beverage, petroleum, and heating

utilities from their commercial

ventilating and air conditioning.

customers. Products include
Recordall large disc, turbo and
compound meters, electromagnetic
flowmeters and Recordall fire
service meters and assemblies.

Electromagnetic Flowmeters
Magnetoflow® meters measure a large
variety of fluids in industries including
food and beverage, pharmaceutical,
chemical and mining. Flexibility in

AMR/AMI Meter
Reading Technologies
Badger Meter’s Recordall

materials and installation methods
make these meters suitable for a wide
range of applications.

Transmitter Register (RTR®) and
Absolute Digital Encoder (ADE®)
provide digital connectivity to both
established and emerging network

Other Industrial Meters
Oscillating piston meters and oval

technologies including power line

gear meters handle most fluids

carrier (PLC), broadband over power

regardless of viscosity. Concrete

line (BPL), municipal Wi-Fi and radio

meters and dispensing systems

frequency systems (drive-by and fixed-

measure and add chemicals in

based). Badger Meter offers a variety

the production of concrete.

of AMR and AMI systems including

Impeller flow sensors measure

ORION®, GALAXY® and Itron®.

in-pipe liquid flow for irrigation and
building automation applications.

defining amr /ami in the water industry
Automatic meter reading (AMR)

Advanced metering infrastructure (AMI)

AMR systems, such as Badger Meter’s ORION radio frequency
product and the Itron AMR system, transmit water usage data
by simply driving down the street.

In the water business, AMI refers to fixed-base systems. These include
Badger Meter’s newest product, GALAXY, which uses its own network
of high-powered transmitters to provide meter information to
utilities as needed, and the ORION radio frequency product, which
provides connectivity to power line, public wireless and municipal
Wi-Fi networks. This differs from the electric industry, where AMI
often refers to two-way metering systems that enable utilities to
gather load management data.
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