Y
T WSy o,
UL

SMALL BUSINESS X

E ‘ ' _.-_:_-_;_,;.:" { = ;_ '
q-_ ol i q ! -
) Lilzda GROWING
- =~ CSIVIALL PUBLIC
: 4 = s COMPANIES
J 'rv’#_ FJJ:‘.: "':_I PAGE 24

ko
r

\ of a process that helps
b power plants run cleaner. fsb.com AOL Keyword: FSB



GREENER

A
MOKESTACK?

This chemical company prospers by cleaning up coal utilities.

aking electricity is a dirty busi-
ness. Just take a peek inside the
boiler at your typical power plant.
Fueled by crushed coal, a fireball

howls and burns at 2,500° Fahrenheit, hot
enough to melt iron. A ghostly snow of ash
drifts down around the fire until it hits a pipe
or aridge. There it piles up, melts and hardens
into slag, which reduces the boiler’s efficiency.
Removing the slag is costly, time consuming,
and dangerous. Slag formations can grow to
the size of a small car and weigh several tons.
Some workers have used shotguns to try to
blast the stuff off the boiler; others have used
jackhammers. Neither method works very
well. For decades, slag has been the night-
mare of the utility industry.

All of which explains why the stock market
is excited about a small company called Fuel
Tech (fuel-tech.com), No. 12 on the FSB 100.
With the help of sophisticated computer imag-
ery, Fuel Tech injects a chemical cocktail into
boilers that helps reduce slag, curb emissions,
and boost efficiency. To date, 30 coal-fired
utilities in the U.S. and Europe have installed
the technology. Meanwhile, power plants in
China and other developing countries are con-
sidering Fuel Tech as they face international
pressure to reduce pollution. Fuel Tech’s rev-
enues soared 42%, to $75 million, last year,
and net income topped $6.8 million. The stock
has tripled in the past year to about $30.

Ten years ago Fuel Tech was losing millions
making air-pollution-control equipment for
paper mills and other big manufacturers. That
market was in the doldrums, hobbled while
industry executives and federal regulators
fought over emission standards in the courts.
At that time Fuel Tech was owned in part
by NALCO, a water-treatment company in
Naperville, I1l. NALCO was eager to unload
the struggling unit. In 1998 a retired oil and
chemical executive named Ralph Bailey paid

$3.5 million for a 22% stake in Fuel Tech and
became a hands-on investor.

Bailey, 83, is no stranger to heavy industry.
He was CEO of Conoco and later served as
vice chairman of DuPont, the chemical giant.
When he first bought into Fuel Tech, Bailey
predicted that U.S. industry would soon face
heightened pressure to clean up its act. He
also believed that the next energy crisis would
force the nation’s power producers to squeeze
more megawatts from every lump of coal.
“Fuel Tech had spent a tremendous amount
of time and money to develop its technologies
in the 1980s and 1990s,” Bailey said in an in-
terview. “When the market heated up—bingo!
We were ready to go.”

Bailey’s new management team revved
up marketing to focus on utilities in the
U.S. Half of the nation’s power comes from
coal, which is relatively cheap and plentiful.
(U.S. mines hold vast reserves that won’t be
tapped out for centuries.) But coal is a filthy
fuel that emits mercury, sulfur dioxide, and
CO,, a major greenhouse gas. Federal pol-
lution regulations are strict and are likely to
become stricter during the next few years.
That means the nation’s 1,500 coal-burning
plants will need to curb their emissions even
more. Faced with pressure to keep electric-
ity rates down, utility executives are seeking
low-cost solutions. Enter Fuel Tech, which
developed a proprietary method in which
workers insert nozzles into a boiler and
spray a compound similar to milk of mag-
nesia into the fire. This makes the boiler’s
ash residue less likely to stick, thus reducing
slag. Fuel Tech’s competitive edge? It uses
a computerized model of the fire to know
exactly where to spray the compound.

In the past year or so Fuel Tech has been
pushing its technology into the global market.
Demand for power is soaring in the fast-grow-
ing economies of China, India, and Mexico.
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Experts predict that China, which is opening
the equivalent of two coal-fired plants a week,
will double its coal consumption within ten
years, to three billion tons a year. (By contrast,
the U.S. uses slightly more than a billion tons
of coal a year.)

But Fuel Tech’s slag system is new technol-
ogy, and the firm’s biggest challenge is to sell
utility executives, who are notoriously slow to
change. Also, its biggest competitor is GE,
which is no slouch. So last year Bailey, avoid-
ing a mistake often made by fast-growing
small businesses, reached outside and hired
a seasoned chief executive with deep indus-
try knowledge. John Norris, 58, formerly ran
Duke Engineering & Services, a unit of utility
giant Duke Energy of Charlotte. During his
tenure, Norris built the unit into an engineer-
ing powerhouse with a global clientele.

Norris is winning converts by offering
utility executives a no-risk trial of its slag-
removal technology. Jimmy Blakley was
struggling with costly slag problems at the
Western Farmer’s Electric Coop plant that he
helps manage in Paris, Texas. Shutting down
the boiler to manually clean out the slag cost
$800,000 a day, for as many as ten days ev-
ery year. Blakley balked when he first heard
about Fuel Tech. “I told them folks nobody’s
drilling any holes in my boiler, and nobody’s
spraying any chemicals in there either!” he
recalls. But Blakley relented when Fuel Tech
offered its no-risk demonstration. Today, he
says, the coop pays Fuel Tech $1 million a
year but saves $4.5 million annually in main-
tenance costs while reducing emissions by
10% and boosting power production by 5%.

“We’ve only scratched the surface,” says
Bailey. “There’s a global market ready to
pay for what we can deliver.” And he’s al-
ready reaping the rewards. His original
stake—bought for $3.5 million in 1998—is
now worth $150 million.



-Excerpt-

THE FSB 100:

AMERICA'S

hat does it take to catapult your company
onto the FSB 100? Innovation and persis-
tence, of course. But this year it also helped

if you worked in industrial manufacturing. Although
conventional wisdom holds that U.S. factories are
trapped in a death spiral thanks to cheap overseas
labor, a quarter of our fast-growth all-stars are find-
ing creative ways to thrive in the bent-metal sector, up
from 3 percent in 2003.

Another 21 companies are building profitable niches in
health care, selling everything from new drugs to remote
patient monitors. Tech plays round out the top three
categories, with 18 companies providing a smorgasbord
of software and semiconductor products...

As in past years, we asked Zacks Investment Re-
search to comb through SEC data to seek fast-growth
public companies with annual revenues of less than
$200 million and a stock price greater than $1. We
ranked our speed demons based on growth in earn-
ings, revenue and stock performance over three
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years. (Banking, real estate and adult-entertainment
firms were excluded.)

Our methodology favors businesses with a track
record of solid performance. “You'll get some younger
companies if you use one-year numbers,” says Eric
Ende, a fund manager at First Pacific Advisors in Los
Angeles. “But you'll also get more flashes in the pan.”

That said, the FSB 100 represents a risky bet by Wall
Street standards. The stocks on last year's list under-
performed the market, rising 14 percent over the past 12
months, compared with 19 percent for the Russell 2000
stock index. This year, most have market caps of less
than $500 million, and all 100 are thinly traded com-
pared with the Fortune 500...

What can owners of smaller companies learn from
the FSB 1007?...The main lesson? Every company on it
was once a small business, and the seeds for its suc-
cess usually were sown when it was the size of the
outfit you're running today.

--Richard McGill Murphy

Rank: ..., 12 (Previous rank: N/A) Analysis: Financials

Get quote: FTEK The company produces technologies and chemicals for ~ Revenue (millions, 2006)...........eeueeemseeeseensnees $75.1
Industry: ... Manufacturing/Industrial reducing slag and nitrogen oxide emissions-both by-  Revenue growth (3-year annualized)............... 30.79%
CEO: John F. Norris Jr., CEO, President & Director products of coal combustion-and sells them primarily  Annual net income (millions, 2006)..........ceereruener $6.8
Headquarters: ... Batavia, IL to coal-fired utilities. The fight against air pollution  Earnings per share growth (3-year annualized) 112.11%
Employees: 137 in the U.S. and abroad, particularly in China, fueled  Return for investors (3-year annualized) ......... 90.75%

FTEK's growth last year.
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