Liquid attractions: why
water matters and how
you can invest in it
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Key take-aways

Water is essential for life on earth and is
a precious, yet underappreciated and
undervalued resource.

Wateris used in nearly all forms of
economic activity including food
production, industrial manufacturing,
textiles, energy production and materials
extraction — put simply ‘there is no
economy without water’

Water is intrinsically linked to many of the
Sustainable Development Goals (SDGs)

Water use continues to increase rapidly,
driven by: population growth,
urbanisation, rising wealth and
consumption and an ageing infrastructure
— these same factors make water an
attractive area for investment

Companies from across the water value
chain can offer steady returns, and are
less sensitive to the economic cycle than
other infrastructure investments.

Investing successfully requires specific
expertise to understand industry evolution
and technical details, political and
regulatory changes and specific company
fundamentals including accounting details
and sustainability research.

Regnan Sustainable Water and
Waste Strategy

Our Thematic Investing team joined Regnan in
April 2021 ahead of the launch of the Regnan
Sustainable Water and Waste Strategy in
September 2021. Combining exposure to both
water and waste-related companies makes this
strategy a distinctive thematic investment
proposition with diversification benefits.

Bertrand Lecourt
Senior Fund Manager

Saurabh Sharma, CFA, CAIA
Fund Manager
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Water is everywhere and in everything

Life on earth is dependent on water. When humans first
started to build cities about 10,000 years ago, the first
thing they did was to look for a body of water to build
their city around. Proximity to water provided them with
a reliable source of drinking water, seaborne
transportation and improved access to trading routes.
That story has not changed in millennia and never will.

Water is not only essential for the production of food but
is also extensively used in all forms of economic activity
including industrial manufacturing, textile, energy
production and materials extraction. A simple way of
thinking about it is — there is no economy without water.

The graphic below highlights the water footprint of
various products.

As the population becomes wealthier it consumes
more water intensive resources

Water footprint — how much water?

Beer Mobile Phone

Microchip

75 Litre 1,000 Litres 30 Litres

The water necessary for cleaning, cooking and washing
typically amounts to around two hundred litres a day.
Yet our water footprint can sometimes reach ten
thousand litres a day.

Water is often seen as a free resource due to its
necessity for life, but access to safe and clean water is
not. The price we pay for water is the price of cleaning
and transporting it to our point of use. This price
therefore varies greatly depending on where you are in
the world, the state of the infrastructure, its age and
efficiency.

On average, tap water is still typically at least one
hundred times cheaper than premium bottled water
brands.

Shower

‘, ;
264 Litres

7,979 Litres 2,494 Litres

Bread Coffee

60 Litres 125 Litres

Chocolate bar

Leather Tote Bag Beef

1 7,1 28 Litres

1 5,400 Litres

1 ,700 Litres

Source: Regnan; Interactive tools — product gallery — waterfootprint.org, 2021; ‘Let's be water-wise’ — downtoearth.org, May 2020; W ater
scarcity. The key challenges in meeting the demand, Credit Suisse, January 2020.
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Limited supply and rising demand

Water covers about 70% of the earth’s surface.
However, only around 3.5% of the earth’s water is
freshwater, most of which is unavailable as it is locked
up in glaciers and polar ice caps. The paucity of
freshwater coupled with the exponential rate of water
consumption has amplified the severity of water
problems. Population growth, higher levels of
urbanisation, increased wealth and consumption, and
an ageing infrastructure are a few of the many factors
that have contributed to the rapid increase in water use
in recent decades. Furthermore, these drivers are
expected to persist for the foreseeable future,
highlighting the direction of travel for water
consumption.

How much water is on Earth?

71.0%

of the Earth’s surface is water

Source: https://phys.org/news/2014-12-percent-earth.html

"United Nations Environment Programme (UNEP). Half the World to Face Severe Water Stress by 2030

96.5%

Salt water

According to the United Nations, by 2030, water
demand will exceed supply by 40%, and close to half
the world’s population will be living in water-stressed
areas.’

Business as usual cannot continue, and we could be
heading into a global water crisis if we do not tackle the
challenges. However, there are various solutions
available to address the issue, which brings a massive
opportunity for companies that are involved in the water
value chain. Investments and innovationin this area at
this critical moment can have a significantimpact on
how the future unfolds.

3.5%

Freshwater

1.1%

Liquid freshwater

é o
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Our unquenched
thirst for water

The United Nations estimates that water use has grown
at more than twice the rate of population growth in the
last century.2 Currently, agriculture accounts for roughly
70% of global water withdrawals, primarily consisting of
irrigation apart from water for livestock and aquaculture.
This ratio can reach up to 90-95% in some developing
countries. Industry, including energy and power
generation, accounts for c. 20% and domestic
consumption accounts for the remaining c. 10% of
water withdrawals globally.

Water use by economic sector — agriculture’s thirst
Globally, 70% of freshwater is used for agriculture

Share of freshwater withdrawals by sector (%) in 2014

South Asia Middle East & North Sub-Saharan Africa  Latin America &  East Asia & Pacific Europe and Central
Africa Caribbean Asia

m Agriculture ® Industry = Domestic

Source: https://blogs.worldbank.org/opendata/chart-globally-70-freshwater-used-agriculture

Looking ahead, there have been multiple attempts at e T TR e e T
estimating future trends in water demand. Burek et al. A i
(2016) estimate water use will continue to grow at an
annual rate of about 1% per annum, resulting in an
increase of 20-30% above the current level by 2050.3

It is widely estimated that future growth in water use will
be driven by increasing demand by the industrial and
energy sectors, as well as by municipal and domestic
uses.

2National Geographic, Freshwater Crisis, United Nations
3The United Nations World Water Development Report 2021;
Burek, P. et al. Water Futures and Solution: Fast Track Initiative.
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Water and Sustainable Growth

Water and the economy The International Food Policy Research Institute
(IFPRI) estimates that if we carry on as before, roughly
US$63 trillion or 45% of total estimated global GDP will
be at risk due to water stress by 2050.# Nevertheless, if
sustainable behaviours and practices are adopted,
more than 1 billion people and approximately US$17
trillion of GDP could escape exposure to risks and
challenges from severe water scarcity.® Therein lies a
huge opportunity for investors able to identify
businesses leading disruption and innovation across
the water value chain.

Water is an essential component of our economies and
is required to create and maintain jobs in every sector
of the economy. The importance of water is spread
across the primary sector including agriculture, mining
and extraction of natural resources, and animal
husbandry; secondary sector uses include the
processing of goods, electricity production and heavy
industry; and in the services sectors including tourism
and leisure.

Future global water demand (km3/year)

Global water Curmi et al W ater Hejazi et al. (2014) Hejazi et al. (2014)
withdrawals (2014) Resources Group OECD Pop6/ MDG- Pop9/ MDG+

Current 2030 2050 2050 2050
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Total 3,838 6,900 5,465 6,196 8,360

Manufacturing

Source: Citi Research. Curmi et al, Water Resources Group, OECD, Hajazi et al.
Note: Pop6/ MDG- scenario assumes population peaks and then declines to 5.5bn by 2050 (i.e. not linear). Pop9/ MDG+ assumes the global
population stabilises at 9.1bn. Curmi et al assumes population of 7bn.

4IFPRI, the future of water requires a sustainable, blue path (Farming Portal) (Link) 7
5Veolia, IFPRI, Finding the Blue Path for A Sustainable Economy (Link)
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Water and the Sustainable Development Goals (SDGs)

‘There is no economy without water’, and we certainly
cannot sustain the current trajectories of water
consumption without significant investments in water.

The central role water plays in life and the global
economy is highlighted by the fact water is a
prerequisite for almost every one of the 17 Sustainable
Development Goals (SDGs).

There is a clear and direct link to water in the following
SDGs:

GOOD HEALTH

O 9 INDUSTRY, INNOVATION 11 SUSTAINABLE CITIES 1 RESPONSIBLE 13 CLIMATE

AND INFRASTRUCTURE AND COMMUNITIES CONSUMPTION

AND PRODUCTION

ACTION

CLEAN WATER SDG #6, Clean Water and Sanitation,

AND SANITATION

specifically reflects the critical importance
E of water in its own right, ensuring

water and sanitation for all.

There is also growing recognition of the crucial
contribution of water-related investments to climate
resilience and to delivering on the Paris Agreement.

availability and sustainable management of

Current practices are not sustainable, and an
impending water crisis will affect communities,
industries, food production and the environment.
Sustainable water management practices will bring
opportunity for companies operating throughout the
water value chain. A few standout opportunities include:
water infrastructure (mainly maintenance and upgrades
in the developed world and new builds in developing
economies); water treatment and recycling (only 3% of
water is currently recycled), incentivising and a more
prominent role for private players; and related
technological advancements (smart meter and big-data
integration).
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The investment opportunity

Given the theme’s perpetual nature, investors are
increasingly moving towards water as a long-term
investment opportunity. The theme offers steady returns
and has lower economic sensitivity to economic growth
than other infrastructure investments. Exposure to
commodity prices is negligible and unlike the renewable
energy sector, there are no subsidies or government
support which means political and regulatory
interference is limited.

Investment opportunities exist across the water value
chain and different segments offer distinct fundamental
exposure which prudent investors can access. The
water value chain comprises pump and valve
manufacturers, water treatment companies, water
storage providers, network operators, metering and
billing companies and wastewater treatment firms.

Investing in the water value chain
Focus on all industries exposed to the water cycle

Water quality, tests, metering

Plant design, municipal & industrial planning, engineering, water related services

To many investors less familiar with the opportunities in
water, regulated utilities are often perceived as the only
‘play on water’ from an investment perspective.
However, regulated utilities only represent less than
20% of the investable universe and even these
businesses have the ability to pass through costs to
customers and generate robust returns. The remaining
80% of the universe consists of competitive businesses
striving to maximise stakeholder value like any other
company.

Supply
Raw Treatment/ Storage ;
. (metering,
Lo purlfication (dams, lakes c-:-lrsil:::‘::::n{n billing, etc.) Wi
Source (chemical, reservoirs, Release
filters, water towers, (network) Waste water
Rivers, lakes, . EBRE G i) tfeatm?_"t LBl Rivers, sea,
sea, aquifer recyciing lakes, etc.
sources, etc. (Pumping,
valves, desal, ) ) )
etc.) Energy, power, industrial, commercial

(incl. oil & gas, mining & other

~20%

Irrigation/agriculture/farming

~70%

Source: Regnan.
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Investment opportunities
across the value chain

Many of the aforementioned investment opportunities can be
accessed via publicly listed entities. We have been monitoring
the water-related investment universe for over 20 years. When
we analyse the value chain by market capitalisation and our
proprietary segmentation, we see that companies in the
filtration, treatment and efficiency segment form 50% of the
universe. This segment includes companies involved in
wastewater treatment, desalination, ballast water treatment,
water quality assessment and purification, and life science
tools. With rising water scarcity and growing water demand as
structural drivers, we expect these companies to continue to
offer steady and growing returns to investors in the long term.

Investable global equities water market

T

= Competitive Water Utilities and services

= Regulated Water / Defensive Utilities
Water Pumps, Valves, Pipes

= Filtration / Treatment / Health / Efficiency

= Consumers solutions

= Measurements - Meters

= [rrigation / Agriculture

Water Engineering / construction

Source: Regnan as at March 2021. Based on market cap and subjective assessment.

The structural push for pumps, valves and pipes companies
will come from the ageing infrastructure in the developed
world, which requires constant maintenance and investment.
Additionally, the need to build out new infrastructure in
emerging markets where population growth and urbanisation
rates are comparatively high creates further opportunity. We
are already starting to see massive fiscal spending in these
areas.

On the other hand, water utilities are resilient, low beta
businesses that tend to generate stable returns for investors
and have defensive characteristics during periods of economic
uncertainty.

Lastly, related technological innovation and increasing
sustainability-linked fiscal spending are other long-term drivers
for all segments in the universe.
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Historical performance of water

Helped by the long-term structural drivers behind the

theme, water companies have outperformed the These stocks have historically demonstrated a solid up-
broader market in the last ¢.15 years. To illustrate such dOW”. capture showing resillience dgring dQW” markets
companies’ long-term performance, we can look at the and rising with the market in a rallying environment.
chart of the S&P Global Water Index versus the MSCI This depicts the superior historical risk/return profile of
All Country World Index. It shows water stocks these stocks.

consistently outperformed the broader market over the
two decade-period.

Historical performance of Water
Water Index vs. MSCI All Country World Index (net total return)

700
600
500
400
300
200
100 =

0
Jan 05 Jul 06 Jan 08 Jul 09 Jan 11 Jul 12 Jan 14 Jul 15 Jan 17 Jul 18 Jan 20 Jul 21

— Water MSCI ACWI

Source: Bloomberg as at 16 August 2021. Water Index represents S&P Global Water USD Net Total Return Index. All Indices in USD.
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The role of capital
markets

Increased privatisation of water infrastructure coupled
with the influx of capital towards such sustainable
infrastructure is opening new investment avenues within
the water theme. Private sector investment and
innovation is expected to play a significantrole in an
integrated approach to water management and is
expected to see additional capital deployed in areas
including utilities, capital goods and chemicals,
construction and materials, and quality and analytics.
Given economic growth and the need to improve basic
infrastructure, we expect water sector investments to
grow at a relatively fast pace in many regions,
outpacing global GDP growth. We expect to see growth
of the water sector continue as technological advances
improve efficiencies.

Equities in the water space have exhibited strong
fundamentals with steady revenue growth, robust
operating income and expanding net income margins.
We expect these trends to continue as economies start
to reopen and recover from the COVID crisis.

To be a successful investor in the water
space, one needs to have a deep
understanding of the central role water plays
in the global economy, understand the
challenges and constraints whilst also
identifying the latest technical innovations and
industry solutions. Investors also need to
closely monitor political and regulatory
developments, understand the economics of
the various segments of the value chain and
undertake robust fundamental research. It is
also equally important to do a deep dive into

these companies’ ESG practices and engage
with them to form a long-term view. Regnan’s
team has a long history of analysing
companies in the water value chain and has
the in-house expertise of performing detailed
sustainability analysis.
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About Regnan

Regnan is a responsible investment leader with a long
and proud history of providing insight and advice to
investors and industry bodies such as the UNPRI.

In 2020 Regnan expanded into responsible investment
funds management, backed by the considerable
resources of Pendal Group.

Our strategies:
Regnan Global Equity Impact Solutions

The Regnan Global Equity Impact Solutions strategy is
a solutions-first approach, focused on investingin
mission-driven businesses that address underserved
environmental and social challenges and deliver real,
systematic change for the better. It is a high-conviction,

Regnan Credit Impact*

The Regnan Credit Impact Strategy is an actively
managed portfolio of mainly investment grade impact
bonds (green/climate, social & sustainability) that
support positive societal and/or environmental
outcomes including advancement of the United Nations
Sustainable Development Goals.

Regnan Sustainable Water and Waste

Our Thematic Investing team joined Regnan in April
2021 ahead of the launch of the Regnan Sustainable
Water and Waste Strategy in September 2021.
Combining exposure to both water and waste-related
companies makes this strategy a distinctive thematic
investment proposition with diversification benefits.

global, multi-capitalization portfolio with low turnover

and a strong emphasis on driving impact by engaging

companies to improve measurable outcomes.

J O Hambro Capital Management Ltd

Level 3

1 St James’s Market
London SW1Y 4AH
T:+44 (0) 20 7747 5678
E: info@johcm.co.uk

UK Intermediary Sales:

Gavin White

Head of UK Intermediary Sales
T:+44 (0) 770 277 7318

E: gwhite@johcm.co.uk

Richard Turner
Sales Director
T: +44 (0) 7515 596 988
E: rturner@johcm.co.uk

Bryan Horne

Sales Director

T: +44 (0) 7841 899 535
E: bhorne@johcm.co.uk

James Allcorn-Austen

Sales Manager

T:+44 (0) 7834 309 021

E: jallcorn-austen@johcm.co.uk

David Firth

Associate Sales Manager
T: +44 (0) 7960455734
E: dfith@johcm.co.uk

*Available to Australian investors only.

CONTACTS

Tjeerd Voskamp

Head of Sales and
Distribution — UK, Europe
and Asia

T: +44 (0) 20 7747 8961

E: tvoskamp@johcm.co.uk

Germany, Austria & Switzerland:

Annabelle Wegner
Director of European Sales
T: +44 (0) 20 7747 5652
E: awegner@johcm.co.uk

France, Italy & Spain:

Valentina Maggio

Sales Support

T: +44 (0) 20 7747 5679
E: vmaggio@johcm.co.uk

Netherlands & Scandinavia:

Patrick Aylwin

Sales Manager

T:+44 (0) 20 7747 5619
E: paylwin@johcm.co.uk

Asia:

Andrew Ang

Director of Asian Sales
T:+65 6511 6313

E: aang@johcm.com

Institutional Sales:

EMEA

James Elks

Director, Institutional Business
T: +44 (0) 20 7747 5653

E: jelks@johcm.co.uk




Disclaimer

THIS DOCUMENT IS FOR PROFESSIONAL INVESTORS ONLY. IT SHOULD NOT BE CIRCULATED TO OR RELIED UPON
BY RETAIL INVESTORS.

This is a marketing communication. Information on the rights of investors can be found here.

Issued and approved in the UK by J O Hambro Capital Management Limited (“JOHCML”) which is authorised and regulated by
the Financial Conduct Authority. Registered office: Level 3, 1 St James’s Market, London SW1Y 4AH.

Issued in the European Union by JOHCM Funds (Ireland) Limited (“*JOHCMI”) which is authorised by the Central Bank of Ireland.
Registered office: Riverside One, Sir John Rogerson’s Quay, Dublin 2, Ireland.

References to “JOHCM” below are to either JOHCML or JOHCMI as the context requires.

Regnan is a standalone responsible investment business division of Pendal Group Limited (Pendal). Pendal is an Australian-listed
investment manager and owner of the J O Hambro Capital Management Group. Regnan’s focus is on delivering innovative
solutions for sustainable and impact investment, leaning on over 20 years of experience at the frontier of responsible investment.
“Regnan” is a registered trademark of Pendal.

The Regnan business consists of two distinct business lines. The investment management business is based in the United
Kingdom and sits within J O Hambro Capital Management Limited, which is authorised and regulated by the Financial Conduct
Authority and is registered as an investment adviser with the SEC. “Regnan” is a registered as a trading name of J O Hambro
Capital Management Limited. The Regnan Insight and Advisory Centre of Pendal Institutional Limited is based in Australia and
has a long history of providing engagement and advisory services on environmental, social and governance issues. While the
investment management teams will often draw on services from and collaborate with the Regnan Centre team, they remain
independent of the Regnan Centre team and are solely responsible for investment management.

The distribution of this document in jurisdictions other than those referred to above may be restricted by law (“Restricted
Jurisdictions”); therefore, this document is not intended for distribution in any Restricted Jurisdiction and should not be passed on
or copied to any person in such a jurisdiction. No person in any Restricted Jurisdiction should rely on this document and persons
into whose possession this document comes who are in a Restricted Jurisdiction should inform themselves about and observe
any such restrictions. Any such distribution could result in a violation of the law of such jurisdictions.

This report, including any expression of opinion, is for information purposes only and is given on the understanding that it is not a
recommendation and is not to be published or otherwise made available to any person other than the party to whom it is provided.
No representation or warranty, express or implied, is made or given by or on behalf of JOHCM or any other person as to the
accuracy or completeness of the information or opinions contained in this document, and no responsibility or liability is accepted
for any such information or opinions (but so that nothing in this paragraph shall exclude liability for any representation or warranty
made fraudulently).

The registered mark J O Hambro® is owned by Barnham Broom Holdings Limited and is used under licence. JOHCM® is a
registered trademark of JOHCML.

Telephone calls to and from JOHCM may be recorded. Information on how JOHCM handles personal data which it receives can
be found in the JOHCM Privacy Statement on its website: www.johcm.com

Information on how JOHCM handles personal data which it receives can be found in the JOHCM Privacy Statement on
our website: www.johcm.com

www.regnan.com



https://www.johcm.com/uk/about-us/605/investor-rights
http://www.johcm.com/
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