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The investment case for water

is not new. However, it currently
looks particularly compelling as
the theme combines a defensive
demand profile, physical
infrastructure with minimal
disruption risk, regulatory visibility,
relatively stable returns, and
business models that can often
pass through inflation. In addition,
a major wave of infrastructure
replacement and adaptation still
lies ahead and is likely to continue
for decades.

Unlike many fashionable investment
themes, water does not depend on
consumer adoption, a particular
technology platform or uncertain
future monetisation. It is an essential
economic input whose infrastructure
has been underfunded for decades,*
while demand is growing and
natural water availability and
quality are coming under increasing
pressure.? At the same time, the
valuation premium associated

with the earlier ESG boom has
largely unwound,? creating a more
attractive starting point for long-
term investors.
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A physical-asset theme with
minimal disruption risk

Water is fundamentally a hard-asset
theme. Its value chain consists

of treatment plants, distribution
networks, pumps, valves, pipes,
meters, filtration systems, testing
equipment and wastewater facilities.
These assets cannot be digitised
away, and most have useful lives
measured in decades*. Technological
change can improve how water is
transported, monitored, purified or
reused, but it cannot eliminate the
underlying requirement for

physical infrastructure.

This distinguishes water from the
Al theme. A municipality cannot
postpone the provision of safe
drinking water indefinitely because
a new technology may emerge,
nor can a semiconductor plant
operate without ultrapure process
water.®* Water also has no
economic substitute.
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Water scarcity is frequently local
as transporting water over long
distances is expensive,® and this
reinforces the importance of local
treatment, storage, distribution and

reuse systems.
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Inflation-resilient business
models

Much of the water infrastructure
system is essential and regulated.
Water utilities frequently operate

as natural monopolies under
multi-year tariff or rate-setting
frameworks.” Subject to regulatory
approval, necessary operating

costs and capital investment can

be recovered through customer
tariffs, while approved investment
becomes part of the regulated asset
or rate base on which the utility is
permitted to earn a return.t These
mechanisms are not a perfect
inflation hedge — equipment and
technology suppliers are not
themselves regulated — however, they
benefit from mandatory customer
expenditure, large installed bases,
recurring replacement demand and

aftermarket service revenues.
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A replacement cycle
supported by rising
infrastructure budgets

Water infrastructure is approaching
or has already exceeded its

intended lifetime in many developed
economies.’ Ageing pipes, treatment
facilities, pumping systems and
storage assets increasingly need to

be repaired or replaced.

The United States has increased
federal support for drinking-water,
wastewater, stormwater, lead-pipe
replacement and emerging-
contaminant projects.!® Germany'’s
new Infrastructure and Climate
Neutrality Fund gives federal, state
and municipal authorities greater
capacity to modernise essential
infrastructure.! And, across Europe,
national infrastructure plans,

EU programmes and regulatory
requirements are also pushing water
investment higher.*?
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Increasing urgency: new

demand, regulation and
climate change

Data centres require water directly
for cooling and indirectly through
the electricity needed to operate
them.!® Electricity generation

itself is frequently water-intensive,
particularly where thermal power
plants require cooling.'*

Semiconductor fabrication,
pharmaceuticals, food production
and other manufacturing processes
also depend on reliable supplier of
high-quality process water.?> Climate
change adds further urgency. More
frequent and prolonged heatwaves
increase water consumption while

simultaneously raising evaporation,

intensifying drought conditions and
reducing the reliability of existing

water sources.®

Revised European wastewater rules
extend treatment requirements,
tighten nutrient-removal standards
and introduce advanced treatment
and monitoring for micropollutants,
microplastics and PFAS.Y In the
United States, PFAS drinking-water
standards require investment

in testing, activated carbon, ion
exchange, membranes and the

handling of contaminated residuals.!®
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Valuations have reset

During the ESG boom, water-
related equities often traded at
substantial thematic premiums,
which now has largely swung
back.? Following significant relative
underperformance in 2024, 2025
and most of 2026, the entry point is
now materially more attractive than
during most of its history.?°
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Investing involves risk. The value of an investment and the income from it may fall as well as rise and investors might not get back the full
amount invested.

Past performance does not predict future returns. If the currency in which the past performance is displayed differs from the currency of the
country in which the investor resides, then the investor should be aware that due to the exchange rate fluctuations the performance shown may
be higher or lower if converted into the investor’s local currency.

This is for information only and not to be construed as a solicitation or an invitation to make an offer to buy or sell any securities. The views
and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of
publication. The data used is derived from various sources and assumed to be accurate and reliable at the time of publication. but it has not
been independently verified; its accuracy or completeness is not guaranteed and no liability is assumed for any direct or consequential losses
arising from its use, unless caused by gross negligence or willful misconduct. The duplication, publication, extraction or transmission of the
contents, irrespective of the form, is not permitted, except for the case of explicit permission by Allianz Global Investors.

This material has not been reviewed by any regulatory authorities.

This document is being distributed by the following Allianz Global Investors companies: In Australia, this material is presented by Allianz Global
Investors Asia Pacific Limited (“AllianzGl AP”) and is intended for the use of investment consultants and other institutional/professional investors
only, and is not directed to the public or individual retail investors. AllianzGl AP is not licensed to provide financial services to retail clients in
Australia. AllianzGl AP is exempt from the requirement to hold an Australian Foreign Financial Service License under the Corporations Act 2001 (Cth)
pursuant to ASIC Class Order (CO 03/1103) with respect to the provision of financial services to wholesale clients only. AllianzGl AP is licensed and
regulated by Hong Kong Securities and Futures Commission under Hong Kong laws, which differ from Australian laws; in the European Union, by
Allianz Global Investors GmbH, an investment company in Germany, authorized by the German Bundesanstalt fir Finanzdienstleistungs-aufsicht
(BaFin) and is authorized and regulated in South Africa by the Financial Sector Conduct Authority; in the UK, by Allianz Global Investors (UK)

Ltd. company number 11516839, authorised and regulated by the Financial Conduct Authority (FCA); in Switzerland, by Allianz Global Investors
(Schweiz) AG, authorised by the Swiss financial markets regulator (FINMA); in HK, by Allianz Global Investors Asia Pacific Ltd., licensed by the Hong
Kong Securities and Futures Commission; in Singapore, by Allianz Global Investors Singapore Ltd., regulated by the Monetary Authority of Singapore
[Company Registration No. 199907169Z]; in Japan, by Allianz Global Investors Japan Co., Ltd., registered in Japan as a Financial Instruments
Business Operator [Registered No. The Director of Kanto Local Finance Bureau (Financial Instruments Business Operator), No. 424], Member of
Investment Management Association of Japan and Type Il Financial Instruments Firms Association; In mainland Ching, it is for Qualified Domestic
Institutional Investors scheme pursuant to applicable rules and regulations and is for information purpose only; in Taiwan, by Allianz Global Investors
Taiwan Ltd., licensed by Financial Supervisory Commission in Taiwan; in Indonesia, by PT. Allianz Global Investors Asset Management Indonesia
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is authorised and regulated by the ADGM Financial Services Regulatory Authority.
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