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Water: pure, refreshing defensive growth
Our Goldman Sachs framework for investing in the global water sector
Sustainable investing: Environmental focus
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Biography and Goldman Sachs water-
related research

• Deane M. Dray, CFA
- Joined Goldman Sachs in 1997; works in the capital goods sector

covering Electrical Equipment and Multi-Industry companies. 
- Prior to joining Goldman Sachs, worked for Lehman Brothers

as an institutional salesperson and then in equity research covering
diversified technology companies.

- Received an M.B.A. from New York University and a B.A. (with honors)
from Brown University; he is a Chartered Financial Analyst.

- Recently appointed to the Board of Safe Water Networks a nonprofit
organization developing portable emergency water filtration
systems for developing markets.

• Goldman Sachs water-related research highlights
- Water primer, June 2005: Water: pure, refreshing defensive growth
- Water utility survey, June 2006: Growth flows steady
- UN presentation on global water sector consolidation, October 2005
- Hosted numerous Goldman Sachs water-related investor forums
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Our thesis on the water sector:
Water: pure, refreshing defensive growth

• Water sector is an attractive defensive growth opportunity
- $365 billion global water market, $87 billion in the US
- Developed countries: 4%-6% → infrastructure rebuild
- Developing countries: 10%-15% → new treatment systems

• Surging toward a global water oligopoly in equipment and 
services

- Best positioned are GE, ITT, Danaher, and Siemens
- Buyout targets are evaporating; remaining assets expensive

• Focus on high-end water treatment systems with more 
growth, higher margins, and more after-market:

- Filtration - Reverse osmosis/desalination
- Ultrafiltration - Water test
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Market composition of the water sector

Source: Company reports, Goldman Sachs Research estimates.

$138

$24

$80

$22

$40

$12

$40

$8

$25

$5

$8

$6
$20

$18

$2$4

Other water-related

Global: $365 billion 

Water and 
wastewater 

treatment 

Residential 

Industrial water 
treatment

Water test

Pumps

Valves

Infrastructure 

US: $87 billion



Goldman Sachs Global Investment Research 5

Top 25 global water companies and their 
leverage to our water themes

Source: Goldman Sachs Research, FactSet.
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Veolia (VE) $21.1 40% $11,600 34% 1% 5%  ! !
RWE (RWEOY) $49.7 <25% $11,500 <13% <13%  ! !
Suez (SZE) $53.7 16% $8,500 14% 2% ! !
Pentair (PNR) $3.0 75% $2,200 30%   23% 22% ! ! !
Mueller Water Products (MWA) $1.9 100% $1,700  38%  62% !   
ITT Industries (ITT) $9.3 25% $1,650 12% 11% 2% ! ! !
Siemens (SI) $75.6 <2% $1,600 <1% <1% <1% ! !
General Electric (GE) $343.8 <2% $1,500 <1% <1% <1% <1% ! !
Nalco (NLC) $2.6 40% $1,300 40%  !
Tetra Tech (TTEK) $1.0 85% $1,100   85%  ! !
Watts Water Technologies (WTS) $1.1 100% $825 42% 20% 18% 20% !  !
Tyco International (TYC) $54.3 2% $850 <2% <1% <1% ! !
Danaher (DHR) $20.3 10% $800 8% 2% ! ! !
Aqua America (WTR) $2.9 100% $450 100% ! !
Pall Corporation (PLL) $3.4 18% $350 18% ! !
Rockwell Automation (ROK) $11.0 <5% $205 <5% !
Millipore (MIL) $3.4 20% $180 20% ! !
Flowserve Corporation (FLS) $2.9 7% $175 3% 3% 1% ! !
Roper Industries (ROP) $4.1 17% $165 6% 3% 2% 3% 1% 2% ! ! !
Emerson Electric (EMR) $34.2 <1% $160 <1% <1% <1% <1% ! !
Calgon Carbon Corporation (CCC) $0.2 44% $150 39% 5% ! !
Itron (ITRI) $1.3 30% $150 30% !
Crane Co. (CR) $2.4 6% $120 2% 4% ! !
Honeywell (HON) $32.2 <1% $110 <1% <1% <1% ! ! !
Hyflux (600.SI) $0.7 100% $81 100% ! ! !

End market Leverage to water themes
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Surging toward a global water oligopoly
Best positioned consolidators and pure-plays

Remaining pure-plays

Consolidation

Consolidation

Pentair

Watts Water

Aqua America

Hyflux

Sinomem

Calgon Carbon

Source: Goldman Sachs Research 

Badger Meter

Clarcor Corporation

Tetra Tech 

Nalco
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Goldman Sachs water valuation continuum
Focus on growth, more technology-embedded business

Source: Goldman Sachs Research.
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Key global trends driving investment in 
water sector

• Replace aging water infrastructure in developed countries

• China’s and other developing markets’ thirst for water

• Regulatory drivers for water quality and safety

• High-end water treatment technologies, 10%-20% growth
- Filtration
- Ultrafiltration
- Reverse osmosis/desalination
- Water test
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Global water supply versus population

• North America has 15% of the global 
water supply, but only has 8% of the 
population. In contrast, China only 
has 7% of the renewable water 
supply, but 21% of the population.

• Over one billion people use unsafe 
drinking water, with 3-4 million people 
dying each year from waterborne 
diseases.

• The number of people living in 
scarce-water conditions globally is 
expected to double in 20 years, and 
those in water stressed geographies 
should increase six times.

Source: UN Educational, Scientific, and Cultural Organization/International Health Programs.
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Global profile of water uses:
Developed versus developing countries

Source: United Nations Water Development.

Patterns of water usage • Unlike the US pattern of water usage, 
about 70% of the world’s fresh water 
goes to irrigation.

• Developing countries’ predominant 
use of water is for agriculture, while in 
developed countries, industrial 
processes represent the greatest 
percentage of water demand.

• As manufacturing continues its shift to 
less-developed countries, additional 
burdens are being placed on already-
taxed infrastructures.
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Our investment conclusions

• Water sector is a strategic imperative for many
companies in the Multi-Industry sector, increasing
prospects for a global water oligopoly

• Expect more investment as developed countries
struggle to maintain their aging water infrastructure

• Developing counties still need to build out basic
water and wastewater systems

• Filtration, ultrafiltration, reverse osmosis/desalination, and
water test have more proprietary, embedded technology           
and higher growth, margin, and after-market opportunities



Goldman Sachs Global Investment Research 12

• Mission
Goldman Sachs’ environmental, social and governance (ESG) research works to integrate 
ESG issues with industrial analysis and valuation on a sector-by-sector basis, and to identify 
investment opportunities related to alternative energy, carbon finance, and other ESG issues.

• Methodology for ESG framework – a proxy for management quality
Industry reports rank companies vs. peers:
- ESG performance (environment, social, governance)
- Competitive positioning on industry themes
- Cash returns (proprietary valuation methodology)

Goldman Sachs environmental, social, and 
governance research mission and methodology

Industry 
thematic 
leaders

ESG    
leaders

Cash returns    
leaders

Industry 
thematic 
leaders

ESG    
leaders

Cash returns    
leaders

    ESG leaders
 + Industry thematic leaders
 + Cash returns leaders
= Sustinable investing leaders

ESG framework 
(London ESG team) 

 
"Global Energy: Integrating ESG  (Feb 2004, Aug 2005 & Apr 2006) 
"Europe Media: Integrating ESG (Feb 2006) 

"Global Mining and Steel: Integrating ESG (Jul 2006) 
 

Alternative energy 
(Global) 

"European Renewable Energy: ESG primer [presentation] (Feb 2006) 

"Japan Technology: Solar Cell Industry Looks Attractive Toward 2010 (Mar 2006) 
"Asia: Alternative Energy: A breath of fresh air (Apr 2006) 

"US: Energy: Oil: Initiating coverage of ethanol producers Aventine and VeraSun (Aug 2006)  

Carbon finance 
(Europe – Utilities) 

 

"European Utilities: Carbon - Putting the fizz into European power markets (Feb 2006) 

"European Utilities and ESG - Carbon Emissions Update (Mar 2006) 
"European Utilities: Carbon crazy (Apr 2006) 

Water sector 
(US/Asia – Multi-industry) 

 

"Multi-Industry: Water Sector Primer: Water--Pure, refreshing defensive growth (Jun 2005) 

"Multi-Industry: Water utility survey: Growth flows steady (Jun 2006) 
"China: Utilities: Water: Quenching investment thirst  (Jul 2006) 

Portfolio strategy & 
accounting 

(US) 

"Portfolio Strategy: The growing interest in environmental issues is important to both socially 
responsible and fundamental investors (Aug 2005) 
"Portfolio Strategy/Accounting: 2006 accounting agenda -- 7 projects to monitor (Mar 2006) 
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Analyst certification

I, Deane M. Dray, hereby certify that all of the views expressed in this report accurately reflect my 
personal views about the subject company or companies and its or their securities. I also certify that no 
part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations 
or views expressed in this report.
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Disclosures

Coverage group(s) of stocks by primary analyst(s) 

Compendium report: please see disclosures at http://www.gs.com/research/hedge.html

Company-specific regulatory disclosures 

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, 
"Goldman Sachs") and companies covered by the Global Investment Research Division of Goldman Sachs and 
referred to in this research.

Investment funds affiliated with The Goldman Sachs Group, Inc. (the Goldman Sachs Funds) have a principal investment in Nalco Holding Company 
(NLC).  As a result of its position in NLC's securities, The Goldman Sachs Group, Inc. may be deemed an affiliate of NLC.

Compendium report: please see disclosures at http://www.gs.com/research/hedge.html
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Disclosures

Distribution of ratings/investment banking relationships

Price target and rating history chart(s)

Compendium report: please see disclosures at http://www.gs.com/research.hedge.html

Goldman Sachs Investment Research global coverage universe

Rating Distribution

Buy Hold Sell

27% 59% 14%

Investment Banking Relationships

Buy Hold Sell

57% 49% 45%Global

As of July 1, 2006, Goldman Sachs Global Investment Research had investment ratings on 2,129 equity securities. Prior to
June 24, 2006, Goldman Sachs utilized a relative rating system of Outperform, In-Line and Underperform, which, for the
purposes of the above disclosure required by NASD/NYSE rules, equated to Buy, Hold and Sell. As of June 24, 2006,
Goldman Sachs assigns stocks as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed
Neutral. Such assignments equate to Buy, Hold and Sell for the purposes of the above disclosure. See 'Ratings, Coverage
groups and views and related definitions' below.
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Disclosures

Regulatory disclosures

Disclosures required by United States laws and regulations

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager or co-manager in a pending 
transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-managed public offerings in prior periods; directorships; market
making and/or specialist role.

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, professionals reporting to analysts and 
members of their households from owning securities of any company in the analyst's area of coverage. Analyst compensation: Analysts are paid in part based on the profitability of 
Goldman Sachs, which includes investment banking revenues. Analyst as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members 
of their households from serving as an officer, director, advisory board member or employee of any company in the analyst's area of coverage. Distribution of ratings: See the 
distribution of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format or if with respect to 
multiple companies which are the subject of this report, on the Goldman Sachs website at http://www.gs.com/research/hedge.html.

Additional disclosures required under the laws and regulations of jurisdictions other than the United States

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws and regulations. Australia: This 
research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. Canada: Goldman Sachs Canada Inc. has approved of, 
and agreed to take responsibility for, this research in Canada if and to the extent it relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited 
from accepting payment or reimbursement by the company of travel expenses for such visits.  Hong Kong: Further information on the securities of covered companies referred to in 
this research may be obtained on request from Goldman Sachs (Asia) L.L.C. Japan: See company-specific disclosures as to any applicable disclosures required by Japanese stock 
exchanges, the Japanese Securities Dealers Association or the Japanese Securities Finance Company. Korea: Further information on the subject company or companies referred to 
in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Singapore: Further information on the covered companies referred to in this research may be 
obtained from Goldman Sachs (Singapore) Pte. (Company Number: 198602165W). United Kingdom: Persons who would be categorized as private customers in the United Kingdom, 
as such term is defined in the rules of the Financial Services Authority, should read this research in conjunction with prior Goldman Sachs research on the covered companies referred 
to herein and should refer to the risk warnings that have been sent to them by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms 
used in this report, are available from Goldman Sachs International on request.

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is available at 
http://www.gs.com/client_services/global_investment_research/europeanpolicy.html
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Disclosures

Ratings, coverage groups and views and related definitions

Buy (B), Neutral (N), Sell (S) – Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy or Sell on an Investment List is 
determined by a stock’s return potential relative to its coverage group as described below.  Any stock not assigned as a Buy or a Sell on an Investment List is deemed Neutral. Each 
regional Investment Review Committee manages various regional Investment Lists to a global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the 
distribution of Buys and Sells in any particular coverage group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent 
investment recommendations focused on either the size of the potential return or the likelihood of the realization of the return.

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated with the price target.  Price targets 
are required for all covered stocks. The return potential, price target and associated time horizon are stated in each report adding or reiterating an Investment List membership.

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at http://www.gs.com/research/hedge.html. The 
analyst assigns one of the following coverage views  which represents the analyst’s investment outlook on the coverage group relative to the group’s historical fundamentals and/or 
valuation. Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The 
investment outlook over the following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over the 
following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.

Not Rated (NR). The investment rating and target price, if any, have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an advisory capacity in a 
merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended (RS). Goldman Sachs Research has suspended the investment rating 
and price target, if any, for this stock, because there is not a sufficient fundamental basis for determining an investment rating or target. The previous investment rating and price target, 
if any, are no longer in effect for this stock and should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC).
Goldman Sachs does not cover this company. Not Available or Not Applicable (NA). The information is not available for display or is not applicable.  Not Meaningful (NM). The 
information is not meaningful and is therefore excluded.

Ratings, coverage views and related definitions prior to June 26, 2006

Our rating system requires that analysts rank order the stocks in their coverage groups and assign one of three investment ratings (see definitions below) within a ratings distribution 
guideline of no more than 25% of the stocks should be rated Outperform and no fewer than 10% rated Underperform. The analyst assigns one of three coverage views (see definitions 
below), which represents the analyst’s investment outlook on the coverage group relative to the group’s historical fundamentals and valuation. Each coverage group, listing all stocks 
covered in that group, is available by primary analyst, stock and coverage group at http://www.gs.com/research/hedge.html.

Definitions

Outperform (OP). We expect this stock to outperform the median total return for the analyst's coverage universe over the next 12 months. In-Line (IL). We expect this stock to perform 
in line with the median total return for the analyst's coverage universe over the next 12 months. Underperform (U). We expect this stock to underperform the median total return for the 
analyst's coverage universe over the next 12 months

Coverage views: Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral 
(N). The investment outlook over the following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook 
over the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.

Current Investment List (CIL). We expect stocks on this list to provide an absolute total return of approximately 15%-20% over the next 12 months. We only assign this designation to 
stocks rated Outperform. We require a 12-month price target for stocks with this designation. Each stock on the CIL will automatically come off the list after 90 days unless renewed 
by the covering analyst and the relevant Regional Investment Review Committee.
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Disclosures

Global product; distributing entities

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant to certain contractual 
arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on macroeconomics, 
currencies, commodities and portfolio strategy.

This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by Goldman Sachs Canada Inc. 
regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co. oHG; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in Japan by 
Goldman Sachs (Japan) Ltd; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of Goldman 
Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by Goldman, Sachs & Co. Goldman Sachs 
International has approved this research in connection with its distribution in the United Kingdom and European Union.

European Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research in connection with its distribution in the 
European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht, may also be distributing research in Germany

General disclosures in addition to specific disclosures required by certain jurisdictions

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we consider reliable, but we do not 
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