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Modern Water owns a portfolio of water technologies

to address the limited availability of fresh water and the
treatment and disposal of wastewater worldwide. By 2025,
it is forecast that two-thirds of the world's population will
live in countries classified as water-stressed. Climate change
is likely to further exacerbate this situation.

Managed by an executive team with extensive experience in the water
industry, Modern Water s at the leading edge of new and developing
technologies, products and services, which are vital to the future sustainability
of the world's most precious commodity.
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OVERVIEW

Business at a Glance

Modern Water owns, installs and operates broad based membrane systems using
world-leading membrane technologies; supplies packaged seawater Reverse
Osmosts (RO) desalination systems; supplies wastewater treatment solutions, and
develops and supplies advanced systems for water monitoring

Membrane Processes Division Monitoring Division

* Trace Metal Products
* Toxicity Products

* FO Desalination (Municipal)
» Thermal Desalination (Industrial)
* Evaporauve Cooling Systems {Industrial) * Environmental Products
» Membrane Brine Concentravon {Industrial)
= Packaged SWRO Desalinauon Systems

& Industrial)
* Wastewater Treatment (Municipal)

» Electro-coagulation

Canada Cambnridge and Gibraltar
Collaboration with Canadian Modem Water R&D facilties test
company Luminuitra new membrane process resufing
Technologes to launch an | in higher membrane productaty
agditional three ATP kits
a
] Portugal
_.. First world sumrmut
held for the
International Forward
— Osmoss Association,
a dedicated industry
USA associaton that
Improved solvent Modemn Water
removal patent granted helped to establish
duning 2044
—
Latun America
Key area for growth with
appointment of new
Gibraltar
o oo o orr A
Sparush language version apposnted as prefarred Secand year of locally Wastewater
of webste biddes for wastewater managed operabions at treatment patent
treatment plant our Al Najdah plant granted
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Chairman’s Statement

Robert Clarke
Interim Non-Executive Chairman

Having recently stepped up into the role of Interim Non-
Executive Chairman | am pleased to be able to report on
the performance of Modern Water for the year ended

3t December 2014

As announced at the end of the year, Neit McDougall who
co-founded Modern Water in 2006 stepped down as Executive
Chairman effective as at 3| December 2014 At the Group's
current stage of development Modern Water has moved to a
more conventional Non-Executive Chairman model We are
currently searching for a permanent candidate to fill the role and
| will remain In the position of Interim Non-Executive Chairman
untif that time | have worked with Modern Water since 2010 as
Non-Executive Director and Chairman of the Audit Committee

Simon Humphrey, the Chief Executive Office: has set out the
man highlights of the year in the Strategic Report and the
Group Performance and Financial Review so it leaves me the
opportunity to prownide a brief overview

The past year has proved to be one of mixed fortunes for
Modern Water The Company was appointed as the preferred
bidder for a wastewater treatment contract worth £22m in
Gibraltar, the Company s first sigmificant contract m this field
Assurming this contract is successfully executed, it will provide
a strong reference point of credibility for the business going
forward, as well as significant revenues and positive cash flow
Disappointingly, the slow-down in China - a key market for both
our Membrane and Monitoring dmvisions - has caused revenues
in both divisions to be lower than forecast and below the
prior year

During the year, Modern Water repositiened its Membrane
Processes dmvision as a membrane systems specialist, offering a
wide variety of water treatment solutions  Qur intention 1s that
this will provide a more ptedictable flow of opportunrties with
industrial customers which could help to mitigate the lumpy and
elongated nature of municipal contracts in the Middle East and
China In view of the time that 1t s taking to close commercial

po

“ Modern Water was appointed as the
preferred bidder for a wastewater
treatment contract worth £22m.”

contracts in the Membrane division, and the market capitalisation
of Modern Water plc at the year end, the Directors have decided
to record a significant non-cash impairment to goodwill and
intangibles in the Membrane Dvision

The Monitoring division should benefit in 2015 from orders
which were deferred from 2014, as well as the avadability of new
products, notably the Continuous Toxiaity Monmitor whose delayed
release adversely impacted 2014 However, the market in China
is expected te remain challenging

Other highlights of the year included the launch of the AquaPak
range of packaged desalination plants, the establishment of the
International Forward Osmosis Association and the Mon:itoring
division being awarded its largest ever single contract to supply a
purpose built containerised monitoring system

The Groups financial position remamns debt free, with cash of
£6 8m as at 3| December 2014

On behalf of the Board | would hke to thank ail the team at
Modern Water for their ongoing commitment to developing the
compary and to delivering long term value to our shareholders
We look forward to 2015 which 15 set to be a key year in the
company’s development

Robert Clarke
Interimn Non-Executive Chairman
Il March 2015




Strategic Report

Simon Humphrey
Chief Executive Officer

The Directors of Modern Water plc (Modem Water or the Company)
and 1ts subsidiary undertakings (which together compnse the Group)
present ther Strategic Report for the year ended 31 Decernber 2014

Principal Actvites

Modern Water plc 1s the holding company of a trading group,

the principal activities of which are to own develop and supply

technologies products and services related to the prowsion of fresh

water and treatment and disposal of waste watel, speciically

= desgn construction testing, installatron, commissioning and operaton
of desalination plants, water cooling systems and bring concentration
plants

» packaged seawater desalination systems,

+ wastewater treatment systems and electro-coagulation wastewater
treagment systems,

+  water qualty monitoring environmental monitoring and soil tesing

Key Markets

It was a difficult 12 months for Modern Water due to a slow-down
in China, one of the Company's key markets for both membrane
and monitoring products During 2014 China saw its weakest
growth it 24 years and, whilst we remain well placed to gain further
contracts in China, contract negotiations are currently taking longer
than anticipated

With the slow-down n Asia
Pacific we have expanded cur
focus to other markets Since
2009 Modern Water has
been actve in Gibraltar and
currently has state-of-the-art
forward osmosis pilot facilities
on the peninsula In October
the Government of Gibraltar
appainted the Modern Water / Northumbrian Water Jont Venture
(JV) as preferred bidder for a wastewater treatment plant where we
would be the lead contractor The |V 15 currently in negotiations with
the Government of Gibraltar over the detaled terms of the project
which we look forward to updating the market on

The Monitonng division has also been adversely affected by the
slow-down n China with revenue lower than forecast dunng
2014 Demand for our monitoring products has however, picked
up in other areas of the world Latin America has been a key area
for growth for Modern Water in 2014 in order to support our
expansion i this region we faunched a Sparush language version
of our website in July and have appointed a number of new
distributors in many countries across Latn America which we
anucipate will fead to an increase in sales in 2015

Key Performance Indicators

At the company's current stage of development, the Directors consider

that strategic and operatonal progress 1s best measured by achievernent

in terms of techrical and business development milestones. Key

miestones against which progress was made in 2014, and on which we

will focus on making further progress durnng 2015 were

+ the focused deployment of wastewater technologies including
our appointment as preferred bidder by the Government of
Gibraltar for the construction of a state-of-the-art wastewater
treatrnent plant

* key relationships strengthened in the Middle East, with our ptant
at Al Najdah in Oman completing 1is second year of locally
managed operations

+ the Monttoring division continued to expand its preduct portfolic
with over ten new products being faunched, numerous new
distributor agreements signed and new routes to market through
industry catalogues established

Objectives not completed in 2014 but which we will again focus on

during 2015 include

« agreement of, and delivery on the final contract for the Xugong
Island project

+ entry into the industrial market 1n China

» progress on projects with Kazema in Kuwart

Further detals of strategic and operational progress for the two main

operating dwvisions are outlined in the Membrane Processes and

Monttorng sections of this Strategic Report.The Board reviews strategic,

operational and finanaal nformaven on a monthly basis 10 measure

progress The key financial performance indicators for 2044 covered

more detal in the Finanaal Review and man financal statement, were

+ revenue decreased to £28m (2013 £35m) At constant
exchange rates revenue for the year was £29m

= gross profit decreased to £1 2m (2013 £1 7m),

+ operating loss before exceptional items, tax, interest, depreciation
and amortisation ncieased to £45m (2013 £40m)

+ loss for the year £17 7m (2013 £47m} after exceptional stems
£128m (2013 nil),

» cash outflow, excluding fund raise proceeds increased o £4 6m
(2013 £39m),

= cash as at 31 December 2014 was £6 8m (2013 £11 4m)

further information on the financials s detaled in the Financal
Review section of this Strategic Report.
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Membrane Process Division

Operatonal Review

Year on year revenues from the Membrane Process division
increased dunng 2014 The division successfully completed its
second year of operations at the Al Najdah forward osmaosis (FO)
desalination plant, which 1s now |00% locally managed

In terms of Research and Development (R&D) relating to the
development of our core FO technology a number of key objectves
were completed in 2014 resuling (n Improvements to the FO
membrane efficency The membranes were tested over the course of
six months at both cur Cambndge and Gibraltar R&D testing facilties
and 1t has been successfully proven 1o lead to a substantally higher rate
of productivity We continue to werk on the development of our

FO technology

Modern Water continues to be a pioneer in forward osmosis and
in May 2014 our technology was featured on the 50th anniversary
edition of one of the UKs most prestigious science programmes
BBC Horizon The BBC presenter Professor lain Stewart wisited
Moder n Waters first forward osmosis pilot plant in Gibraltar and
demonstrated how FO can help allewiate the growing pressure on
the planet's fresh water by creating an environmentally sustainable
desalination technology

Another significant development for Modern Water and forward
osmosis was the launch of the International Forward Osmaosis
Association 1n Aprl 2014 The association was set up by four key
companies involved in forward osmosis to promote the technology
throughout industry and academia and to provide a voice and a
platform for its members The association held its first wor id summit
in September 2014 an event which atiracted significant interest fom
the membrane ndustry As a resuit of the summut's populanty the
assocration will hold another larger event in September 2015

Growth Strategy

The membrane business has recently been repositioned as a broad-
based membrane systems company Qver the past few years the
technology has developed beyond the ongnal forward osmosis

sea water desalination concept Whilst municipal forward osmosis

s still a very sigreficant part of the product portfolio we now

have the capability to offer addittonal products in membrane brine
concentration thermal desalinaticn and evaporative coohng systems
as well as packaged sea water reverse osmosis (RO) systems

Dunng 2014 Modern Water also launched a range of packaged
seawater RO desalination plants branded as AquaPak’,which vary
from 100 to | 000 cubic metres per day All units are surtable for a
variety of applications including potable or industrial temporary or
emergency water supply construction site water supply the ol and
gas industry as well as golf resorts or hotel complexes We expect
to see sales from these packaged plants start to materalise n 2015

In view of the time that it 15 taking to close commercial contracts
for forward asmosis, and the market capitahisation of Modern Water
plc at the yearend, the Directors deaided to record a sigmificant
non-cash impairment to goodwill and intangibles in the Membrane
Division The costs associated with filing patents for forward
osmosis continue 1o be held at cost as patents continue to be
successfully granted

Patent Fortfolio

Qur patent portfolio continued to strengthen in 2014, with

patents granted in new territories across a number of diferent

patent families including the granting of the improved salvent I
removal process n the USA The Membrane Process dusion holds

96 granted patents across eight main patent families of solvent

removal iImproved solvent removal, secondary ol recovery, osmotic

energy, separation process, evaporative coaling cooling tower

improvements and thermal desalination

An additional patent was granted for wastewater treatment in
August 2014 which now brings the total of Modern Water s
Innovative wastewater treatment patents to six

Wastewater Treatment

The Wastewater Treatment section of the Membrane Processes
division has made significant progress during the year In October
the Government of Gibraltar apponted a Jont Venture between
Modern Water Services Limited and Northumbrian Services Limited
as preferred bidder for a wastewater treatment plant, demonstrating
Modern Waters ability to progress in large competitive tenders

The contract will include the design build, finance and operation of
a wastewater treatment plant capable of treating urban wastewater
for the entire populatton of Gibraltar as well as storm flows Modern
Water would be the lead contracior and undertake the design

and bulld of the treatment plant with a current contract value of
approximately £22m



Monrtoring Division

STRATEGIC
REPORT

Operational Review

The Monitoring division achieved sales of £2 7m 1in 2014 (2013

£3 5m} The downtumn in sales was largely due to the slow-down
in China, however the remainder of Asia did see a slight increase
In sales duning the year ang the division has a strong order book
for 2015 Recurring revenues of service contracts and reagent
sales remained constant at £1m in 2014 Gross profit decreased to
£12m (2013 £1 7m)

The Monitoring diviston receved 1ts largest ever order to date
during 2G14 for a purpose-built containerised trace metal
monitoring system in the Middle East for a large multinational
company This marks a step-change in the Monitoring division’s
activities as 1t will be Modern Waters first purpose-built unit

of this kind and one which shows our ability to supply fully
containerised monitoring systems anywhere in the world The unit
was completed as at 31 December 2014, and held in stock Once
the Final Acceptance Testing 1s completed in 2015, the unit will be
sold to the customer and recogrused in revenue

New Product Development
2014 was an exciting year for new product development with
the Monitoring dwvision launching more than ten new products
across the toxiaty trace metal and environmental ranges Key new
products faunched included
+ immunoassay strip tests which
can be carried out much more
rapidly than currently avalable
test kits,
*  ATP environmental kit
co-branded with Canadian
company Lumnultra
Technalogies Lid,
* new UV digester io
complement our trace metal
products,
= new hydrocarbon monitor,
» expanded our range of algal
toxin kits
*  Microtox® Continucus Toxicity
Monitor {CTM)

We expect to see the new

product ines translate into

additional sales revenue during

2015 The most eagerly awaited

new product has been the

upgraded Microtox® CTM on tral during 2014 at water treatment
plants in the UK Europe, USA and South Korea Demand for this

"The Monitornng Division launched more
than ten new products across the toxicrty
trace metal and environmental ranges”’

ground-breaking monitos has been high with the first und being
installed just after is launch at a water treatment plant owned by
Aqua America Inc in Pennsylvania, USA The Microtox® CTM 15
unique as 1t 1s the only online toxicity monitor that continuously
monitors and provides customers with the potential for real-
time analysis The product has produced excellent results and has
recaived excellent feedback from customers We are now
looking at trialing the monitor for other drinking water
applications and wastewater

Distributor Network

We have continued to expand our routes to market in both

new and existing geographies around the world This has been
done through signing distribution and agency agreements In new
countries and terntonies the featuring of our products in key
industry catalogues, as well as the launch of our website n Spanish
to target the Latin American market

We are constantly reviewing the effectiveness of our distrbution
network and in early 2014 took the decision to reorganise our
sales process throughout the Americas by appointing addtional
distributors and resellers to effectively cover the whole of this
region In the USA a number of new resellers were apponted to
increase the Monitoring dviston s presence across all 52 States
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Group Performance
and Financial Review

Intellectual Property

Tre Group now holds 120 g anted patents (2013 115) with 43
pending applications (2013 55) The Membrane Processes dmvision
holds 96 granted patents (2013 85) across eight man patent families
af solvent removal improved solvent removal secondary ol recovery
osmotic energy, separation process evaporative cooling, cooling tower
improvements and thermat desalination The Monrtorng drasion
currently holds 18 granted patents (2013 25) and the Wastewater
drision currently holds six granted patents {2013 5) Durning 2014

I3 new patents were granted across nine different patent families
Eight patents expired

Resources

Modern Water strives to create a cormmunity not just a workplace and
makes an effort to encourage collaberation and networking across the
Group We also support the ongoing development of our employees
and have an excellent track record in staff retenton

Our strategy of emplaying local workers where we operate continued
dunng 2014, especially n Oman where our operations continue to be
1009 locally managed with support from our central techrical team
Bath our Membrane Processes and Monitonng divisions have adopted
this strategy which s working well

During 2014 we strengthened our Membrane Processes Monitoring
and Wastewater Treatment teams in order to implement our growth
strategy and improve the Groups long term performance

As at 31 December the Group employed 52 permanent stafl
supplemented by contract staff as required

Financial Review

Summary

The Group had £6 8m cash n the bank and no debt at 31 December
2014 (2013 £114m cash) During the year the Group continued

1o mcur losses reflecting that it 1s in the early stage of commercal

rofl out pnor to secunng significant sales contracts particularly in

the Membrane dwsion Loss before exceptional items interest tax
depreciation and amortisation increased to £45m (2013 £40m) The
increase on the pror year losses was pnmanly due to a reduction in
revenue and gross profit The Group generated revenue of £2 8min
2014 (2013 £35m), with the reduction pamanly due to lower sales
nito China The Group incurred exceptional costs of £128m beng
the non cash Imparment of intangible assets In the Membrane division
and costs associated with the resignation of the Executive Chairman
and the departure of one other member of staff, consequently tota)
comprehensive loss increased to £177m (2013 £47m)

Cash Fiows

The Group cash outflow, excluding fund raising proceeds for the year
was £46m (2013 £39m) Thes increase in cash bum was due to a
£05m reducton in g oss profit and working caprtal moverment dunng
the year (£02m)

Cash inflow from interest was £0 1m (2013 £0 Im) Cash outflows
compnsed £0 Im on property plant and equipment (2013 £0 Im)
£0 |m patents (2013 £0 Im) and £4 5m operating acimties

(2013 £37m)

Accounting Policres

The Group financial statemeriis have been prepared n accordance
with EUJ Endorsed IFRS IFRS Interpretatons Committee (IFRIC)
interpretations and the Companies Act 2006 applicable to companies
reporting under [FRS The key accounting policies to note are those
concerned with intangibte assets and share-based payments

Capital Structure

The Group 1s entirely equity funded which 1s approprate dunng the
current stage of development. As the Group develops the capital
structure wili be reassessed on a project by project basis

Treasury Management

The Graup has adopted a low risk approach to treasury management
Cash balances are invested in fixed interest term deposit accounts with
matunty dates to surt projected kquidity requirements Credit risk 15
addressed by the Group's treasury policy Deposits are selected based
on achieving the optimum balance of yield secunty and liquidity Foreign
exchange risk 1s primarily mitigated through natural hedging of receipts
and payments See note 3 to the Accounts for further detall of financia
risk management

Principal Risks and Uncertainues

The principal risks inherent in the operation of the Group are well
understood by the Board of Directors and the management team
Control measures have been established to ensure that these, and
other nsks are adequately controlled both in terms of frequency and
consequence The internal control environment is descrbed in the
Corporate Governance Statement The principal nsks and uncer tainties
affecting the Group and the steps taken to manage these are




Customer acceptance of the Group’s technologies

The Groups success depends on potential customer acceptance of
its products and processes There are significant risks in predicting
the size and tming of matenal revenue The target customers

of the Group s products and processes are often in developing
countries which carry addiional potential nsks The Group seeks

to address these risks by building a track record and proving
technology capabilinies to future customers and industry player s
The Group has increased investment in business development

as product development progresses The Group has formed a
number of strategic partnerships to create local presence in target
countries overcome pre-qualdication ¢riteria on contiact tendering
and establish new routes to market The range of applications for
the Groups products provides mitigation against the nisk of failure
in a speafic country or apphcation The Group continues to invest
in research and development (R&D) to mitigate the nsk of the
emergence of competitor technologies

Socio-political risks

Modern Water operates and s looking to secure further contracts
and sales, 1n a number of countries around the world This exposes
the Group to a range of social and political developrnents and
consequentially to potential changes in the operating, regulatory
and tegal environment The Group operates and generates revenue
In countries where political economic and social transiticn 1s taking
place Some countries have experienced, or may expenence in the
future, political mstability changes to the regulatory environment
changes n taxation, expropriation or nationahsation of property, cvil
strife strikes acts of war and insurrections Any of these conditions
occurring could disrupt our operations and revenue The Group
seeks to manage these risks through diversifying the regions in
which it operates

Scaling up the technology

The Groups Membrane dvision and certan monitonng products are
not yet well established commercially They have been developed over
recent years and whilst proving the technology 1s largefy complete there
rernain significant risks associated with commercialising technology and
a portfolio of new products There are technology and procurement
risks in scaling up the products through to large scale commercial
deployment The Group seeks to mitigate these risks through the use of
partners with proven manufactunng and fabncation capabiliies, rather
than developing in-house capabilities, and through the development and
operation of plot plants prior to full commercial deployment.

Additionally there are nsks related to developing the optimum contract.
royalty and licensing models to derve vaiue from the products. The
Group manages these risks through employment of executves and
seror management with significant experience both in the water
industry and in the development and growth of early stage companies

IP protection

The Group's ability to generate value from its products depends in
part on the development and protection of its IPThe Group assigns
significant resources, both nternally through the Company's General
Counsel and technical staff, and externally through patent attorneys
to enhance and protect its patented and non-patented (P

Recruitment and retention of key personnel

The Group s directors and empioyees are highly qualified and
experienced Recruiting and retaming key staff s critical to the
overall success Knowledge and experience of the Group s products
and custamer base 1s retained by a relatively small number of
indraduals The risk of staff loss 1s mitigated through its HR policies,
competiive remuneration (including the Modern Water ple
Incentive Plan), performance apprassals and training

Health and safety

There are inherent hea'th and safety risks with the deployment of
the core membrane and monitoring products The mstigation of any
health and safety events invoiving the Group's products is key to the
strategy for growth The Group mitigates its health and saiety risks
through its Group Health and Safety Policy which includes reguiar
reporting to the Board and to the Management Team

Capital risks

It may be desirable for the Company to raise additional capital by
way of the further issue of Ordmary Shares to enable the Compary
to progress through furthe: stages of development Any additional
equity financing may be divtve to shareholders There can be

no assurance that such funding, if required will be avattable to the
Company

Financal nsks
These risks and mitrgating controls are described in note 3 to
the Accounts

The Strategic Report was approved by the Board of Directors on
Il March 2015 and signed on its behalf by

Simon Humphrey
Chief Executive Officer
Ll March 2015
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The Board of Directors

I Robert Clarke

Interim Non-Executive Chairman

Robert who qualified as a chartered
accountant, has worked in the private
equity industry for more than 20 years first
at Electra Partners and subsequently as a
founding partner of Motion Equity Partners
Since leaving Motion Equity Partners in 2008
he has focussed on using his experience

to assist & vanety of businesses in therr
development

2 Simon Humphrey

Chief Executive Officer

Simon s a co-founder of the Group and has
been CEO since Madern Waters inception
in December 2006 Simon oversees the
day-to-day running of the Group, ensunng
the Company and its investments progress
successfully He brings a host of water industry
and capital nvestment expenence to the
role and oversees the smooth operation of
Modemn Waters sites intemationally

3 Michael Gradon

Senior Independent Non-Executive Dhrector
Michael has over 25 years' expenence in
senior commercial managerment and legal
positions He spent 20 years at P&O and was
a man board director for eight years untl

its takeover in 2006 by Dubar Ports World
His roles included group commercial and
tegal director Chatrman of P&QO's property
business and Chvef Execuive Officer of

its largest infrastructure project He s a
Non-executive Director of Exclusive Hotels
Grasvenor bmited and Aercap Holdings
NV and a member of the committee of

the All England Lawn Tenris Club and the
Wimbledon Championships

4 Mike Townend

Non-Executive Director

Mike 15 the Chief Investment Officer at IP
Group plc He joined the IP Group s board as
head of Capital Markets in 2007 from Lehman
Brothers where he was Managing Director of
European Equities and Head of Equity Sales
to Hedge Funds He has 20 years' experence
In equity capital markets and investment
process and was also a key member of the
senior relabionship management programme
at Lehman Brothers Prior to this he was

an Executive Director at Donaldson, Luflkin
and Jenrette with responsibility prmarily for
building the bank s business with hedge funds
and alternatives Mike has sourced co-fled or
led numerous private and public transactions
He 1s the [P Group representative on the
boards of Modern Water plc Evocutss ple and
Revolymer plc He 1s alse a Non-executive
Director of Green Urban Transport Limited

5 Toby Schumacher

General Counse! and Company Secretary
Toby has been prowding legal adwvice to
intermational busnesses for more than

15 years both n private practice and as
in-house counsel and company secretary
Toby 15 a barnster who trained in London as
well as at the European Commission's Legal
Service in Brussels and the European Court
of Justice in Luxembourg After pracucing

EU and competition law at Wragge & Co

in Birrungham Toby joined Severn Trent Plc
as in-house counsel Prior to joning Modem
Water, he worked forVeola Water Solutions
& Technologes for almost exght years first on
farge intermational projects, then as its regional
General Counsel & Company Secretary,
covering vanous wnsdictions and nternational
businesses within the Group




CORPORATE
GOVERNANCE

t 2 3 4 5
| RogerWebster 3 Peter Nicoll S Alan McQuillin
Managing Director Techmical Director SeniorVice President,
Membrane Processes Dvsion Peter leads the mutti-disciplined techrical Operauons & Technology

Roger is responsible for the Membrane
Processes business He leads the Business
Development team and 1s responsible for
the deployment, icensing and selling of the
Group's technology In his previous role with
Brwater plc and Cascal NV Roger ganed
extensive international experience in Asia the
Middle East. the Americas and most recently
Africa where he was Managing Director

of the Scuth African businesses He has a
wide range of management and business
development experience within the water
utliies sector

2 Neil Townend

Managing Director

Monitonng Division

Neil leads the Morutonng dmsion and s
responsible for ncreasing sales and market
penetration for Modemn Water's leading
water monitornng technologies He has
over 20 years techrical and commercial
expenence in the environmental and water
sectors MNeil has previously held technical
positions 1n eraronmental consultancy with
RPS Consulting and 5GS Group and semior
commercial roles in sales and marketing in
Chemwviron Carbon, the European operation
of Calgon Carbon Corporation

tearn at Modern Water where he has been
instrumental in the development, design and
successful deployment of Modem Water's
FO based technologes He 1s the inventor
of a number of FO and related processes

A graduate of the University of Glasgow,

he 1s a Chartered Engineer and a Fellow of
the Institution of Mechanicat Engineers His
previous experence includes Director of
Business Development for Fichtner Consulting
Engineers Ltd where he was responsible

for heading up the business development
and sales functions He has extensive broad
expertise in all the major desalination
processes having held a number of serior
roles both technically and commercally at
Weir Westgarth

4 Peter Bristow

Group Financial Controller

Peter leads the finance tearn for Modern
Water He has a wide range of experience
across a number of finance disaplines
including M&A group and dwisional finance
internal and externat audit rotes He has
previously held senior finance roles in
organisations undergoing high levels of growth
and change ncluding Virgin Media, Telewest
Communications and Thames Water Peter
quahfied as a Chartered Accountant over
|5 years ago with Coopers and Lybrand

Monitonng Division

Alan joined Moderm Water n 201 | as part
of the acquisition of the Strategic Diagnostics
e (SDIX) Water Quality divisicn Alan

has more than 22 years of experience n

Life Sciences with SDX where he most
recently worked as Senior Director of Quality,
leading SDIX to ISO 9001 2008 certfication
Other expertise ncludes operations
management, new pioduct development and
product management In the new product
developrment group he developed test kits
for environmentat contarminants such as PCBs,
TNT, and PCPlateral fiow assays and ELISAs
for the detection of GM crops, and research
with the Microtox® platform
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Corporate Governance Statement

Corporate Governance

The Board of Modern Water plc 1s committed to integnty business
ethics and achreving good standards of corporate governance As an
AlM-lsted company, Modem Water plc 18 not required 1o 1ssue a
statement of compliance with the principles and provisions of The UK
Corporate Governance Code (the Code’ ) However, this Corporate
Governance Statement, together with the information contaned in the
Directors’ Remuneration Report on pages 12 to |4, explans how the
directors seek to apply the requirements of the Code to the Group,
where practical given ts size resources and stage of development,

Board of Directors

The Board compnses one executive directer the Chief Executive
Officer (Simon Humphrey) and three non-executive directors
(Michael Gradon Mike Townend and Robert Clarke) Robert Clarke
was appointed the Intenm Non-executive Chairman on | January
2015, following the resignation of Neil McDougall as Executive
Charrman Michael Gradon 1s the senior independent non-executive
director and Mike Townend 1s a representative of IP Group plc

“The business and management of the Group and tts subsidianes are the
collective responsibility of the Board At each meetng the Board considers
and reviews the performance of each of the major projects The Board
has a formal wrttten schedule of matters reserved for 1ts review and
approval These include the approval of the annwal budget, major capital
expenditure nvestment proposals, the intenm and annual results and a
review of the overall system of internal control and nsk management.

Authanty for the execution of the approved polices, business plan and
daly running of the business 1s delegated to the executve drrectors In
addition, there is a Management Team whose purpose 1s to assist the
Chief Bxecutive Officer in the performance of his duties

Modern Water plcs Articles of Association require one third of the
directors to stand for re-election each year at the Annual General
Meeting Accordingly Michael Gradon will retre and offer himself for
re-glection at the forthcoming Annual General Meetng,

All drectors have access to the advice and services of the Company
Secretary who 1s responsible for ensuring that Board procedures
and applcable rules and repulations are observed The Board has a
proceduie whereby any director may seek, through the office of the
Company Secretary, ndependent professional adwice, at the Groups
expense in furtherance of his duties

Formal agendas and reports are provided to the Board on a timely
basts for Board and cormmittee meetings and the Chairman ensures
that all directors are properly briefed on issues to be discussed at
Board meetings Director s are able to obtan further adwice or seek
clarity on 1ssues raised at the meetings from within the Group or from
external sources

Business Ethics

We are committed to actng farly and ethically in all countries in which
we operate We expect the same standards from all third parties who
provide services for ModernWater ple and its subsidiary compariies
We mantain anti-brbery, and gifts and entertanment polices and
procedures for contractual commitments to better manage nsk wath
third parties

Committees

The Board has a Remuneration Commuttee and an Audit Comimittee
The executive director 15 nat a member of the committees but attends
the meetings by invitaton to faclitate business, if appropriate The
Company Secretary acts as secretary to the committees The Board
does not have a Nominaton Committee and Boarg appointments are
consequently a matter for the Board as a whole The Board 1s satisfied
that the committees discharged their responsibiliies appropriately

Remuneration Committee

The Remuneration Committee consists of Michael Gradon
{Charman), Robert Clarke and Mike Townend Further detalls of the
committee and its pohicies are set out in the Directors’ Remuneration
Report on pages 12 to 14

Audit Committee
The Audit Commuttee consists of Robert Clarke (Charman) Michael
Gradon and Mike Townend

The committee reviews and makes recommendations on the
appointment, reappointment and removal of the external auditors,
the review of the scope and resuits of the external annual audit by
the auditors, therr cost effectiveness, independence and cbjectivity
The cormmittee also reviews the nature and extent of any non-audiit
services provided by the external auditors No ndependence issues
were noted during the year The Group Financial Controller maniors
the level and nature of non-audt services and speafic assignments are
identified for approval by the Audt Committee as approprate

In adgdition, the Audit Commitiee reviews the effecuveness of nternal
controls considers the need for an internal audit function and
considers any major accounting issues and reports on such matters to
the Board The Audi Committee reviews the integrity of the financial
statements and formal announcernents

A whistle-blowing arrangement exsts whereby matters can be
confidentally reported to the committee
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Attendance

The following table shows attendance of the directors at meetings of the Board Remuneration and Audit Committees dunng the year

Board Remuncration Audit
aoncea  EHESS pcondes PRSI acenses SN
Neil McDougall 7 7 - - - -
Simon Humphrey 7 7 . - - .
Michael Graden 7 7 2 2 2 3
Mike Townend 7 7 2 2 3 3
Robert Clarke 7 7 2 2 3 3

Internal Contro!

The Board has overall responsibility for the Group's system of internai

control and for reviewing its effectiveness The implernentation and

mantenance of the nsk management and internal control systems are

the responsibility of the executive director(s) and senior management

The internal control system s designed to mitigate the pnnapal nisks,

amongst others detaled in the Directors Report, but it does not

provide absolute assurance that these risks are eliminated or against

material misstatement or Joss The Board is satisfied with the controls in

place for identificauon and management of sk and that the reporting

lines have been in place throughout the year under review The key

internal controls in place dunng the year and up to the date of approval

of the report included

» Reportng to the Board ncluding key financial information and
commentary (Group Statement of Comprehensive Income, Group
Statement of Financial Position Group Staternent of Cash Flows)
and the Chief Execuuve Officers report on the business significant
changes and the external marketplace, nduding the extent to which
they represent significant nsk

+ Detaled corporate policies and procedures document to address
key operating and complance nsk areas, ncluding procurement
treasury, hurnan resources, heaith and safety

+  Clear organisauonal structure with defined reporung lines and
delegated authonities

+  The Audit Committee

+  Centralised accounts team providing financial control and support
1o all Group companies

+  Anannua strategy review and an annual budget approved by the
Board

The Board has considered the need for an internal audrt function, but
because of the size and nature of its operations does not consider
necessary at the current time

Relatuons with Shareholders and Investors

The Board 15 regularty updated regarding meetings and communications
with shareholders An analysis of the shareholder base s presented

to the Board on a quarterly basis Research notes and broker analysis
are arculated to and discussed with the Board Dunng the year the
Chaiman at the tme met with institutonal Investors at meetings
arranged by the Groups brokers and financal PR adviser s

Copies of the Annual Report and Accounts are 1ssued to all
sharehclders Copies of the Annual Report and Accounts

and the Interim Statement are avallable on the website
wwwmodernwatel com The Group makes full use of its website

to provide information to shareholders and other interested parties
The webste provides a faclity to receve email alert noufications of
Group news and announcements to the London Stock Exchange
Shareholders are given the opportunity to raise questions at the Annual
General Meeting and the directors are avalable both prior to and

after the meeting for further discussion with shareholders Michael
Gradon as Senior Independent Non-executve Director s avallable to
shareholders where contact through the normal channels of Chairman,
Chief Executive Officer or Company Secretary are inappropriate or
have faled to resolve concerns.
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Directors’ Remuneration Report

Introduction

This report has been approved by the Board and the Rermuneration Committee (the Commuttee ) It has been prepared to comply with
the disctosure requirements of Schedule 5 to the Large and Medium S:zed Companies and Groups (Accounts and Reports) (Amendment)
Regulations 2013 The report also provides the nformation required to be reported on Directors’ remuneration under AM Rule 19 The
Commuttee 15 committec to mantaining high standards of corporate governance and has taken steps to comply with the principles of best
practice including the ABt Principles of Remuneration and The UK Corporate Governance Code in so far as they <an be applied practically
gwven the size of the Group

Role of the Remuneration Committee
The Committee determmes, In accordance with its terms of reference the 1emuneration and other benefits, including bonuses and

share-based payments of the executive director
The Committee consulted with the executive director about 1ts remuneration proposals for the year

Remunerauon Policy

The Committee s aware that the remuner abon package should be sufficiently competrive to attract retan and motivate indmduals capable of
achteving the Groups objectives and thereby enhancing sharehotder value Performance-based remuneration should be clearly aligned wrth business
strategy and objectives and be regularly reviewed Overall amrangements should be prudent, well communicated incentvise effectively and recognise
shareholders expectauons

Service Contracts
The Groups policy 1s for executive directors to have service contracts with prowision for termination of no more than 12 months’ notice

Michael Gradon and Robert Clarke have letters of appontment Appointments can be terminated by the Group or the indvidual gving one
manths notice The services of Mike Townend are covered in a services agreement with [P Group plc a significant shaieholder in the Company

The detals of the executive and non-executive directors’ service contracts during the year are summansed below

Date of contract Notice period (months)

Executive directors

Neil McDougall* 18 May 2007 12
Simon Humphrey 18 May 2007 12
MNon-executive directors

Michael Gradon 14 March 2007 1
Mike Townend 18 May 2007 |
Robert Clarke 17 June 2010 [

*Neil McDougall stepped down from he Board on 31 Decernber 2014
Buogranhucal details of all direciors can be found on page 8

Directors’ Remuneration
Remuneration for executive cirecton(s) compnse basic salary, annual bonus pension, share-based payments and insurance cover for medical ife
and income protecuon The banus payable 1s determined by performance aganst objecuves approved by the Cormmittee which are set at the

beginning of each year

The Board, withun the hmits stpulated by the Articles of Association and with recommendation from the executive directors, determines
non-executive directors fees The remuneration of the non-executive directors is not pensionable and the non-executive directors do not
participate in any of the Groups other remuneration schemes.
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Remuneration for the directors dunng the year was as follows
Year ended Year ended | Year ¢nded Year onded
3l k1] 3l k)
December Decamber | December December
D2 Compenation it L] BT o
allowances for loss of (ex {Inc (ex (inc
and fees *Bonus offleca  ganafits pension) | Penst penslon) pension)  Pansi pensl
L0000 £000 £000 000 000 £000 £000 £000 4000 £000
Executive directors
Neil McDougaii** 169 — 167 6 342 17 35% 242 19 261
Swnon Humphrey t38 — — 4 142 I4 156 143 14 157
Non-executive directors
Michae! Gradon 35 — — — 35 — 35 35 — 35
Robert Clarke 0 @ — — — 20 — 20 20 — 20
Mike Townend*** — — — — — — — — — —
363 — 167 10 539 3] 570 440 33 473

*  Bonuses are disclosed in the year for which the performance refates There aere no bonuses in refation 1o 2014 annuat performance

=+ Neil McDougall stepped down from the Beard on 31 Decermber 2014 Mr McDougall had a service contract with the Company terminable by the Company on one years
notice The Company has agreed to pay Mr McDougall as compensation far loss of office an amount appromimately equivalent 10 ang yea: § salary and other benefits This
amount was £167 000 which ncludes remuneration in relation o a |2 month consultancy contraci between Mr McDougall and the Company The Rermuneraaan Commries
axerosed ns discreuon such that the EMI options granted to Neil McDougall n 2013 were no. forfered on his resgnation and continue Lo be exertisable subject 1o
performance critena being met. Mr McDougall forfered a further 268 970 conditional share awards on his resignadon from the Board

**+ The seruces of Mike Townend are covered through an agreement with IP Group pic see note 26 10 the Accounts

Maodern Water plc Incentive Plan {MWIP')
The MWIP contans prowisions relating to the making of awards in the form of opuions and conditional awards of ordinary shares

a) Options

During the current year no options under the MWIP were granted, vested exercised or lapsed for Simon Humphrey There are vested options
outstanding over 373918 shares However since vesting the Compary's share pnce has been lower than the option exercise price and
accorgingly these options had not been exercised at 31 December 2014 They will lapse if they remain unexercrsed as at !2 June 2017

Vested and
Outstanding Qutstanding at excrcisable at Charge to Charge to
at | January 31 December 3t December income income
Grant Vesting 2014 1014 014 Option st ent
date date number number numbear price in 2064 In2013
Smon Humphrey 6607 12610 373918 373918 373918 £119 £nil £rul

b) Condwonal share awards
Dunng the current year no conditional shares were awarded to Simon Humphrey In the prior year 38,970 condtional shares were awarded
to Smon Humphrey No awards lapsed or vested during the year The directors partiapation in conditional share awards under the MWIP 15 as

follows

Outstanding

Qutstanding Forfeited Awarded at Share Charge to Charge to

at | january during during 3| December price at Income Income

Award Vesting 2014 the year the year 2014 award statement  statement

date date number number number number date In 1014 in2013

Simon Humphrey 26313 26316 38970 — — 38970  £058 £2,078 £1559
Simon Humphrey 24412 24415 150,000 — — 150,000 £055 £10500 £10,500
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The extent to which awards will vest depends on the Groupss share price on the vesting date For the conditional shares awarded on

26 March 2013 and those awarded on 24 Aprit 2012, 1 the share price 15 £1 00 or more, on the vesung date, the award will vest in full and f

the share price 1s £0 70 or below the award does not vest at all If the share price 1s between £070 and £1 Q0 the award parually vests.on a
straight Iine basis Vesting of the conditional shares awarded on 24 April 2012 15 also subject to a non-market performance condition

¢} Enterprise Management Incentives (EMI) Options
During the current year no options were granted 10 Smon Humphrey Duning the prior year 431,030 options were granted to Simen Humphrey No
awards lapsed vested orwere forferted during the year Holdings of EM| options over ordinar y shares issued through the MWIP were s follows

Qutstanding Chargs to Chargs to

at | January Cutstanding at Income income

Grant Vesting 2014  Granted during 11 December Option statement statement

date date number year 2014 number price in 2014 in2013

Simon Humphrey 26313 26316 431,030 — 431,030 £l £30038 £22529

The options may bie exercised after three years to the extent that certain market and non-market performance critena are met. The extent
to which the award will vest depends on performance against these performance cnteria if these are not met the opuons lapse

Vesting conditions for 196 030 of Simon Humphrey's options awarded on 26 March 2013 are that if the Company s volume weighted
average share price 15 £1 00 or more during the first three months of 2016, the award will vest n full and if the weighted average share
prce 15 £0 70 or below the award does not vest at all If the weighted average share price 1s between £0 70 and £1 00 the award partally
vests on a straight line basis

Vesting conditions for 235,000 of Simon Humphrey's options awarded on 26 March 2043 are that if the Company s volume weighted
average share price 15 £085 or more during the first three months of 2016 the award will vest in full and if the weighted average share
price 15 £0 58 or below the award does not vest at all If the weighted average share pnice is between £0 58 and £0 85 the award partially
vests, on a siraight ine basis In addition vesting 1s subject to a non-market performance condition

Optians exprre after |0 years and, in certan circumstances are forferted if the option holder leaves the Group before the options vest.

Directors’ Interests
Directors interests are detaled in the Directors’ Report

Share Price
The Modern Water ple closing share price was |9 5p on 31 December 2014 The share price hugh for 2014 was 42 75p and the low

was 19 5p

On behalf of the Board

Michael Gradon
Chairman, Remunerauon Committee
il March 2015
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Directors’ Report

The directors present their Annual Report together with the audited cansolidated financal statements for the year ended 31 December 2014

Corporate Structure
The Company 18 Incorporated in England and Wales and has subsidianes principally mcorporated n England and \Wiales, as well as n China Oman
and the USA.

Review of the Business and Results

A detaled review of the business 15 set out n the Strategic Report on pages 3 to 7 This ncludes comments on the financial performance and
poston of the Group Information on the Group's internal contro! ervironment. wicluding the content of reporting to the Board s included in the
Corporate Governance Statement on pages 10 to 1}

Future Developments
Future developments and prospects are set out In the Strategic Report,

Research and Development
Expenditure recorded in the Statement of Comprehensive Income for R&D dunng the year was £339 000 (2013 £123,000) Actwity ncluded
further R&D on the Group's forward osmosis and moritoring technologles

Diadends
The director's do not recammend the payment of a dwdend (2013 £rl}

Directors' Interests
The directors in office during the year and up to the date of signing the financial statements, are listed below together with their beneficial
interests in the share capital of the Company

% of Issued Number of ordinary

share capital shares of 0 15p

31 December 2014 3| December 2014

Neill McDougall* 800 6358000
Simon Humphrey 230 1,832 000
Michael Gradon 157 1,246 518
Robert Clarke 088 700 000
Mike Townend 076 605 000

*INed tcDouzl stepped aomn frum ne Bourd on 31 Decernbe 2014
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Directors’ and Officers’ Liability Insurance

The Group maintains labiity insurance for s drectors and officers The Group has also prowded an indernity for its directors and the secretary
which is a qualifying third party indemnity provision for the purposes of the Compares Act 2006 This provision was in place during the year and
up to the date of the Annual Report and Accounts

Corporate Governance
The Annual Report includes & separate section that describes the Group's approach 1o applying the principles of best practice associated with
corporate govermance

Financial Instruments

The Groups financial nsiruments pnmarnly compnse cash and cash equivalents In addion varous other finanaal instruments such as trade
recevables and trade payables anse directly from its operations Please refer to note 3 to the Accounts for greater details of the Group's nsks and
polaes regarding financial instruments

Annual General Meeung
The Annual General Meetng will be held at the offices of Modern Water plc on 30 Apnil 2015 at 1000am The notice convening the Annual

General Meeting 15 set out on pages 48 to 50 of the Annua! Report and Accounts,

Independent Auditors
The audtors PacewaterhouseCoopers LLP have indicated their willingness to continue in office and a resolution concerning their reappointrment
will be proposed at the Annual General Meeting

Directors’ Statement as to Disclosure of Informaton to Auditors
The directors who were members of the Board at the tme of approving the Directors’ Report are listed on page 8 Having made enquines of
fellow directors each of these directors confirms that

+ To the best of each drectors knowledge and belief, there 1s no relevant audht nformation of which the Group’s auditors are unaware
+  Each director has taken all the steps a director might reasonably be expected to have taken to be aware of relevant audit information and to
establish that the Groups auditors are aware of that nformaton

By order of the Board

Toby Schumacher
Company Secretary
Pl March 2015
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Statement of
Directors’ Responsibilities

IN RESPECT OF THE ANNUAL REPORT AND THE FINANCIAL STATEMENTS

The directors are responsible for preparing the Annual Report, the Directors Remuneration Report and the finanaal statements in
accordance with applicable law and regulatrons

Company law requires the directors to prepare financial statements for each financial year Under that law the directors have piepared the
g oup and parent company financial staternents in accordance with International Financial Reporting Standai ds (IFRSs) as adopted by the
European Union Under company law the directors must not approve the financial statements unless they are sausfied that they give atrue
and far view of the state of affars of the group and the company and of the profit or (oss of the group for that period  In preparing these
financial statements the diectors are requied 1o

+ select sutable accounting pohcies and then apply them consistently;

+ make judgements and accounting estimates that are reasonable and prudent,

+  state whether applicable IFRSs as adopted by the European Union have been followed subject to any material departures disclosed and
explaned in the financial statements,

+  prepare the financial statements on the going concern basis unltess it 1s Nappropniate to presume that the company will continue
In business

The directors are 1 esponsible for keeping adequate accounting records that are sufficient to show and explain the cempany s transactions
and disclose with reasonable accuracy at any ume the financial position of the company and the group and enable them to ensure that
the financial staternents and the Directors’ Remuneration Report comply with the Companies Act 2006 and as regards the group financial
statements Article 4 of the IAS Regulation They are also respansible for safeguarding the assets of the company and the group and hence
for taking reasonable steps for the preventon and detection of fraud and other irregulariues

The directors are responsible for the maintenance and integrity of the company s website Legislation in the United Kingdom governing the
preparatcn and dissernination of financial statements may differ from legislation in other jurisdicuons

The directors consider that the annual report and accounts taken as a whole, 1s fair; balanced and understandable and provides the
information necessary for shareholders to assess the company's performance, business model and strategy

Each of the directors whose names and funcuons are listed in the Corporate Governance section of the Annual Report confirm that to the
best of their knowledge

+  the group financial statements which have been prepared in accerdance with IFRSs as adopted by the EU give a wrue and far view of
the assets labilities financial position and foss of the group, and

» the drrectors' report contaned in the Strategic Report includes a fair review of the developrent and performance of the business and
the position of the group, together with a description of the prncipal misks and uncertainties that it faces

Toby Schumacher
Company Secretary
It March 2015
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Independent
Auditors’ Report

TO THE MEMBERS OF MODERN WATER PLC

Report on the financial statements
Our opinion
In our opwuon

Modern Water plcs Group financial staterents and Company financial siatements fthe financial statements) give a true and fan view
of the state of the Groups and of the Company's affairs as at 31 December 2014 and of the Groups loss and of the Groups and
Companys cash flows for the year then ended,

the Group financial statements have been properly prepared n accordance with International Financial Reporting Standards (IFRSs} as
adopted by the European Union

the Company financial staterments have been properly prepared in accordance with IFRSs as adoptad by the European Union and as
applied In accordance with the provisions of the Companies Act 2006, and

the financial statements have been prepared in accordance with the requirements of the Companres Act 2006

What we have audited
Modern Water plcs financiat statements comprise

-

the Group and Company Statements of Financial Position as at 31 December 2014,

the Group Statement of Comprehensive Income for the year then ended,

the Group and Company Statements of Changes in Equity and Statements of Cash Flows for the year then ended, and

the notes 10 the financial statements, which include a summary of significant accounting pohcies and other explanatory infarmation

The financial reporting framework that has been applied i thewr preparauon compnises applicable law and IFRSs as adopted by the European Umion
and as regands the Company financial staterments as appled in accordance with the provisiens of the Comparies Act 2006

in applying the financial | eporting framework, the directors have made a numbes of subjective judgements for example in respect of significant
accouriing estimates, In making such estimates, they have made assumptions and considered future events

Cpinion on other matter prescribed by the Companies Act 2006
In our opinion the information gven in the Strategic Report and Dhrectors' Report for the finanaal year for which the financal staterents are pt epared
15 congistert with the financial statements

Other matters on which we are required to report by exception
Adequacy of accounung records ond information and explanations recesed
Under the Comparnies Act 2006 we are required o report to you i in our opiron

we have not receved all the information and explanations we require for our audit,

adequate accounting records have not been kept by the Company, or returns adequate for our audit have not been recenved from
branches not visited by us, or

the Company financial statemenis are not In agreement with the accounting records and returns

We have no exceptions to report ansing from this responsibility
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Directors’ remuneration
Under the Companies Act 2006 we are required 1o report to you f.in our opiron certan dsdosures of directors' reruneration specified by law are
rot made We have no exceptions o report ansing from this responsibility

Responsibilities for the financial statements and the audit

Our responsibiliues and those of the directors

As explaned more fully in the Staternent of Directors’ Responsibiiities set out on page |7 the directors are responsible for the preparation of the
Group and Company financial statements and for being sausfied that they give a tue and fair view

QOur responsibility 15 to audit and expiess an opinion on the financil staterments n accordance with applicable law and International Standards on
Audisng (UK & Ireland) ( 15As UK & Irefand") Those standards require us to comply with the Auditing Practices Boards Ethical Standards for Auditors

This report. ncluding the opwnions, has been prepared for and only for the company’s members as a body n accordance with Chapter 3 of Part 16 of
the Companies Act 2006 and for no other purpose We do not.in giving these opinions, accept or assume responsibility for any other pur pose or to
any other person to whom this report is shawn or into whose hands it may come save where expressly agreed by our prior consent n writing

What an oudit of financial statements invoives

We conducted our audit In accordance with 15As (UK & irefand)  An audit involves obtaning evidence about the amounts and disclosures in the
financial staterments sufficient to give : easonable assurance that the financal statements are free from matenal misstatement, whether caused by
fraud or error This includes an assessmenit of

+  whether the accounting policies are appropriate to the Groups and Company's crcumstances and have been consistently apphed and
adequately disclosed,

» the reasonableness of sigruficant accounting estirmates made by the directors, and

+ the overall presentaton of the financial statements

We primanity focus our work in these areas by assessing the directors’ judgements against avallable evidence, forming our own judgements and
evaluating the disclosures in the finanaial statements

We test and exarrine information using sampling and other auditing techniques, to the extent we consider necessary to provide a reasonable
bass for us to draw conclusions We obtain audit evidence through testing the effectiveness of controls, substantive procedures or a combination
of both

In addiion we read all the financial and non-financial Information in the Annual Report and Accounts to identfy materral nconsistencies with the
audited financial statements and to identify any inforrmation that 15 apparently matertally ncorrect based on or materally nconsistent wrth, the
knowledge acquired by us in the course of performing the audit If we become aware of any apparent material misstatements or Inconsistencies
we consider the implications for our report

Stephen Wootten (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors

Gatwick

I} March 2C15
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Group Statement of
Comprehensive Income

Year ended 3| December 2014

2014
Pre-
exceptional Exceptional Total 2003
Note £000 £000 £000 £000
Revenue 5 2,772 — 277 3528
Cost of sales 5 (1.596) — {1,596) {1 8G5)
Gross profit 5 1,176 — 1,176 | 723
Admunistrative expenses 8 (5.650) (150} {5.840) (5847)
Gther gains - net 7 _— — — 146
Goodwill and intangibles impairment 16 — (12.5%90) (12,590) —
gze;:\‘:glrgnlsoa:sol:]efore interest, tax, depreciation (4,474) (12,780) (17.254) (3.978)
Depreciation and amortisation 8 (641) — {641) (895)
Cperaung loss (5.115) (12,780) (17,895) (4.873)
Finance income 12 178 — 178 129
Finance costs 12 — — — (22)
Loss on ordinary actviues before taxaton (4.937) (12.780) {(17.717) (4766)
Taxation 131 36 — 36 66
Loss for the year (4,901) (12,780) (17.681) {4 700)
Other comprehensive income
ems may be subsequently reclassified 1o profit orleoss
Foreign currency translaton differences on foreign operations (66) — (66) 16
Total comprehensive loss for the year (4.967) (12,780) {17,747) (4 684)
Loss attrbutable to
Qwners of the parent (4.901) (12.780) {17.681) (4700)
(4,901) (12,780) (17.681) {4 700)
Total comprehensive loss attributable to
Owners of the parent (4.967) (12,780) (17.747) (4684)
(4,967) (12,780) (17.747) (4684)
Loss per share for the year (attributable to owners
of the parent}
Basic loss per share 141 617p 16 07p 22 24p 618p
Diluted loss per share 142 6 17p 1607p 22 24p & 18p

Madcern Water plc has taken advantage of the exempuon providea under Section 408 of the Companes Act 2006 nat to disclose the parent

company statement of comprehensive ncome

The notes on pages 24 to 47 are an integral part of these consolidated financial statements
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ACCOUNTS

Group and Company
Statements of Financial Position

As at 31 December 2014

Group Company
2014 2013 2014 2013
Note €000 £000 £000 £000
Assets
Non-current assets
Property, plant and equipment 15 444 595 — —
Intangible assets 16 3.892 16,892 — —
Investments 17 — — 2,697 15918
4,336 17,487 2,697 15918
Current assets
Inventories 18 1,456 1041 — —
Trade and other recewvables 19 1,654 1634 6319 6,870
Cash and cash equivalents 20 6,801 11,432 5,666 10,247
9,914 14,107 11,985 17,17
Total assets 14,247 31,594 14 682 33035
Equity and liabilities
Equity
Qrdinary shares 24 199 199 199 199
Share prermium account 24 40,032 40,032 40,032 40,032
Merger reserve 398 13,180 398 13180
Accumulated losses (27,958) (23181) (26,188) (20 542)
12,671 30230 14 441 32,869
Non-cantroling interests 126 126 — —
Total equity 12,797 30356 14,441 32869
Liabihtes
Non-current habiliues
Deferred tax habikties 133 198 234 — —
Current habilites
Trade and other payables 21 1,252 1,004 241 166
},252 1,004 244 166
Total labihtes 1,450 1,238 241 166
Total equity and habilives 14,247 31,594 14,682 33035

The notes on pages 24 to 47 zre an integral part of these consolidated financial statements

The financial statements on pages 20 to 47 were approved by the Board of drectors on 1 March 2015 and signed on its behalf by

mon Huimphrey
Chief Executive Officer
Il March 2015
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Group and Company
Statements of Changes in Equity

Year ended 31 December 2014

{Accumulated

Share losses)/ Non-
Qrdinary premium Merger Retained controlling Total
shares Account reserve earnings Total interest Equity

Group Note £000 £000 £000 {000 £000 £000 £000
Balance as at | January 2013 149 30,532 13180 (18,660) 25201 26 25,327
Comprehensive loss
Loss for the year — — — (4,700} (4.700) — (4700)
Foreign currency translation differences — — — 16 16 — 16
Total comprehensive loss — — — {4,684) (4.684) —  (4,684)
Transactions with owners
issue of shares 24 50 9,500 — — 9,550 — 9550
Share-based payments 10 — — — 163 163 — 163
Total transactions with owners 50 9500 — 163 9.713 — 9713
Balance as at | January 2014 199 40032 13,180 {23.181) 30,230 126 30,356
Comprehensive loss
Loss for the year — — — (17681y (17.681) — (17.681)
Impairment transfer — —  {12,782) 12782 — -— —
Foreign currency translation differences — — — (66) {66) —— (66}
Total comprehensive [oss — —  (12,782) (4965) (t7,747) —  (17747)
Transacuons with owners
Shat e-based payments 10 — - — {88 188 — 188
Total transactions with owners — e — 188 188 — 188
Balance as at 3|1 December 2014 199 40,032 398 (27958) 12671 126 12,797
Company
Balance as at | January 2013 149 30,532 13,180 {15,256) 28,605 — 28,605
Comprehensive loss
Loss and total comprehensive loss for year — — — {5449) (5,449) —  (5449)
Total comprehensive loss — — — {5 449) (5.449) — (5449
Transacuons with owners
Issue of shares 24 50 9,500 — — 9550 — 2550
Share-based payments 10 — — — 163 163 — 163
Total transactions with owners 50 9500 — 163 9713 — 9713
Balance as at | January 2014 199 40,032 13,180 (20.542) 32,869 — 32,869
Comprehensive loss
Loss and total comprehensive loss for year — — — (18616) (1B616) — (18616)
Impairment transfer — —  (12,782) 12782 — — —
Total comprehensive loss — —  (12,782) {(5834) (18616) — (18,616)
Transactions with owners
Share-based payments 10 — — — 188 188 — 188
Total transactions with owners — — — 188 188 — 188
Balance as at 3| December 2014 199 40032 398 (26.188) 14,441 — 14,441

The notes on pages 24 to 47 are an integral part of these consolidated financial staternents The merger reserve resutied from the acquisiions

of Surrey Aguatechnology Linited on |2 June 2007 and Cogent Ervironmental Limited on 2 February 2011 and represents the far value of
equity-based censideration During the year the goodwill, mtangible and investment assets resulung from the acquistion of Surrey Aquatechnology
Limited were imparred, as a result there has been a transfer between the corresponding balance in the Merger Reserve and Accumulated Losses
The Merger Reserve balance as at 31 December 2014 refates solely to the acquisitron of Cogent Environmental Limited
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Group and Company

Statements of Cash Flows

ACCOUNTS

Year ended 31 December 2014

Group Company
2014 2013 2014 2013
Note £000 £000 £000 £000
Cash flows from operaung activities
Cash used in operations 25 (4.516) {3.723) (4.634) (4532)
Net cash flows used in operating actvites (4.518) (3723) (4.634) (4.532)
Cash flows from investng activities
Purchase of property, plant and equipment 15 (96) (144) — —
Proceeds from sale of property plant and equrpment — 10 — —
Purchase of patents and development costs 16 (76) 8n — —
Interest recewed 50 93 50 77
Net cash flows {used in)/generated from invesung acuvities (122) (122) 50 77
Cash fiows from financing acuvities
Proceeds from 1ssuance of ordinary shares — 9550 — 9,550
Net cash flows generated from financing actvinies — 9550 — 9,550
Net (decrease)/increase in cash and cash equivalents (4.638) 5705 {4 584) 5095
Cash and cash equivalents at the beginning of the year 20 11,432 5,751 10,247 5139
Exchange gans/(losses) on bank balances 7 (24) 3 13
Cash and cash equivalents at the end of the year 20 6,801 11432 5,666 10,247

The notes on pages 24 1o 47 are an integral part of these consolidated financial staterents
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Notes to the Consolidated
Financial Statements

1. General information

Modem Wiater plc 1s a public imrted compariy incorporated and dormiciled in England and Wales whose shares are publicly traded on the
Alternative Investrnent Market (AlM), a market operated by the London Stock Exchange The registered office and prinaipal place of business is
Bramley House, The Guildway Old Portsmouth Road Guitdford, Surrey GU3 {LR.

The consclidated and Company financial statements of Modern Water plc (the Company) and 1ts subsidianes (together the Group’) for the year
ended 3| December 2014 were authonsed for issue by the Board of directors on || March 2015 and the statement of financial position was
sgned by the Chief Executive Officer (Simon Humphrey)

The principal accounting policies adopted by the Group and Company are set out below

2. Summary of significant accounting policies

The principal accounting policies have been applied consistently throughout the current and prior year unless otherwise stated, in the preparation
of these financial statements

2 ! Basis of preparation and changes m occounting policy and disclosures

The financral statements of Modem Water plc have been prepared in accordance with Internauonal Financial Reporting Standards (IFRSs) as
adopted by the EU IFRS Interpretations Committee (IFRIC) interpretations and the Comparwes Act 2006 applicable to companies reporting
under IFRS The financial staterments have been prepared under the histonical cost convention

The preparation of financial statements i conformity with IFRSs requires the use of certain critical accounting estimates h also requires
management 1o exercise its judgement in the process of applying the Group's accountng pohcies The areas involving a higher degree of
judgement or complesaty, or areas where assumptions and estmates are significant to the consolidated financial statements are disclosed in note 4

Under Section 479A of the Companies Act 2006 exemptions from an audrt of the accounts for the financial year ended 31 December 2014
have been taken by Aguacure Ltd (05893786), Cymtox Limited {05025552) Modemn Water Montonng Limited (06701882), MW Monroring
Limited (07495046), MW Monitoring IP Limited (07810737}, Modern Water Holdings Limited (07588452) and Surrey Aquatechnology Limited
(05698169) As required the Company guarantees all outstanding kabiities to which the subsidhary companies isted above are subject at the
end of the financial year unil they are satsfied in full and the guarantee 15 enforceable against the parent undertaking by any person to whom the
subsidiary companies listed above is hable in respect of those labilities

2 1 | Gong concem

The directors are required by company faw to be satisfied that the Group has adequate resources to continue In business for the foreseeable
fiture A review has been conducied and the directors have concluded that such resources are avadable, and that the going concem basis 1s
Justified in the preparation of the finanwal statements

2 1 2 Changes in accounting pokcy and disclosures
a) New and amended standords adopted by the Group
The following standards have been adopted by the group for the fir st ume for the financal year beginning on or after | January 2014 and have a

material impact on the group

+  Amendments to IAS 36 Imparment of assets’ on the recoverable amount disclosures for non-financial assets This amendment removed
certain disclosures of the recoverable amount of CGUs which had been included in IAS 36 by the issue of IFRS 13

Cther standards amendments and interpretations which are effecuve for the financial year begnning on | January 2014 are not matenal to
the group

b} New standards, amendments and interpretations ssued but not effective for the finanaal year beginning | Jonuary 2014 and not adopted early
A number of new standards and amendments to standards and interpretatons are effective for annual penods beginning after 1 January 2014

and have not been applied In preparing these consolidated finanaal staternents None of these 15 expected to have a significant effect on the
consolidated financial statements of the Group

There are no other #FRSs or IFRIC interpretations that are not yet effective that would be expected to have a material impact on the Group
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2 1 3 Parent company finanaal statements
Modem Water plc has taken advantage of the exemption provided under section 408 of the Companies Act 2006 not to disclose the parent
compary statement of comprehensive ncome The loss atiributed to the parent company in the year was £18616000 (2013 loss of £5 449 000)

2 2 Basrs of consohdation
The consolidated financial statements incorpor ate the financial statements of the Company and entrties contrelled by the Company (its
subsidianes)

o} Subsidhartes

Subsidianies are all entiies over which the Group has the power o govern the financial and operating policies generally accomparyng a
shareholding of more than half of the voung nghts The existence and effect of potential voting nghts that are currently exerasable or convertible
are considered when assessing whether the company controls an entity

Subsidiaries are fully consolidated from the date on which control is transferred to the Group

The Group applies the acquisition method to account far business combinatrons The consideration transferred for the acquisiion of a subsidiary
s the fair values of the assets transferred the llabihties incurred to the former owners of the acquiree and the equity interests issued by the Group
Identifiable assets acquired and labiliies and contingent habilites assumed 10 a business combrmation are measured nttially at their far values at the
acquisition date The Group recognises any non-controlling interest 1n the acquiree on an acquisition-by-acquisition basis erther at far value or at
the non-contralling interest s proportonate share of the recogmsed amounts of acquirees identftable net assets

Acquisition costs are expensed as incurred

If the business combimation 1s acheved In stages the acquisition date far value of the acquirers previously held equity interest in the acquiree 1s
re-measwr ed to far value at the acquisiion date through profit or loss

Any contingent consideration to be transfer red by the group 1s recognised at farr value at the acaussion date

Subsequent changes 1o the fair value of the contngent consideration that s deemed to be an asset or liability 15 recogrmised in accordance with 1AS
39 either n the Income statement or as a change to other comprehenswve income

Contingent consideration that 1s classified as equity 1s not re-measured, and its subsequent settlement is accounted for within equity

Goodwil 15 initally measured as the excess of the aggregate of the consideration transferred in relabion to the farr value of the net identifiable
assets acquired and liabilities assumed If this consideration s lower than the fair value of the net assets of the subsidiary acquired, the dfference s
recognised n the income statement

Inter-company transactions balances income and e<penses on b ansactions between group comparies are eliminated B ofits and losses resufting
from inter-company transactions that are recognised 1n assets are also eliminated Accounting pokaies of subsidiaries have been changed where
necessary to ensure consistency with the policies adopted by the Group

b) fomnt ventures
Jont ventures are ertities over which the company exercises jont control with other parties under a format arrangement

Irvestments in joint ventures are accounted for using the equity method of accounting The: cost of investment i jont veniures 1s measured at the
farr value of the assets gven and liabilties ncurred or assumed at the date of exchange The Company s investment includes goodwill identfied on
acquision net of any accumulated imparment losses

The Groups share of its joint ventures post-acquisiton profits or losses is recogrised i the statement of comprehensive Income and rts share of
post-acquistion movements In reserves 1s recognised in reserves The cumulative post-acquisition movernents are adjusted against the carrying
amount of the Investment When the Group's share of fosses in a jont venture equals or exceeds its nterest n the joint venture, including ary
other unsecured recevables the Group does not recognise further losses, unless it has incurred obligations or made payments on behalf of the
joing venture
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Notes to the Consolidated
Financial Statements continued

Unrealised gains on transactions between the Group and its joint venture are eliminated to the extent of the Groups interest in the joint venture
Unrealised losses are also eliminated unless the transaction prowdes evidence of an impairment of the asset transferred Accounting pohcies of
joint ventures are changed where necessary to ensure consistency with the policies adopted by the Group

¢} Transacuons with non-controfling interests

The Group treats transacbons with non-controlling interests as transactions with the equity owners of the Group For purchases from
non-controlling interests, the difference between any consideration paid and the relevant share acquired of the carrying value of the net assets of
the subsidiary 15 recorded in equity

When the Group ceases to have control or sgnificant influence, any retaned interest i the entity 1s re-measured to far value with the change
In carrying amount recognised in the ncome staternent. The fair value s the inival carrying amount for the purposes of subsequently accounting
for the retaned nterest as an associate joint venture or finanaal asset. In addrtion, any amounts previously recognised in other comprehenswe
Income In respect of that entty are accounted for as i the Group had directly disposed of the related assets or habilites. This may mean that
amounts previously recogrised in other comprehensive income are reclassified to the income staternent.

2 3 Segment reporing

Operating segments are reported in a manner consistent with the intemal reporung provided to the chief operating deasion-maker The chief
ope: ating decision-maker, who s responsible for allacating resources and assessing performance of the operating segments has been identified as
the Board that makes strategic decisions

2 4 Foresgn currency translation

a} Functional and presentation currency

ftems iInchuded in the financial staternents of each of the Group’s entities are measured using the currency of the pnmary economic environment
n which the entrity aperates {the functional currency ) The consolidated financial statements are presented in stering (£) which 13 the Group’s
presentation currency and the Company's functional currency

b) Transactions and balances

Foreign currency transactions are transtated into the functional currency using the exchange rates prevaling at the dates of the transactions

or valuation where rtems are re-reasured Foreign exchange gans and losses resulting from the settlement of such transactions and from the
transtation at year end exchange rates of monetary assets and liabiliies denominated in foreign currenaies are recognised i the income statement.
Foreign evchange gans and losses that relate to borrowings and cash and cash equivalents are presented n the Income statement within finance
income or cost’

<) Group companies
The results and financial posmion of alf the Group entrties (none of which has the currency of a hyperinflatonary economy) that have a functional
currency different from the presentation currency are translated into the presentation currency as follows

- assets and habilities for each balance sheet presented are translated at the closing rate at the date of that balance sheet,

* income and expenses for each Income statement are transiated at average exchange rates (unless this average 15 not a reasonable
approsamation of the curnulative effect of the rates prevalling on the transaction dates in which case Income and expenses are ranslated at
the rate on the dates of the transactions) and

«  all resuting exchange differences are recognised in other comprehensive income

2 5 Property, plant and equipment

All property plant and equipment ts shown at cost less accumulated depreciation and imparment. Cost includes expenditure that 1s attnbutable
1o the acquisition of the tems Depreciauon on assets ss calcutated using the straight-ine method to allocate the cost of each asset to s residual
value over its estimated useful economic life as follows

Leasehold improvements - remaning term of the lease
Plant and machinery - three to five years
Motor vehicles - three to five years
Office equiprnent - three 1o five years
Furmture fixtures and fittngs  — three 1o five years

26




ACCOUNTS

The assets’ residual values and useful economic lives are reviewed and adjusted ff appropriate, at each balance sheet date

Subsequent costs ale capitalisecd onty when it 15 probable that they will resutt 1n future economic benefits flowing to the Group and when they
can be measured reliably All other repairs and maintenance expenchture 1s charged to the income statement in the peried In wihich it 1s incurred

2 6 Intangible assets

a) Goodwill

Goodwill represents the excess of the cost of an acquistion over the farr value of the Group's share of the net identifiable assets of the acquued
subsidiary/jont vemure/associate at the date of acquistuon

+  pgoodwill an acquisitons of subsidianes 1s ncluded In ‘Intangible assets and
+  goodwill on acquisitions of joint ventures (s included i vestments in joint ventures' and « tested for impairment as part of the
overal balance

Separately recogrised goodwall 1s tested annually for mparment and carmed at cost less accumulated impairment losses Imparment losses on
goodwill are not reversed Gains and losses on the disposal of an entity include the carrying amount of goodwiil related to the entity sold

Goodwill s not subject to amertisabon but s tested for impairment annually to identify whether there have been events or a change in
arcumstances 1o indicate that the carrying amount may not be recoverable An impairmenit loss is recognised for the amount by which the
carrying amount exceeds its recoverable amount The recoverable amount 1s the higher of the assets fair value fess costs 10 sell and the

value in use For the purposes of assessing Impairments assets are grouped at the lowest levels for which there are identifiable cash flows in
Cash Generating Units (CGUs) The allocation 15 made to tnose CGUs or groups of CGUs that are expected to benefit from the business
combination 1 which the goodwill arose Due to the pre-revenue stage of most of the Group's technologies, value in use has been assessed
based on the present value of applyng the Group's technologies to potenual contracts in the future and an assessment of the expected number
of such contracts.

b) Patents and trademoarks

Separately acqui ed patents are 1ecogrised at the histoncal cost They have a finite useful econormic lfe and are subsequently cartied at cost less
accumulated amortisation Ameortisatien 15 calculated using the straight-line method to allocate the cost of patents over therr estmated useful
economic lives of 20 years from patent filng

Trademarks are nfially recorded at historical cost. They have a finite useful life and are subsequently carned at cost less accurnulated amortisation
Amortisaton 15 caloulated using the straght-line method 1o allocate the cost of trademarks over their useful economic Iife of five years from filing

¢) Research and development
Expenditure on research actvities 1s recognised as an expense in the penod in which it 1s incurred
Any internally-generated development costs are recognised as an asset only if all of the following are met.

+  an assel s created that can be dentified
+ 1t 15 probable that the asset created will gener ate future economic benefits and

» the development cost of the asset can be measured reliably

Where no ntemally generated intangible asset can be recogrised development expenditure 1s recognised as an expense in the perod
in which it 15 ncurred Internally generated intangible assets are amorused on a straight-ine basis over three years

Development costs identified as a result of a business combinaton are accounted for in accordance with IAS 38, brought on 10 the consolidated
staternent of financial postion at the date of acquistion and amorused on a straight-ine basis between 10 and 20 years.

Patented technology acquired as part of a business combination 1s recorded at the farr value on acqurisiton and amortised on a straight-line basis
over the useful economic life of the asset.
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Notes to the Consolidated
Financial Statements continued

27 imparment of ntangible assets, mvestments, property, plant and equipment
Goodwill has an indefinrte useful economic Iife, 1s not subject to amortsaion and is tested annually for impairment as described in notes

26and |6

Assets that are subject to amortisation or depreciation are tested for impairment when events or a change in arcumstances indicate that the
carrying amount may not be recoverable An imparment loss 1s recognised for the amount by which the carmying amount exceeds its recoverable
amount The recoverable amount 15 the higher of the assets fair value less costs to sell and the value in use For the purposes of assessing
imparments assets are grouped at the lowest levels for which there are identifiable cash flows (CGUs) Due to the pre-revenue stage of most of
the Group's technologies value in use has been assessed based on the present value of applying the Groupss technologies to potential contracts in
the future and an assessment of the expected number of such contracts

2 § Investments
Investments are stated at cost less any provision for impairment  Investment assets are tested annually for impairment, see note 17

29 leases
Leases in which a significant porton of the risks and rewards of ownership are retained by the lessor are classified as operating leases Payments
made under operating leases are charged 1o the mcome statement on a straight-lne basis over the penod of the lease

2 10 Finanaal instruments
Fnancial assets and liabliues are recognised in the Group's statement of financial position when the Group becomes a party to the contractual
prowsions of the instrument

) Cash and cash equivalents
Cash at bank compt 1ses cash avallzble on demand Short-term depaosits with a matuiity from nception of one year or less placed with financiat
instiutions are classified as cash equivalents if they can be converted to cash at any trme without significant penafties

b) Trade recevables

Trade recewvables are amounts due from customers for merchandise sold or services performed in the ordinary course of business If collection
15 expected n one year or less (or n the normal operating cycle of the business i longer), they are classified as current assets If not they are
presented as non-current assets

Trade receivables are recognised inally at fair value and subsequently measured at amortised cost using the effective interest method, less
provision for impairment Specific bad and doubtful dett provisions are established aganst trade recevables that are greater than sx months
overdue where management congaders that there is a nsk that the customer will not settle the recervable balance

¢) Trade payables
Trade payables are not interest beanng and are insally measured at their far value and subsequently measured at amortised cost

2 1! Inventories

Inventories are stated at the lower of cost and net reabsable value  Cost 15 determined using the first-in, first-out (FIFO) method The cost of
finished goods and work In progress compnses raw matenals, drect labour and other direc costs but excludes borrowing costs Net realisable
value ts the estmated selling price in the ordinary course of business less applicable vanable selling expenses Provisions, if necessary, are made for
stow-moving, cbsolete and defective inventories

2 12 Share Capitol

Ordinary shares are classified as equay Incremental costs directly atinbutable to the ssie of new ardinary shares or opuons are shawn I equity
as a deduction net of tax, from the proceeds
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2 13 Employee benefits

a) Pension obligations

The Gioup has a defined contrbution pension plan for directors and staff The scheme s adminsstered by an insurance company 10 which the
Group pays fixed contributions and the Group has no further paymerit obligations once the contrbutions have been pad The contributions are
recognised as an employee benefit expense when they are due Prepaid contributions are recognised as an asset to the extent that a cash refund
or a reduction in the future payments 15 available

b) Share-based poyments
Share-based incentive arrangements are provided to directors and employees The Group operaies a number of share-based payment schemes
under the Modermn Water plc Incentve Plan (MWIP) which 15 described in note (0

The fair value of the services receved m exchange for the share-based payment 1s recogmised as an expense with a corresponding credit to equity,
where the payment 15 equity-settled If cash settled then the cost 1s accrued in the balance sheet Where equity-settled the total amount to be
expensed over the vesting perod 1s determined by reference to the fair value of the options and bonus shares granted at the date of grant using
erther a Black-Scholes or Monte Carlo pricng model Where cash-settled the total amount to be expensed aver the vesting period 1s determined
by reference to the far value of the options granted at the date of grant and then reassessed at each subsequent reporting date using the Black-
Scholes model The annual charge s modified 1o take accourt of awards granted to employees who leave the Group during the performance

or vesting period and forfert their nghts to the share options and in the case of non-market related performance conditions, where it becomes
unlikely they will vest

The grant by the Company of share-based payments to the employees of subsidiary undertakings in the Group is treated as a capital contribution
The fair value of employee services received measured by reference to the grant date far value, 1s recognised over the vesting perod as an
increase 1o nvestment In subsidiary undertakings, with a cormesponding credit to equity

2 14 Taxation

The current income tax charge 1s calculated on the bass of the tax laws applicable to the current year and enacted or substantively enacted at the
balance sheet date in the countrnes where the Companys subsidianes operate and generate taxable income Management perodically evaluates
positions taken In tax returms with respect to situations in which apphicable tax regulation 1s subject to interpretation and establishes provisions
where appropriate on the basis of amounts expected to be paid to the tax authonties

Deferred income tax is provided in fUll, using the hability method on temporary differences arising between tax bases of assets and liabiliies and
therr carrying amounts i the consokdated financial staternents However the deferred income tax s not accounted for if t anses from initral
recognition of an asset or hability in a transaction other than a business combination which at the time of the transaction affects netther the
accounting nor the taxable profit or loss Deferred income tax 1s determined using tax rates (and laws) that have been enacted or substantively
enacted by the balance sheet date and are expected to apply when the related deferred income tax is realised or the deferred income tax hablity
5 settled

Deferred income 1ax assets are recognised to the exient that it is probable that future taxable profit will be avalable aganst which the temporary
differences can be uthised

Deferred ncome tax 15 provided on temporary differences arising on investments in subsidanes except where the timing of the reversal of the
temporary difference 1s controlled by the Group and 1t 15 probable that the temporary difference will not reverse in the foreseeable future

2 15 Revenue and mcome recognition
Revenue compnses the farr value of the consideration recewved or recenable for the sale of goods, services and royalty ncome in the ordinary
course of the Group's activities  Revenue 15 shown net of trade and early settlement discounts, value added tax (VAT) and similar sales taxes

a) Royalties

Rovaity income s recogmsed as revenue on an accruals basis in accordance with the substance of the relevant agreements Royalty ncome 15
therefore recognised in the year on the basis of royalty statements prowided by distnbutors.
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Notes to the Consolidated
Financial Statements continued

b} Provision of goods and services

Revenue from the provision of goods and services is recognised when the nisks and rewards of cwnership have been transferred to the customer
The risks and rewards of ownership are deemed to have been transferred when the goods are delivered and the services provided to the
customer Where the custorer wishes to delay taking delivery of the goeds, agrees to be invoiced for the goods and the goods are on hand ready
for delivery and usual payment terms apply transfer of the nsks and rewards 1s deemed to occur when the goods are ready to be shipped to the
customer Goods in transit are deemed to be owned by the customer if the custamer arranges transit or by the Group if the Group arranges
transit. Revenue for services revenue is generally for the installation and servicing of products and the trainng of customer staff Revenue for
serwices 1s recognised once the service has been completed

¢} Interest
Income 15 recognised as interest acciues using the effectve Interest methad  Interest income 1s ncluded i finance ncome i the statement of
comprehensive income

d) Grants
Granis are recognised when there is reasonable assurance that the entity wil! comply with the conditions related to them and that the grants will
be receved

Grants related to income are recognised over the pencds necessary to match them with the related costs which they are mtended to
compensate, on a systematic basis. Grants refating to income are recognised as other ncome n the statement of comprehensive ncome
Unutiksed grants are held in accruals and deferred icome in the Group Statement of Financial Position

Grants relating to assets are deducted from the carrying value of the asset. The statement of comprehensive income 1s affected by a reduced
depreciation charge over the useful economic life of the asset.

2 16 Exceptional items

Exceptional items are disclosed separately in the financial statements wher e 1t 1§ necessary to do so to provide further undersianding of the
financial perfarmance of the group They are matena! items of Ncome or expense that have been shown sepa:ately due to the sgnificance of
therr nature or amount

3. Financial risk management

The Group 15 subject to a number of financial nsks principalty market nsk {interest rate risk and foreign exchange rnisk) credit nsk, hquidity nisk, and
capstal nsk. The Groups policy ams to mitigate these risks though a conservative approach to treasury management

a) Market risk

(1) Interest nsk

The Groups mnterest rate risk arises from variable nterest rates on finance income and investing cash fiows from the cash deposits The Group's
policy 15 to invest in fixed interest term deposits thereby mitigating uncertainty over the futwie interest receipts As the Group has no borrowings
it only has hmited nterest rate risk

(i) Foreign exchange risk

Dunng 2014 the majority of the Group s costs were in pounds sterkng and US dollars therefore it was appropnate to hold funds in pounds
sterbng and US doflars The Group does have a major supplier who nvoices in Australian dellars and for these payments the Group mantains
an Australian dollar bank aceount, purchasing Australian doltars when a commitment 1s certain or when there 1s a favourable exchange rate In
addition to sterling and LS dollar accounts, the Group does mantan Austrahan dollar and Euro accounts for customer receipts and to hold
currency to hedge aganst future commitments in those currencies
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b} Crednt risk

The Group 1§ exposed to aedt risk from plaong significant deposits with counterparties The Group’s policy is to restrict counterparties

to Institutions that are Moody's A rated when the deposit is placed, ratings can change during the term of the deposit. Cash balances by
counterparty credit rating are isted in note 20 Additionally the Group 15 exposed to credit nsk from customers This risk 1s mitigated in the
Monrtoring Dvision through new customers being required to pay n advance for then first purchase  Custormners seeking credrt undergo a credit
application process and are subject to credit imits Accounts recesvable balanices are monitored and actively managed on a regular bass.

¢) Liquidity risk

The Groups liquidity nsk anses from cash being on deposit with counterpartees and therefore not avalable at short notice to meet requirements
The Group's policy 1 to mantan 1olling cash flow fol ecasts and place cash on deposit with a range of maturiy dates to meet forecast bquidity
requirements The maximum duration for a term deposit 1s |2 meonths from the date of deposit

d) Capral risk

Capital risk relates 1o the long term funding requrements for the Group The Group's objectives when managing capital are to safeguard the
Groups ability to continue as a going concet n in o der to provide returns for shareholders and benefits for other stzkeholders and to mantan an
optimal capital structure to reduce the cost of caprtal At the Group's current stage of developrment it 15 appropriate for it to be wholly funded by
equity As the Group develops, this capital structure will be reviewed

4. Critical accounting estimates and judgements

The Group makes esumates and assumptions concerning the future The 1esulting accounting estimates wili by defintion seldom equal the
related actual results The estimates and assurnptions that have a significant nsk of causing a matenal adjustment to the carrying amounts of assets
and habilmes are addiessed below

a} Estmated impairment of goodwill

The Group tests annually whether goodwill has suffered any mpairment, n accordance with the accounung policy stated in note 26 The
recoverable amounts of cash generating urits {CGU} have been determined based on the higher of far value less costs of disposal and value-in-
use calcutations These calculations require the use of esumates An imparment charge of £11 202,000 was made to goodwill n 2014 Detal of
the impairment tests and the key assumptions 15 included in note 16

b) Acquired intangible assets

The Group s carrying significant intangible assets (patented technology and 1esearch and development) arising from business combinauions in
pror years, in accordance with the accounting policy stated in note 2 6 Estrmation of the fair values of intangible assets acquired through business
comDINGtons requires assumptions as to replacement cost, value, future usefut econonic ife and flture cash flows for mpairment tests There 1s
a high degree of judgement required m making these assumptions which impact both the intial fair value acquired and the carrying value as at the
balance sheet date

¢) Share-based payments
The farr value calculation of share-based payments requires several assumptions and estmates Their detals are included in note 10 Such
assumptions and estimates could change and could affect the amount recorded

5. Segmental analysis

5 I Reportable segments

The chiel oper ating decision-maker 1s deemed to be the Board for whom monthly fimanaal information 1s provided by division to gross profit and
diect overheads below this finanaal nfermation 1s reported in a consohdated Group format. For management reporung purposes the Group is
organised into two operating segments (1) membranes and (i) montonng, which matches this divisional spit

Admimistrative expenses which are directly attributable to the two man operating drisions (comprised of business development, sales operations
and techiucal expenditure) a1 reported as expendrture in the respective division  However a significant propoartion of the Group's expendiiure
{legal marketing, finance faciites and directors’ expenditure) 1s managed and 1eported centrally As the commercial actvities of the Group
develop this financial information 15 expecied to evolve
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5. Segmental analysis (continued)

2014 2013
Membrane  Menitoring Central Total | Membrane Monitoring Central Total
£000 Lo00 £000 £000 £000 {000 £000 £000
Revenue 57 2,715 — 2772 36 3492 — 3,528
Cost of sales (s (1,545) _ (1.596) (8) (1797 — {1,805)
Gross profit/(loss) 6 1 170 — 1176 28 ! 695 — 1,723
Adrmiristrative expenses (1.603) (2,031)  (2,028) (5,662) (1,629) (1891)  (2.154) (5674)
Share-based payments — — (178) {178) — — (t73) (173)
Other gains - net — — - — — 59 87 146
Goodwill and intangibles impairment (12 590) — — (12,590) — — — —
?aie dr:g:egc'la"zz:if;eagf:si'tlon (14,187) @61) (2208) | (7254 | (160 (37) (2240 (3979)
Depreciation and amortisation — — (641) (641) — - (895) (895)
Operating loss (14,187) (861)  (2.847) | (17.895) (1,601} (137) (3135  (4873)
Finance income — — 178 178 — — 129 12%
Finance costs — — — —~ — — (22) (27)
Loss before taxation (14,187) 861) (2,669 | (17.717) (1.601) (137)  (3.028)  (4.766)
Taxation — — 36 36 — — 66 66
Loss for the year (14,187) (861) (2,633) | (17.68]) (1601) (137)  (2962) {4,700

The Monttoring dvision recogrused £nit (2013 £106 000) revenue fiom 1oyaluies and £2 715000 {2013 £3,386 000) from sale of goods and
services The Membrane dvision recognised £nd (2013 £nil) from the sale of desalination equipment and £57 000 (2013 £36 000) from the

sale of water and operating and maintenance contracts

5 2 Geographical information

The Group operates in four mamn geographical regions based on customer location

2014 2013
Memibranes Manitoring Total Membranes Monitoring Total
Revenue £000 £000 £000 £000 £000 £000
Americas —_ 1.187 1,i87 — | 449 1,449
Europe — 686 686 — 708 708
Middle East and Africa 57 76 133 36 71 107
Asa Pacfic — 766 766 — | 264 1,264
Total 57 2,715 2,772 36 3492 3528
The Group has nan-current assets in four countries (2013 four) based on locauon of the assets
014 2013

Intangible Intangible

Property, assets Property, assets

plant and Including plant and including
cquipment goodwill Total equipment geodwlit Total
£000 £000 £000 {000 £000 £000
UK 135 3.892 4,027 212 16892 17 104
us 294 — 294 342 — 342
Oman - - — 13 — I3
Gibraltar 1S — 15 28 — 28
Total 444 3,892 4,336 595 16,892 17487

Assets and labiliyes are presented to the chief operating deaision maker in a consolidated Group format. Assets and ilabilies are not presented

by segment.
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5 3 Major customers

Within the Monitonng division revenue 1o one customer totalled £512 000 (2013 £821,000) represenung 19% (2013 24%) of the divisions
revenue No other customer represented more than | 0% of the dwvisions revenue All revenue in the Membrane division came from a single

customer (2013 100%)

6. Business combinations
There were no business combinations during the current or prior year

7. Other gains - net

2014 2013
£000 £000
Grant ncome — 87
Other income — 59
Total — 146
The grant ncome refates 1o work performed on European Union (EU) funded electro-coagulation projects
8. Administrative expenses by nature
2014 2013
Note 000 £000
Employee benefits expense 9 2,859 2658
Share-based payments 10 178 173
Operating lease paymenis 231 441 384
Research and development 339 123
Auditors’ remuneration I 110 112
Loss on disposal of property plant, equipment and mtangible assets 109 40
Other agministrative expenses 1,614 2,357
Total admiristrative expenses before depreciation amortisation and exceptional charges 5.650 5847
Exceptional employee benefits expense 190 —
Total adruristrative expenditure 5840 5,847
Depreciation and amortisation charges 15,16 641 895
Goodwill and intangibles )mpairment 12,590 —
“Total administrative expenses including depreciation amortusation and exceptionat charges 19,071 6,742
The exceptional employee benefits expense has been described in nate 9
9. Employee benefits expense
2014 2003
Group Company Group Company
Note £000 €000 £000 £000
Staff costs for the year Including executive directors amounted to
Wages and salaries 2,347 362 2,157 501
Social security costs 237 52 238 55
Other pension costs 17 31 120 33
Other benefits and staff costs 158 I 143 13
Total employee benefits expense pre-exceptional charges 2,859 456 2658 602
Comnpensation for loss of office recorded as exceptional 150 175 — —
Total employee benefits expense 3,049 631 2658 602
Equity-setiled share-based payments 10 188 65 163 70
Cash-settled share-based paymenits 10 {10) —_ 10 —
3,227 696 283! 672

Other benefits include recrutment fees, piivate health insurance life insurance and income protection Compensation for loss of office has been

recorded as an exceptional tem given its signiicance
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9. Employee benefits expense {continued)

2014 1013

Group Company Group Company
MNumber Number Number Number
FTE FTE FTE FTE

Monthly average number of employees by acuwity
Executive directors 2 2 2 2
Techrical 26 — 28 —
Business development 1 — 16 —
Finance, legal and adrministration 8 — 8 —
Toral 52 2 54 2

Key management personnel are considered to be the executive directors

The aggregate amount of emoluments, excluding employers pension contributions, paid to executve directors in respect of quahfying
services was £484,000 (2013 £385 000} The highest paid director receved £342 000 (2013 £242,000) excluding pension contributions
but including i the current year £167,000 for compensation for loss of office Compensation for loss of office 1s reported as an exceptional
ttem of expenditure There were no gans made by directors on the exercise of share options (2013 £nil} No money was recerved by
directors under long term incentive schemes (2013 £nil) The two executive directors in total 1eceved £nil in cash bonuses relating to 2014
performance {2013 £45 000) The highest paid director received na cash bonus relating to 2014 performance (2013 £45000) The Group
pad £31.000 (2013 £33 000) to the two executve directors in respect of money purchase pension schemes with the mghest pard drrector
receming £17000 (2013 £19000) Total remuneration for non-executive directors was £55 000 (2013 £55000) See the remuneration
table on page |3 of Directors Remuneration Report for further details

In addition to the above costs for permanent staff, the Group uthses the services of contract and agency staff as crcumstances require

10. Share-based payment plans

2014 2013

Group Company Group Company

£000 €000 £000 £000

Options (including EMI) 136 63 146 47
Conditional share awards 52 2 17 23
Equity-settled share-based payments 188 65 163 70
Cash-settled share-based payments {10) — 10 e
Total share-based payments charged to the income statement 178 65 173 70
Equity-settled share-based payments 188 65 163 70
Capntal contnipution relating o share-based payments — 123 — 93
Total share-based payments changes in equity 188 188 163 163

The share-based paymert plans are descrbed below The number of shares issued under these plans 1s mited to 10% of the issued ordmary
share capital of the company

The Group wneurred a £178,000 {2013 £173 000} share-based payment charge of which £65000 (2013 £70,000) was recogrised n the
Company's Statement of Comprehensive Income for ts ernployees and a further £123000 (2013 £103003) to the employees of subsidiary
undertakings The charge for equity-settled share-based to the employees of the Companys subsidianes payments of £123000 (2013 £93000)
1 recognised as a capital contribution In the Comparty balance sheet (note 17) An accrual of £10000 was recognised in the balance sheet of the
prior year for cash-settled share-based paymernits, but was reversed in 2014 following a year end review of the non-market performance critera

Madern Water pk Incentive Flan (MWIF)

The MWIP was adopted on | June 2007 and contans provisions relaing to the making of awards in the form of options and conditional awards
of ordinary shares {to be recewved once performance condiuions are satisfied)
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a) Options
Under this scheme share options are granted to management The exertise price 1s equal to the market price on the date of the grant The
options may be exeraised if certain TSR performance ertteria are met. If the performance critena are not met the options lapse

The total number of options cutstanding at the end of the year was | 815877 (2013 560,877) with a weighted average exercise prce of 58p
(2013 119p) Optuons over 830,000 shares were granted on 23 April 2014 and will vest on 23 April 2017 subjeat to performance critena being
met. These options wilt lapse f unexercised by 23 April 2024 Options over a further 505,000 were granted on 10 june 2014 and will vest on 10
June 2017, subject to performance criteria being met. These options will lapse if unexeraised by 10 June 2024 Options over 560 877 shares had
vested in pror years and were exercisable, but at an exercise price above the current market price These options will lapse if unexercised by 12
June 2017 Opuions over 80,000 shares were forfeited during the year No options lapsed dunng the year The movement in the number of share
options s set out below

2014 2013
At | January 560877 560,877
Granted during year 1,335,000 —
Lapsed — —
Forfeited (80,000) -
At 31 December 1,815,877 560877

The farr value of the equity-settled share options granted 1s estmated as at the date of grant usng a Black-Scholes model. taking into account the

terms and conditions upon which the options were granted

10 june 23 April
Grant date 1014 2044
Share price at date of award 34 0p 290p
Number of shares options granted 505.000 | 830000
Exercise price 34 0p 290p
Assumed volatdity at date of award (median of historical 50 day moving average) 29% 29%
Yesting perod (years) 30 30
Expected dividend yeld 0% 0%
Risk-free discount rate 1 0% 20%
Farr value per share awarded 12p 10p

The weighted average remaning contractual hfe for the share options outstanding at 31 December 2014 s seven years and three months (2013
thiee years and five months) The weighted aver age exercse price for options cutstanding at the end of the year was 58p (2013 119p) 560 877
options were exercisable as at 31 December 2314 (2013 560877}

b) Condirenal share awards

The conditional share awards are provisional awards of ordinary shares in Moderm Water pic, which vest three years after the date of the award
to the extent that performance conditions have been rmet. The extent to which the award will vest depends on the Groups share pnce on the
vesting date  350:000 shares conditionally awarded i 201 | lapsed due to the vesting critera not being met, a further 568970 were forfered due
to employees leaving the Group The movement in the number of conditional shares awarded 15 set out below

2014 2013
At | January *,707,940 2,250 000
Conditionally awarded during year — 307 940
Lapsed (350,000} (450 000)
Forfeited (568,970) (400.000)
At 31 December 788,970 *(,707 940

Vesting cntena required on vestng date three years after grant date are set out bekow
* Shares condtonally awarded dunng 2012 and 2013 will vest in full if the share price 15 £) 00 or more on the vesting date If the share prce s £070 the award does no vest at all i the
share price 15 between £070 and £1 00 the award partally vests, on a straght ine basis.
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10. Share-based payment plans (continued)

The fair value of the award 1s estimated as at the date of award using a Monte Carto model taking into account the terms and conditions upan

which the shares were awarded

The following table ksts the inpusts into the model used for the shares awarded 1n the year and the prior year

26& March
Grant date 2013
Share price at date of award 58 0p
Exercise price il
Assumed volatility at date of award (median of historical 50 day mowing average) 23%
Vesting period (years) 30
Expected divdend yeld 0%
Risk-free discount rate 1 0%
Fair value per share awarded i6p

The weighted average rermaming contractual life for the conditional share awards outstanding at 3| December 2014 s four manths (2013 one

year and two months)

¢} Enterprise Management Incentives (EMI) options

Under this schemne share options are granted at nil exercise prce to semor management The options may be exerased after three years to the
extent that certan market and non-market perforrance criterra are met The extent to which the award will vest depends on performance

aganst these performance criteria, if these are not met the options lapse  Options expire after 10 years and 1n certain crcumnstances, are forfeted

f the option holder leaves the Group before the options vest. The movement n the number of EMI options 1s set out below

2014
At | January 2,047,060
Granted 100,000
Lapsed —
Forferted {150,000)
At 3| December 1,997,060

The fair value of the award 1s estimated as at the date of award using Monte Carlo (where there are market conditions) and Black-Scholes models

(where there are no market conditions) taking inte account the terms and conditions upon which the shares were awarded The weighted
average far value of EMI options g anted during the year was 29p (2013 39p) The following table lists the nputs into the model used for the

options granted in the year

18 April

26 March

Grant date 2084 20113
Share price at date of award 29 0p 580p
Number of options 100,000 2,047,060
Exercise price ol £nit
Assumed volatility at date of award (median of histoncal 50 day moving average) 29% 23%
Vesting period (years) 30 30
Expected dwidend yield 0% 0%
Risk-free discount rate 1 0% 1 0%
Weighted average far value per share awarded 29p 39

d) Coshrsetted options

Under this scheme the Company grants employees the right 10 recewve a cash award subject to the fulfilment of certan vesting conditions, equal

to the vesting date market value of the notional shares awarded to the employees.
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The options may be exercised after three years to the extent that certain non-market performance cntena are met The extent to which the
award will vest depends on performance aganst these performance criteria, If these are not met the options lapse Options expire after 10 years
and 1n certan arcumstances are forferted If the option holder leaves the Group before the options vest

2014
At | January 200,000
Granted —_
At 3| December 200,000

The far value of the award 1s estmated as at the date of award using a Black-Scholes model, taking Into account the terms and conditions upon

which the shares were awarded The weighted average far value of cash-settled aptions granted during the year was ni (2013 5288p)

The following table lists the inputs nto the model used for the cash settled options granted I the year

V1 june 26 March

Grant date 2013 013
Share price at date of award 47 75p 580p
Number of options 100 000 100,000
Exercise price £nil £nil
Assumed volatiity at date of award (median of tistonical 50 day moving average) 23% 23%
Vesting period (years) 30 30
Expected dwidend yield 0% 0%
Risk-free discount rate i 0% | 0%
Fair value per share awarded 47 75p 58p
1. Auditors’ remuneration

2014 2043

£000 £000
Audtt of Company and consolidated financial statements 36 34
Audit of subsidianes 45 45
Total audit 81 79
Tax complance serwices 29 29
Tax advisory services — 4
Services relating to taxation 29 33
Total non audit services 29 33
Total fees 10 112

I 2, Finance income and costs

1014 2013

£000 £000
Finance ncome
Bank interest recewable 50 129
Gans on translation of foreign bank and intercompany balances 128 —
Total finance income 178 129
Finance costs
Foreign exchange losses — (22)
Total finance costs — (22)
Net finance income 178 107

The Company has 2 sterling denominaied loan to Moder n Water Inc s subsidiary in the US Movemnent in the steiling U3 dollar exchange
rate results in foreign exchange gans or losses which are recorded a finance ncome or cost. The US dollar strengthened dunng the year and
consequently resulted in an exchange gan in finance income  Dunng the prior year the US dollar weakened and consequently this arrangement

resutted In an exchange loss of £48k which was recorded within administrative expenses.
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13. Taxation
13 1 Tex on loss on ordnary actvitres

2014 2013
£000 1000
Deferred tax
Origination and reversa! of temporary differences (26) {45)
Impact of change in the UK tax rate {t0) @29
Total deferred tax (36) {66)

13 2 Reconcihation of the totof tax charge
The tax on the Group's loss before tax differs from the theoretical amount that wouki arse using the weighted average tax rate apphicable to

losses of the consohdated entities as follows.

2014 2013
£000 £000
Loss on ordinary activities before taxation 17,717 4,766
Loss muttiplied by the weighted average tax rate of 21 5% (2013 2325%) 3,809 ) 108
Expenses not deductble for tax purposes (2.601) (40)
Capital allowances and other timing differences (57) (87)
Adjustment in respect of prior years 27 51
Re-measurement of deferred tax — changes n UK tax rate 10 21
Losses not utilised {1.152) (987)
Tax (debit)/credit 36 66
13 3 Deferred tax habilities
2014 2013
Intangible assets in business combinations £000 €000
At | January 234 300
Credited to the statement of comprehensive income (36) (66)
At 31 December 198 234

The deferred tax hability arises from taxable temporary differences on intangible assets recogrised on business combinations and 1s expected to
urwind over the useful econonuc Iife of these assets The analyss of deferred tax liabilities 15 as follows

2014 2013
£000 £000
To be recovered after more than |2 months 176 208
To be recovered within i2 months 22 26
Deferred tax habilities 198 234

Deferred tax assets of £5 238,000 at 31 Decermber 2014 (31 December 2013 £4691000) m respect of unutlised trading losses have not been
recogrised as utihsation s nat yet sufficiently certan  No deferred tax assets relating to short term timing differences or deprecation in excess of
capitat allowances have been recognised, due to uncertainty over the timing of the recovery of these assets
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14. Loss per share
141 Bas

Basic loss per share (LPS) s calculated by dviding the loss attrbutable to equity holders of the Company by the weighted average number of

ordinary shares in 1ssue during the year

2014 2013
Loss attributable to owners of the parent (£000) 17.681 4700
Weighted average number of ordinary shares in issue (thousands) 79,505 76,108
Basic loss per share 22 24p 6 18p
142 Diluted
As the Group 15 Joss making, the diluted loss per share s equal to the basic loss per share
I5. Property, plant and equipment
Furniture,
Leasehold Plant and Motor Offica fixeures
Improvements machinery vehicles equipment and fittings Total
Group £000 €000 £000 £000 £000 £000
At | January 2013
Cost 390 1314 46 363 200 2,313
Accumulated depreaation (138) (881) (21) {223) (127) (1,390)
Net book amount 252 433 25 140 73 9213
Year ended 3| December 2013
Opening net book amount 252 433 25 140 73 923
Exchange differences @3] 3 — — — (5)
Additions 12 1o — 12 10 t44
Disposals — (20) — —_ ) (22)
Depreciation charge 6! (295) {12} (50) (27) {445)
Closing net book amount 201 225 13 102 54 595
At 31 December 2013
Cost 400 | 401 46 375 208 2430
Accumulated depreciation (199) (}176) (33) (273) {154) (1.835)
Net book amount 201 225 i3 102 54 595
Year ended 31 December 2014
QOpening net book amount 201 225 13 102 54 595
Exchange differences 8 6 — 3 — 17
Additions — 71 — 25 —_— 96
hsposals — {8) — — — (8
Depreciation charge (59) {113) %) {50 (25) (256}
Closing net book amount 150 18i 4 80 29 444
At 31 December 2014
Cost 408 | 468 46 403 208 2533
Accumulated depreciation {258) (1,287) (42) (323) (179} (2.08%)
Net book amount 150 181 4 80 29 444

There were no property plant and equipment assets recognised in the Company s Statement of Financial Postion as az 31 December 2014

(2013 none)
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16. Intangible assets

Rescarch and
davelopment,

and patented Customear
tachnotlogy contracts
acquired as acquired as
Patent and part of a part of a
trademark Deavelopment business business
Goodwill costs costs combination comblnation Total
Group £000 £000 £000 £000 £000 £000
At | january 2013
Cost 13434 794 13t 4007 180 18546
Accumulated amortisation - (192) {131) (839) (95) (1257}
Net baok amount 13,434 602 — 3,168 85 17,289
Year ended 31 December 2013
Opening net book amount 13,434 602 — 3i68 85 17289
Additions — 81 — — — 81
Disposals o (28} — — — (28)
Amortsation charge — (40} — (332) (78) (450)
Closing net bock amount 13434 615 — 2836 7 t6,892
At 3| December 2013
Cost 13434 847 131 4,007 180 18599
Accumulated amortisation — (232) (13)) (1.171) (173} {1 707
Net book amount 13,434 615 — 2,836 7 16892
Year ended 3! December 2014
Opening net book amount 13,434 515 — 2836 7 16892
Additions _— 76 — — _— 76
Disposals — (101} — -— —— (101)
Impairment charge (11902) — (688) — (12,5%0)
Amortsation charge — (47) — (330 )] (385)
Closing net bock amount 1,532 543 — 1,817 — 3892
At 3t December 2014
Cost 13434 923 131 4007 180 18,675
Accumulated amortisation and
impairment charge (11.902) (380) (130 {2190) {(180) {14,783)
Net book amount 1,532 543 — 1.817 — 3,892
Addstions to patent costs anse from legal and other fees incurred in securing patents
These are valued at the actual costs related to prosecuting the patents
The goodwill carrying value by CGU 1s summarnised below
2014 2013
Group €000 €000
Surrey Aquatechnology Limited — 11302
Poseidon Water Limited 140 140
Cymtox Limited 629 629
Modern Water Monitoring Limited (previously Cogent Environmental Limited) 663 663
AguaCure Ltd 100 100
Total Gro&goodwlll 1,532 13,434
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Goodwill is reviewed for imparment anrually or more frequently if events or changes in arcumstances indicate that the carrying value
may be impaired

An mparment charge of £1 1902000 to goodwill and £688,000 to research and development casts has been made to refiect uncertainty

over the size and timing of contract revenue and cashflow from the Membrane dwision (Surrey Aquatechnology Limited) This has been

recorded as an exceptional tem given its significance The Directors have decided to record a non-cash impairment to goodwill and intangibles

In the Membrane dnision, in view of the time that it 15 taking to ciose commercial contracts and gan customer acceptance of our products and
processes in combination with the closing market caprtalisabion of Modem Water plc at 31 December 2014 These assets were intally created by
the acquisiion of Surrey Aquatechnology Limited for the non-cash consideraton of 108m Modern Water plc shares in June 2007

The goodwil Impairment review indicated that the recoverable amounts for all other CGUs are in excess of the carrying value The forecasts
indicate sufficent headroomn between the 1ecoverable amount and carrying value to allow for movement in the key assumptions before
imparrment is required Therefore ro further goodwill iImpairment was recorded in the year

The recoverable amounts are determined using the higher of the cash generating units (CGU) far value less costs of disposal (FV) and value in
use (VIL) caleulations The farr value less costs of disposal method calcufates the fair value of each CGU based on the Comparty's share price and
the selling prices of comparable businesses TheVIU methed requires the estmaton of future cash flows before tax and the selecton of a suttable
discount rate in order 1o calculate the present value of these cash flows The cash flow calculations analyse the present value of applying Modern
Waters patented technology to potential contracts in the future

Modern Water is in the early commercial development stage, with the exception of the estabished businesses of Modern'Water Inc and Modem
Water Monitoring Limited in developing markets The Group 1s currently working to secure and increase revenue generating contracts m both
the Mernbrane and Monronng dwisions  Forecast sales and profit are dependent on the size of the markets, penetration and speed of uptake
The early stage of adoption means that there remams a significant level of judgement involved In making assumpuons for sales

The key assumption for both the Cymtox Limited and Modern Water Monitoring Lirmited value in use calculations are the sales volumes
Management estmates the sales volume based on the current business plan, which was approved by the Board The business plan was based on
both histoncal sales and also future sales forecasts fiom custormers Discount rates of 15% (2013 15%) and 15% (2013 15%) respectively have
been appled

The key assumption for both Poseidon Water Limited and Aguacure Ltd value in use calcutations 1s the secunng of wastewater contracts over the
next, five years Management estrnate the sales volume based on the current business plan which was approved by the Board The business plan
was based on forecasts from potential custormers A discount rate of 20% (2013 20%) and 20% (2013 20%) respectively has been appled

The discount rates applied to each CGU for the value in use projections are between 5% and 20% as outlned above (2013 15% 10 20%) All
assumpticns have been reviewed at the end of the year and revised where necessary

There were no ntangible assets recognised in the Cormnpany € Statement of Financal Postion as at 31 December 2014 {2013 none)
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17. Investments

investment In subsidiary

Company €000
Year ended 31 December 2013

Opening book amount 15,825
Capital contnbution relating to share-based payments 93
Closing book amount 15918

Year ended 31 December 2014

Opening book amount 15918
Capital contribution reiating to share-based payments 123
lnpairment charge (13.344)
Closing book amount 2,697

The impartnent charge 15 for the ivestment which the Company has in Surrey Aquatechnology, equivalent to the mpairment of goodwall and
intangibles n the Group rvangibles balance as described in note 16

Subsidiary undertakings,

which contribute to the group result Principal activities Shareholding Status
Modern Water Services Limited Technical, business development finance, legal and admin services to 100 Subsiciary
the Group companies
Surrey Aquatechnology Limited Desalination technology 100 Subsidiary
Modern Water Holdings Limited Holding company for water treatment operating companies $00 Subsidiary
and irnvestments
Eﬁs:grg ;3" aggrﬁ‘cjhnology Praject and operating company n China 100 Subsidiary
Modern Water Technologies LLC Project and operating company in Oman 70 Subsidiary
MwW Monitoring Limited Holding company for monitonng instrumentanon business 100 Subsidiary
Modern Water Inc Toxcity and environmental monitoring products 100 Subsidiary
MW Monitoring IP Limited Owners of IP for toxicity and environmental monitoring products 100 Subsidiary
Modern Water Monitoring Limited Water and soif monitoring products 100 Subsidiary
Cymtox Limited Towicoty monitoring applications 100 Subsidiary
Aguacure Ltd Electro-coagulation wastewater treatment systems 100 Subsidary
Poseidon Water Limited Saline wastewater treatment systems 51 Subsidiary
Modern Water (Nominees) Limited  Acquisinon and allocation of shares for the Group 100 Subsidary

Modern Water Inc 15 a Delaware corporaton Modern Water Technologies LLC s a company regstered n Oman - Modemn Water Technology (Shangha)
Co.Ltd 15 a company registered n China. All other subsichanes are ncorporated i England andWales. Shares heid are all ordinary share capital

The Group had no investments in the current or prior year

18. Inventories

Group Company
2014 2013 2014 2013
£000 €000 £000 £000
Raw materials 273 217 — —
Work n progress 33 37 — —
Finished goods 1,150 787 — -—
Total inventones 1,456 1041 — —

The cost of nventories recognised as expense and included in cost of sales amounted to £1 265000 (2013 £1 307 000) The carrying value of
inventories 1s net of a £104 000 prowvision for siow moving and obsolete inventories (2013 £82 000)
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19. Trade and other receivables

Group Company

2014 2011 2014 2013

€000 €000 £o0e £000
Trade recewables 794 Q77 —_ —
Provision (44) (43) — —
Trade recevables — net 750 1,034 _ —
Value added tax 43 73 — 5
Accrued income — &7 — 67
Other recewables 164 46 8 —
Amounts due from subsidiary undertakings — — 6,303 6,788
Amounts due from non-controlling interests 126 126 — —
Prepayments 571 288 8 10
Total trade and cther recewvables 1,654 1 634 6,319 6,870

Accrued ncome includes nterest due on term deposits The amourits due from subsidiary undertakings are unsecured bear no interest and are

repayable on demand

As at 31 December Gioup trade recewvables of £388000 (2013 £334000) were past due, of which £44 000 was provided aganst (2013

(43000) The ageing of these recevables 1s as follows

Group
2014 2013
£000 £000
Up to 3 months past due date 216 218
3 to 6 months past due date 136 6l
More than 5 moniths past due date 36 55
Trade recewvables past due date 3gs8 334
Trade recewables not yet due and not considered impaired 406 743
Jotal trade recejvables 794 1077
The carrying amounts of the Groupss trade recevables are denominaied in the following currencres
Group
2014 2013
£000 £000
UK pound sterling 139 151
US dollar 623 846
Omani rial 25 36
Australian dolar — 4
Euro 7 40
794 1,077
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Notes to the Consolidated

Financial Statements continued

19. Trade and other recetvables (continued)

Moverments on the Groups provision for imparrrnent of trade recenvables are as follows

Group
2014 2013
£000 €000
At | January 43 —
Provision for recervables impairment | 43
Recevables written off during the year as uncollectable - —
44 43

The Company had ro trade and other 1 ecevables past due bui not imparred (2013 £nif) The directors believe that the carrying value of the
Company’s recevables from subsidiary undertakengs s supported by therr expected future cash flows

20, Cash
20 1 Cash and cash equrvalents
Group Company
2014 2013 2014 2013
Cash and cash equivalents £000 £000 £000 £000
Cash at bank 6,801 6432 5.666 5247
Short-term deposits — 5,000 — 5,000
Cash at bank and in hand 6.801 11,432 5.666 10247
202 Credit quality of cash and cash equivalents
Group Company
2014 2013 2014 2013
Shart term Long term £000 £000 €000 £000
P-1 AA 6§32 | 369 5,097 240
P-1 A 100 2556 — 2,500
p-2 A — 5007 — 5007
p-2 Baa 569 — 569 —
NP Caa —_ 2,500 — 2,500
Cash at bank and in hand 6,801 11,432 5.666 10247
The credit quality of the cash and cash equivalents 1s assessed using Moodys short and long term ratings.
21. Trade and other payables
Group Company
2014 2013 2014 2013
Current €000 €000 £000 £000
Trade payables 360 331 24 2
Sociai security 57 51 16 15
Accruals and deferred income 835 622 201 149
Total trade and other payables 1,252 1,004 241 166
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22 Financial instruments by category

The accounting policies for financial instruments have been applied to the line tems below The fair value of the assets and liabdives s equal to

therr carrying vatue

2014 2013
Loans and reccivables Loans and recaivables
Group £000 £000
Assets as per statement of financral position
Trade and other recewvables* 1,04C 1273
Cash and cash equivalents 6,801 11432
Total 7.84! 2,705

Financial liabilities
amortised at cost
£

Financial llabilitias
amortised at cost

000 £000
Liabtities as per statement of financral position
Trade and other payables** 1195 953
Total 1,195 953
2014 2013
Loans and receivables Loans and recelvablas
Campany £000 £000
Assets as per statement of financial pesitieon
Trade and other recewvables* 6,311 6855
Cash and cash equivalents 5.666 10,247
Total 11,977 17,102

Financiat tiabitlties
amortised at cost

Financial liabilities
amortised at cost

£000 £000
Labiliues as per statement of financial pesition
Trade and other payables** 225 151
Total 225 151

¢ excludes prepaymenits and VAT
** includes accnuals, but exchudes any VAT and socal securty

Included in the cash and cash equivalents of the Group and Company at 31 December 2014 was the equivalent of £344 000 (2013 £537,000)
denominated in US dollars £254 000 (2013 £202.000} denomunated in euros, £114 000 n Oman Rials (2013 £228 000) £146 000 in Austrahian
dollars (2013 £110000) and £35000 n Chinese Yen (2013 £nil) The balance was denominated in pounds sterling (£) See note 19 for

denormination of trade recevables by currency
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Notes to the Consolidated

Financlal Statements continued

23. Commitments and contingencies
23 | Group operating leases

Futu e aggregate minimum lease payments under non-cancellable operating leases as at 31 December are as follows

Group
2014 2013
£000 €000
Mot later than one year 331 359
After one year but not more than five years 458 783
Later than five years — —
Group operating leases 789 | 142

The Group's operating leases 1 elate to property and office equipment and have remaming terms up 1o five years The amount recognised as
an expense n the year 1s £441 000 (2013 £364000) The Company does not have any operaung lease commiments (2013 none)

23 2 Contractual commitments

The Group consolidates some of its purchases and as such has a contractual commitment with one suppler to place orders for goods and

services to the value of AUS$2m per annum for 2015

23 3 Contingent habities

Neither the Group nor the Company had any contingent liabilities at the balance sheet date (2013 £nil)

24. Share capital and premium

Allotted and

Authorised Allotted and fully paid
ordinary sharas of fully paid Authorised ordinary Share

0 25p each  ordinary shares ordinary shares shares premium Total
Group and Company Number Number £000 £000 €000 £000
At | January 2013 100 000,000 59 505 256 250 (49 30532 30.68]
New share placing -— 20,000000 — 30 9500 9 550
At 31 December 2013 100,005,000 79505256 250 159 40032 40,231
At 31 December 2014 100,000,000 79,505,256 250 199 40,032 40,231

On 12 February 2013 the Company announced the conditional placing of 20000 000 new shares of 0 25p each The shares were admitted to

trading in two tranches on | March 2043 and 4 March 2013

15. Net cash flows used in operating activities

Group Company

Note 2000 2000 2000 2000
Loss on ordinary activities before taxation (17717 (4.766) (18,616) (5 44%)
Adustments for
Depreciation of property plant and equipment 15 256 445 — —
Amortsauon of intangible assets 16 385 450 - —
Loss on disposal of property plant equipment and intangible assets 109 40 — —
Goodwill, intangibles and investment impairment 16 17 12,590 — 13,344 —
Net finance income 12 (178) (+07) (53) (126)
Share-based payments 10 178 173 65 70
Movements In working capital
(In¢crease)/decrease n inventories 18 (382) 28 — -_—
Decrease/(increase) in trade and other recewvables K9 157 47 551 930
Increase{decrease)/ n trade and other payables 21 86 (33) 75 43
Cash used in operattons (4.516) (3723) (4.634) {4532)
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26. Related party transactions

{P Group plc held 20:0% of the ordmary share capital of the Company as at 31 December 2014 and appoints a non-executive director, and
it 1s therefore deemed a related party A service agreement dated | December 2006 was made between the Company and IP Group plc,
whereby !P Group plc prowides strategic, business development and administrative serwices to the Company Fees for the year were £30,000
(2013 £30000) and as at 31 December 2014 £7500 (2013 £7,500) was outstanding under this agreement

Transactions between the Company and s subsidianes, which are refated partes, have been ehrminated on consolidation in the Group
accounts, but require disclosure in the Company accounts

An agreement dated 30 November 2006 was made between the Company and Surrey Aguatechnology Limited for the provision of
administrative services for fees of £6,000 per annum At 31 Decernber 2014, fees of £6 000 (2013 £6 000) were outstanding under this
agreement

An agreement dated |4 December 2006 was made between the Company and Cymtox Limited for the provision of administrative services
for fees of £14 463 per annum At 31 December 2014, fees of £14,000 (2013 £14,000) were outstanding under this agreement.

An agreement dated |4 December 2006 was made between the Company and Poseidon Water Lirmited for the provision of administrative
services for fees of £506 760 per annum At 3| December 2014 fees of £55000 (2013 £55.000) were outstanding under this agreement.

Additonally the Company had recevable balances at 3| December 2014 with its subsidiary companies to fund working capital and
acquistion of nvestrents as follows

+  Modern Water Services Limited — £19,653.000 (2013 £17,045,000) This has been fully provided against as at 31 December 2014
+  Surrey Aquatechnology Limited — £1 249,000 (2013 £1,199.000) This has been fully provided aganst as at 31 December 2014

+ MW Montoring Limited - £5001 000 2013 £4,693 000}

+  Modern Water Monttoring Limied = £2 964 000 (2013 £2315000) This has been fully provided aganst as at 31 December 2014,
«  Cymtox Limited — £650000 (2013 £269,000}

+  AguaCure Ltd - £184 000 (2013 £181000)

»  Poseidon Water Limuted — £112,000 (2013 £105000)

+  Modern Water Haldings Limited — £287,000 (2013 £265000)
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Notice of Annual
General Meeting

Modern Water plc
(Incorporated and registered in England and Wales with registered number 5963927)

THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION IFYOU ARE IN ANY DOUBT ASTQ ANY
ASPECT OF THE CONTENTS OF THIS DOCUMENT OR THE ACTION YOU SHOULD TAKE YOU ARE RECOMMENDED TG
CONSULT AN INDEPENDENT ADVISER AUTHORISED UNDER THE FINANCIAL SERVICES AND MARKETS ACT 2000

Notice of Annual General Meeting

Notice 15 hereby given that the Annual General Meeting of Modern Water plc will be held at the offices of the Company Bramley Haouse
The Guildway Old Portsmouth Road Guildford Suirey GU3 ILR on Thuisday 30 April 2015 at 1000 am to consicer and. if thought fit to
pass the following resolutions, of which resolutions | to 5 will be proposed as ordinary resolutions and resolutions 6 and 7 will be proposed
as special resolutions

Ordinary resolutions
| Torecenve the diectors report, the accounts and the Audrtors repart for the financial year ended 31 December 2014

2 To recewve and approve the directors' remuneration report for the year ended 31 December 2014

3 To re-appont PricewaterhouseCoapers LLP as Audrtors of the Company to hold office fiom the conclusion of this meeting untyl
the conclusion of the next general meeting of the Company at which accounts are lard before the shareholders and to authorse the

directors to fix ther remuneration
4  To re-elect as a director of the Company Mr Michael Gradon, who retires by rotation

5 THAT the directors be gererally and unconditionally authorised in accordance with section 554 of the Companies Act 2006 (' the Act”)
to exercse all the powers of the Company to allot equity securities (as defined in section 560 of the Act)

2 up to an aggregate nominal amount of £66,254 (being one third of the nominal valug of the ssued share capital of the Company as
at 10 March 2015) and in addition

b up 1o a further aggregate nominal amount of £66 254 (being one third of the nominal value of the 1ssued share capital of the
Company as at 10 March 2015) in connection with a nghts issue in favour of holders of shares n proportion as nearly as 1s
practicable to ther existing holding and holders of other equity secunities (10 the extent that this 15 required by the rights of those
securiues or 15 permitted by those rights and considered necessary by the directors) subject only to such exclusions or other
arrangements as the directors may deem necessary or expedient to deal with fractional entitlements, treasury shares record dates
shaies represented by deposiary receipss legal or practical difficuluies arising under the laws of any terrrory or the tequirements of
any relevant regulatory body or any stock exchange, or any other matter

Thus authority shall operate in substitution for and to the exclusion of all previous authorities given to the directors pursuant to section 551
of the Act, and shall expire on the conclusion of the Company's 2016 Annual General Meeting (or If earlier 28 July 2016), except that the
Company may before such expiry make any offer or agreement which would or might require relevant secunties to be allotied afier such
expiry and notwithstanding such expiry the directors may allot relevant secunities pursuant to any such offer or agreement
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Special resojutions

6 THAT subject to the passing of resolution 5 the directors be empowered in accordance with section 570 of the Companes Act 2006
( the At to allot equity securtues (as defined in section 560 of the Act) payment for which 1s to be wholly in cash pursuant to the
authority conferred by resolution 5 as if section 561 of the Act did not apply to any such alloiment prowided that this power shall be
imited to

a  the allotment of equity securities n connection wath a rights 1ssue, or any other pre-emptive offer n favour of holders of shares
in proportion as nearly as 1s practicable, to ther existing holding and holders of other equity securtties (to the extent that this is
required by the rights of those securities or 1s permitted by those nghts and considered necessary by the directors) subject only
to such exclusions or other arrangements as the directors may deem necessary or expedient to deal with fractional entitlements,
treasury shares, record dates, shares rep: esented by depositary receipts legal or pracucal difficuities ansing under the laws of any
territory or the requirements of any relevant regulatory body or any stock exchange, or any other matter,

b the allotment (otherwise than pursuant to sub-paragraph a above) of equity securities up to an aggregate nominal value of
£39,752 63 (being 20% of the nominal value of the 1ssued share capital of the Company as at 10 March 20!5)

This power shall operate in substitution for and te the exclusion of any previous power given to the directors pursuant to section 570 or
571 of the Act and shall expire at the same time as the authority in resolution 5, except that the Company may before such expiry make
any offer or agreement which would or might require equity securities to be aliotted after such expiry and notwithstanding such expiry, the
directors may allot equity securities pursuant to any such offer or agreement

7 THAT a general meeting of the Company other than an Annual General Meeting may be called on not less than 14 clear days’' notice
By arder of the Board

Registered office
Bramley House

Toby Schumacher The Guildway
Company Secretary Old Portsmouth Road
Modern Water plc Guildford
11 March 2015 Surrey GU3 IR

Incerporated in England and Wales with registered number 5963927
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Notes

Members are entitled 1o appoint a proxy to exercise all or any of thew rights to attend and to speak and vote on their behalf at the
meeung A shareholder may appoint more than one proxy in relation to the Annual General Meetng provided that each proxy 1s
appointed 1o exeraise the rights attached to a different share or shares held by that shareholder A proxy need not be a shareholder of
the Company A proxy form to make such appointment and give proxy instructions accompanies this notice if you do not have a proxy
form and believe that you should have one, or if you require additional forms, please contact the Company's registrars, Capita Asset
Services on 087 664 0300 (calis cost 10p per minute plus network extras) or, if telephoning from overseas, on +44 208 639 3399
Lines are open 0300 am - 530 pm Monday to Friday

To be vahd any proxy form or other instrument appointing a proxy must be recewed by pest or (dunng normal business hours only)
by hand not less than 48 hours before the time fixed for the meeting

The return of a completed proxy form other such nstrument or any CREST Proxy Instruction (as described in paragraph 8 below) will
not prevent a shareholder attending the Annual General Meeung and voting in person if he/she wishes to do so

Any person to whom this notice 1s sent who 15 a person nominated under section 146 of the Companies Act 2006 to enjoy
information rights (a nominated person ') may under an agreement between himfher and the sharehalder by whom hefshe was
nominated have a mght to be appainted (or to have someone else apponted) as a proxy for the Annual General Meeting If a
nominated person has no such proxy appointment right or does not wish 1o exercise it he/she may, under any such agreement, have a
right to give instructions to the sharehelder as to the exercise of voung rights

The statement of the nghts of shareholders in relation to the appontment of proxies in paragraph | above does not apply to
nomnated perscns The rights described i that paragraph can only be exerased by shareholders of the Company

To be entitled to attend and vote at the Annual General Meeting (and for the purpose of the determination by the Company of the
votes they may cast) shareholders must be registered in the register of members of the Company at 1800 on 28 Apnl 2015 or. if the
meeting 1s adjourned, 48 hours prior to the time fixed for the adjourned meeting Changes to the regrster of members after that time
shall be disregarded in determining the right of any person to attend and vote at the meeting

CREST members who wish to appont a proxy or proxces through the CREST electronic proxy appontment service may do so by
using the procedures described in the CREST Manual CREST Personal Members or other CREST sponsored members and those
CREST members who have apponted a service prowder(s) should refer to their CREST sponsor or voung service prowider(s), who
will be able to take the approprate action on their behalf

In order for a proxy appointment or Instrucuon made using the CREST service to be vald. the appropriate CREST message (a "CREST
Proxy Instruction ) must be properly authenticated in accordance with CREST s specificatons and must contain the nformation
required for such instruction as described in the CREST Manual The message regardless of whether it constutes the appaintment of
a proxy or Is an amendment to the Instrucuion given to a previously appointed proxy must, in order to be vald, be transmitted so as to
be receved by the issuers agent (ID RAIQ) For this purpose, the time of receipt will be taken to be the time (as determined by the
timestamp apphed to the message by the CREST Applicauon Host) from which the issuers agent is able to retrieve the message by
enquiry to CREST in the manner prescnbed by CREST After this time any change of nstt uctions to proxes appainted through CREST
should be communicated to the appointee through other means

CREST members and, where applicable, their CREST sponsors, or voting service providers should note that CRESTCo does not make
avallable special procedures in CREST for any particular message Normal system trmings and limitations will, therefore, apply in relation
to the nput of CREST Proxy Instructions [t 15 the responsibility of the CREST member concerned to take (or if the CREST mernber 1s
a CREST personal member, or sponsored member or has appointed a voting service provider to procure that his CREST sponsor or
vatng service provider(s) take(s)) such action as shall be necessary to ensure that a message 1s transmitted by means of the CREST
system by any particular time In this connection CREST members and, where applicable, thew CREST sponsors or vating system
providers are referred in particular 1o those sections of the CREST Manual conceming practical imitations of the CREST systermn

and trmings

The Company may treat as invahid a CREST Proxy Instruction in the circumstances set out in regulation 35(5)(a) of the Uncertificated
Securities Regulations 2001

As at 10 March 2015 (being the day on which the board approved this notice) the Company’s 1ssued share capital consisted of

79,505 256 ordinary shares carrying one vote each Therefore the total voting nghts in the Company as at that ume were 79505 256
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Form of proxy Modern Water plc
Company Number: 5963927

Please read carefully the notice of meeting and explanatory notes set out below before completing this form
Please complete this form in BLOCK CAPITALS

IAVe (name)

of (address)

being member(s) of the above named Company hereby appont the Chairman of the meeting or (see notes | 5 and 7)

(name)

of {address)

as myfour proxy to vote for mefus and on rmyfour behalf at the Annual General Meeting of the Company te be held at the offices of the Company
Bramley House The Guildway QI Portsmouth Road, Guildford GU3 ILR at 1000 am on 30 April 2015 and at any adjournment thereof

Ywe direct myfour proxy to vote as Indicated by an’ X in the appropriate colurnn {note 2)

Ordinary resolutions For Against wWithheld

l To receive the directors report the audited statement of accounts and Auditors report of the
Company for the financial year ended 3| December 2014

2 To receve and approve the directors’ remuneration report for the year ended 31 December 2014

3 To reappont PricewaterhouseCoopers LLP as Auditors of the Company and to authorise the
directors of the Company to fix their remuneration

4 To re-elect Michael Gradon as a director of the Company who 15 retining by rotation and offering
humnself for re-election

5 To authorise the directors to allot equity securities up to a nominal amount of £66 254 and In
acdition by way of fully pre-emptive nights issue, up to a nommal amount of £66 254

Special resolutions For Against withheld

& To authorise the directors to allot equity securities for cash, disapplying the statutory pre-emption
mghts up to a nominal amount of £39,752 63 (being 20% of the issued capital)

7 To call a general meeting (other than AGM) on not less than |4 days notce

Signature(s) and/or common seal (notes 3 and 4)

Date 2015

Natas

| A prosy need not be a member of the Compary Completon and retum of the form of proxy does not preclude 2 membe- from subsequently atiending and voung at the meeung, i
you wish 1o appoint 2 proxy ather than the Chaimman of the meeting, plezse cross out the words ‘the Charmnan of the meetng or and witte the full name and address of your proxy n
tne space provided The change should be nualled

2 i you do not indica.e how your wsh your proxy to vole on any resolution or on any other matter (including any amendment to any resckrion) the proxy wall exercise husher discretion
as 1o how he/she votes and as to whether or not hefshe abstans from voting in such manner as hefshe thinks fit,

3 This form must be signed and da.ed by the shareholder or his/her attomey duly authonsed in writing In the case of a corporation this fom of prosgy must be executed under rs
common sedl or under the hand of an officer or attomey duly authonsed in wriing

4 A form of proxy 10 be valid must be signed and dated and must be lodged, teggther with the power of attemey or other authority ("n'anyg under whih t i signed or a duly cerufied
copy of such power or authortty with the Company's registrars at Capita Asset Services PXS1 34 Beckenham Road, Beckenham, Kent BR32 4ZF not kess than 48 hours before the urme
{<ed for the meetn,

5 In the case of jont hgc‘klers the sigmature of any one of them will suffice but the names of all jomt holders should be stated The sote of the serwor who tenders a vote (whether n

person or by oroxy) will be ztcep ad 10 the exdusion of the votes of the other holders. For this purpose senvonity s determmuned by the order i which the names stand i the register

of members in respect of the joint holding

Any alteration to this form must be mialied

Pursuant 10 Regulatioa 41 of the Uncertficated Securtbes latons 2000 the tme by which 2 person must be ertered on the repisier of mambers n order to have the nght to

attend and vote at the Annual General Meeung 15 1800 on 28 Apnl 2015 or if the meetng s adiourned 48 hours prior ta the tme fhaed for the adjoumed meeting Changes to the

register of members after that tme shall be dreregarded In determinung the rght of any person to artend and vote a1 the meetng

~
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Registered office
Bramle: House
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Old Perismouth Road
Guilcford

Surre,

GU3 IR

Company nhumber

Registered in England and Wales number 05963927

Fus ther details ¢ be fournd on the Modeim Water wepsite

wwaw madernwater com

Nominated adviser and broker
Nurmis Securties Limited

The London Stock Exchange Buiding
10 Paternoster Sauare

London

LCaM 71T

Independent auditors
PrcewaterhouseCoopers LLP

Chartered Accountants and Statutory Auditors
The Portand Buld ng

25 Hgh Street

Crawiey

West Sussex

RHIQ 1BG

Solicitors

Norton Rose Fullbright LLP
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Registrars
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Kent

BR3 4TU)

Principal bankers
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HSBC House
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Souitharmpton
Hampshire
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