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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 is at the leading edge of new and developing
technologies, products and services, which are vital to the future sustainabilrty
of the world's most precious commodrty
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Business at a Glance

OVERVIEW

Modern Water owns, installs and operates broad based membrane systems using
world-leading membrane technologies; supplies packaged seawater Reverse

Osmosis (RO) desalination systems; supplies wastewater treatment solutions, and
develops and supplies advanced systems for water monitoring

Membrane Processes Division

* FO Desalination (Municipal)
* Thermal Desalinanon {Industrial)
* Evaporative Cooling Systems {Industrial)
» Membrane Brine Concentratuon (Industral)
» Packaged SWRO Desalination Systems
& Industrial)
" Wastewater Treatment (Municipal)

* Electro-coagulauon

Monitoring Division

» Trace Metal Products
» Joxicity Products
= Environmental Products

Canada
Collaborauon with Canadian

company Luminultra
“Technologies to launch an
addmonal three ATP lits

Cambridge and Gibraktar

Modem Water BRD facities test
new mernbrane process resulung
in higher membrane productivity

Portugal

USA

Improved sobent
rernoval patent granted
during 2014

Laun Amenca
Key area for growth with

appointment of new
distnbutors across Latn
Amenca and launch of
Sparush language version
of websie

Gibraltar

Modem Water |V
appointed as preferved
bidder for wastewater
treavmnent plant

Oman

Second year of focally
managed operatons at
our Al Nadah plant

First world summit
held for the
Inernational Forward
Osmosis Association
a dedicated industry
associaten that
Modem Water
helped 1o establish

Australia
Vvastewater
treatment patent
granted
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Chairman’s Statement

Robert Clarke
Interim Non-Executive Chairman

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

3| December 2014

As announced at the end of the yzar, Nell McDougall who
co-founded Modern Water in 2006 stepped down as Executive
Charrman, effective as at 31 December 2014 At the Group's
current stage of development Modern Water has moved to a
more conventional Non-Executive Chairman model We are
curtently searching for a permanent candidate to fill the role, and
[ wili remain in the position of Intenim Non-Executive Chairman
until that time | have worked with Modern Water since 2010 as
Mon-Executive Director and Chairman of the Audit Committee

Simon Humphrey the Chief Executive Officer, has set out the
main hughlights of the year in the Strategic Report and the
Group Performance and Financial Review so it leaves me the
opportunity to prowvide a brief overview

The past year has proved to be one of mixed fortunes for
Modern Water The Company was appomted as the preferred
bidder for a wastewater treatment contract worth £22m mn
Gibraltar the Company’s fir st significant contract in this field
Assuming this contract s successfully executed, it will provide
a strong reference point of credibiity for the business geing
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 dwisions - has caused revenues
in both divisions to be lower than forecast and below the
prior year

During the year, Modern Water repositioned 1ts Membrane
Processes division as a membrane systems specialist, offering a
wide variety of water treatment solutions  Our intention s that
this wili provide a more predictable flow of opportunities with
industrial customers which could help to mitigate the lumpy and
elongated nature of municipal contracts in the Middle Bast and
China In view of the time that it 15 taking to close commercial

=]

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

contracts in the Membrane dvision and the market capitalisation
of Modern Water pic at the year end, the Directors have decided
to record a significant non-cash impairment to goodwiil and
imangibles in the Membrane Division

The Monitoring division should benefit in 2015 from orders
which were deferred from 2014 as well as the availability of new
products notably the Continuous Toxicity Monitor whose delayed
release adversely impacted 2014 However the market in China
is expected to remain challenging

Other highlights of the year included the launch of the AquaPak
range of packaged desalination plants the establishment of the
International Forward Osmosts Association and the Monitoring
division being awarded nts largest ever single contract 1o suppiy a
purpase built containerised monitoring system

The Groups financial position rernains debt free, with cash of
£6 8m as at 31 December 2014

On behalf of the Board | would like to thank all the team at
Modern Water for their ongoing commitment to developing the
company 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
Interim Non-Executive Chairman
{1 March 2015




Strategic Report

Simon Humphrey
Chief Executive Officer

The Directors of Modern Water plc (Modern Water or the Company)
and 1ts subsidiary undertakings (which together comprise the Group)
present their Strategic Report for the year ended 31 December 2014

Principal Acuvities

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 refated to the provision of fresh

water and treatment and disposal of waste water speafically

+ design construction testing, nstallabon commissioning and operation
of desalination plants, water cooling systems and brine concentration
plants,

* packaged seawater desalination systems,

* waslewater treatment systerns and electro-coagulation wastewater
treatment systems

+ water quality monitonng, environmental monitonng and soil testing

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 momitering products During 2014 China saw 1ts weakest
growth n 24 years and whilst we remain well placed to gan further
contracts in China, contract negotiations are currently taking longer
than anticipated

With the slow-down in Asia
Pacific we have expanded our
focus to other markets Since
2009 Modern Water has
been active in Gibraltar and
currently has state-of-the-art
forward osmosis pilot faclities
on the peninsufa [n October
the Government of Gibraltar
appointed the Modern Water / Northumbran Water Joint Venture
(V) as preferred bidder for a wastewater treatment plant where we
would be the lead contractor The JV 1s currently in negotiations with
the Government of Gibraltar over the detalled terms of the project.
which we look forward to updating the market on

The Momitoring division has also been adversely affected by the
slow-down in China with revenue lower than forecast duning
2014 Demand for our monitoring products has, however, picked
up in other areas of the world Latin Amenica has been a key area
for growth for Modermn ‘Water in 2014 In order 1o support our
expansion i this region we launched a Spanish language version
of our website in July and have appointed a number of new
distributors in many countries across Lauin America which we
anticipate will lead to an increase in sales in 2015

Key Performance Indicators

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

that strategic and operational progress 15 best measured by achieverment

i terms of technical and business development milestones. Key

mitestones aganst which progress was made in 2014, and on which we

will focus on making further progress dunng 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
treatrment plant,

* key relationships strengthened in the Middle East. with our plant
at Al Najdah 1n Oman completing its second year of locally
managed operations

+ the Monitoring dvision continued to expand its product portfolio
with over ten new products being launched numerous new
distributor agreements signed and new routes to market through
industry catalogues estabhshed

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

during 2015 include

+ agreement of, and delivery on the finat contract for the Xugong
Istand project

= entry into the industrnal market in China

» progress on projects with Kazema in Kuwait

Further detals of strategic and operational progress for the two main

operating dvisions are outlined in the Membrane Processes and

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

operational and financal information on a monthly basis 1o measure

progress The key finanaal performance indicators for 2014 covered n

more detal in the Financal Review and man finanaal statement, were

+ revenue decreased 1o £2 8m (2013 £35m} At constant
exchange rates revenue for the year was £2 9m,

+ gross profit decreased to £12m (2013 £1 7m)

+ operating loss before exceptional items, tax, interest, depreciation
and amortsation increased 10 £4 5m (2013 £40m)

+ loss jor the year £17 7m (2013 £4 7m) after exceptional tems
£128m (2013 nil),

+  cash outflow excluding fund raise proceeds ncreased 10 £4 6m
{2013 £3%m)

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

Further informaztion on the financials 1s detailed in the Financial
Review section of this Strategic Repart.
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Membrane Process Division

Operational Review

Year on year revenues from the Membrane Process division
increased during 2014 The dwision successfully completed s
second year of operations at the Al Najdah forward osmosis (FO}
desalination plant which 15 now 100% locally managed

In terms of Research and Development (R&D) relating 1o the
development of our core FO technology a number of key objectives
were completed in 2014, resuling in improvements to the FO
mernbrane efficiency The membi anes were tested over the course of
six months at both our Cambridge and Gibreltar R&D testing faciities
and it has been successfully proven to lead to a substantally higher rate
of productivity We continue to wark on the development of our

FO technology

Modern Water continues to be a ploneer in forward osmosis and,
in May 2014 our technology was featured on the 5Cth anmiversary
editon of one of the UK's most prestigious science programmes,
BBC Horizon The BBC presenter Professor lan Stewart wvisited
Modern Water's first forward osmosis pilot plant in Gibrahar and
demonstrated how FO can help alleviate the growing pressure on
the planet's fresh water by creating an environmentally sustamnable
desalination technology

Ancther significant development for Modern Water and forward
osmosis was the launch of the International Forward Osmosis
Association in April 2014 The association was set up by four key
companies nvolved n forward osmosis to promote the technology
throughout industry and acaderma and to prowide a voice and a
platform for its members The association held its first wor Id surmmit
in September 2014 an event which attracted sigmificant interest from
the membrane industry As a result of the sumrmit's popularity, the
association will hold another larger event in Septermber 2015

Growth Strategy

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

sea water desalination cancept Whilst municipal forward osmosis

is still a very significant part of the product portfalic we now

have the capabiity to offer additional products in membrane brine
concentration, thermal desalination and evaporative cooling systems
as well as packaged sea water reverse osmosis (RO) systems

During 2014 Modern Water also launched a range of packaged
seawater RO desalination plants branded as'AquaPak which vary
from 100 to 1,000 cubnc metres per day All units are sutable for a
variety of applications including potable or industnial temporary or
emergency water supply, construction site water supply, the oIl and
gas ndustry as well as golf resorts or hotel complexes We expect
to see sales from these packaged plants start 1o matenalise in 2015

In view of the time that 1t 15 taking to close commercial contracts
for forward @smosis, and the market capitalisation of Modern VWater
pic at the year-end, the Directors decided to record a significant
ncn-cash iImpairment to goodwill and intangibles i the Membrane
Dwision The costs associated with filing patents for forward
osmosis continue to be held at cost, as patents continue to be
successfully granted

Patent Portfolio

Qur patent portfolio continued to strengthen in 2014, with

patents granted In new territories across a number of different
patent families, including the granting of the improved solvent
removal process in the USA The Membrane Process dvision holds
96 granted patents across eight main patent farmilies of solvent
removal, mproved solvent removal secondary ol recovery osmotic
energy separation process evaporalive ¢ooling, cooling tawer
improvements and thermal desalination

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

Wastewater Treatment

The Wastewater Treatment section of the Membrane Processes
dwvision has made significant progress during the year In October
the Government of Gibraitar appomnted a Joint 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 population of Gibi aftar as well as storm flows Modern
Water would be the lead contractor and undertake the design

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




Monitoring Division

STRATEGIC
REPORT

QOperational Review

The Monitoring division achieved sales of £2 7mn 2014 (2013
£35m) The downturn in sales was largely due to the slow-down
m China, however the remainder of Asia did see a siight ncrease

in sales during the year and the division has a strong order book
for 2015 Recurring revenues of service contracts and reagent
sales remaned constant at £Em in 2014 Gross profit decreased to
£12m (2013 £1 7m)

The Monitoring division receved its largest ever order to date
during 2014 for a purpose-built containerised trace metal
monitorning system in the Middle East for a large multinational
company This marks a step-change in the Monitoring division’s
activities as it will be Modern Water's first purpose-bult 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
scld to the customer and recognised In revenue

New Product Development
2014 was an exaung year for new product development, with
the Montoring division launching more than ten new products
across the toxicity trace metal and environmental ranges Key new
preducts launched included
* immunoassay stnp tests which
can be carred out much mot e
raprdly than currently available
test kits,
+ ATP environmental kit
co-branded with Canadian
company, Luminultra
Technologies Ltd
* new UV digester to
complement our trace metal
products,
* new hydrocarbon monitor
+ expanded our range of algal
toxin kits,
¢ Microtox® Continuous Toxicity
Monitor {CTM)

We expect to see the new

product lines translate into

additional sales revenue during

2015 The most eagerly awaited

new product has been the

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

"The Monitoring Division launched more
than ten new products across the toxicity
trace metal and environmental ranges.”

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

Distributor Newwork

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 territories, the featuring of our products in key
industry catalogues as well as the launch of our website in Sparush
to target the Latin American market

We are constantly reviewng the effectiveness of our distnbution
network and i early 2014 took the decision 1o reorganise our
sales process throughout the Americas by appointing additional
distributors and resellers 1o effectively cover the whole of this
region In the USA a number of new resellers were appointed to
increase the Monitoring division's presence across all 52 States
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Group Performance
and Financial Review

Intellectual Property

The Group now halds 120 granted patents (2013 1 [5) with 43
pending applicauons (2013 55) The Membrane Processes dmvision
holds 96 g anted patents (2013 85) across eight main patent farmilies
of solvent removal, improved solvent removal, secondary ol recovery
osmotic energy separation process, evaporative cooling, cooling tower
improvements and thermal desalination The Moritonng division
currently holds |8 granted patents (2013 25) and the Wastewater
dision currently holds six granted patents (2013 5) Duning 2014

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

Resources

Maodem Water strives to create a community, not Just a workplace and
makes an effort to encourage collaboration and networking across the
Group We also support the ongoing development of our employees
and have an excellent track record in staff retention

Our strategy of employing local workers where we operate continued
duning 2014, especally in Oman where our operations continue to be
1 00% locally managed with suppart from our central technical team
Both our Membrane Processes and Monitonng divisions have adopted
this strategy which is working welt

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

As at 31 December the Group employed 52 permanerit staff,
supplemented by contract staff as required

Financial Review

Summary

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

to incur losses, reflecting that it is i the early stage of commercial

roli out prior to securng significant sales contracts particularly in

the Membrane dvsion Loss before exceptional items interest, tax
depreciation and amortsation increased to £45m (2013 £40m) The
Increase on the pror year losses was primarily due to a reduction in
revenue and gross profit. The Group generated revenue of £2.8m n
2014 (2013 £3 5m) with the reducuon pnmanly due to lower sales
inte China The Group incurred exceptional costs of £128m being
the non cash imparment of intangible assets in the Membrane divsion
and costs associated with the resignation of the Execuve Charman
and the departure of one other member of staff, consequently total
comprehensive loss ncreased to £177m (2013 £47rm)

Cash Flows

The Group cash outflow excluding fund raising proceeds for the year
was £46m (2013 £39m) This increase in cash burn was due to a
£05m reduction n g oss profit and working capital movement dunng
the year (£02m)

Cash inflow from interest was £0 Im (2013 £0 1m) Cash outflows
compnised £0 im on property plant and equipment (2013 £01m)
£0 I patents (2013 £0 1m) and £4 5m operating actviues

(2013 £37my)

Accounting Polraes

The Group financial statements have been prepared in accordance
with EU Endorsed IFRS IFRS Interpretatons Commuttee (JFRIC)
interpretations and the Companies Act 2006 apphicable to comparues
reporting under IFRS The key accounting policies to note are those
concerned with intangible assets and share-based payments

Capital Structure

The Group 15 entirely equity funded which s appropriate dunng the
current stage of development. As the Group develops, the capital
structure will be reassessed on a project by project basis.

Treasury Management

The Group has adopted a low risk approach to treasury management.
Cash batances are invested (n fixed interest term deposit accounts, with
miaturity dates to suit projected hquidity requirements Credit nsk 1s
addressed by the Groups treasury polcy Deposits are selected based
on achieving the optimum balance of yield securtty and hquidity Foreign
exchange risk 1s primanly mitigated through natural hedging of receipts
and payments See note 3 to the Accounts for further detatt of financial
risk management

Principal Risks and Uncertanties

The principal nsks 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
consaequence The internal contro! envirorment 1s des¢nbed in the
Corporate Govermance Statement The principal nsks and uncertainties
affecting the Group and the steps taken to manage these are




STRATEGIC
REPORT

Customer acceptonce of the Group’s technologres

The Group s success depends on potential customer acceptance of
1ts products and processes There are significant risks in predicting
the size and timing of matenal revenue The target customers

of the Group's products and processes are often in developing
countries which carry additional potential risks The Group seeks

to address these nisks by bulding a track record and proving
technology capabiities to future customer s and industry players
The Group has increased investrment in business development

as product development progresses The Group has formed a
number of strategic partnerships 1o create local presence in target
countres, overcome pre-qualification critena on contract tendering
and establish new routes 1o market. The range of applications for
the Group's products provides mitigation agamnst the nisk of falure
in a specific country or application The Group continues to invest
in research and development (R&D) to mutigate the risk of the
emergence of competitar technologies

Socio-poliical risks

Modern Water operates and is looking to secure further contracts
and sales, n a number of countries around the world This exposes
the Group to a range of social and political developments and
consequentially to potential changes n the operating, regulatory
and legal environment The Group operates and generates revenue
in countries where political, economic and social transition 15 taking
place Some countries have experienced, or may expenence in the
future political instability, changes to the regulatory environment,
changes In taxation expropriation or nationahsation of property civi
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 1t operates

Scaling up the technelogy

The Group s Membrane dwision and certan monitonng products are
not yet well established commercially They have been developed over
recent years and whilst proving the technology is largely complete there
remain significant risks assocated with commercialising technology and
a portfolio of new products There are technology and procurement
risks in scaling up the products through to farge scale commercal
deployment The Group seeks to mitigate these nsks through the use of
partners with proven manufacturing and fabrication capabilities rather
than developing in-house capabilities, and through the development and
operation of pilot plants prior to full commercal deployment.

Addtionally there are nsks related to developing the optimum contract,
royalty and icensing models to derive value from the products The
Group manages these risks through employment of executives and
senor management with significant expenence both in the water
industry and n the development and growth of early stage companies

IP protection

The Groups ability 1o generate value from its products depends In
part on the development and protection of its IPThe Group assigns
significant resources both internally through the Company’s General
Counsel and technical staff, and externally through patent attorneys
to enhance and protect its patented and non-patented IP

Recrurtment and retention of key personnel

The Groups directors and employees are highly quatfied and
expenenced Recruiting and retaning key staff 1s critical to the
overall success Knowledge and experience of the Group's products
and customer base 1s retained by a relatively small number of
individuals The risk of staff loss 1s mitigated through its HR policees,
competiuve remuneration (including the Modem Water ple
Incentive Plan} performance appraisals and training

Health and safety

There are inherent health and safety risks with the deployment of
the core membrane and monitoring products The mitigation of any
health and safety events involving the Group's products s key to the
strategy for growth The Group mitigates its health and safety risks
through ts Group Health and Safety Policy, which includes regular
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 1ssue of Ordinary Shares to enable the Company
to progress through further stages of development Any addional
equity financaing may be dilutve to shareholders There can be

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

Financial nsks
These risks and mitigating 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
I'l March 2015
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The Board of Directors

| Robert Clarke

Intenm Non-Executive Charman

Robert who gualfied as a chartered
accountant, has worked in the private
equity industry for more than 20 years fiist
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 a variety of businesses in their
development.

2 Simon Humphrey

Chief Executive Officer

Simon 1s a co-founder of the Group and has
been CEO since Modern Water's nception
in December 2006 Simen oversees the

day to-day running of the Group, ensuring
the Company and its Investments progress
successfully He brngs a host of water industry
and caprtal investment expenence 1o the
role, and oversees the smooth operation of
Medemn Waters sites intemationally

3 Michael Gradon

Servor Independent Non-Executive Director
Michael has over 25 years experience in
senior commercial, management and legal
positions He spent 20 years at P&O and was
a main board director for eight years until

its takeaover in 2006 by Dubal Ports World
His roles included group commercal and
legal director; Chairman of P&O s property
business and Chief Executive Officer of

its largest infrastructure project Heisa
Non-executive Director of Exciusive Hotels,
Grosvenor Limited and Aercap Holdings
NV and a member of the commnttee of

the Alf England Lawn Tennis Club and the
Wimbledon Championships

4 Mike Townend

Non-Executve Director

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

an Executive Director at Donaldson, Lufkin
and Jenrette with responsibility primanily for
building the bark’s business with hedge funds
and altermatives Mike has sourced co-led or
led numerous private and public transactions
He 15 the [P Group representative on the
boards of Modern Water plc, Evocutis plc and
Revolymer plc He 1s also a Non-executive
Director of Green Urban Transport Limited

5 Toby Schumacher

Generat Counsel and Company Secretary
Toby has been providing legal advice to
international businesses for more than

I5 years both in private practice and as
in-house counsel and company secretary
Toby 15 a bainster who trained in London as
well as at the European Commussions Legal
Service in Brussels and the European Court
of Justice In Luxembourg After practicing

EU and competition law at Wragge & Co

in Birmingham Toby joined Severn Trent Plc
as in-house counsel Prior to joining Modermn
Water, he worked for Veclha Water Solutions
& Technologes for almost eight years first on
large international projects, then as its regional
General Counsel & Company Secretary
covering various jurisdictions and international
businesses within the Group




The Management Team

CORPORATE
GOVERNANCE

| 2 3 4 5
| Roger VWebster 3 Perer Nicoll 5 Alan McQuillin
Managing Director Techmical Director Senior Vice President,
Membrane Processes Division Peter leads the multi-disciphned techrucal Operations & Technology

Roger 1s responsible for the Membrane
Processes business He leads the Business
Development team and 1s responsible for
the deployment, hcensing and selling of the
Group's technology In his previous role with
Biwater plc and Cascal NV Roger gained
extensve international expenence in Asia the
Middle East, the Americas and most recently
Africa where he was Managng Director

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

2 Neill Townend

Managing Director

Monitorng Division

iNeil leads the Monitoring dvision and 1s
responsible for increasing sales and market
penetration for Modern Waters leading
water monitoning technologies. He has
over 20 years techrical and commeroial
expenence n the environmental and water
sectors. Meil has previously hefd technical
positions n environmental consultancy with
RPS Consulting and 5GS Group and senior
commercial roles in sales and markeung in
Cherrviron Carbon the European aperation
of Calgon Carbon Corporation

team at Modermn Water where he has been
instrumental in the development, design and
successiul deployment of Modern Waters
FO based technologies 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 Mechanical Engineers His
previous experience includes Director of
Business Development for Fichtner Consuling
Engineers Ltd where he was responsible

for heading up the business development
and sales functions He has extensive broad
experuise m all the major desalination
processes having held a number of senior
roles both technically and commercially, at
Weir Westgarth

4 Peter Bristow

Group Financial Controlier

Peter leads the finance team for Modem
Water He has a wide range of expenence
across a number of finance disaplines
ncluding M&A group and dmsional finance
internal and external audit roles. He has
previousty held senior finance roles in
organisations undergoing high levels of growth
and change, ncluding Virgin Media, Telewest
Communications and Thames Water Peter
qualified as a Chartered Accountant over
{5 years ago with Coopers and Lybrand

Monitonng Division

Alan joned Modermn Water in 201 | as part
of the acquisiton of the Strategic Diagnostics
Inc (SDIX) Water Qualty dvision Alan

has mere than 22 years of expenence in

Life Sciences with SDIX, where he most
recently worked as Senior Director of Quality,
leading SDIX to 15O 9001 2008 certfication
Other expertse includes operations
management, new product development and
product ranagement [n the new product
development group he developed test kits
for environmental contarminants such as PCBs,
TNT, and PCF lateral flow 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 Modem Water ple s committed 10 integrity business
ethics and achieving good standards of corporate governance As an
AlM-lsted compary Moderm Water plc is not reguired to 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 n the
Directars' Remuneration Report on pages 12 to 4, explans how the
directors seek to apply the requirements of the Code 1o the Group,
where practica) gven its size, resources and stage of development.

Board of Directors

The Board compnses one executive director the Chief Executive
Officer {Simon Hurmphrey) and three non-executive directors
(Michael Gradon, Mike Townend and Robert Clarke) Robert Clarke
was appointed the Intenm Non-executive Charman on | January
2015, following the resignation of Ned McDougalf as Executive
Charman Michael Gradon is the senior Independent non-executive
director and Mike Townend is a representative of IP Group plc

The business and ranagerment of the Group and its subsidiaries are the
collectve responsibikty of the Board At each meeting the Board considers
and reviews the performance of each of the major progects The Board
has a formal written schedule of matters reserved for its review and
approval These include the approval of the annual budget major capital
expenditure Investment proposals, the interim and annual results and a
review of the overall system of nternal control and nsk management.

Authortty for the execution of the approved policies, business plan and
daly running of the business 1s delegated to the executive directors. In
additon there 15 a Management Team whose purpose 1s to assist the
Chief Executive Officer in the performance of his duttes

Modem Water pics Artcles of Association require one third of the
directors to stand for re-election each year at the Annual General
Meeting Accordingly. Michael Gradon will retire and offer himself for
re-glection at the forthcoming Annual General Mecting

All directors have access to the advice and services of the Company
Secretary who is responsible for ensuring that Board procedures
and applicable rules and regulations are chserved The Board has a
procedure whe eby any director may seek, through the office of the
Company Secretary, ndependent professional advice at the Group's
expense in furtherance of his duties

Formal agendas and reports are provided to the Board on a tmely
basis for Board and committee meetings and the Chairman ensures
that all directors are properly bnefed on i1ssues to be discussed at
Board meetings Dhrectors are able to obtain further advice or seek
clanity on 1ssues rased at the meeungs {rom within the Group or from
external sources

Business Ethics

We are committed to acting farly and ethically in all countnes n which
we operate We expect the same standards from all third parties who
prowmde services for Modern Water plc and 1ts subsidiary companies
We maintain ant-brbery, and gfts and entertainment polaes, and
procedures for contractual commitments to better manage nsk wath
third partes

Committees

The Board has a Remuneration Committee and an Audit Comimittee
The executive director s not a member of the comrmittees but attends
the meetings by mvitation to facilitate business i appropriate The
Company Secretary acts as secretary to the committees The Board
does not have a Nominaton Commyttee and Board appointments are
consequently a matter for the Board as a whole The Board s satsfied
that the commuttees discharged their responsibilives appropratety

Remunerauon Committee

The Remuneration Committee consists of Michael Gradon
(Chawrman) Robert Clarke and Mike Townend Further detals of the
committee and its policies are set out In the Directors Remuneration
Report on pages 12 to 14

Audit Committee
The Audit Committee consists of Robert Clarke (Chairman), Michael
Gradon and Mike Townend

The committee reviews and makes recommendabions on the
appointment reappointment and removal of the external auditors
the review of the scope and results of the external annual audit by
the auditors ther cost effectiveness ndependence and objectivity
The committee also reviews the nature and extent of any non-audit
services provided by the external auditors No independence ssues
were noted during the year The Group Financia Controller monitors
the levet and nature of non-audit services and specfic assgnments are
identified for approval by the Audit Committee as appropnate

in addiwon the Audit Committee reviews the effectiveness of internal
controls, considers the need for an internal audit function and
considers any major accounting sssues, and reports on such matters to
the Board The Audit Committee reviews the ntegrity of the financial
staterments and formal announcements

A whustle-blowing arrangement exists whereby matters can be
confidentially reported to the committee
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Attendance

The following table shows attendance of the directors at meetings of the Board Remuner ation and Audit Committees during the year

Board Remuneration Audit
Attondod E"‘:‘;:g Attended E"g;::;:.: Attended E“g;':'t:;:
Neil McDougall 7 7 - - - -
Simon Humphrey 7 7 - - - -
Michael Gradon 7 7 2 2 2 3
Mike Townend 7 7 2 2 3 3
Robert Clarke 7 7 2 2 3 3

Internal Control

The Board has overall responsibility for the Group's system of nternal
control and for reviewing its effectiveness The mplementation and
mantenance of the nsk management and internal contro! systems are
the responsibility of the executive director(s) and seruor management.
The internal control system s designed to mitigate the princ:pal nsks,
armongst others detaled in the Directors’ Report, but it does not
provide absolute assurance that these nisks are eliminated or aganst
matenial misstatement or loss The Board 1s sausfied with the controls n
place for identfication and management of nsk and that the reporting
iines 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

Reporting to the Board, ncluging key financial nformation and
commentary (Group Statement of Comprehenswve Income, Group
Statement of Financial Postion Group Staternent of Cash Flows)
and the Chief Executive Officer’s teport on the business, significant
changes and the external marketplace, ncduding the extent to which
they repiesent significant nsk

Detailed corporate policies and procedures document to address
key operating and compliance nsk areas, ncluding procurement
treasury, hurnan resources, heailth and safety

Clear orgarusauonal structure with defined 1eporting nes and
detegated authonties

The Audit Commuttee

Centralised accounts tearn providing finanaal control and support
to all Group companies

An annual strategy review and an annual budget approved by the
Board

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

Relations with Shareholders and Investors

The Board 1s regularly updated regarding meetings and communications
with shareholders An analysis of the shareholder base 15 presented

to the Board on a quarterly basis Research notes and broker analysis
are circulated to and discussed with the Board During the year, the
Chairman at the tme met with insttutional investors at meetings
arranged by the Groups brokers and financial PR advisers

Copes of the Annual Repor t and Accounts are issued to all
shareholders Copies of the Annual Report and Accounts

and the Interim Staterment are avallable on the website
wwwmadermwatercom The Group makes full use of its website

to provide information to shareholders and other interested partes
The website provides a facility to receve email alert notifications of
Group news and announcements to the London Stock Exchange
Shareholders are given the opportunity 1o raise questions at the Annual
General Meetng and the directors are avallable both pnor to and

after the meeting for further discussion with shareholders Michaet
Gradon as Senior Independent Non-executve Director 15 avallable to
shareholders where contact through the normal channels of Chairman,
Chief Executive Officer o Company Secretary are inapproprate or
have faled to resolve concerns.
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Directors’' Remuneration Report

Intreducuen

This report has been approved by the Board and the Remuneraton Committee (ihe ‘Committee’) It has been prepared to comply wath
the disclosure requirements of Schedule 5 to the Large and Medium Sized Companies and Groups (Accounts and Reparts) {(Amendment)
Regulations 2013 The report also provides the nformation required to be reported on Directors’ remuneration under AIM Rute 19 The
Committee 15 commitied 1o mantaining high standards of corporate governance and has taken steps to comply with the principles of best
practice ncluding the AB! Principles of Remuneration and The UK Corporate Governance Code in so far as they can be applied practically
given the size of the Group

Role of the Remuneration Committee
The Committee determines, n accordance with its terms of reference, the remuneration and other benefits including bonuses and
share-based paymenis, of the executive director

The Commuttee consulted with the executive director about 1ts remuneration proposals for the year

Remunerauon Policy

The Committee 1s aware that the remuneration package should be sufficiently competitive to attract, retan and motivate indmduals capable of
achieving the Group's objectives and thereby enhancing shareholder value Performance-based remuneration should be clearly aligned with business
strategy and objectives and be regularly reviewed Overall arrangements should be prudent, well communicated, incentrise effectively and recognise
shareholders’ expectations

Service Contracts
The Groupss policy 1s for executive directors to have service contracts with prowision for termination of no more than |2 months nouce

Michae! Gradon and Robert Clarke have letters of appointment Appointments can be termnated by the Group or the Indvidual gving one
month's notice The services of Mike Townend are covered in a services agreerment with IP Group plc a significant shareholder i the Company

The details of the executive and non-executive directors service contracts during the year are summarised below

Date of contract Notice period {(months)

Executive directors

Neil McDougall* 18 May 2007 12
Simon Hurphrey 18 May 2007 12
Non-execuuve directors

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

*Neit McDougell stepped down from he Board on 31 December 2014
Biographucal detals of al directors can be found on page B

Directors’ Remuneraton

Remuneration for executive director(s) compnse basic salary annual bonus pension, share-based payments and nsurance cover for medical life
and income protection The banus payable s determined by performance aganst objectves approved by the Commitiee, which are set at the
beginning of each year

The Board within the imits stipulated by the Articles of Association and with recommendation from the executive directors determines
non-executive directors' fees The remuneration of the non-executve directors 1s not pensionable and the non-executive directars do not
partcipate in any of the Groups other remunerabon schemes
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Rermuneration for the directors dunng the year was as follows

Year ended Year ended | Year ended Year ended
Decemb::z:' D -ble'r D ‘! : De:emb::'
satary, Compensation Total Yota Tota Tota
allowances for loss of (ex {inc (ex (inc
and fees *Bonus offica  panefits i Pensi p 13 pension)  Pension pension)
£000 £000 {000 £000 £000 £000 £000 <4000 £000 £000
Execunive directors

Neil McDougall** 169 —_— 167 6 342 17 359 242 19 261
Simon Humphrey 138 — — 4 142 14 156 143 14 157

Non-executive directors
Michael Gradon 35 — — — 35 — 35 35 — 35
Robert Clarke 20 — — — 20 — 20 20 — 20
Mike Townend*** — — e — — e — — — —
362 — 167 10 539 31 570 440 33 473

*  Bonuses are disclosed in the year for which the performance refates There were no bonuses in relation to 2014 annual performance

Nett McDougall stepped down from the Board on 31 December 2014 Mr McDougall had a service contract with the Company terminable by the Company on one years

notce The Company has agreed 1o pay Mr McDougall as compensation for loss of office an amount approximately equivalent 10 one years salary and other benefits, This

amount was £167 000 which includes remunerauon in relation to a |2 month consultancy contract between Me McDougall and the Company The Remuneration Commates

exercised Its discretion such that the EMI options granted to Neil McDougall in 2013 were not forfeited an his resignation and continue to be exerasable subject 10

performance criena baing met. Mr McDougall forfer ed 2 further 268 970 conditional share awards on his resignauon from the Board

*=* The services of Mike fownend are cavered through an zgreement wath IP Group plc see note 26 to the Accounts

Meodern Water plc Incentive Plan (‘MWIP')

The MWIP contains prewisions relating to the making of awards in the form of options and conditional awards of ordinary shares

a) Options

During the current year no options under the MWIP were granted, vested exercsed or tapsed for Smon Humphrey There are vested options
outstanding over 373918 shares However since vesting the Company’s share price has been lower than the option exercise pnce and
accordingly these options had not been exercised at 3| December 2014 They will lapse if they remain unexercised as at 12 June 2017

Vested and
Qutstanding Outstanding at exercisable at Charge ta Charge to
at | January 3| Decamber 31 December tncome income
Grant Vesting 1014 2014 2014 QOption ent st t
date date number number number price in 2014 in2013
Simon Humphrey 6607 12610 373918 373518 373918 £119 £l £l

b) Conditional share awards

Duning the current year no conditonal shares were awarded 1o Smon Hurphrey In the prior year 38370 condiional shares were awarded
1o Simon Humphrey No awards lapsed or vested dunng the year The directors participation in conditional share awards under the MWIP 15 as

follows

Qutstanding

Outstanding Forfeited Awarded at Share Charge to Charge to

at | January during during 3| December price at incoma Income

Award Yasting 2014 the year the year 2014 award statement statement

date date number number number number date tn 2014 in2013

Simon Humphrey 26313 26316 38970 — — 38,970 £058 £2078 £1559

Simen Humphrey 24412 24415 150,000 — — 150000 £055 £10500 £10,500
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The extent to which awards will vest depends on the Group's share price on the vesting date For the conditional shares awarded on

26 March 2013 and those awarded on 24 Aprit 2012, if the share price 1s £1 00 or more on the vesting date, the award will vest in full and if
the share price 15 £070 or below the award does not vest at all If the share price is between £070 and £1 00 the award partally vests, on a
straght ine basis Vesting of the conditional shares awarded on 24 April 2012 1s also subject to a non-market performance condition

¢} Enterprise Management Incentives {(EMI} Options
Dunng the current year no options were granted to Smon Humphrey Durng the prior year 431,030 options were granted to Smon Humphrey No
awards lapsed vested or were forferted during the year Holdings of EMI options over ordinary shares issued through the MWIP were as follows

Qutstanding harge to Charge to
at | january Outstanding at income incomo
Grant Yesting 2014 Granted during 31 December Optlon ent stat
date date number year 1014 number price in 2014 in 2013
Simon Humphrey 26313 26316 431030 — 431,030 £nil £30,038 £22529

The options may be exercised after three years to the extent that certan market and non-market performance criteria are met. The extent
to which the award will vest depends on performance against these performance criteria If these are not met the options lapse

Vesting condrtions for 196,030 of Smon Humphrey s aptions awarded on 26 March 2013 are that if the Company’s volume weighted
average shaie price 1s £} 00 ar more during the first three months of 2016 the award will vest in full and if the weighted average share
price 15 £0 70 or below the award does not vest at ali If the weighted average share pnce 1s between £0 70 and £1 00 the award partually
vests, on a siraight hne basis

Vesting conditiens for 235,000 of Simon Humphrey's opuons awarded on 26 March 2013 are that 1f the Company's volume weighted
average share price is £0 85 or more during the fi st three months of 2016 the award will vest in full and if the weighted aver age share
price is £0 58 or below the award does not vest at all If the weighted average share price 15 between £0 58 and £0 85 the award partally
vests, on a straight line basis In addition vesting 1s subject to a non-market performance condition

Options expire after 10 years and, in certan crcumstances, are forfeted |f the option holder leaves the Group before the options vest.

Directors’ Interests
Directors interests are detalled n the Directors’ Report

Share Price
The Modern Wiater pic closing share price was 19 5p on 31 December 2014 The share price bugh for 2014 was 42 75p and the low
was 19 5p

On behalf of the Board

Michael Gradon
Chairrman, Remuneravon Committee
Il Mareh 2015
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Directors’ Report

The drectors present their Annual Report together with the audited consolidated financial staterments for the year ended 31 December 2014

Corporate Structure

The Company s sncorporated in England and Wales and has subsidianes prinaipally incorporated in England and Wales, as well as in China, Oman
and the USA

Review of the Business and Results

A detaled review of the business 1s set out in the Strategic Report on pages 3 to 7 Thus includes comments on the finanaial performance and
position of the Group information on the Groupss internal control environment. nduding the content of reporting to the Board, 1s included i the
Corporate Governance Statement on pages 10 to [

Future Developments
Future developments and prospects are set out in the Strategic Report.

Research and Development
Expenditure recorded i the Statement of Comprehensive Income for R&D duning the year was £339 000 (2013 £123000) Actmity included
further R&D on the Group's forward osmosis and monrtorng technologies

Dwidends
The directors do not recommend the payment of a dmdend (2013 £nl)

Directors’ Interests
The directors in office durng the year and up to the date of signing the financial staternents, are listed below together wath therr beneficial
interests in the share caprtal of the Company

% of issued Number of ordinary

share capital shares of 0 15p

31 December 2014 31 December 2014

Neil McDougali* 800 6358000
Simon Humphrey 230 1.832.000
Michael Gradon 157 1,246,518
Robert Clarke oes 700,000
Mike Townend 076 605,000

"Neil McDougail fepped down from e Boud on 31 Decernbe 2014
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Directors’ and Officers’ Liability Insurance

The Group mantains liability insurance for its deectors and officer s The Group has also provided an indemnity for its drectors and the secretary
which 1s a qualifying third pariy indemnity provssion for the purposes of the Companies Act 2006 This provision was in place dunng the year and
up to the date of the Annual Report and Accounts

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

Fimancral Instruments

The Groups finangial instruments pamanly comprise cash and cash equivalents i addion various other financial Instruments such as trade
recevables and trade payables anse directly from rts operations Please refer to note 3 to the Accounts for greater detalls of the Groups nisks and
pohicies regarding financial mstruments

Annual General Meetng
The Annuzl General Meeting will be held at the offices of Modern Water plc on 30.Apnl 2015 at 1000am The notice convering the Annual
General Meeting 1s set out on pages 48 to 50 of the Annual Report and Accounts

Independent Auditors
The auditors PricewaterhouseCoopers LLP have indicated their willingness 1o continue in office and a resolution concerning therr reappomument
will be proposed at the Annual General Meeting

Directors’ Statement as to Disclosure of Informauon to Auditors
The directors who were members of the Board at the time 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 director s knowledge and belief there is no relevant audit nformation of which the Group’s auditors are unaware
+ Fach direcior has taken all the steps a director rmight reasonably be expected to have taken to be aware of relevant audit information and to
establish that the Groups auditors are aware of that information

By order of the Board

Toby Schumacher
Company Secretary
11 March 2015
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Directors’ Responsibilities

IN RESPECT OF THE ANNUAL REFORT AND THE FINANCIAL STATEMENTS

The directors are responsible for preparing the Annuzl Report the Directors Rermuneration Report and the financial statements in
accordance with applicable taw and regulations

Compary law requires the directors to prepaie financial statements for each financial year Under that law the directors have prepared the
grovp and parent company financal statements in accordance with International Financial Repeorting Standaids (IFRSs) as adopted by the
European Union Under company law the directors must not approve the financial statements unless they are satsfied that they give a true
and far view of the state of affairs of the group and the company and of the profit or loss of the group for that period In preparing these
financial statements the directors are required to

+  select suitable 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
explained in the financal statements

+ prepare the financal statements on the going concern basis unless it 1s nappropriate to presume that the company will continue
in business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the company’s transactions
and disclose with reasonable accuracy at any time the financial position of the company and the group and enable them 10 ensure that
the financial statements and the Directors Remuneration Report comply with the Companies Act 2006 and as regards the group financial
staterments, Article 4 of the 1AS Regulation They are also responsible for safeguarding the assets of the company and the group and hence
for taking reasonable steps for the prevention and detection of fraud and other irregutarities

The directors are responsible for the mantenance and integrity of the company s website Legislation in the United Kingdom goverming the
preparation and dissemination of financial statements may differ from legisiation in other junisdictions

The directors consider that the annual report and accounts, taken as a whole 1s fai; 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 functions 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 accordance with IFRSs as adopted by the EU give a true and fair iew of
the assets, habiities financial postion and loss of the group and

+ the directors report contained in the Strategic Report includes a fair review of the development and performance of the business and
the position of the group together with a description of the principal nisks and uncertainties that it faces

Toby Schumacher
Company Secretary
I+ March 2015
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Independent
Auditors’ Report

TO THE MEMBERS OF MODERN WATER PLC

Report on the financial statements
Our opimon

In our opinon

Modern Water plcs Group financial staternents and Company financal statements {the financial statements) give a true and fan view
of the state of the Group's and of the Company s affars as at 31 December 2014 and of the Group's 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 (IFR5s) as
adopted by the Eurcpean Union,

the Company financial statements have been properly prepared in accordance with IFRSs as adopted by the European Union and as
applied in accordance with the provisions of the Comparves Act 2006 and

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

What we have audited
Modern Water plcs financial statements comprise

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

the Group Staterment 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 1o the financial statements which include a summary of significant accounting palicies and other explanatory inforrmation

The financial reporting famework that has been applied n their preparation compnises applicadle law and IFRSs as adopted by the Furopean Union
and as 1egards the Company financial staterents, as applied in accordance with the provisions of the Companies Act 2006

In applying the financial reporting framework, the directors have made a numbe of subjective judgements for exarnple in respect of sgnificant
accounting estrmates In malang such estmates, they have made assumptions and considered future events

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the nformation given In the Strategic Report and Direciors Report for the financial year for which the financal staternents are prepared

15 consistent with the financial staternents

Other matters on which we are required to report by exception
Adequacy of accounting records and information and explanations receved
Under the Companies Act 2006 we are required to report to you if in our opinion

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

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

the Company financial statements are not in agi eement with the accounting tecords and retums

\We have no exceptions 1o report arising from this responsibility
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Directors’ remuneration
Under the Companies Act 2006 we are required o report to you if,In our opirvon, certain disclosures of dreciors' rermunerauon specified by law are
not made We have no exceptions to report ansing from this responsibility

Responsibilities for the financial statements and the audit

Qur responsibiities and those of the directors

As explaned more fully in the Statement of Directors’ Responsibitties set out or page 17 the directors are responsible for the preparation of the
Group and Compary financial statements ang for being satsfied that they give a true and farr wew

Our responsibility 1s to audt and express an opmion on the financal statements In accordance with applicable taw and Imternational Standards on
Audting (UK & freland) ( 15As UK & Ireland ) Those standards require us ta comply with the Auditing Practices Board's Ethical Standards for Audrtors

This report, nclucing the opinions has been prepared for and ony for the companys members as a body n accordance with Chapter 3 of Part 16 of
the Comparies Act 2004 and for no other purpose We do not.in gving these opinions, accept or assume responsibility for any other purpose or to
any other person to whom this report 1s shown or into whose hands it may come save where expressly agreed by our prior consent in wriing

What an audr of finanaal staterents mvokves

We conducted our audit in accordance with 1SAs (UK & Ireland) An audit involves obtaining evidence about the amounts and disclosures m the
financial staternents sufficient to give reasonable assurance that the financial statements are free from material misstatement whether caused by
fraud or erroi This includes an assessment of

= whether the accounting policies are appropriate to the Group's and Company's circumstances and have been consistently applied and
adequately disclosed,

~ the reasonableness of significant accounting estimates made by the directors and

» the overall presentation of the financial statements

We primanly focus our work in these areas by assessing the directors' judgements against avarlable evdence forming our own judgements and
evaluatng the disclosui es in the financial statements

We test and examine information, using sampling and other auditing techriques, to the extent we consider necessary to prowide 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 addrion we read alt the financial and non-financial information in the Annual Report and Accounts to identify matenal Inconsistencies with the
audrted financial statements and to 1dentfy any iInformation that s apparently matenally incorrect based on, or matenally inconsistent with the
knowledge acquired by us in the course of performing the audit. If we become aware of any apparent matenal misstaternents or nconsistencies
we consider the implications for cur report

Stephen Wootten (Senior Statutory Auditor)

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

Gatwick

I'l March 2015
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Group Statement of
Income

Comprehensive

Year ended 31 December 2014

2014
Pras
exceptional Exceptional Total 1013
Note 1000 £000 £000 £000
Revenue 5 2772 — 3772 3528
Cost of sales 5 {1.598) — (1,596} (1 805)
Gross profit 5 1,176 — 1176 1,723
Administrative expenses 8 {5.650) (150) (5.840) (5.847)
Other gains - net 7 — - — 145
Goodw:ll and intangibles impairment 16 — {12 590) {12,590) —
gze;:g\iIL:iTo:efore interest, tax, depreciation (4 474) (12.780) (17,254) (3.978)
Depreciation and amortisation 8 {641) — (641) (895)
Operaung loss {5.115) (12,780) (17.895) (4873)
Finance income 12 178 — 178 129
Finance costs 12 — — — (22)
Loss on ordinary activites before taxation (4.937) (12,780) (7.717) {4 765)
Taxation 131 36 — 36 66
Loss for the year (4.901) (12,780) (17.681) {4,700)
Other comprehensive income
kems may be subsequently reclassified to profit or loss
Foreign currency translation differences on foreign operations (656) — (66) 16
Total comprehensive loss for the year (4.967) {12,780) {17,747) (4.684)
Loss attributable to
Owmers of the parent {4,901) (12,780) (17.681) (4 700)
{4.901) (12.780) (17,681) (4 700)
Total comprehensive loss attributable to
QOwners of the parent (4.967) (12,780) (17,747) (4.684)
{4967) (12,780) (17.747) (4.684)
Loss per share for the year (attributable to owners
of the parent)
Basic loss per share 141 617p 16 07p 22 24p 6 18p
Diluted loss per share 142 617p 1607p 22 24p 618p

Maodern Water plc has taken advantage of the exemption provided under Section 408 of the Compares Act 2006 not to disclose the parent

company statement of comprehensive income

The notes on pages 24 to 47 are an integral part of these consolidated financral 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 I5 444 595 — —
Intangible assets |6 3,892 16,892 —_ —
nvestments 17 — — 2,697 15918
4,336 17,487 2697 15918
Current assets
Inventories 18 1,456 1,041t — —
Trade and other recevables 19 1,654 | 634 6319 6,870
Cash and cash equivalents 20 6,801 I} 432 5,666 10,247
9,911 14,107 11,985 17,117
Total assets 14,247 31,594 14,682 33035
Equity and habiliues
Equity
Ordinary shares 24 199 199 199 199
Share premium account 24 40,032 40,032 40,032 40032
Merger reserve 398 13,180 398 13180
Accumulated losses (27 958) (23.181) (26,188) (20542)
12,671 30230 14,44} 32,869
Non-controlling interests 126 126 — —
Total equity 12,797 30,356 14,441 32869
Liabihnies
Non-current liab:ities
Deferred tax habiies 133 198 234 _ -
Current habiliies
Trade and other payables 21 1,252 1.004 24| 166
1,252 1,004 241 166
Total habilivies 1,450 1,238 241 166
Toral equity and liabiliies 14,247 31,594 14,682 33035

The notes on pages 24 to 47 are an inmtegral part of these consolidated finangal statements

The financal statements on pages 20 to 47 were approved by the Board of directors on 11 March 2015 and signed on 1ts behalf by

Simon Humphrey
Chief Exacutive Officer
Il March 2015
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Group and Company

Statements of Changes in Equity

Year ended 31 December 2014

(Accumulated

Shars lossas)/ Non-
Ordinary premium Merger Retained controliing Tatal
shares Account reserve earnings Total Interest Equity

Group Note £000 £000 €000 £000 £000 €000 €000
Balance as at | January 2013 49 30,532 13180 (18,660) 25,201 126 25,327
Comprehensive loss
Loss for the year — — — (4700) (4,700 —  (4700)
Foreign currency translation differences — — — |6 16 — |6
Total comprehensive loss — — — (4 684) (4.684) —  (4.684}
Transactions with owners
Issue of shares 24 50 9500 — — 9550 — 9 550
Share-based payments 10 — — — 163 163 — 163
Total transactions with owners 50 9,500 — 163 9713 -_— 9,713
Balance as at | January 2014 199 40,032 13,180 (23.181) 30,230 126 30,356
Comprehensive loss
Loss for the year — —_ — (17.681y (17,681) — {17.681)
Impairment transfer — —  (12,782) 12782 — — -
Foreign currency translauon differences — — — (66) (66) — (66)
Total comprehensive loss — —  (12,782) (4965) (17.747) —  (17,747)
Transacuons with owners
Share-based payments 10 — — — 188 |88 — 188
Total transactions with owners — — — 188 188 — 188
Balance as at 31 December 2014 199 40,032 398 {27958) 12,671 126 12,797
Company
Balance as at | January 2013 149 30,532 13,180 (15,256) 28,605 — 2B,60%
Comprehensive loss
Loss and total comprehensive loss for year — — — {5449} (5 449) — (5449
Total comprehensive loss — — — {5449) (5449) — (5449
Transacuons with owners
Issue of shares 24 50 9 500 — — 9,550 — 9550
Share-based payments 10 — — — 163 163 — 163
Total transactions with owners 50 S 500 — 163 9,713 — 9,713
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 — — — (185616) (18616) — (18,616)
impairment transfer — —  (12,782) 12782 — — —
Total comprehensive loss — ~—  {12,782) (5834) (I1B616) — (1B6I16)
Transacuons with owners
Share-based payments 10 — — — 188 188 — 188
Total transactions with owners — — — 188 188 — 188
Balance as at 3} December 2014 199 40,032 398 (26,188) 14,441 — 14,441

The notes on pages 24 to 47 are an integral part of these consolidated financial statements. The merger reserve resulted from the acquistons

of Surrey Aquatechnology Lirited on 12 June 2007 and Cogent Environmental Linuted on 2 February 2011 and represents the farr value of
equity-based consideration Dunng the year the goodwill, ntangible and investrment assets resulting from the acquistion of Surrey Aguatechnology
Limited were impaired, as a result there has been a transfer between the cormesponding balance in the Merger Reserve and Accumulated Losses
The Merger Reserve balance as at 31 December 2014 relates sofely to the acquisition 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 1014 2013
Note £000 €000 £000 £000
Cash flows from operating activities
Cash used in operations 25 {4.516) (3723) {4.634) (4532
Net cash flows used n operating acuvities (4.516) (3723) {4.634) {4,532}
Cash flows from investing activities
Purchase of property, plant and equipment IS (96) {i44) — —
Proceeds from sale of property, plant and equipment — 10 — —
Purchase of patents and development costs 16 (76} 81 — —
Interest receved 50 93 50 77
Net cash flows {used in)/generated from invesung activities (122) (122) 50 77
Cash flows from financing activities
Proceeds from issuance of ordinary shares — 9,550 — 9,550
Net cash flows generated from financing activities —— 9 550 — 9,550
Net (decrease)/increase in cash and cash equivalents {4,638) 5705 (4 584) 5,095
Cash and cash equivalents at the beginning of the year 20 11,432 5751 10,247 5139
Exchange gains/{losses) on bank balances 7 (24) 3 13
Cash and cash equivalents at the end of the year 20 6,801 11,432 5,666 10,247

The notes on pages 24 to 47 are an integral part of these consolidated financiat statements
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Notes to the Consolidated
Financial Statements

1. General information

Modem Water ple 5 a public lrited company incorporated and domialed in England and Wales whose shares are publicly traded on the
Alternative Investment Market (AlM), a market operated by the London Stock Exchange The registered office and pnnapal place of business 1s
Bramley House, The Guidway Old Portsmouth Road, Guildford Surrey GU3 ILR.

The consolidated and Company financial statements of Modern Water plc (the Company’) and 1ts subsidianes (together the "Group) for the year
ended 31 December 2014 were authortsed for 1ssue by the Board of diectors on | | March 2015 and the statement of financial postion was
signed by the Chief Executive Officer (Simon Humphirey)

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

2. Summary of significant accounting policies

The principal accounting policies have been applied consstently throughout the current and prior year unless otherwise stated in the preparaton
of these financral statements

2 1 Basss of preparation and changes i accounting policy and disclosures

The financial statements of Modem Water plc have been prepared in accordance with International Financial Reporting Standards (IFRSs) as
adopted by the EU, IFRS Interpretations Committee (IFRIC) interpretations and the Companies Act 2006 applicable to companies reporting
under IFRS The financial statements have been prepared under the historical cost convertion

The preparation of financial statements in conformity with IFRSs requires the use of certain ¢rical accounting estimates ft also reguires
management to exerase its jJudgement in the process of applying the Group's accounting policies The areas involving a higher degree of
judgement or complexity or areas where assumptions and estimates are significant to the consoldated financial statements are disclosed N note 4

Under Section 479A of the Companies Act 2006 exemptions from an audt of the accounts for the financial year ended 31 December 2014
have been taken by Aguacure Ltd (05893786) Cymtox Limited (05025552) ModernWater Monrtoring Lirited (06701882), MW Monstonng
Limited (07495046) MW Monitonng IP Limited (07810737, Modern Water Ho'dings Limited (07588452) and Surrey Aquatechnology Limited
(05698169) As required, the Company guarantees all outstanding liabilities to which the subsidiary comparves listed above are subject at the
end of the finanaial year unti they are satsfied in full and the guarantee is enforceable aganst the parent undertaking by any person to whom the
subsicdiary companies listed above 1s hable in respect of those habilites

2 1 | Going concem

The directors are required by company law to be satisfied that the Group has adequate resources 10 continue In business for the foreseeable
future A review has been conducted and the directors have concluded that such resources are avalable and that the going concern basis 15
Justfied in the preparation of the financial statements

2 1 2 Changes in occounung pohcy and disclosures

a) New and amended stondards adopted by the Group

The following standards have been adopted by the group for the first brme for the financial year begnning on or after | January 2014 and have a
material impact on the group

+  Amendments to IAS 36 Impairment of assets on the 1ecoverable amount disclosures for non-financial assets This amendment remaved
certan disclosures of the recoverable amount of CGUs which had been included in [AS 36 by the issue of IFRS 13

Other standards amendments and interpretations which are effective for the financial year beginming on | January 2014 are not matenal to
the group

b) New standards, amendments and interpretations sssued but not effectrve for the finanaal year beginming | Jonuary 2014 and not adopted early
A rurnber of new standards and amendments to standards and Interpretations are effecuve for annual periods beginning after | January 2014,

and have not been applied in preparing tnese consolidated financial statements None of these 1s expected to have a significant effect on the
consolidated financial statements of the Group

There are no other IFRSs or IFRIC interpretations that are nat yet effective that would be expected to have a material impact on the Group
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ACCOUNTS

2 1 3 Parent company financal statements
Modern Water plc has taken advantage of the exemption provided under section 408 of the Companies Act 2006 not to disclose the parent
company statement of comprehensive income The loss attnbuted to the parent company in the year was £18,616000 (2013 loss of £5:449 000)

2 2 Bosrs of consohdation
The consalidated financial staterments incorporate the financial statements of the Company and entities controlled by the Company (its
subsidiaries)

a) Subsidiares

Subsidiaries are all entities over which the Gioup has the powel to govern the financal and operating policies generally accompanying a
shareholding of more than half of the voting nghts The exstence and effect of potential voting nghtts that are currently exercisable or convertible,
are considered when assessing whether the company controls an entity

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

The Group applies the acquisiion method to account for business combnations, The consideration transferred for the acquistion of a subsidiary
15 the far values of the assets transferred the habiities imcurred 10 the former owners of the acquiree and the equity mterests issued by the Group
Identifiable assets acquired and habiliies and contingentt liabiities assumed in a business combination are measured inrially at their far values at the
acquisition date The Group recognises any non-controling interest in the acquiree on an acquisition-by-acquisiion basis erther at far value or at
the nen-cantralling interast’s proportionate share of the recognised amounts of acquiree’s identifiable net assets

Acquisition costs are expensed as iIncurred

If the business combination i achieved in stages, the acquisiton date fair value of the acquirers previously held equity niterest in the acquiree 15
re-measured o fan value at the acquismion date through profit or loss

Any contingent consideration to be transferred by the group is recognised at fair value at the acquisiion date

Subsequent changes to the far value of the contingent consideration that 15 deemed to be an asset or liability 15 recogrised in accordance with IAS
39 ether in the income statement or as a change to other comprehensive Income

Contingent consideration that 15 classified as equity s not re-measured and #s subsequent settlement 1s accounted for within equity

Goodwall 1s imuiatty measured as the excess of the aggregate of the consideration transferred in relation to the farr value of the net identifiable
assets acquired and lLabiities assumed If this consideration 15 lower than the fair value of the net assets of the subsidiary acquired, the difference 1s
recognised n the iIncome statement.

Inter-company transactions balances ncome and expenses on U ansacions between g oup companies are eliminated Profits and losses resufting
from Inter-company transactions that are recognised in assets are also ebminated Accounting poliaies of subsidianes have been changed where
necessary to ensure consistency with the policies adopted by the Group

b) Jont ventures
Jort ventures are entities over which the company exercises joint control with other partes under a formal arrangement.

Irwestments n joint ventures are accounted for using the equity method of accounting The cost of mvestment n joint ventures 1s measured at the
farr value of the assets gven and habilties incurred or assumed at the date of exchange The Cornpany's nvestment, includes goadwill identified on
acquisit:on, net of any accumulated impairment losses

The Groups share of its jont ventures post-acquisition profits or losses 15 recognised in the statemment of comprehensive income and tts share of
post-acquisiion movements in reserves s recognised in reserves The cumulative post-acquisition movements are adjusted against the carrying
amount of the nvestment When the Group's share of losses in a joint venture equals or exceeds its interest n the: jont venture, ncuding any
other unsecured recevables the Group does not recogrise further losses, unless it has incurred obligations or made payments on behalf of the
joint venture
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Notes to the Consolidated
Financial Statements continued

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

¢} Transactions with non-controlling interests

The Group treats transactions with non-controiling interests as transactuions with the equity owners of the Group  For purchases