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Forward Looking Statement

Å Certain statements in this presentation may constitute òforward-looking statementsóthat involve known and 
unknown risks, uncertainties and other factors that may cause the actual results, performance or achievements of 
H2O Innovation, or industry results, to be materially different from any future results, performance or 
achievements expressed or implied by such forward-looking statements. These statements reflect managementõs 
current expectations regarding future events and operating performance and speak only as of the date of this 
presentation. These forward-looking statements involve a number of risks and uncertainties. For details of these 
risks and uncertainties please refer to the Companyõs Annual Information Form dated September 25, 2018 
available on SEDAR (www.sedar.com). H2O Innovation rejects any obligation to revise or update the prospective 
disclosures contained in this presentation.

Å Cautionary Note Regarding United States Securities Laws 

This presentation does not constitute an offer to sell or the solicitation of an offer to buy, nor shall there be any 
sale of the securities in any jurisdiction in which such offer, solicitation or sale would be unlawful prior to 
registration or qualification under the securities laws of such jurisdiction. The securities of H2O Innovation have 
not been and will not be registered under the United States Securities Act of 1933, as amended (the "U.S. 
Securities Act"), or any state securities laws and may not be offered or sold within the United States or to, or for 
the account or benefit of, "U.S. persons," as such term is defined in Regulation S under the U.S. Securities Act, 
unless an exemption from such registration is available.
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Summary of the Transaction
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Å Hays Utility South Corporation (òHaysó) is a leading provider of full-service water & wastewater asset management 

services for municipal utilities in Texas, United States.

Å Represents a very strategic platform allowing H2O to further enhance its presence in the Texan market with significant cross-

selling opportunities (projects, digital solutions and O&M contracts).

Å H2O Innovation to acquire 100% of Hays for a total consideration of USD 6,715,000, representing 5.6x of FY2017 EBITDA(1)

+ synergies that are respectively USD 1,070,055 and USD 129,000.

ü Based on Hays estimated EBITDA + synergies of USD 1,572 k for FY2018, the purchased price of USD 6,715 k is equivalent to 4.3x of the 

FY2018 EBITDA + synergies.

Å Purchased price of USD 6,715,000 (CAD 8,595 k at FX 1.28) is paid: 

ü USD 4,477 K (CAD 5,730 K) Cash at closing:

ü 2 Annual installments of USD 1,119 K (CAD 1,433 K) each, contingent to maintaining a minimum annual Revenues of USD 13,221 K;

ü If the annual gross revenues exceed the Annual Target, the Sellers will receive higher installments during the first years. If the annual 

gross revenues is below the Annual Target, the Sellers will receive lower installments.

ü Sellers have 2 years to reach the Annual Target and to receive the entire Balance of Purchase Price.

(1) EBITDA: Earnings before interests, taxes, depreciation and amortization.
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O&M Contracts & Footprint
Total of 37 O&M contracts + 41 from Hays
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Å We are operating in 9 states and 2 provinces:

ü California

ü New Mexico

ü Mississippi

ü Georgia

ü Massachusetts

ü Vermont

ü New Hampshire 

ü New-York 

ü Quebec

ü Alberta

ü Texas: 1 with UP + 41 with Hays
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U.S. Water Infrastructure Investment Needs
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US Market

Å U.S. industry CAPEX was valued at $40.5 B in 2016, of 

which 92.4% relates to Utility needs;

Å OPEX expenses reached $116.2 B in 2016, representing 

74.0% of the total water US market;

Texas Market

Å Texas estimates at $62.5 B their investment required in 

water management for the next 50 years;

Å Population of Texas is expected to grow 40% by 2040;

Å Texas average O&M growth, between 2012-2016, 

reached 17.0 %, compared to 3.9% for the US average 

O&M growth over the same period;

Å Aging infrastructure and compliance with stricter 

environmental regulations.

Source: Environmental Protection Agency and Global Water Intelligence
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Investment Opportunity:

Acquisition of Hays Utility South Corporation
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Hays Overview

Services

Å Water & Wastewater Operations;

Å Billing & Collection Services;

Å Repair, Maintenance & Construction Services.

Clients

Å 41 Municipal Utility Districts (MUD) & private 

utilities; 

ÅServed its customer base for more than 20 year. 

Å Sustained clients retention (>90%);

Business 

Model

Å O&M evergreen contracts with MUDs (non-expiring);

Å Highly recurrent with 95% rate of repeat business. 

Personnel Å 70 Full time employees.

Financials Å 40+ year of track record of profitability and growth.

Location Å Houston Metropolitan, Texas.
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Texas O&M Market is mainly driven by 
MUDs business

Å Itõs a Political subdivision in the State of Texas (authorized by the Texas 

Commission of Environmental Quality);

Å It provides utility -related services such as water , sewage, and drainage 

services;

Å It is funded by special bonds at the inception of the MUD;

Å The Individuals living in a MUD will be assessed a tax based on the value 

of their property and the current tax;

Å Itõs an alternative vehicle for developers to finance infrastructure and 

accelerate local development and growth.

What is a MUD ?

Municipal Utility District
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http://www.waterdistrict25.com/contact.php
http://www.emeraldbay-tx.gov/
http://kingsbridgemud.com/
https://www.bcmud.org/


Houston and Austin have the highest presence 
and growth of MUDs in Texas

Austin

(123 
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San 

Antonio
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(14 
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Dallas

(31 
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Presence and regions of high growth

Å 968 active MUDs operated by over 20 companies

Å Addressable MUDs market is estimated at $350 M/year ;

Å Most MUDs are managed and operated by contract operators in the 

Houston, Austin and El Paso areas

Å On average 50-60 new MUDs are added every year , leading to 

250-300 new connections per year, highest growth is expected in Houston 

and Austin

Å Drivers:

o Residential developers increasingly creating MUDs to be reimbursed for 

the infrastructure costs through future bond issue;

o In fast growing areas like Houston and Austin, the cities encourage the 

development of MUDs due to lack of in -house capabilities to annex 

operations of new residential developments.

Å Restraints:

o Most players have been in the market since the early inception of the MUDs 

due to the longevity of contracts;

o Market is not open to new players , only established players are sent 

Request For Proposals; business is very relationship driven.

Low presence and limited growth 

High presence and growth 

Description of Texas MUD market

Å Regions with the highest number of active MUDs are in the 

counties around Houston and Austin.

Source:Expert inputs and Amane Research Report 
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Pro forma Financial Results
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In CAD thousands unless otherwise noted 
(FX $US/$CAD currency is estimated at 1.28) FY2018 Pro forma

H2O 
(Ending June 30, 2018)

(Audited FY2018)

Hays
(Ending September 30, 2017)

(Audited FY2017)
Pro forma

Revenues 99,668 16,923 116,591

EBITDA 2,911 1,370 4,281

EBITDA % Margin 2.9% 8.1% 3.7%

Adjusted EBITDA / EBITDA with 

Synergies(2) 4,124 1,535 5,659

Adjusted EBITDA / EBITDA with 

Synergies % Margin 
4.1% 9.1% 4.9%

Net Debt(2) 17,543 - 13,587(1)

Net Debt / Adjusted EBITDA 4.25 - 2.40

(1) Items impacting Pro forma Net Debt :
Å Excess of cash from $13.0 M equity financing : $6,520 k
Å Contingent consideration for the seller (2-year earn-out) : ($2,865 k)
Å Working capital left at closing in Hays : $301 k

(2) The Corporationõs management uses measurements that are not in accordance with IFRS. The measurements òAdjusted earnings before interest, tax, 

depreciation and amortization (adjusted EBITDA)ó and òNet debtó are not defined by IFRS and cannot be formally presented in consolidated financial statements. 

These non-IFRS measures are presented as additional information and should be used in conjunction with the IFRS financial measurements presented in this 

presentation. Refer to the reconciliation at the end of this presentation.
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Term Sheet
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Issuer: Å H2O Innovation Inc. (the òCompanyó).

Offering:

Å Subscription Receipts of H2O Innovation based on market price pre-announcement 

at $0.83 (which shall be exchanged for common shares of H2O Innovation at 

closing of Haysõ acquisition).

Gross Proceeds: Å CAD 13,000 k, (with 15% of underwriters options = CAD 1,950 k).

Use of Proceeds:

Å Cash paid at closing for the acquisition : CAD 5,730 k;

Å Acquisition fees: CAD 750 k;

Å Cash left for contingent consideration : CAD 2,865 k;

Å Cash left for working capital and long term debt reimbursement : CAD 3,655 k.

Form of 

Offering:

Å Private placement 4-month hold

Å òBought Dealó announcement  : Nov. 14, 2018

Å Target date for closing of financing and acquisition : Nov. 30, 2018
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Acquisition Rationale
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Å Further enhance H2Oõs presence in Texas Municipal market;

Å Addition of Hays Utility South Corporation will allow to have a platform in Texas to support and grow 

H2Oõs existing business (projects installed base and recent O&M contracts);

Å Hays combined to Utility Partners will provide a consolidated O&M revenue line of $50 M+; 

Å 37% accretion on adjusted EBITDA with Synergies;

Å Consolidated recurring revenue combining O&M, Specialty Products & Aftermarket Services will account 

for 75% of the business; 

Å Multiple cross-selling opportunities for H 2O to capture a share of  Haysõ clients capital expenditure 

projects, ongoing chemical requirements and scope expansion provided by Utility Partnersõ customers; 

Å Experienced management team and infrastructure in place that are capable of supporting growth.

https://www.redbubble.com/people/tomsredbubble/works/23373122-texas-texas-flag-state-outline-america-american-usa-us?p=long-t-shirt
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