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Waterco pioneers
reliable solutions for
healthy, safe water
environments
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This annual report is printed on Maine recycled silk paper which comprises 60%

recycled paper & FSC®certified pulp. This paper meets ISO 14001 Environmental

Accreditation standards. Waterco Limited is pursuing reduction of its carbon

Gl footprint and embraces the new technologies which make recycled paper available.
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Waterco pioneers reliable solutions for healthy, safe water environments, which are used in residential,
commercial and industrial applications in over 40 countries. ol =~

Established in 1981, it has since become a global brand recognised for designing anc acturing filtration
and sanitisation innovations for the swimming pool, spa, aquaculture, and water purification sectors.




Manufacturing Power House

Waterco’s research & development team has created an innovative range of award winning products. Waterco
delivers high quality products at exceptional value with its efficient manufacturing procedures, advanced
fibreglass winding and pioneering plastic moulding.

Swimartew

Pool care made easy!

Swimart is a market leading brand in the Pool care industry across Australia
and New Zealand with over 36 years experience.

Swimart is focussed on making Pool Care Easy, with 69 retail stores and
5 mobile franchises across Australia and New Zealand. Swimart provides
its customers a great range, service and advice through its highly trained
and experienced technicians focussed on their Pool care needs through
its fleet of over 250 Swimart service vans.

ZANF_

Solar Pool Heating

Zane Solar Systems consists of a 31-strong dealer network throughout
Australia. These highly skilled and trained professionals install solar, heat
pump and gas pool heating systems for both domestic and commercial
applications using Zane’s Gulfstream and Gulfpanel solar absorber,
Electroheat pool heat pumps and Turbotemp gas pool heaters.

“Watershoppe

d

In certain regions of Malaysia, residents experience water discolouration
caused by rust from unlined galvanised pipes. To service this market
Waterco has set up a dealer network of 15 Watershoppes selling Waterco’s
range of water filters and drinking water purifiers.
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Group Consolidated Financial Highlights

Financial Year Ended 2019 2018 2017 2016 2015
Operating revenue ($ million) 90.86 87.83 85.21 83.97 88.17
Sales revenue ($ million) 89.62 86.26 82.51 81.72 80.89

Earnings Before Interest and

Tax (EBIT) (8 milion) 4.42 6.73 6.21 5.01 4.56
EBIT / Sales Revenue 4.9% 7.8% 7.5% 6.1% 5.6%
P{gﬁ;ﬁgr‘]’)re NSRS s 3.31 5.72 5.33 3.82 3.05
Net profit after tax ($ million) 2.28 3.95 3.71 2.85 1.55
Total assets ($ million) 116.83 116.59 100.78 92.39 97.28
Equity ($ million) 75.83 7417 64.38 59.31 56.05
Basic Earnings per share 6.1 cents 10.3 cents 9.7 cents 7.6cents 4.1 cents

Dividends per share (Interim and Final) 5.0 cents 5.0 cents 5.0 cents 5.0 cents 5.0 cents

Net Tangible Assets per share $2.06 $1.99 $1.71 $1.57 $1.54

Year-end share price $1.61 $2.05 $1.70 $1.28 $1.00




Chief Executive Officer’s Review Of Operations

SOON SINN GOH
Chairman/Group CEO

REVENUE AND PROFITABILITY

The Group reports a fall in Net Profit After Tax (NPAT) and Earnings Before Interest and Tax (EBIT). NPAT fell by
42% to $2.28 million, while EBIT fell by 34% to $4.42 million. NPAT was slightly above (4%) the revised market
guidance of $2.20 million, announced in April this year. The main reasons were increased costs brought about
by a depreciation in all exchange rates against the $US dollar, and a significant slowdown in China’s Economic
Conditions resulting in losses in our entity in China.

Despite this, the Group was able to achieve a 4% increase in sales.

The Australia and New Zealand Division, which accounts for a major portion of the Group’s profitability and sales,
registered a reduction in EBIT of 39%. This is mainly due to increased costs affected by an 8% depreciation
against the US Dollar during the year and realised foreign exchange losses on trading stock.

During the year, additional provisions for warranty expenses were provided to comply with Accounting
Standards.

Swimart Division did not meet expectations due to an increase in company operated stores in the second half
resulting in higher operating expenses, which adversely impacted its contribution for the year.

The North America and Europe Division continues to undergo restructuring. EBIT losses were cut by 84%, due
to improved financial results in USA and Canada.

DIVISIONAL EBIT PERFORMANCE
The breakdown of EBIT contribution by division is as follows:

FY19 FY18
($000) ($000) % Change
Australia and New Zealand 2,970 4,851 (39%)
North America and Europe (39) (239) 84%
Asia 1,485 2,094 (29%)
Consolidated Reported EBIT 4,416 6,730 (34%)

WATERCO LIMITED 7



AUSTRALIA AND NEW ZEALAND (ANZ)

The Australia and New Zealand Division derives its revenue
predominantly from the domestic swimming pool industry. In
this market, Waterco offers a wide range of products, including
chemicals for swimming pool water treatment. Waterco also owns
the Swimart franchise, which features 69 pool stores in Australia
and New Zealand. The success of these stores is built on more
than three decades of experience, during which Waterco has
developed an extremely good understanding of the factors that
drive consumer demand in the after-market. Franchisees benefit
from a programme that has been developed and improved on in-
house since 1983, when a company-owned pool shop was opened
in Sydney. This has since grown into the Swimart franchising retail
system.

Steady market share in the domestic pool sector has underpinned
the Division’s performance.

Despite a difficult year in the ANZ Market, Waterco was able to
achieve a 2.4% increase in sales on the previous year.

NORTH AMERICA AND EUROPE

Waterco North America and Europe comprises the Group’s
operations in the USA, Canada, UK and France.

Waterco USA (WUSA) The US market is the largest in the world.
Waterco has invested significantly in this market, through start-up
operations, as well as a substantial acquisition of Baker Hydro in
March 2005. Our operations in Augusta, Georgia, now distribute a
wide range of filters and assemble commercial pumps.

This entity has experienced another significant sales growth (36%)
during the year under review and is expected to further improve
revenue in the ensuing year.

Waterco Canada (WCI) This Entity was the Group’s original
centre for the manufacture of heat pumps. Its expertise, developed
over more than two decades, with assistance from our Research
and Development division in Sydney, has improved performance
of our products in both quality and cost. This continues to benefit
the Group and enables other manufacturing entities in the Group
to produce heat pumps of quality. The manufacturing operations
have since been transferred to other manufacturing entities and
WCl is now a trading entity with heat pumps as their key product.

WCI continued the restructure of its operations during the year
leading to improved financial results on the previous year. The
entity will continue the restructure process in the new year, and is
expecting further improved financial results.

Swimartw

Pool care made easy!

Swimart has unveiled its new logo and
a three-year rebrand strategy, heralding
an exciting phase for one of Australasia’s
biggest pool and spa networks.

MultiCyclone success in USA

In 2018, Waterco USA initiated a sales
strategy focused on increasing awareness
and sales of Waterco’s patented
MultiCyclone centrifugal filtration system.
MultiCyclone’s ability to dramatically reduce
filter maintenance, captured the interest of
the US market. This initiative has helped lift
Waterco USA's sales over the past 2 years.

Ease filter workload

One of MultiCyclone’s key selling points
is its ability to pre-filter up to 80% of
the filter’'s incoming dirt load easing the
workload of the pool filter. As it intercepts
more and more dirt, the flow rate remains
unchanged.



Pool heat pump manufacturing and R&D

Greater interest in environmentally friendly
and cost-effective pool heating has seen
an increase in the use of heat pumps to
efficiently heat pools.

Waterco manufacturers a comprehensive
range of swimming pool heat pumps
ranging from 9kW to 44kW. Alongside its
heat pump assembly line, it has set up a
heat pump laboratory for R&D and heat
pump performance testing.

Waterco Europe’s high-
profile commercial
projects

Waterco Europe’s reputation
has helped the company
secure more high-profile
commercial projects. Con-
sequently, its commercial
pump and filter sales have
increased as a result of
customer’s confidence in

T

Nirvana Spa

Waterco Europe (WEL) Waterco started operations in the UK
in 1999 and subsequently acquired the business of Lacron Ltd in
2003. This Entity, therefore, enjoys a continuous and successful
history of almost 40 years in the manufacture of fibreglass filters.
The renowned “Lacron” name is synonymous with quality filters and,
coupled with Waterco’s established progressive manufacturing
techniques, this has enabled WEL to bring to the market filters
of quality at acceptable prices. Today, both the Lacron and the
Waterco brands are well-recognised as quality products in Europe.
This recognition continues, even after the manufacturing operations
had been transferred to Malaysia and China, because the same
high standards have been maintained.

Waterco Europe achieved a 9.2% increase in sales during the year
despite the challenges in the European Market (including Brexit).
This Entity had consolidated its operations during the economically
difficult years in the region and has benefitted from this in the last
three years, when sales growth has been significant. This Entity
continues to reinforce its interest in commercial filters of high
pressure ratings developed for water treatment, in particular,
as pre-filtration for seawater desalination. The Group’s ability to
manufacture filters of such pressure ratings from composites
provides an opportunity to enhance our presence into a market
that has traditionally used steel to cope with such pressures.

Langley Park Hotel

product quality and impec-
cable after-sales service.

(Berkshire, UK)

Nirvana Spa is one of only three resorts in
the UK with its own underground reservoir
of mineral rich spring water. The luxurious
facility boasts the country’s largest, fully
tiled flotation pool.

After  the
SMDT1200 split-tank filters, water quality
has improved for the guests and reduced
backwashing for the maintenance staff.

installation of Waterco’s

WATERCO LIMITED ANNUAL REPORT 2019

(Buckinghamshire, UK)

17th Century Langley Park House is a
historic Palladian mansion — and former
country estate of the third Duke of
Marlborough. It was recently transformed
into the 5 Star Langley Park Hotel.

; 4 !
The £30 million landmark development
features a full-service spa and swimming
pool facility fitted with Waterco’s world-
class commercial filtration solutions.



ASIA

Waterco Far East in Malaysia (WFE) This Entity was borne out
of Waterco’s familiarity with the Southeast Asian market. WFE was
initially a sales operation designed to service Waterco Australia’s
Southeast Asian customer base. In 1991 WFE added manufacturing
operations to our undertakings in Kuala Lumpur, Malaysia. As well
as bringing the Group closer to our markets in Southeast Asia, this
also gave cost- efficiency in our manufacturing operations. Since
then, WFE has become the principal manufacturing facility for
pumps and filters for the Waterco Group. WFE continues to deliver
new products to give the Group an edge in our marketing activities.

WFE has achieved ISO9001:2008 certification, the internationally
recognised standard for the quality management of businesses,
and demonstrates the existence of an effective and well-designed
quality management system, which stands up to the rigours of
an independent external audit. A key criterion of this standard is
that the management system can provide confidence in creating
products that meet expectations and requirements.

Local sales in Malaysia posted a 12% growth, in spite of soft
economic conditions and political uncertainty. Increased volume,
particularly in labour-intensive large commercial filters, has resulted
in an increase in wages above expectation, with more overtime
worked. The Entity’s capacity has been increased in the new
financial year to address this and this is expected to lead to an
improvement in financial performance.

Waterco China This Entity commenced operations in 2000,
delivering advantages of low operational costs and a foothold into
the huge China market. The manufacturing of filters primarily for
the European and the Australian markets has been relocated to
Malaysia, leaving this entity to focus on development of commercial
heat pumps and to improve marketing of pool equipment to the
commercial pool market in China. External sales fell by 39% during
the year (after a record year in FY2018) due to a significant slow-
down in China’s Economic Conditions.

Waterco International in Singapore (WI) This Entity focuses on
sales in Asian countries, other than Malaysia and China, where we
have our own trading entities. Wl also provides technical assistance
to our Indonesian entity and has been able to contribute to the
growth of the latter. Performance during the year was steady.
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Waterco’s Malaysian manufacturing
facility in Kuala Lumpur
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Waterco’s high-tech facility takes up 6.3
hectares and has a total work force of 450
staff.

= ?-I 4 b "‘I'_ ¥ 3
The Malaysian facility manufactures an
extensive range of fibreglass filters, from
400mm to 3000mm diameter vertical filters
and 860mm diameter to 2200mm diameter

horizontal filters.

s PR =
Waterco’s Micron commercial fibreglass
filters are made from continuous strands
of high-quality fiberglass filament wound
under controlled tension to create a
seamless, impervious vessel.



Waterco’s quality control procedures
ensure that the structural requisites of
the product are achieved at every stage
of production. This results in 100%
compliance of the end product with the
specifications.

Wangaratta water treatment plant

To deliver high-quality filtered drinking
water free from unwanted taste and
odours, Filtec installed Waterco’s Micron
MPD10000 commercial Nozzle Plate
Media Filter (10m2 filter area and 1200mm
bed depth) — the largest filter to date to
receive AS/NZS 4020:2005 Certification
from the Australian Water Quality Centre.

WATERCO LIMITED

PRODUCT DEVELOPMENT AND WATER TREATMENT

The Group continues to invest in Research and Development in
order to be at the forefront of the industry.

Product innovation and research and development in the water-
treatment subsector are considered to be critical to Waterco
staying at the forefront of the industry. Waterco considers water-
treatment products and systems to be a key revenue driver for
the Group. As such, ensuring that our products and systems are
appropriately protected is of value and importance.

The array of technology advances and patents will improve
Waterco’s position in the servicing of swimming pool markets
globally and are expected to improve the appeal of the Swimart
franchise.

DIVIDEND AND OUTLOOK

The results (Net Profit After Tax of $2.28m), are slightly above the
profit guidance revision of $2.2m released to the market on 17 April
2019. While Australia/New Zealand and Asia's reported EBIT fell
from last year, EBIT for North America and Europe showed a further
improvement on the previous year.This is especially pleasing, as
losses in the US and Canadian entities (in the North  America and
Europe Division) are not tax-effected, accentuating their impact.

The Board will provide a profit guidance at a later stage for the
financial year ending 30 June 2020, as more information becomes
available during the year.

Waterco declares a final dividend payment of 3 cents per share,
payable to shareholders on 16 December 2019. With an interim
dividend of 2 cents per share, declared after the announcement of
the Half-Year results, this maintains the total dividend for the year
at 5 cents per share.

11



Board of Directors
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SOON SINN GOH - B COM FCPA
Chairman/Group CEO

Mr. Goh is the founder of Waterco Limited. He has been a member of the Board
since the Company’s incorporation in February 1981. Prior to the inception
of Waterco, he was the Managing Director of a company specialising in the
construction of water and sewage treatment facilities. His extensive experience
in the water treatment industry is instrumental to the success of Waterco.

He held no other listed company directorships during the past three financial
years.

BRYAN GOH - B ECON
Group Marketing Director

Mr. Goh was appointed to the Board in June 2010.

As the Group Marketing Director, Mr. Goh has overall responsibility for business
and product development in Australia and oversees the marketing activities of
Waterco’s overseas subsidiaries.

Mr. Goh was on the board of directors of The Swimming Pool & Spa Association
of New South Wales Ltd (from February 2005 to February 2009), a non-profit
organisation dedicated to maintaining and improving standards within the
industry for the betterment of consumers, pool builders and suppliers.

He held no other listed company directorships during the past three financial
years.

GARRY NORMAN - B COM CA
Non-Executive Director

Mr. Norman was appointed to the Board as a Non-Executive Director in October
1993.

He has been in public practice as a Chartered Accountant since 1990, having
been previously employed by Duesburys Chartered Accountants (now Deloitte)
for fourteen years before leaving to establish his own Chartered Accounting firm
- G R Norman & Co.

He has an extensive background in accounting and taxation matters, having
been involved with a wide range of clients in both city and suburban practices —
previously in his role as a manager of the Business Services Division of Duesburys
and currently in his role as principal of a suburban practice.

Mr. Norman is the Chairman of the Audit Committee and a member of the
Remuneration Committee.

He held no other listed company directorships during the past three financial
years.

Mr Norman will be retiring as a director on 25 October 2019 after the conclusion
of the Annual General Meeting of the Company.
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BEN HUNT - PHD (ANU)
Non-Executive Director

Dr. Hunt was appointed to the Board as a Non-Executive Director in June 1998.
He has held academic appointments as the Head of the Graduate School of
Business, Associate Dean of the Faculty of Business and Associate Professor of
Finance at the University of Technology, Sydney (UTS).

He has a doctorate from the Australian National University. Although Dr Hunt
has written extensively on Australian financial markets (he is the co-author of the
text Australian Institutions and Markets, 7th Ed.), his knowledge extends to the
South East Asian region. He is a regular presenter of financial seminars in Hong
Kong and Singapore for the UK publishing and training company Euromoney.

Dr Hunt is the Chairman of the Remuneration Committee and a member of the
Audit Committee.

He held no other listed company directorships during the past three financial
years.

RICHARD CHENG FAH LING - B COM CA
Non-Executive Director

Mr. Ling was appointed to the Board as a Non-Executive Director in May 2009.
He holds a Bachelor of Commerce degree from the University of Newcastle,
Australia. He is a member of Chartered Accountants Australia and New Zealand
and the Malaysian Institute of Accountants. He has experience in total logistics
and corporate finance in capital markets. Mr. Ling is currently a Non-Executive
Director of Tiong Nam Logistics Holdings Berhad, a public company listed on
Bursa Malaysia (Malaysian Stock Exchange). He is a member of the Remuneration
and Nomination Committee and Chairman of the Audit Committee of Tiong Nam
Logistics Holdings Berhad.

Mr. Ling is a member of the Audit Committee and the Remuneration Committee
of Waterco Limited.

He held no other listed company directorships during the past three financial
years.

13



Statement of Corporate Governance Practices

This statement explains how Waterco Limited ACN 002 070 733 (Waterco or Company) has complied with the ASX
Corporate Governance Council’'s Corporate Governance Principles and Recommendations — 3rd Edition, published
27 March 2014 (ASX Recommendations), during the financial year ended 30 June 2019 (Reporting Period).

The Company will comply with the ASX Corporate Governance Council’'s Corporate Governance Principles and
Recommendations — 4th Edition, published February 2019 for the financial year ended 30 June 2021.

All Waterco charter, codes and policy documents referred to in this statement are available in the Corporate
Governance section of the Company’s website, www.waterco.com.

This statement has been adopted by the Board as current as of 26 August 2019.

Principle 1: Lay solid foundations for management and oversight

RECOMMENDATION

1.1 Role of Board and
management

WATERCO’S COMPLIANCE WITH ASX RECOMMENDATIONS

The Board Charter sets out the roles and responsibilities of the Board. The Board
is ultimately responsible for the growth, strategic direction and success of the
Company and has set out specific matters reserved for its decision and matters
delegated to the management.

1.2 Information
regarding election
and re-election of
director candidates

The Company has in place a policy for nomination and appointment of directors.
Before appointing a director, the Company will undertake appropriate checks on a
candidate for directorship and will provide all material information in its possession
to its shareholders to make a decision on whether or not to elect or re-elect a
director.

When considering the re-election of an incumbent director or election of a new
director, the Board takes into account the following:

¢ business experience, particularly in respect of the industries in which the
company operates;

e standing in the community;

e educational qualifications;

¢ checks against the person’s character, criminal record and bankruptcy history;
¢ availability and other directorships;

¢ the possession of particular skills such as finance, marketing or risk management;

¢ whether the appointment or re-appointment will contribute positively to the skill
set and diversity of the Board as a whole; and

e gender diversity policy of the Company.

14



1.3  Written appointment

In addition to being set out in the Board Charter, the letters of appointment
executed with all directors describe the key duties and responsibilities of each
member of Board, and further include the terms of appointment, remuneration,
time commitment envisaged, expectations regarding committee work, the
requirement to disclose directors’ interests and confidentiality obligations.

Mr Soon Sinn Goh has an employment agreement with the Company as the Group
Chief Executive Officer. As Mr Goh spends a majority of his time developing and
enhancing manufacturing capabilities in Malaysia and sales in various entities other
than Australia and New Zealand, he also has a letter of employment with Waterco
(Far East) Sdn Bhd setting out his role in Malaysia and a letter of employment with
Waterco International Pte Ltd for his role in Singapore.

Key Management Personnel have written employment agreements setting out a
description of key duties and responsibilities, reporting lines, remuneration and
termination rights.

1.4 Company Secretary

The Company Secretary is appointed by and accountable to the Board and has

particular responsibility for:

e advising the board and its committees on governance matters;

e monitoring whether board and committee policy and procedure are being
followed;

e coordinating timely completion of board and committee papers;

® ensuring that business conducted at board and committee meetings are
accurately recorded in the minutes; and

* helping to organise the induction and professional development of directors.

The Board Charter explicitly reflect this delegation by the Board to the Company
Secretary.

1.5 Diversity

The Board recognises diversity and equity as strengths and adopted a Diversity
& Equity Policy for the Company which includes an express requirement for the
Board to set measurable objectives for achieving gender diversity.

The Diversity & Equity Policy is available in the Corporate Governance section of
the Company’s website, www.waterco.com. In accordance with the Diversity &
Equity Policy, the Board set objectives for achieving gender diversity across its
organisation. The objectives for the Reporting Period were

Measurable objective
%

Women on the Board 0%
Women in senior executive positions 559
(excluding Board Members) °
Women employees in the company 25%

The Board assessed the progress towards these objectives during the Reporting
Period by reviewing the relative proportion or women and men in the Company’s
workforce at all levels. As at 31 March 2019, women represented 26.17% of the
overall workforce. Women made up 33.33% of senior executives (defined by the
company as the Key Management Personnel). At the Board level, there were
no female directors. However gender diversity will be considered at any time of
Board renewal or additions.

WATERCO LIMITED
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1.6

Board reviews

The Board is committed to an ongoing internal process of performance evaluation
of the Board, its committees and individual directors to ensure the diligent and
effective discharge of responsibilities and a consistent mind set in improving
corporate governance practices. The Board has undertaken an evaluation on
the performance of the Board, its committees and individual directors for the
Reporting Period.

1.7

Management
reviews

The Company is committed to an ongoing internal process of performance
evaluation of Key Management Personnel to ensure the diligent and effective
discharge of their responsibilitiecs The CEO has undertaken a performance
evaluation review of Key Management Personnel for the Reporting Period.

Principle 2: Structure the Board to add value

RECOMMENDATION

2.1

Nominations
committee

WATERCO’S COMPLIANCE WITH ASX RECOMMENDATIONS

The Company has not established a nomination committee. The ASX
Recommendations acknowledge that such committees may not be required for
smaller boards. The Board is of the opinion that it is appropriate for a company
the size of Waterco for matters that come under the purview of a nomination
committee to be undertaken by the Board through the Remuneration Committee.
Furthermore, the Board has established processes in place to raise and address
issues that would otherwise be considered by a nomination committee.

The Board comprises an executive Chairman who is also the Group Chief
Executive Officer (CEO), an Executive Director and three Non-Executive Directors.
The Board views each of the three Non-Executive directors as being independent.

The Board’s membership is reviewed periodically to ensure that it maintains an
appropriate mix of skills, qualifications and experience. In particular the Board
has identified skills and experience in corporate finance, international trade and
international business environment, marketing and accounting and technical and
industry knowledge in the water treatment and pool industries to be important.
Although currently all male, the Board composition represents diversity in age,
ethnicity and background.

At each Annual General Meeting (AGM), one third of the directors (excluding the
CEOQ) and any director appointed to fill a casual vacancy since the previous AGM
must retire but may stand for re-election.

The Company achieved its preferred Board composition of at least five directors
during the Reporting Period, with a majority of Non-Executive (and, where
possible, independent) Directors.

16



2.2 Board skills matrix

Below is the matrix of skills and attributes that Waterco is aiming to achieve across
its Board membership. This matrix was adopted by the Board on 23 June 2015.
The Board is conscious of the need to improve in some areas, such as legal and
engineering experience and female representation, and is considering addressing
these shortcomings by attracting new candidates.

General Governance

Executive and Non-Executive Governance committee
Leadership Risk management
Strategic thinking Ethical and fiduciary duties
Industry experience Environment and sustainability

Technical Diversity
Legal Female
Financial Male
Engineering Different ethnicities and cultures
Human resources Languages other than English

2.3 Disclose
independence and
length of service

The names of the independent directors in office during the Reporting Period are:
e Garry Norman;

e Ben Hunt; and

¢ Richard Ling.

The Company’s assessment of the materiality of a director’s interest is considered
on a case by case basis by the Board. Where an entity associated with a Director
provides services to the Company, the Board uses a threshold of $100,000 in fees
in a financial year as a guideline. However the Board does not follow an inflexible
set of criteria but considers whether the relationship in question is reasonably
likely to interfere with that Director’s independent judgement. Further details of
the directors’ skills, experience, expertise and lengths of service are set out in the
Board of Directors' section of the Company’s Annual Report..

2.4 Maijority of directors
independent

A majority of the Board - Garry Norman, Ben Hunt and Richard Ling are
independent directors, taking into account the factors relevant to "independence"
under the ASX guidelines.

2.5 Independent Chair

The roles of Chairperson and Group CEO are both held by Mr Soon Sinn Goh.
The Board believes that Mr Goh brings a vital level of industry experience to the
operations of the Company. Also, as the major shareholder of the Company,
Mr Goh’s commitment to the success of the Company is unguestionable.
Therefore, it is the Board’s opinion that it is appropriate in the Company’s
circumstances that the two roles be combined. With the majority of the Directors
being independent, and with Independent Directors chairing the Audit and the
Remuneration Committees, the Board is also of the opinion that it is not necessary
that the office of Chairperson be held by an Independent Director.

2.6 Induction and
professional
development

All new directors undergo an induction to familiarise them with the business of
the Company, the Company’s internal control and risk management practices
and policies and procedures. The Company also seeks to provide appropriate
professional development opportunities for directors to develop and maintain the
skills and knowledge needed to perform their role as directors effectively.

WATERCO LIMITED
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Principle 3: Act ethically and responsibly

RECOMMENDATION

3.1

Code of conduct

WATERCO’S COMPLIANCE WITH ASX RECOMMENDATIONS

The Board has established a Code of Conduct for directors, key management
personnel and employees.

Principle 4: Safeguard integrity in corporate reporting

RECOMMENDATION

4.1

Audit committee

WATERCO’S COMPLIANCE WITH ASX RECOMMENDATIONS

The Audit Committee operates under the Audit Committee Charter.

The role of the Audit Committee is to assist the Board with its oversight of the
integrity of the financial statements, including overseeing the existence and
maintenance of internal controls, accounting systems, and the financial reporting
process. The Committee also nominates external auditors, reviews existing
audit arrangements and co-ordinates external and internal auditing functions. In
addition, the Audit Committee examines any other matters referred to it by the
Board.

Throughout the Reporting Period the Audit Committee consisted of 3 Independent
Non-Executive Directors and was headed by an Independent Chairperson not
holding the position of Chairperson of the Board.

The members of the Audit Committee during the Reporting Period were:
e Garry Norman - Chairman;

¢ Ben Hunt; and

* Richard Ling.

The number of Audit Committee meetings and details of Committee members’
attendance are included in the Directors’ Report section of the Company’s Annual
Report.

4.2

CEO and CFO
certification of
financial statements

The Board has received a written statement from its Group CEO and Chief
Financial Officer (CFO) which includes a declaration under section 295A of the
Corporations Act 2001 (Cth) advising that:

e in their opinion the Company’s financial reports have been properly maintained
and have complied with the appropriate accounting standards and give a true
and fair view of the Company’s financial position and performance; and

¢ the opinion has been formed on the basis of a system of risk management
and internal control adopted by the Board, and that this system is operating
efficiently

4.3

External auditor at
AGM

The external auditor attends the AGM for the purpose of answering shareholder
questions regarding the conduct of the audit and the preparation and content of
the audit report.
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Principle 5: Make timely and balanced disclosure

RECOMMENDATION

5.1 Disclosure and
Communications
Policy

WATERCO’S COMPLIANCE WITH ASX RECOMMENDATIONS

The Company’s Continuous Disclosure Policy sets out the rules and responsibilities
for Waterco’s officers and employees to ensure compliance with ASX Listing
Rules and promote factual and timely disclosure of all material matters concerning
the Company.

Principle 6: Respect the rights of security holders

RECOMMENDATION

6.1 Information on
website

WATERCO’S COMPLIANCE WITH ASX RECOMMENDATIONS

Waterco keeps investors informed by publishing information on the Company’s
website.

All disclosures made to the ASX and all information provided to analysts or the
media during briefings are promptly posted on the Company’s website after they
have been released to the ASX.

6.2 Investor relations
programs

The Company’s Shareholder Communication Policy details the mechanisms put
in place to ensure that the rights of shareholders are respected and to facilitate
the effective exercise of those rights.

The Shareholder Communication Policy contains information on persons whom
shareholders can contact in relation to procedures at shareholders meetings,
matters being considered at shareholders meetings and other issues. It also
indicates the predominant sources for investors to engage with the Company at
general meetings of the Company.

6.3 Facilitate
participation at
meetings of security
holders

Shareholders who are unable to attend any of the Company’s meetings are
encouraged to vote on the proposed motions by appointing a proxy. Proxy forms
are included with meeting notices which also provides details on how proxy forms
should be completed and submitted.

6.4 Facilitate electronic
communications

The Company recognises the benefits of the use of electronic communications.
Shareholders have the option of selecting to receive the following information
electronically from the share registry: dividend statements; annual reports; notices
of meetings and proxy forms and the ability to vote online; and other general
company communications.

With this in place, shareholders can log into their account to make changes to
their communication preferences. The share registry can also be contacted via
email or telephone. Contact details can be found on the Company’s website.

WATERCO LIMITED
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Principle 7: Recognise and manage risk

RECOMMENDATION

74

Risk committee

WATERCO’S COMPLIANCE WITH ASX RECOMMENDATIONS

The Company has not established a Risk Committee.

The functions of the Risk Committee are performed by the Audit Committee who
reports to the Board on the effectiveness of the risk management and internal
control processes of the Company regularly by circulation of Minutes of Meetings
to the directors and through other means of formal and informal reporting.

Further details regarding the Audit Committee, its membership and the number
of meetings held during the Reporting Period are set out in response to
Recommendation 4.1.

7.2

Annual risk review

The Board reviews the risk management framework of the Company periodically
as and when necessary to meet the operational requirements of the Company
and changes in the law through the Audit Committee. The Board has performed
the review for the Reporting Period.

7.3

Internal audit

The Company reviews and continually improves the effectiveness of its risk
management and internal control processes.

Further details regarding audit functions are set outin response to Recommendation
4.1,

7.4

Sustainability risks

The Board considers that the Company is not materially exposed to economic,
environmental and social sustainability risks.
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Principle 8: Remunerate fairly and responsibly

RECOMMENDATION

8.1 Remuneration
committee

WATERCO’S COMPLIANCE WITH ASX RECOMMENDATIONS

The Remuneration Committee is responsible for making recommendations to the
Board on remuneration packages and policies for the Executive Directors and the
Key Management Personnel. The Remuneration Committee Charter is published
on the Company’s website.

During the Reporting Period, the Remuneration Committee consisted of three
independent Non-Executive Directors and was headed by an independent
Chairperson not holding the position of Chairperson of the Board.

The members of the Remuneration Committee during the year were:

¢ Ben Hunt — Chairman;
e Garry Norman; and
¢ Richard Ling.

The number of Remuneration Committee meetings and details of Committee
members’ attendance during the Reporting Period are set out in the Directors’
Report section of the Company's Annual Report.

8.2 Disclosure of
Executive and Non-
Executive Director
remuneration policy

Remuneration of the Company’s Non-Executive Directors operates on different
principles to the remuneration of Executive Directors. Non-Executive Directors
receive fixed fees, and are not entitled to any retirement benefits other than
statutory superannuation.

The Remuneration Report at the Directors’ Report section of the Annual Report
sets out:

e information about the Remuneration Policy developed by the Remuneration
Committee and adopted by the Board; and

e details of remuneration of the directors (executive and non-executive) and Key
Management Personnel.

8.3 Policy on hedging
equity incentive
schemes

The Company did not offer an equity-based remuneration scheme during the
Reporting Period.

WATERCO LIMITED
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Directors' Report

Your directors present their report on the Company and its controlled entities for the financial year ended 30 June
2019.

Directors

The names of directors in office during and since the end of the financial year are:
e Soon Sinn Goh

¢ Bryan Goh

e Garry Norman

e Ben Hunt

¢ Richard Ling

All directors have been in office since the start of the financial year.

For details of the directors’ qualifications and experience, refer to the section titled “Board of Directors” which is to
be read as part of this report.

Company Secretaries
The following persons held the position of Joint Company Secretary throughout the financial year:

¢ Bee Hong Leo
Mrs Leo was appointed Company Secretary on 3 March 1983. She has been employed by Waterco since March
1981 performing management roles in the administration and legal divisions.

e Gerard Doumit FCPA JP
Mr Doumit was appointed Company Secretary on 22 July 1991. He has been employed by Waterco since January
1987 as an Accountant and is currently Chief Financial Officer (CFO) and Company Secretary.

Principal Activities
The principal activities of the consolidated Group during the financial year were:

¢ wholesale, export and manufacture of equipment and accessories in the swimming pool, spa pool, spa bath, rural
pump and water treatment industries;

¢ manufacture and sale of solar heating systems for swimming pools and pre-heat industrial solar systems;
¢ franchise of retail outlets for swimming pool equipment and accessories; and

e formulating, packing and distribution of swimming pool chemicals to independent pool stores and stores in its
Swimart franchise network.

There were no significant changes in the nature of the consolidated Group’s principal activities during the financial

year.

Consolidated Results
The consolidated profit of the Group after providing for income tax and eliminating non controlling interests amounted
to $2.242 million.
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Dividends
Dividends paid or declared for payment are as follows:

¢ Final ordinary dividend of 3 cents per share paid on 14 December 2018 as recommended in last year’s report -
$1.108 million

e Interim dividend of 2 cents per share paid on 14 June 2019 as declared in the half yearly report - $0.733m
e Final ordinary dividend of 3 cents per share declared by the directors to be paid on 16 December 2019 - $1.099
million.

All dividends paid or declared since the end of the previous financial year were fully franked.

Review of Operations

A review of operations of the Consolidated Group during the financial year and of the results of those operations
together with likely developments in the operations of the consolidated Group and the expected results of those
operations are set out in the Chief Executive Officer’s Review of Operations.

Financial Position
The net assets of the Consolidated Group have increased by $1.66 million from $74.17 million in June 2018 to
$75.83 million in June 2019.

The change has largely resulted from:

¢ Net increase in the asset revaluation reserve of group companies of $0.59 million;
¢ Upward movement in profits less dividends paid of $0.24 million;

¢ Net increase in non-controlling Interests of $0.04 million and

e Foreign currency translation gain of $1.7 million;

and offset by a decrease in:

¢ the share capital of $0.91 million from the Waterco Share Buy-Back.

The Group’s working capital being current assets less current liabilities increased from $30.11 million in 2018 to
$30.62 million in 2019.

The Directors believe that the Group is in a strong and stable financial position.
Significant Changes in State of Affairs
The Directors are not aware of any significant changes in the state of affairs of the Consolidated Group that occurred

during the financial year which have not been covered elsewhere in this report.

After Balance Date Events
Since the end of the reporting period, the Board resolved to pay a final dividend of 3 cents per share fully franked.

No other matters or circumstances have arisen since the end of the financial year which significantly affected or may

significantly affect the operations of the Consolidated Group, the results of those operations, or the state of affairs of
the Consolidated Group in future financial years.
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Future Developments, Prospects and Business Strategies

Information as to future developments, prospects and business strategies in the operations of the Consolidated
Group are included in the Chief Executive Officer's Review of Operations. Other possible developments have not
been included in this report as such inclusions would, in the opinion of the Directors, prejudice the interests of the
Consolidated Group.

Environmental Issues

The Consolidated Group’s operations are subject to some environmental regulations, particularly with regard to
the storage of chemicals and waste management. The Consolidated Group has adequate systems in place for the
management of its environmental requirements. The Directors are not aware of any breaches of the environmental
regulations during the financial year.

Directors’ Shareholdings
Details of the Directors’ shareholdings are contained in Note 7 to the Financial Statements.

Meetings of Directors
During the financial year, 12 meetings of directors (including Audit and Remuneration Committees) were held.
Attendances are set out below:

Director Directors’ Meeting Audit Committee Meeting Coiergi]tl’ig:rl\a/;[(iaoer’;ing
G e Ggne b gge Mo
To Attend To Attend To Attend
Soon Sinn Goh ® 5 - - - -
Bryan Goh ) 5 - - - -
Garry Norman 5 5 5 5 2 2
Ben Hunt ® 5 5 5 2 2
Richard Ling 5 5 5 5 2 2

Indemnifying Officers or Auditor

During and since the financial year, the Company has paid premiums to insure all directors and officers against
liabilities for costs and expenses incurred by them in defending any legal proceedings arising out of their conduct
while acting in the capacity as director or officer of the Company, other than conduct involving a wilful breach of
duty in relation to the Company. In accordance with common commercial practice, the insurance policy prohibits
disclosure of the nature of the liability insured against and the amount of the premium.

The Company has not otherwise, during or since the financial year, indemnified or agreed to indemnify an officer or
auditor of the Company or any related body corporate against a liability incurred by such an officer or auditor.
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Directors’ Benefits

No director has received or become entitled to receive, during or since the financial year, a benefit arising from a
contract made by the parent entity, or a related body corporate with a director, a firm of which a director is a member
or a director or an entity in which a director has a substantial financial interest other than:

i. Sales made by a controlled entity to Asiapools (M) Sdn Bhd of which Mr Soon Sinn Goh is a director and
shareholder.

ii. Payments made for rental of warehouses and offices to Mint Holdings Pty Ltd of which Mr Soon Sinn Goh is a
director and shareholder.

ii. Management fee charged to Mint Holdings Pty Ltd for rent, administration and secretarial services.

This statement excludes a benefit included in the aggregate amount of emoluments received or due and receivable
by directors and shown in the Company’s accounts or the fixed salary of a full time employee of the parent entity,
controlled entity or related body corporate.

Proceedings on Behalf of Company

No person has applied for leave of Court to bring proceedings on behalf of the Company or intervene in any
proceedings to which the Company is a party for the purpose of taking responsibility on behalf of the Company for
all or any part of those proceedings.

The Company was not a party to any such proceedings during the year.

Non-Audit Services

The Board of Directors, in accordance with advice from the Audit Committee, is satisfied that the provision of non-
audit services during the year is compatible with the general standard of independence for auditors imposed by the
Corporations Act 2001. The directors are satisfied that the services disclosed below did not compromise the external
auditor’s independence for the following reasons:

e all non-audit services are reviewed and approved by the Audit Committee prior to commencement to ensure they
do not adversely affect the integrity and objectivity of the auditor; and

¢ the nature of the services provided do not compromise the general principles relating to auditor independence in
accordance with APES 110: Code of Ethics for Professional Accountants set by the Accounting Professional and
Ethical Standards Board.

Auditor’s Independence Declaration
The lead auditor’s independence declaration for the year ended 30 June 2019 has been received and is included in
the directors’ report.

ASIC Corporations (rounding in Financial/Directors Reports) Instruments 2016/191

The amounts in the financial reports and directors’ report have been rounded to the nearest thousand dollars in
accordance with ASIC Corporations Instruments 2016/191.
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Remuneration Report

Introduction

This report provides remuneration policy and payment details applying in the financial year for persons who were
members of Key Management Personnel of the Company.

2019 Remuneration Policy
The Remuneration Committee governs the Company’s Remuneration Policy. The Committee comprises Independent
Non-Executive Directors.

It has the following objectives:
e attract, retain and motivate management of the appropriate calibre to further the success of the business;

¢ align management reward with shareholder value;

ensure that total remuneration is reasonable and comparable with market standards;

ensure that remuneration should realistically reflect the responsibilities of the executives;

e ensure that incentive schemes reward superior company performance and be clearly linked to appropriate
performance benchmarks based on improved company performance; and

e ensure that the remuneration costs are disclosed in accordance with the requirements of law and relevant
accounting standards.

The remuneration structure for Key Management Personnel of the Waterco Group comprises:

¢ Fixed remuneration. This consists of base salary and the full costs of other benefits; and

¢ Incentives. The level varies with performance. It consists of an annual incentive plan.

The Remuneration Committee reviews market data and the performance of the Group CEO. The Committee then
recommends the fixed remuneration and annual incentive payment of the Group CEO for approval by the Board.

The Group CEO recommends Key Management Personnel’s fixed remuneration and annual incentive payments
to the Remuneration Committee. Fixed remuneration for Key Management Personnel is reviewed annually and
determined by reference to appropriate benchmark information of comparable companies, taking into account
their responsibility, performance, qualifications, experience and potential. Adjustments are made only if there is the
prospect of fixed remuneration levels falling behind market levels.

The remuneration of Non-Executive Directors is fixed and does not change according to the performance of the
company. They do not participate in any incentive plans available to managers. Non-Executive Directors are paid
fees based on the nature of their work and their responsibilities. The Company makes superannuation guarantee (SG)
payments, in addition to those fees. The level and structure of fees is based upon the need for the Company to be
able to attract and retain Non-Executive Directors of an appropriate calibre, the demands of the role and prevailing
market conditions.

The maximum aggregate amount of fees that can be paid to Non-Executive Directors is $300,000. This was approved
by shareholders at the Annual General Meeting held on 26 October 2018.

There has been an increase of 3% in the Non-Executive Director fees for the 2019/2020 financial year. The total fees
are now at an aggregate of $184,964 plus Superannuation Guarantee Charge.

The Remuneration Committee seeks independent external advice when required.
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Performance-based Remuneration policy, and its relationship with Company performance
There is an annual incentive plan in place for all Key Management Personnel. This is a payment that varies with
performance measured over a twelve-month period.

There have been no changes in performance based remuneration policy compared with the prior reporting period.
Maximum payments are capped.

In the case of the Group CEQO, the Remuneration Committee sets the performance requirements; in the case of
other Key Management Personnel, the Group CEO recommends performance requirements for consideration by the
Remuneration Committee.

The annual incentive performance criteria relate to the employee’s responsibilities. If requirements are achieved, there
will be an improvement in shareholder value.

The key performance requirements for an incentive payment are Net Profit After Tax (NPAT).
This provides a clear alignment between the interests of shareholders and the level of reward for eligible employees.

Performance criteria are tabulated below

Key Management Personnel Summary of Performance

with annual incentives Condition FY 19 iy Cnosen
Encourage Group CEO to improve
Soon Sinn Goh Budgeted NPAT for the the performance levels of the Group
— Group CEO Waterco Group. as a whole and thereby increase
shareholder wealth.
The performance of other Key
Budgeted NPAT for the Management Personnel can have a

Ney WEIRgE e FE s Waterco Group. Group impact, so targets are based

on Group performance.

The satisfaction of the performance conditions of the annual incentive is based on a review of the audited financial
statements of the Group.

If the Group’s performance, as a whole does not reach the relevant target levels, then no annual incentive payments
are made.

None of the Compa