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PRESIDENT'S MESSAGE

To Our Shareholders,

It is with great pleasure that I am able to report to you that IWG has passed a major milestone in its
corporate history, and now faces the exciting challenge of seizing the opportunities we have all worked
so hard to create.  Particularly in aviation sales, but also in aquaculture, we have progressed to the
point where we have the right products, the right people, and the right market focus to reach the targets
we have set for ourselves and our shareholders.

While the Company reported a $573,002 loss on sales of $2,385,684 during the 2000 fiscal year, over
$600,000 was spent on market and product development.  This necessary investment, made primarily
in the aviation sector, helped position IWG to provide a full range of water treatment solutions to new
and existing aircraft.  The opportunity before us is large - we estimate the annual market for corporate
aircraft water systems is $Cdn 55 million, and for commercial aircraft, $Cdn 425 million - but the costs
of market entry are also high.  Both the business and commercial aircraft industries project continued
strong growth, and we anticipate a relatively quick return on this investment once follow-on contracts
for our patent pending potable water system (PWS) are signed.

The goal of our corporate marketing strategy has been to position IWG as the dominant supplier of
water treatment devices and systems for the world's aviation industry.  The specific tactic we have
adopted is to expand the market for our aircraft potable water treatment units in a value-added fashion
by including them as part of a completely new circulating potable water system (PWS).  In addition to
providing filtered and disinfected water, the new PWS offers valuable economic and other
improvements over the system now installed on all business and commercial aircraft.

The first step in capturing this large aircraft water system market has been made.  At this writing, IWG
has nearly completed installing the new IWG PWS (patent pending) on a Bombardier Global Express
aircraft at The Jet Center in Van Nuys, California.  This follows Lufthansa Technik's success with the
installation of our system concept on several ,models of Boeing aircraft.  Based on customer feedback,
we are fully confident that contracts for other aircraft types will be signed in 2001, along with follow-on
orders.  Once these initial systems are in operation and firmly establish the value of our PWS concept,
our next step is to work with the business aircraft manufacturers themselves to "roll back" our system
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into production so that new aircraft will be delivered with the IWG PWS already installed.  Initial
discussions about a production roll-back have already begun with two of the world's largest
manufacturers of corporate aircraft.

The ultimate goal of our strategic plan is the inclusion of our products and systems aboard the
thousands of commercial aircraft in the world's airline fleets.  Success in the business aviation market
will demonstrate how the IWG PWS can save aircraft operators money, as well as protect passengers
and crew from waterborne disease.  With the successful launch of our PWS in the business aircraft
market, that goal is significantly closer to realization.

IWG's other main business area, the provision of water treatment solutions to the world's aquaculture
industry, has also surged ahead.  A new, IWG-designed, open channel ultraviolet water treatment
system (patent pending)has been installed at a fish hatchery on Vancouver Island.  This design
improves on existing technology and will be the focus of an intense marketing campaign by IWG's
Industrial/Commercial staff.  We estimate the total North America and European market for all types of
ultraviolet disinfection systems to be $Cdn 100 million, and expect that the benefits offered by our new
open channel design will be well received.

We are also taking steps to enter China's massive aquaculture market.  China is the single largest
aquaculture producer in the world.  Officials in Fujian province, where our Chinese partner is located,
estimate the annual growth rate of Chinese aquaculture at 13.6% (compared to the world average
growth rate of 11%).  With funding assistance from the Canadian International Development Agency,
we are conducting a feasibility study to carefully examine the concept of a joint venture to establish a
manufacturing and sales organization in China.  The study will be completed in 2001, and if viable, IWG
will quickly and aggressively pursue this potentially huge opportunity.

Water treatment in general remains a strong business sector in light of the ever-increasing worldwide
concern over water quality.  And while competition is strong in the overall water treatment industry,
IWG has chosen a path to success with our aviation products and systems that no other company can
currently follow.  We won't be alone forever, but at this point our ultimate goal is clearly in sight, and
we will keep up the pace toward it.  Similarly, by focusing on aquaculture, providing innovative new
products, and prudently exploring new markets, we are ensuring that no aspect of the company's
business remains static.

Because of this momentum, and the measurable progress the company has made in the past year,
these are exciting times for all of us at IWG.  These accomplishments have come as the result of a
concerted team effort, and I would like to take this opportunity to thank all members of IWG's internal
and external team for their contributions, including our shareholders, customers, suppliers, associates,
advisors, and members of the Board of Directors.

On Behalf of the Board

"C.W. Coote"

Bill Coote
President and CEO
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BUSINESS DESCRIPTION

Overview

International Water-Guard Industries Inc. IWG is poised to be the dominant supplier of on-board water
systems and water treatment equipment to the aviation industry.  Aircraft water systems and water
treatment equipment represent a $480 million annual market ($55 million for corporate aircraft and
$425 million for commercial aircraft).

IWG is unique in that it is the only company currently supplying non-pressurized water purification
equipment and circulating potable water system (PWS) kits to the aviation industry.  Its participation in
this market represents a major market opportunity in the next few years.  The Company's initial
marketing efforts in aviation have been focused on corporate aircraft (i.e. aircraft owned by
corporations or individuals).  To date, over 500 NPS-A2 and NPS-A3 water disinfection units have been
installed on corporate aircraft worldwide, including installations on aircraft manufactured by Boeing,
Bombardier, Gulfstream, Cessna and Dassault.  Collectively, these companies build and sell more than
90% of all corporate jet aircraft.

IWG's new circulating PWS was installed on a Bombardier Global Express corporate jet at the aircraft
completion facilities of The Jet Center in Van Nuys, California, in January 2001.  A circulating potable
water system based on the IWG design and using IWG pumps and disinfection equipment has been
operating flawlessly since September of 1999 on a Boeing Business Jet (BBJ) completed by Lufthansa
Technik (a major international aircraft completion company).  IWG recently signed a long-term contract
with Lufthansa Technik to continue supplying these components for installation on a number of BBJ
aircraft.  This contract has a value of over $2.5 million.

Ongoing discussions are underway with the major manufacturers of corporate aircraft to have the
Company's equipment or circulating PWS incorporated as standard equipment. The Company believes
this is achievable in the next 2 years, enabling it to capture a significant share of the annual $55 million
business aircraft market for on board aircraft water systems.  Once the Company’s circulating PWS is
established as a standard issue water system on business aircraft, the Company anticipates that it will
be in a position to move its products into the larger commercial airline market (approximately $425
million per annum).

The Company’s expertise in potable water equipment and systems for aircraft originated from
developing systems and stand alone water treatment equipment for industrial and commercial
customers. These applications include aquaculture and fish farming facilities, small municipal plants,
pharmaceutical plants, film processing plants, aquariums and food processing plants.  The aquaculture
and wastewater UV industrial market sectors in which the Company operates, while quite segmented,
represents an estimated $225 million annual market in North America and the Company anticipates
expanding its market share in the next few years.  Additionally, IWG is assessing a very large
opportunity for its aquaculture products in China following initial sales during the past year.
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AVIATION PRODUCTS

Aircraft Circulating Potable Water System Kits

IWG's circulating aviation potable water system was designed to address the major problems
associated with the water systems currently in use on aircraft – water quality and freezing.  It was also
designed to weigh less and take up less space on aircraft than existing water systems.  IWG’s
circulating PWS occupies 25% to 40% fewer cubic feet and weighs from 80 to 200 pounds less than
existing systems, depending on which aircraft model is considered.  This saving provides more space
and weight allocation for paying cargo, including passengers.  It is estimated that a pound saved on an
aircraft can represent an increased value to the customer of approximately $900 or a total saving of
approximately $80,000 to $200,000 per aircraft.

The circulating PWS is comprised of aviation potable water treatment equipment (NPS-A2's or NPS-
A3's) to sterilize on-board water, pumps to circulate the water in aircraft, tanks that conform to the
shape of the aircraft (thereby saving space), piping and related distribution equipment and associated
sensors and controls.

The essence of the new system design for aircraft is to constantly circulate potable water within the
system, continually upgrading the quality of the water and essentially maintaining all parts of the
system itself at a constant temperature.  The first example of this new system was installed onboard a
Boeing Business Jet (BBJ) in the last quarter of 1999 and has operated flawlessly since then.

The schematic diagrams below illustrate the difference between an aircraft bleed air pressurized potable
water system (Figure 1) and IWG’s circulating PWS (Figure 2) with its much simpler and lighter design.

In 1998, the Company filed a patent application in the U.S.A. (with corresponding foreign filings)
outlining this totally new approach to potable water treatment and water management onboard aircraft.

The Aviation Potable Water System Pump

In collaboration with an established aviation specialist company in the United States, IWG has designed
and built a new aircraft potable water system pump based on the same technology as the current highly
successful aircraft fuel pumps.  The design was aimed at continuously circulating potable water,
thereby eliminating the need for water line heating systems on aircraft travelling long distances at high
altitudes.  The water pump has no dynamic seals, is thermally protected, and provides infinitely variable

FIGURE 1 FIGURE 2
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The IWG-specified aircraft potable water system pump.

flow with no need of active controls.  This pump is an essential part of IWG's circulating aviation
potable water system.

The IWG water pump project, completed in 1999, resulted in a highly reliable, aviation standard water
pump with a guarantee of 100,000 hours mean time between failure (MTBF).  While essentially
designed as a component of IWG’s circulating PWS, water system pumps have been sold for use in
existing on-board water systems.

NPS-A2 and NPS-A3 Aircraft Water Treatment Units

The NPS-A2 and NPS-A3 provide on-board water disinfection, and are the only known ultraviolet
disinfection units in the world qualified to be marketed for corporate and commercial aircraft.  These
products have U.S. Federal Aviation Administration (FAA) and Transport Canada approval in the form of
Supplemental Type Certificates for corporate aircraft.  Additionally, Transport Canada has certified IWG
as an approved organization for the Manufacturing, Certification, and Maintenance of aeronautical
products.

The NPS-A2 and NPS-A3 were designed to address the problem of water quality on aircraft, and can be
installed on both existing aircraft as a retrofit by fleet operators or by OEMs as original equipment.

Airline operators are properly reluctant to take on water from many parts of the world due to growing
concerns about various aspects of source contamination.  The NPS-A2 and NPS-A3 water treatment
units provide added insurance of water quality to the operators (and their passengers) of any aircraft
loading water from almost any approved municipal source.

IWG believes that the installation of the NPS-A2 and NPS-A3 as potable water tank exit devices will
become an increasingly cost effective measure for airlines and other commercial operators based on
regulatory trends.  The potable water systems of Interstate Commercial Carriers - including those of
commercial airlines - may soon be viewed by U.S. regulatory bodies such as the Environmental
Protection Agency (EPA) and the Food and Drug Administration (FDA) as public water systems.  As
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IWG's original model NPS-A2 aircraft potable
water disinfection unit.

The new NPS-A3 combines
disinfection with filtration.

such, the water in these systems would have to be tested monthly and, if required, immediate system
cleansing would have to be undertaken at a very significant cost due to the loss in aircraft operational
hours.  Independent analysis has calculated that the break-even point for installation of NPS-A2's and
NPS-A3's on commercial aircraft ranges from 2.60 to 27.75 months depending on the aircraft involved
and its particular operating parameters.

As of January, 2001, over 500 NPS-A2 and NPS-A3 units have been installed on private, corporate and
head of state jets around the world.

INDUSTRIAL AND COMMERCIAL MARKET

Industrial/Commercial Ultraviolet Disinfection Units

The Company manufactures a series of  “closed chamber” UV disinfection units ranging in flow rate
from 1 US gallon per minute (USGPM) to 850 USGPM..  These units are designed to exceed the
operational and disinfection standards of the National Sanitation Foundation (NSF).  The NSF sets
standards and grants certification for water treatment equipment in the U.S.

The Company has established sales channels in Canada and the U.S. on which to build a stronger sales
base over the next few years.  For example, either on a direct sale basis or through agents, IWG
equipment has been integrated into numerous coastal hatcheries, seafood processors or aquariums,
such as Scotian Halibut in Nova Scotia, Fanny Bay Oysters on Vancouver Island, the San Diego
Aquarium and the New Orleans’ Aquarium of the Americas.  To meet medical biotech water processing
requirements, IWG equipment provides a quality solution for the B.C.-based facilities of Response
Laboratories, Stem Cell Technology and for Mitro Flow (heart valve) Laboratories.
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The photo above (left) shows a new installation of IWG 12-lamp, High Intensity
units in an aquaculture facility in Chile.  IWG's partner in China took the photo
above (right).  The petri dishes on the left contain an untreated water sample
cultured for 24 hours, while those on the right contain a sample of water taken
after IWG disinfection and cultured for the same period of time.

During the year 2000, a major customer commissioned IWG to design and develop a high throughput
modular “open channel” ultraviolet water treatment system prototype to treat process or wastewater at
flow rates ranging from 200 USGPM to at least 2000 USGPM.  The new open channel systems (patent
pending) are modular in construction for installation flexibility, and can be employed to disinfect water
or for ozone destruction, or 'quenching.'
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FINANCIAL REVIEW FOR YEAR 2000

International Water-Guard Industries Inc. (IWG) reports a loss for the fiscal year ended September 30,
2000 of $573,002 on sales of $2,385,684.  This fiscal year's results compare to a profit in the prior year
ended September 30, 1999 of $373,739 on sales of $2,347,116.  The fiscal year 2000 loss of $0.06 per
share compares to the fiscal 1999 profit of $0.04 per share.

Sales have increased by 45% between 1998 and 2000, with aviation sales more than doubling during
the same period.  The anticipated loss results from the company's successful move to capture a portion
of the multi-million dollar aircraft water systems market.  IWG spent over $600,000 in the last fiscal
year on market and product development.  This investment was made primarily in the aviation sector to
advance IWG from simply providing potable water disinfection units toward the greater opportunities
inherent in providing full aircraft water systems.

The value of these market and product development costs in recent years, required to reach these
markets, is already being realized.  IWG’s sales backlog, including options, has increased to over $4
million during the past six months.  Based on current business activities, the company expects this
backlog will further increase.

The Company completed its 2000 fiscal year with $375,290 in working capital, a slight increase over the
prior year.  During the year, $500,000 of financing was raised in the form of a convertible debenture,
and the option to convert into common shares was exercised in October 2000.  This financing was used
to retire a previous loan, finance development costs and add to working capital.

IWG also relocated to new manufacturing, engineering and office facilities during 2000 and will
complete additional improvements during year 2001 to accommodate the growth in manufacturing
requirements.

In recent years, IWG has operated primarily as a development company with a base level of operations
covering only a portion of the product and market development cost and increased working capital.
Consequently, the Company is undertaking the next steps necessary to acquire interim and long-term
financing, now that major contract agreements are validating the Company’s Business Plan.
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Financial Statements of

INTERNATIONAL WATER-GUARD
INDUSTRIES INC.

Years ended September 30, 2000 and 1999



- 10 -



- 11 -



- 12 -



- 13 -



- 14 -



- 15 -



- 16 -



- 17 -



- 18 -



- 19 -



- 20 -



- 21 -



International Water-Guard Industries Inc.
3133 Sumner Avenue, Burnaby, BC, V5G 3E3

Tel: (604) 255-5555  Fax: (604) 255-5685
www.waterknowledge.com


