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The secret behind the enviably green lawns at this year's U.S. Open at Pebble Beach is recycled sewage. Quebec City-based H20 Innovation (HEO.V) helped
design the system that provides filtered wastewater to the golf course in water-starved southern California.

The Professional Golf Association agreed to a pilot using recycled water. But H20 Innovation Chief Executive Frederic Dugre says it won't be long before
reusing water will be as unremarkable as recycling paper or glass bottles. "Water reclamation, even for drinking water, is becoming a no-brainer," Dugre says.

When California's Orange County started recycling wastewater using H20 Innovation's system, skeptics dubbed the program "toilet to tap." Now the county,
which reuses 70 million gallons per day, has grabbed the attention of other communities desperately short on water. Global Water Intelligence estimates the
water recycling market will grow 18% by 2016.

More than one billion people worldwide lack access to safe drinking water, so the demand for innovative treatments is massive. Dugre sees the most potential
in India, the MENA region (Middle East and North Africa) and Eastern Europe.

Recently, H20 Innovation partnered with an Indian company to build water treatment systems there. Four months in, the partnership has won C$2.2 million
worth of contracts.

"India has huge potential," analyst Lawrence Casse says. "People are going off-grid increasingly," he says. "They're totally bypassing the municipal water system
and building their own wastewater and drinking water systems."

Recycling water may be virtuous and increasingly necessary, but it's not always easy convincing people to sprinkle their lawns, let alone fill their drinking
glasses, with scrubbed-up sewage. To reassure them, H20 Innovation relies on its track record of having installed more than 500 membrane filtration systems
transforming polluted lake water into tap water. "It's the last place you want to take risk," Dugre says.

Dugre co-founded H20 Innovation 10 years ago, after the e. coli outbreak in Walkerton, Ont. highlighted the vulnerability of small-town water systems. "l had to
do something to come up with better, accountable solutions for small and mid-sized communities,” Dugre says.

H20 Innovation designs water-treatment systems for municipalities and industry using membrane filtration, a system that's more energy efficient and reliable
than traditional chlorine treatment. Chlorination can fail if the chemical balance or temperature is wrong. But membrane filtration creates a physical barrier,
according to Dugre, because water passes through pores too small for contaminants such as iron or salt.

The company specializes in building systems for communities under 50,000 people, which larger companies might not consider worthwhile. Its grown by
consolidating a fragmented industry, acquiring nine companies in the last 10 years.
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The company expects revenue next fiscal year between C$35 million and C$40 million, up from C$31 million in the fiscal year ending June 30, 2010. In three

fiscal years, it anticipates revenue will triple, to C$100 million

The recession hurt H20 Innovation when companies and municipalities halted investment in new infrastructure. In the fiscal third quarter of 2010, H2O's sales
were down C$2.5 million from the same period in 2009. Still, analysts say this is a temporary setback. According to a report by Casse, the company currently

has $91 million in potential contracts, the first sign of recovery.

The key for H20 Innovation is diversification. Dugre envisions a three-part business model: building treatment systems, providing the chemicals for them and
helping communities operate and maintain them. "In the long run, that's the strategy we're going to establish," Dugre says. "My shareholders are expecting that,
but | want to take the time to do it."

-By Laura Kusisto, Dow Jones Newswires; 416-306-2028; laura.kusisto@dowjones.com

TALK BACK: We invite readers to send us comments on this or other financial news topics. Please email us at TalkbackAmericas@dowjones.com. Readers
should include their full names, work or home addresses and telephone numbers for verification purposes. We reserve the right to edit and publish your
comments along with your name; we reserve the right not to publish reader comments.
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