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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549
FORM 10-Q
(Mark One)
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended March 31, 2006
OR
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transaction period from to

Commission File Number: 0-25248
CONSOLIDATED WATER CO. LTD.

(Exact name of Registrant as specified in its charter)
CAYMAN ISLANDS N/A

(State or other jurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)

Regatta Office Park
Windward Three, 4th Floor,
West Bay Road
P.O. Box 1114 GT
Grand Cayman, Cayman Islands N/A

(Address of principal executive offices) (Zip Code)
Registrant s telephone number, including area code: (345) 945-4277
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yes x No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer
(check one):

Large accelerated filer o Accelerated filer x Non-accelerated filer o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o No x
At May 3, 2006, there were 12,379,269 of the registrant s common shares of common stock, with US$0.60 par value,
outstanding.
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EXCHANGE RATES

Unless otherwise indicated, all dollar amounts are in United States Dollars and referencesto $ , U.S. ,or U.S.$ areto
United States Dollars.

The official fixed exchange rate for conversion of CI$ into U.S. $, as determined by the Cayman Islands Monetary
Authority, has been fixed since April 1974 at U.S. $1.20 per CI$1.00.

The official fixed exchange rate for conversion of BZES$ into U.S. $, as determined by the Central Bank of Belize, has
been fixed since 1976 at U.S. $0.50 per BZE$1.00.

The official fixed exchange rate for conversion of BAH$ into U.S. $, as determined by the Central Bank of The
Bahamas, has been fixed since 1973 at U.S. $1.00 per BAH $1.00.

The official fixed exchange rate for conversation of BDS$ into U.S. $ as determined by the Central Bank of Barbados
has been fixed since 1975 at U.S. $0.50 per BDS$1.00.

The British Virgin Islands currency is the U.S. $.
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Forward-Looking Statements

We discuss in this Form 10-Q for Consolidated Water Co. Ltd. (the Company ) matters which are not historical facts,
but which are forward-looking statements. We intend these forward-looking statements to qualify for safe harbor from
liability established by the Private Securities Litigation Reform Act of 1995. These forward-looking statements
include, but are not limited to, our future plans, objectives, expectations and events, assumptions and estimates about
our Company and our industry in general.

The forward-looking statements in this Form 10-Q reflect what we currently anticipate will happen. What actually
happens could differ materially from what we currently anticipate will happen. We are not promising to make any
public announcement when we think forward looking statements in this Form 10-Q are no longer accurate whether as

a result of new information, what actually happens in the future or for any other reason.

Important matters that may affect what will actually happen include, but are not limited to: tourism and weather
conditions in the areas we service; scheduled new construction within our operating areas; the economies of the U.S.
and the areas we service; regulatory matters; availability of capital to repay a substantial portion of our debt and for
expansion of our operations and other risk factors described in the Company s Annual Report on Form 10-K for the
year ended December 31, 2005, and elsewhere in this Form 10-Q. By making these forward-looking statements, the
Company undertakes no obligation to update these statements for revisions or changes after the date of this Form

10-Q.
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PART1 FINANCIAL INFORMATION

Item 1. Financial Statements

CONSOLIDATED WATER CO. LTD.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Expressed in United States Dollars)

ASSETS

Current assets

Cash and cash equivalents

Accounts receivable, net

Inventory

Prepaid expenses and other current assets
Current portion of loans receivable

Total current assets

Loans receivable, including $1,600,000 and $800,000 due from affiliate
Property, plant and equipment, net

Construction in progress, including interest of $562,500 and $375,000
Other assets

Investments in affiliates

Intangible assets

Goodwill

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities

Dividends payable

Accounts payable and other current liabilities

Current portion of long term debt

Total current liabilities
Long term debt, including Series A bond issue of $10,000,000
Security deposits and other liabilities

Minority interest in Waterfields Company Limited

Total liabilities

Stockholders equity

Redeemable preferred stock, $0.60 par value. Authorized 200,000 shares;
issued and outstanding 32,304 shares at March 31, 2006 and December 31,

2005

Table of Contents

March 31,
2006
(unaudited)

$ 4,819,995
7,903,924
2,565,097

611,721
730,495

16,631,232

3,850,750
32,240,180
19,150,771
506,299
11,109,005
4,264,812

3,568,374

$91,321,423

$ 865,131
3,919,532
3,472,330
8,256,993

18,562,063
483,617
825,910

28,128,583

19,382

December 31,

2005

11,955,589
5,659,975
2,032,209

858,870
669,855

21,176,498

2,436,702
32,667,615
12,172,402
534,368
11,317,731
4,491,501

3,568,374

88,365,191

828,709
3,939,538
3,472,330
8,240,577

19,378,212

349,628

833,695

28,802,112

19,382
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Class A common stock, $0.60 par value. Authorized 19,680,000 shares; issued
and outstanding 12,379,269 shares at March 31, 2006 and 12,181,778 shares

at December 31, 2005 7,427,562 7,309,066
Class B common stock, $0.60 par value. Authorized 120,000 shares

Stock and options earned but not issued 66,377 28,802
Additional paid-in capital 36,478,128 35,338,235
Retained earnings 19,201,391 16,867,594
Total stockholders equity 63,192,840 59,563,079
Total liabilities and stockholders equity $91,321,423 $ 88,365,191

The accompanying information and notes are an integral part of these condensed consolidated financial statements.
1
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CONSOLIDATED WATER CO. LTD.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)
(Expressed in United States Dollars)

Three Months Ended March

31,
2006 2005

Retail water sales $ 5,054,149 $ 3,131,728
Bulk water sales 3,748,855 2,695,301
Service revenue 440,560 230,456
Total revenue 9,243,564 6,057,485
Retail cost of sales (1,449,393) (1,255,117)
Bulk cost of sales (2,917,097) (2,259,324)
Service cost of sales (103,726) (145,184)
Total cost of sales (4,470,216) (3,659,625)
Gross profit 4,773,348 2,397,860
General and administrative expenses (2,123,795) (1,423,803)
Income from operations 2,649,553 974,057
Other income (expense):

Interest income 28,705 14,317
Interest expense (214,972) (186,674)
Other income 198,281 196,469
Equity in earnings of affiliate 415,989 354,408
Other income, net 428,003 378,520
Income before income taxes and minority interest 3,077,556 1,352,577
Income tax benefit (expense) (7,330) 23,399
Minority interest recovery (expense) 7,785 (1,925)
Net income $ 3,078,011 $ 1,374,051
Basic earnings per common share $ 0.25 $ 0.12
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Diluted earnings per common share $ 0.24
Dividends declared per common share $ 0.06
Weighted average number of common shares used in the determination

of:

Basic earnings per share 12,216,870

Diluted earnings per share 12,599,001

$

$

0.115

0.0575

11,552,116

11,919,516

The accompanying information and notes are an integral part of these condensed consolidated financial statements.

2
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CONSOLIDATED WATER CO. LTD.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(Expressed in United States Dollars)

Net cash flows provided by operating activities

Cash flows provided by (used in) investing activities
Purchase of property, plant and equipment
Construction in progress

Distribution of income from affiliate

Loan to affiliate

Collections of loans receivable

Net cash used in investing activities

Cash flows provided by (used in) financing activities
Dividends paid

Proceeds from issuance of preferred stock

Proceeds from exercises of stock options

Principal repayments of long term debt

Net cash used in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Interest paid in cash

Interest received in cash

Three Months Ended March

2006
$ 1,073,669

(406,452)

(7,623,980)
757,500

(800,000)
222,312

(7,850,620)

(707,792)

1,165,298

(816,149)

(358,643)

(7,135,594)

11,955,589

$ 4,819,995

$ 196,881

$ 19,660

31,

2005
$ 989,300

(571,047)
(951,044)

278,456

(1,243,635)

(662,905)
1,143,468
(813,556)

(332,993)

(587,328)

9,216,908

$ 8,629,580

$ 161,037

$ 15,804

The accompanying information and notes are an integral part of these condensed consolidated financial statements.
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CONSOLIDATED WATER CO. LTD.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
1. Presentation of Financial Information
The condensed consolidated balance sheet as of March 31, 2006, the condensed consolidated statements of income for
the three months ended March 31, 2006 and 2005, and the condensed consolidated statements of cash flows for the
three months ended March 31, 2006 and 2005 are unaudited. The condensed consolidated financial statements reflect
all adjustments (which are of a normal recurring nature) which in the opinion of management are necessary to present
fairly the financial position, results of operations and cash flows as of March 31, 2006 and for the periods presented.
The results of operations for interim periods are not necessarily indicative of the operating results for the full year.
These condensed consolidated financial statements and notes are presented in accordance with the rules and
regulations of the Securities and Exchange Commission relating to interim financial statements and in conformity with
accounting principles generally accepted in the United States of America. These condensed consolidated financial
statements should be read in conjunction with the Company s December 31, 2005 consolidated financial statements
and notes thereto included in the Company s Annual Report on Form 10-K for the year ended December 31, 2005.
Certain prior year amounts in Note 4, Segment Information. have been adjusted to conform to the current year s
presentation.
2. Basis of Presentation
The accompanying condensed consolidated financial statements include the accounts of the Company s wholly-owned
subsidiaries Aquilex, Inc., Cayman Water Company Limited, Belize Water Limited, Ocean Conversion (Cayman)
Limited, DesalCo Limited, DesalCo (Barbados) Ltd., and its majority owned subsidiary Waterfields Company
Limited. The Company s investment in Ocean Conversion (BVI) Ltd. ( OCBVI ) is accounted for using the equity
method of accounting. All intercompany balances and transactions have been eliminated in consolidation.
Share-Based Compensation
Prior to January 1, 2006, the Company accounted for its stock-based compensation under the recognition and
measurement principles of APB Opinion No. 25, Accounting for Stock Issued to Employees and related interpretations
( APB 25 ). Under APB 25, no stock-based compensation cost was reflected in net income for grants of stock prior to
fiscal year 2006 because the Company grants stock options with an exercise price equal to or greater than the market
value of the underlying common stock on the date of grant.
See Note 3 for a discussion of the accounting policy pertaining to the adoption of Statement of Financial Accounting
Standards (  SFAS )
123(R), Share-Based Payment, effective January 1, 2006.
3. Stock Based Compensation
Effective January 1, 2006, the Company adopted Statement of Financial Accounting Standards (  SFAS ) No. 123(R),
Share-Based Payment, which requires the measurement and recognition of compensation cost at fair value for all
share-based payments, including stock options. The Company is using the modified prospective application method in
which compensation cost is recognized for new share-based awards and for share-based awards granted prior to, but
not yet vested, as of January 1, 2006. Because the fair value recognition provisions of SFAS No. 123, Stock-Based
Compensation, and SFAS No. 123(R) are materially consistent under the Company s equity plans, the adoption of
SFAS No. 123(R) does not have a material
4
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CONSOLIDATED WATER CO. LTD.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
3. Stock Based Compensation (continued)
impact on the Company s financial position or results of operations. Stock-based compensation for the three months
ended March 31, 2006 totaled $88,356, or less than $0.01 per share, and is included in general and administrative
expenses in the condensed consolidated statement of income.
The following table illustrates the effect on net income and earnings per share of the Company had the Company
applied the fair value recognition provisions of SFAS No. 123, Accounting for Stock-Based Compensation, relating to
stock-based employee compensation for the three months ended March 31, 2005:

Net income, as reported $1,374,051
Add: Stock based compensation expense included in reported net income 67,765
Deduct: Total stock-based employee compensation expense determined under fair value based

method for all awards, net of related tax effects (77,578)
Pro forma net income $ 1,364,238

Earnings per share

Basic  as reported $ 0.12
Basic pro forma $ 0.12
Diluted as reported $ 0.115
Diluted pro forma $ 0.11

The Company has various stock compensation plans that form part of employees remuneration.

Employee Share Incentive Plan (Preferred Shares) The Company awards preferred shares for no consideration
under this plan, as part of compensation for certain eligible employees, excluding Directors and certain Officers, that
require future services as a condition to the delivery of common shares. In addition, options are granted to purchase
preferred shares at a fixed price, determined annually, which will typically represent a discount to the market value of
the common stock. The preferred shares are convertible to common stock. Under the plan, the conversion is
conditional on the grantee s satisfying requirements outlined in the award agreements. Preferred shares are only
redeemable with the Company s approval.

Employee Share Option Plan (Common Stock Options) In 2001, the Company introduced an employee stock option
plan for certain long-serving employees of the Company. Under the plan, these employees are granted in each
calendar year, as long as the employee is a participant in the Employee Share Incentive Plan, options to purchase
ordinary shares. The price at which the option may be exercised will be the closing market price on the grant date,
which is the 90t day after the date of the auditor s opinion on the financial statements for the relevant year. The
number of options each employee is granted is equal to five times the sum of (i) the number of preferred shares which
that employee receives for no consideration and (ii) the number of preferred share options which that employee
exercises in that given year. Options may be exercised during the period commencing on the fourth anniversary of the
grant date and ending on the thirtieth day after the fourth anniversary of the grant date.

Non-Executive Directors Share Plan In 1999, the Company introduced a stock grant plan, which forms part of
Directors remuneration. Under the plan, Directors receive a combination of cash and common stock

Table of Contents 13
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CONSOLIDATED WATER CO. LTD.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
3. Stock Based Compensation (continued)
as remuneration for their participation in Board meetings. All Directors are eligible except Executive Officers, who
are covered by individual employment contracts. The number of shares granted is calculated with reference to a strike
price that is set on October 1 of the year preceding the grant.
Directors and Senior Management Stock Compensation  Effective January 1, 2004, the option plan for senior
management was amended as part of renegotiations of employee contracts. The amended contracts terminated the
stock option plans for all years commencing from January 1, 2004. The 2003 stock option exercise price was set at the
market price on December 31, 2003.
The Company measures the compensation cost associated with share-based payments by estimating the fair value of
stock options as of the grant date using the Black-Scholes option pricing model. The Company believes that the
valuation technique and the approach utilized to develop the underlying assumptions are appropriate in calculating the
fair values of the Company s unvested and granted options for the three months ended March 31, 2006.
Stock options generally vest immediately upon grant or up to four years from the date of grant, depending on the Plan.
The exercise price of the options granted under stock-based compensation meeting the criteria of SFAS No.123(R)
equaled or exceeded the market value of the common stock at the date of the grant. There were no options granted
during the three months ended March 31, 2006.
SFAS No. 123(R) requires that tax benefits for tax deduction in excess of the compensation expense be recorded on
the condensed consolidated statement of income and be classified as financing cash flows under the condensed
consolidated statement of cash flow. The Company is a Cayman Islands corporation not subject to United States of
America corporate taxes, and accordingly no tax benefit has been recognized.
A summary of stock option activity under the Company s SFAS No. 123(R) share-based compensation plans for the
three months ended March 31, 2006 is presented in the following table:

Weighted
Average
Weighted Remaining
Average Contractual Aggregate
Exercise Life Intrinsic
Options Price (Years) Value(1)
Outstanding at beginning of year 600,650 $ 8.63
Granted
Exercised (195,356) 5.97
Forfeited
1.37
Outstanding at March 31, 2006 405,294 $ 991 years $ 5,909,187
Exercisable at March 31, 2006 331,504 $ 10.03 .95 years $ 4,793,548

(1) The intrinsic
value of a stock
option
represents the
amount by
which the fair
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value of the

underlying stock

exceeds the

exercise price of

the option.
At March 31, 2006, there were 73,790 non-vested options with a weighted average exercise price of $9.39 and an
average remaining contractual life of 1.9 years.
The total remaining unrecognized compensation costs related to unvested stock-based arrangements was $199,039 at
March 31, 2006 and is expected to be recognized over a weighted average period of 1.9 years.

6
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4. Segment Information

CONSOLIDATED WATER CO. LTD.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

Under SFAS No. 131, Disclosure about Segments of an Enterprise and Related Information , management considers
(i) the operations to supply water to retail customers, (ii) the operations to supply water to bulk customers, and (iii) the
provision of engineering and management services as separate business segments.
The following segment presentation includes the equity in earnings of OCVBI for the respective periods in net income
(loss) of the Bulk segment. Interest and financing fees on outstanding bank debt held by the Company with respect to

this investment have been allocated to the Bulk segment.

Retail

March 31, March 31,
[hree Months Ended 2006 2005
Revenue $ 5,054,149 $ 3,131,728
“ost of sales 1,449,393 1,255,117
Net income (loss) 1,875,511 605,979
’roperty, plant and
quipment 21,882,008 18,110,811
“onstruction in
rogress 296,428 1,401,589
[otal assets 57,989,833 47,964,417

Bulk Services
March 31, March 31, March 31, March 31,
2006 2005 2006 2005
$ 3,748,855 $ 2,695,301 $ 440,560 $ 230,456
2,917,097 2,259,324 103,726 145,184
831,895 694,524 370,605 73,548
7,621,818 9,062,225 2,736,354 266,551
18,838,561 1,038,279 15,782 6,884
29,384,689 18,690,760 3,946,901 4,072,929
7

Total

March 31, March 31,

2006 2005
$ 9,243,564 $ 6,057,485
4,470,216 3,659,625
3,078,011 1,374,051
32,240,180 27,439,587
19,150,771 2,446,752
91,321,423 70,728,106

Table of Contents
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CONSOLIDATED WATER CO. LTD.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
5. Earnings Per Share
Basic earnings per common share ( EPS ) is calculated by dividing net income available to common stockholders by the
weighted average number of common shares outstanding during the period. The computation of diluted EPS assumes
the issuance of common shares for all dilutive-potential common shares outstanding during the reporting period. In
addition, the dilutive effect of stock options is considered in earnings per share calculations using the treasury stock
method.
The following summarizes information related to the computation of basic and diluted earnings per share for the three
months ended March 31, 2006 and 2005.

Three Months Ended March

31,

2006 2005
Net income $ 3,078,011 $ 1,374,051
Less:
Dividends declared and earnings attributable to preferred shares (3,161) (1,372)
Net income available to holders of common shares in the
determination of basic and diluted earnings per share $ 3,074,850 $ 1,372,679
Weighted average number of common shares used in the determination of
basic earnings
per common share 12,216,870 11,552,116
Plus:
Weighted average number of preferred shares outstanding during the period 31,949 26,746
Potential dilutive effect of unexercised options 350,182 340,654
Weighted average number of common shares used in the determination of
diluted earnings
per common share 12,599,001 11,919,516

6. Related Party Transactions
On May 25, 2005, the Company entered into a loan agreement with an affiliate, OCVBI, pursuant to which the
Company has agreed to lend OCVBI up to $3.0 million for the design and construction of a 500,000 imperial gallon
per day seawater desalination plant in Tortola, British Virgin Islands. The loan principal is due and payable on June 1,
2007 and interest accrues at LIBOR plus 3.5% and is payable quarterly on amounts drawn down commencing
July 2005. The loan can be repaid at any time without penalty and is subordinated to existing bank indebtedness. On
May 25, 2005, OCVBI issued a promissory note under this agreement for $800,000 and on March 30, 2006, it issued
an additional $800,000 promissory note under this agreement. The balance outstanding at March 31, 2006 was
$1,600,000.

8
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CONSOLIDATED WATER CO. LTD.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
7. Non-cash Transaction
In October 2005, the Company renewed and amended its contract with the Water Authority-Cayman ( WAC ) for an
additional seven years. Under the terms of the amended contract, which expires March 2013, the Company was
obligated to expand the water production capacity of the Lower Valley plant in Grand Cayman by constructing
additional water production facilities.
On January 15, 2006, the Company sold such additional facilities to WAC for $897,000. The Company is financing
such purchase by providing WAC with a 5.0%, seven year loan. Principal and interest on the loan is being repaid in
monthly installments.
8. Impact of Recent Accounting Pronouncements
In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets an amendment of
FASB Statement No. 140 . SFAS 156 amends SFAS 140 with respect to the accounting for separately recognized
servicing assets and servicing liabilities. The provisions of SFAS 156 will be effective for the Company beginning on
January 1, 2007. The application of this standard is not expected to have an effect on the Company s financial
statements.
In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments an
amendment of FASB Statements No. 133 and 140 . The provisions of SFAS 155 will be effective for the Company
beginning on January 1, 2007. The application of this standard is not expected to have an effect on the Company s
financial statements.
In November 2005, FASB Staff Position (FSP) 115-1 The Meaning of Other-Than-Temporary Impairment and Its
Application to Certain Investments was issued. FSP 115-1 addresses the determination as to when an investment is
considered impaired, whether that impairment is other than temporary, and the measurement of an impairment loss.
FSP 115-1 also includes accounting considerations subsequent to the recognition of other-than-temporary impairment
and requires certain disclosures about unrealized losses that have not been recognized as other-than-temporary
impairments. FSP 115-1 applies to investments in debt and equity securities and cost-method investments. The
guidance in FSP 115-1 amends SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities
and APB Opinion No.18, The Equity Method of Accounting for Investments in Common Stock . The provisions of
FSP 115-1 are effective for the Company beginning on January 1, 2006. The application of this standard did not have
a material effect on the Company s financial statements.
In December 2004, the FASB issued SFAS No. 123R, Share-Based Payment. SFAS No. 123R is a revision of SFAS
No. 123, Accounting for Stock-Based Compensation, supersedes Accounting Principles Board ( APB ) Opinion No. 25,
Accounting for Stock Issued to Employees and amends SFAS No. 95, Statement of Cash Flows. SFAS No. 123R
eliminates the alternative to use the intrinsic value method of accounting that was provided in SFAS No. 123, which
generally resulted in no compensation expense recorded in the financial statements related to the issuance of equity
awards to employees. The statement also requires that the cost resulting from all share-based payment transactions be
recognized in the financial statements. It establishes fair value as the measurement objective in accounting for
share-based payment arrangements and generally requires all companies to apply a fair-value-based measurement
method in accounting for share-based payment transactions with employees. In March 2005, the Securities and
Exchange Commission (the SEC ) issued Staff Accounting Bulletin 107 which describes the SEC staff s expectations in
determining the assumptions that underlie the fair value estimates and discusses the interaction of SFAS No. 123R
with existing guidance. The Company has adopted SFAS No. 123R effective January 1, 2006, using a modified
version of prospective application in accordance with the Statement. This application requires the Company to record
compensation expense for all awards granted after the adoption date and for the unvested portion of awards that are
outstanding at the date of adoption. The application of this standard did not have a material effect on the Company s
financial statements.
9
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our unaudited condensed consolidated financial statements and accompanying notes included under
Item 1 of this document and our consolidated financial statements and accompanying notes included in our Annual
Report on Form 10-K for our fiscal year ended December 31, 2005.
Overview
Our objective is to provide water services in areas where the supply of potable water is scarce and where the use of
reverse osmosis ( RO ) technology to produce potable water is economically feasible.
We intend to increase revenues by developing new business opportunities both within our current service areas and in
new areas. We expect to maintain operating efficiencies by continuing to focus on our successful business model and
by properly executing our equipment maintenance and water loss mitigation programs. We also believe that many
Caribbean basin and adjacent countries, being water scarce, present opportunities for operation of our plants in
favorable regulatory environments.
Our operations and activities are conducted at twelve plants in five countries: the Cayman Islands, Belize, Barbados,
the British Virgin Islands and The Bahamas, and in three business segments: Retail, Bulk and Services.
Critical Accounting Policies
We have identified the accounting policies below as those policies critical to our business operations and the
understanding of results of operations. The preparation of our condensed consolidated financial statements requires
management to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues, and
expenses, and related disclosure of contingent assets and liabilities. On an on-going basis, we evaluate our estimates,
including those related to trade accounts receivable, goodwill and other intangible assets and property, plant and
equipment. Our Company bases its estimates on historical experience and on various other assumptions that are
believed to be reasonable under the circumstances, the results of which form the basis for making judgments about the
carrying values of assets and liabilities that may not be readily apparent from other sources. Actual results may differ
from these estimates under different assumptions and conditions. We believe the following critical accounting policies
are most important to the portrayal of our financial condition and results of operations and require management s more
significant judgments and estimates in the preparation of our condensed consolidated financial statements.
Goodwill and other intangible assets: Goodwill represents the excess costs over fair value of the assets of an acquired
business. Goodwill and intangible assets acquired in a business combination accounted for as a purchase and
determined to have an indefinite useful life are not amortized, but are tested for impairment at least annually in
accordance with the provisions of SFAS No. 142. SFAS No. 142 also requires that intangible assets with useful lives
be amortized over their respective estimated useful lives, to their estimated residual values, and reviewed for
impairment in accordance with SFAS No. 144, Accounting for Impairment or Disposal of Long-Lived Assets . The
Company periodically evaluates the possible impairment of goodwill. Management identifies its reporting units and
determines the carrying value of each reporting unit by assigning the assets and liabilities, including the existing
goodwill and intangible assets, to those reporting units. The Company determines the fair value of each reporting unit
and compares it to the carrying amount of the reporting unit. To the extent the carrying amount of the reporting unit
exceeds the fair value of the reporting unit the Company is required to perform the second step of the impairment test,
as this is an indication that the reporting unit goodwill may be impaired. In this step, the Company compares the
implied fair value of the reporting unit goodwill with the carrying amount of the reporting unit goodwill. The implied
fair value of goodwill is determined by allocating the fair value of the reporting unit to all the assets (recognized and
unrecognized) and liabilities of the reporting unit in a manner similar to a purchase price allocation, in accordance
with SFAS No. 141, Business
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Combinations . The residual fair value after this allocation is the implied fair value of the reporting unit goodwill. If
the implied fair value is less than its carrying amount, the impairment loss is recorded. Our annual tests resulted in no
goodwill impairment.

Property, plant and equipment: Property, plant and equipment is stated at cost less accumulated depreciation.
Depreciation commences in the month the asset is placed in service and is calculated using a straight-line method with
an allowance for estimated residual value. Rates are determined based on the estimated useful lives of the assets as
follows:

Buildings 5 to 40 years
Plant and equipment 4 to 40 years
Distribution system 3 to 40 years
Office furniture, fixtures and equipment 3 to 10 years
Vehicles 3 to 10 years
Leasehold improvements Lesser of 5 years or operating lease term
Lab equipment 5 to 10 years

Additions to property, plant and equipment are comprised of the cost of the contracted services, direct labor and
materials. Assets under construction are recorded as additions to property, plant and equipment upon completion of a
project. Improvements that significantly increase the value of property, plant and equipment are capitalized.
Maintenance, repairs and minor improvements are charged to expense as incurred.
Construction in progress: The cost of borrowed funds directly attributable to the acquisition and construction of
qualifying assets, which are assets that necessarily take a substantial period of time to be ready for their intended use,
are added to the cost of those assets until such time as the assets are substantially ready for use or sale.
Trade accounts receivable: We maintain an allowance for doubtful accounts for estimated losses resulting from the
inability of our customers to make payments. Management continuously evaluates the collectibility of accounts
receivable and records allowances based on estimates of the level of actual write-offs that might be experienced.
These estimates are based on, among other things, comparisons of the relative age of accounts and consideration of
actual write-off history.
Recent Developments, Off Balance Sheet Transactions and Commitments
Lower Valley Plant
In October 2005, the Company renewed and amended its contract with the Water Authority-Cayman ( WAC ) for an
additional seven years. Under the terms of the amended contract, which expires March 2013, the Company was
obligated to expand the water production capacity of the plant by constructing additional water production facilities.
On January 15, 2006, the Company sold such additional facilities to WAC for $897,000. The Company is financing
such purchase by providing WAC with a 5.0%, seven year loan. Principal and interest on the loan is being repaid in
monthly installments.
Barbados Operations
On November 4, 2005, DesalCo. (Barbados) Ltd. renewed its agreement with Sandy Lane Properties Limited ( Sandy
Lane ), and extended such contract through January 19, 2007. Under the terms of the agreement, DesalCo will continue
to operate a seawater desalination plant that provides irrigation water for three golf courses on the Sandy Lane Resort
in St. James, Barbados. The plant and property are owned by Sandy Lane.
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Results of Operations
Three Months Ended March 31, 2006 Compared to Three Months Ended March 31, 2005
Revenue
Total revenue increased by 52.6% from $6,057,485 to $9,243,564 for the three months ended March 31, 2006 when
compared to the same period in 2005.
Revenue from our retail water ( Retail ) operations increased by 61.4% from $3,131,728 to $5,054,149 for the three
months ended March 31, 2006 when compared to the same period in 2005. This variation primarily reflected increased
demand by residential customers in Grand Cayman, particularly in the Seven Mile Beach service area, which
experienced a 94.4% increase in volume sales. During the same period in 2005, our retail sales were adversely
affected by the impact of Hurricane Ivan, which damaged a number of hotels and other tourist properties, thus
reducing tourist arrivals and demand for water. Many of these properties have now re-opened. In addition, a new hotel
and golf course, the Ritz Carlton, and a number of new condominiums within the Seven Mile Beach service area have
opened, increasing demand, and new construction projects continue.
Revenue from bulk water ( Bulk ) operations increased by 39.1% from $2,695,301 to $3,748,855 for the three months
ended March 31, 2006 when compared to the same period in 2005. This increase was primarily the result of increased
sales and reduced production penalties at the recently expanded Windsor Plant, which provides water to our customer,
The Water and Sewerage Corporation of The Bahamas, and to a lesser extent due to increased sales to our customer
Water Authority Cayman, in the Cayman Islands.
Revenue from services ( Services ) operations increased by 91.2% from $230,456 to $440,560 for the three months
ended March 31, 2006 when compared to the same period in 2005 due to additional engineering fees charged to our
affiliate, Ocean Conversion (BVI) Ltd., for work on the new water plant in Tortola, British Virgin Islands.
Cost of Sales
Total cost of sales increased by 22.1% from $3,659,625 to $4,470,216 for the three months ended March 31, 2006
when compared to the same period in 2005.
Cost of Retail sales increased by 15.5% from $1,255,117 to $1,449,393 for the three months ended March 31, 2006
when compared to the same period in 2005 due to energy cost adjustments and additional variable costs associated
with the 61.4% increase in sales.
Cost of Bulk sales increased by 29.1% from $2,259,324 to $2,917,097 for the three months ended March 31, 2006
when compared to the same period in 2005. The increase was due to additional variable costs associated with the
39.1% increase in sales.
Cost of sales from Services decreased by $41,458 (28.6%) for the three months ended March 31, 2006 when
compared to the same period in 2005.
Gross Profit
The gross profit margin increased from 39.6% to 51.6% for the three months ended March 31, 2006 when compared
to the same period in 2005, for the reasons explained above.
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General and Administrative Expense
Total general and administrative expense ( G&A ) increased by $699,992 (49.2%) from $1,423,803 to $2,123,795 for
the three months ended March 31, 2006 when compared to the same period in 2005. G&A was 23.0% and 23.5% of
total revenue for the three months ended March 31, 2006 and 2005, respectively.
Retail G&A increased by $497,043 (38.6%) from $1,286,877 to $1,783,920 for the three months ended March 31,
2006 when compared to the same period in 2005 due to additional staff costs, office rent and depreciation of leasehold
improvements in our new offices in Grand Cayman and Florida. Our policy is and has been to allocate all non-direct
corporate G&A to Retail.
Bulk G&A increased by $203,346 (160.5%) from $126,664 to $330,010 for the three months ended March 31, 2006
when compared to the same period in 2005. This was primarily the result of an increase in project bidding and public
relations costs, and directors fees and expenses which resulted from additional meetings that were held to deal with
current projects.
The change in Services G&A for the three months ended March 31, 2006 , was negligible when compared to the same
period in 2005.
Other Income (Expense)
Other income increased by 13.1% from $378,520 to $428,003 for the three months ended March 31, 2006 when
compared to the same period in 2005.
Although interest expense increased $28,298 due to rising LIBOR rates, this was more than offset by an increase in
equity income from the investment in OCBVI, which benefited from interest charged on overdue invoices from its
customer.
Net Income
Net income increased by 124.0% from $1,374,051 to $3,078,011 for the three months ended March 31, 2006 when
compared to the same period in 2005.
Liquidity and Capital Resources
Overview
Our cash flows are dependent upon the timely receipt of customer payments, operating expenses, the timeliness and
adequacy of rate increases (excluding automatic adjustments to our rates for inflation and electricity costs) and various
factors affecting tourism in the areas we operate such as weather conditions and the world economy.
Cash is provided by debt offerings, bank credit facilities, exercise of options by management, from all of our business
segment operations and from the collection of loans receivable.
We use cash to fund our various business segments in the Cayman Islands, Belize, The Bahamas, Barbados, the
British Virgin Islands and the United States to fund new projects, to expand our infrastructure, to pay dividends, to
repay borrowings, to repurchase our shares when appropriate and to take advantage of new investment opportunities
which expand operations.
Operating Activities
In the three months ended March 31, 2006, we generated $1,073,669 in cash primarily from operations, offset in part
by an increase of $2,243,949 in our accounts receivable resulting from the increase in revenue. This compares with
$989,300 in cash generated during the three months ended March 31, 2005 primarily from operations and from the
collection of an insurance claim related to Hurricane Ivan.
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Investing Activities

Cash used in investing activities during the three months ended March 31, 2006 was $7,850,620, which primarily
consisted of expenditures for construction in progress of the Blue Hills plant in The Bahamas. This compares with
$1,243,635 in cash used for investing activities during the three months ended March 31, 2005 for the purchase of
property, plant and equipment to replace equipment destroyed by Hurricane Ivan and the costs associated with
construction in progress.

Financing Activities

Cash used for financing activities during the three months ended March 31, 2006 was $358,643 compared with
$332,993 during the same period in 2005.

Our financing activities consist of issuance of shares through the exercise of stock options, dividend payments and
principal payments on long term debt.

During the three months ended March 31, 2006 our primary financing activity was the receipt of an additional
$1,165,298 from the issuance of shares though the exercise of stock options by certain employees and members of
management. Dividend payments of $707,792 and principal payments on long term debt of $816,149 were made
during the March 2006 quarter.

Material Commitments, Expenditures and Contingencies

The following table summarizes our contractual obligations as at March 31, 2006:

2013 and
2010
Total 2006 2007- 2009 -2012 Thereafter
Long term debt $ 12,034,393 $2,656,182 $ 8,663,929 $ 714,282 $
Series A bond 10,000,000 10,000,000
Employment agreements 2,594,215 931,542 1,662,673
Operating leases 948,119 237,892 583,878 126,349
Other 325,426 72,607 202,819 50,000

The above amounts do not include commitments related to construction in progress.
In 2005, the Government of the Commonwealth of The Bahamas accepted the bid of the Company and Waterfields
Company Limited to build the Blue Hills plant, expand the existing Windsor plant and to provide engineering services
and equipment to reduce the amount of water that is lost throughout its pipeline distribution system on New
Providence. We believe the total cost of this project (the Blue Hills Project ) will be approximately $29.0 million.
To finance a portion of this project, on July 1, 2005 Waterfields Company Limited sold $10,000,000 Series A bonds
solely to Bahamian citizens and permanent resident investors in the Bahamas. The bonds mature on June 30, 2015 and
accrue interest at the annual fixed rate of 7.5% of the outstanding principal amount. Interest is payable quarterly.
Waterfields has the option to redeem the bonds in whole or in part without penalty commencing after June 30, 2008.
The Company has issued a Guarantee of Waterfields obligations to pay all principal and accrued interest due to the
Waterfields Series A bondholders if and when there is an event of default, as defined in the Guarantee. If the
Company pays any amounts to the bondholders pursuant to the provisions of the Guarantee, the Company will be
subrogated to all rights of the bondholders in respect of any such payments. The Guarantee is a general unsecured
obligation of the Company junior to any secured creditor.
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The Company is constructing a 500,000 Imperial gallon per day seawater desalination plant in Tortola, British Virgin
Islands which is expected to cost approximately $7.0 million and be operational in July, 2006.
On May 25, 2005, the Company entered into a loan agreement with OCVBI, pursuant to which the Company has
agreed to loan its affiliate $3.0 million. The loan principal is due and payable on June 1, 2007 and interest accrues at
LIBOR plus 3.5% and is payable quarterly on amounts drawn down commencing July 2005. The loan can be repaid at
any time without penalty and is subordinated to existing bank indebtedness. The balance outstanding at March 31,
2006 was $1,600,000. The Company currently owns a 43.5% interest in OCBVL.
In addition, at March 31, 2006, the Company expects to commit between $2.0 and $2.5 million for capital
expenditures related to various other projects, in various stages of completion, in all of our operations.
Our Scotiabank loan facility had an outstanding balance of $11,428,572 at March 31, 2006. We are required to make
monthly payments of interest for all borrowings under a $2.0 million revolving line of credit and quarterly payments
of interest for all amounts drawn down under this term loan facility.
We have collateralized all borrowings under the Scotiabank loan facilities by providing a first lien on all of our assets,
including the capital stock of subsidiaries and the investment in equity we acquired. The loan agreement for the two
facilities contains standard terms and conditions for similar bank loans made in the Cayman Islands, including
acceleration of the repayment of all borrowings upon the demand of Scotiabank & Trust (Cayman) Ltd. in the event of
default.
We have guaranteed to Scotiabank 50% of the OCBVI loan with a remaining principal balance of $125,000. This loan
is repayable in semi-annual installments of $125,000 with the balance of principal due May 31, 2006, bearing interest
at 3-month LIBOR plus 1.5%.
Our Royal Bank of Canada loan facility had an outstanding balance of $377,821 at March 31, 2006. We are required
to make quarterly payments of principal and interest on the loans through 2007.
As a result of our acquisition of interests in Waterfields Company Limited, we guaranteed the performance of
Waterfields Company Limited to the Water and Sewerage Corporation of The Bahamas ( WSC ) as it relates to the
water supply contract between the two parties.
Through the execution of performance and operation bonds, the Royal Bank of Canada, Nassau has made guarantees
in the total amount of $3,910,775 to WSC that the Company shall duly perform and observe all terms and provisions
pursuant to contracts between the parties. In the event of default, the Royal Bank of Canada shall satisfy and discharge
any damages sustained by WSC up to the guaranteed amount. The Company has guaranteed reimbursement to Royal
Bank of Canada for any payments made thereon.
In July 2005, the Company entered into an Engineering & Consulting Agreement with Industrial Services, Inc. ( ISI )
and the sole shareholder of ISI, Scott Shumway, pursuant to which both will provide certain industrial project design,
engineering and management services as requested. Mr. Shumway has unconditionally guaranteed the performance of
ISI. The term of the agreement is approximately 17 months but can be terminated by the Company with 14 days notice
in the event of the death or incapacity of the sole shareholder. The estimated total aggregate maximum payments over
the term of the agreement are approximately $600,000.
In addition to current available cash, cash flow from operations and current available bank lines of credit, we need to
obtain additional debt or equity financing of approximately $15.0 million to complete our plant construction projects
and fund our other capital commitments. We believe such additional financing will be available to us. However, we
may not be successful in obtaining this financing on terms we consider acceptable, in which case we may be required
to delay or eliminate certain planned capital expenditures, reduce the planned scope of our operations or take other
actions that could adversely impact our financial condition and results of operations.
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Dividends
On January 31, 2006, we paid a dividend of $0.06 to shareholders of record on December 31, 2005.
On April 30, 2006, we paid a dividend of $0.06 to shareholders of record on March 31, 2006.
We have consistently paid dividends to owners of our common and redeemable preferred shares since we began
declaring dividends in 1985. Our board of directors has established a policy, but not a binding obligation, that we will
seek to maintain a dividend payout ratio in the range of 50% to 60% of net income. This policy is subject to
modification by our board of directors. Our payment of any future cash dividends, however, will depend upon our
earnings, financial condition, capital demand and other factors, including conditions of our loan agreement with
Scotiabank (Cayman Islands) Ltd. that dividends be paid only from current cash flows.
Dividend Reinvestment and Common Stock Purchase Plan
This program is available to our shareholders, who may reinvest all or a portion of their common cash dividends into
shares of common stock at prevailing market prices. It also accepts optional cash payments to purchase additional
shares at prevailing market prices.
Impact of Inflation
Under the terms of our Cayman Islands license and our water sales agreements in Belize, Bahamas, British Virgin
Islands and Barbados, our water rates are automatically adjusted for inflation on an annual basis, subject to temporary
exceptions. We, therefore, believe that the impact of inflation on our net income, measured in consistent dollars, will
not be material.
Item 3. Quantitative and Qualitative Disclosures about Market Risk
Credit Risk
We are not exposed to significant credit risk on retail customer accounts in the Cayman Islands and Bimini, Bahamas,
as our policy is to cease supply of water to customers whose accounts are more than 45 days overdue. Our exposure to
credit risk is from our bulk water sales customers in Belize, The Bahamas, The British Virgin Islands, Barbados and
the Cayman Islands and our outstanding affiliate loan balance with OCBVI. In addition, the balance of our loan
receivable is with one bulk water customer, Water Authority-Cayman.
Interest Rate Risk
As of March 31, 2006, we had $12,034,393 outstanding under credit facilities, all of which bear interest at various
lending rates such as LIBOR, Cayman Island s Prime Rate or the Nassau Prime Lending Rate. We are subject to
interest rate risk to the extent that any of these rates change. The interest rate on our Series A bonds is fixed at 7.5%
annually.
Foreign Exchange Risk
All of our foreign currencies have fixed exchange rates to the U.S. dollar. If any one of these fixed exchange rates
becomes a floating exchange rate, however, our results of operation could be adversely affected.
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Item 4. Controls and Procedures
As required by Rule 13a-15(b) under the Securities Exchange Act of 1934, as amended (the Exchange Act ), as of the
end of the period covered by this report, the Company s management conducted an evaluation with the participation of
the Company s Chief Executive Officer and Chief Financial Officer (collectively, the Certifying Officers ) regarding
the effectiveness of the design and operation of the Company s disclosure controls and procedures (as defined in
Rules13a-15(e) and 15d-15(e) under the Exchange Act).
Based on this evaluation the Chief Executive Officer and Chief Financial Officer conclude that the Company s
disclosure controls and procedures were effective and that the Company maintained effective control over financial
reporting as of March 31, 2006.
Our management, including the Chief Executive Officer and Chief Financial Officer, does not expect that our
disclosure controls and procedures will prevent all errors and all improper conduct. A control system, no matter how
well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control
system are met. Further, the design of a control system must reflect the fact that there are resource constraints, and the
benefits of controls must be considered relative to their costs. Because of the inherent limitations in all control
systems, no evaluation of controls can provide absolute assurance that all control issues and instances of improper
conduct, if any, have been detected. These inherent limitations include the realities that judgments in decision-making
can be faulty, and that breakdowns can occur because of simple error or mistake. Additionally, controls can be
circumvented by the individual acts of some persons, by collusion of two or more people, or by management override
of the control. Further, the design of any system of controls also is based in part upon assumptions about the
likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals
under all potential future conditions; over time, controls may become inadequate because of changes in conditions, or
the degree of compliance with the policies or procedures may deteriorate. Because of the inherent limitations in a
cost-effective control system, misstatements due to error or fraud may occur and not be detected.
The Certifying Officers also participated in an evaluation of any changes in our internal control over financial
reporting that occurred during the quarter ended March 31, 2006. That evaluation did not identify any changes that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
Management s Annual Report on Internal Control Over Financial Reporting is included in our Annual Report on Form
10-K for the year ended December 31, 2005, as filed with the Securities and Exchange Commission.
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PART II OTHER INFORMATION
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
In March 2006, we issued 103,852 common shares to two of our executive officers, pursuant to the exercise of stock
options. The aggregate exercise price of the options was $619,477. The issuance of the shares was exempt from
registration under Regulation S promulgated under the Securities Act of 1933 because the shares were offered and
sold outside of the United States to non-US persons (as defined in Regulation S). Proceeds of the transaction were
used for general corporate purposes.
In March 2006, we also issued 91,504 common shares to two other executive officers, pursuant to the exercise of
stock options. The aggregate exercise price of the options was $545,821. The issuance of the shares was exempt from
registration under Section 4(2) of the Securities Act of 1933 because the executive officers have knowledge of all

material information relating to us. Proceeds of the transaction were used for general corporate purposes.
Item 6. Exhibits

Exhibit
Number  Exhibit Description

31.1 Rule 13a-14(a)/15d-14(a) Certification of Chief Executive Officer of the Company
31.2 Rule 13a-14(a)/15d-14(a) Certification of Chief Financial Officer of the Company
32.1 Section 1350 Certification of Chief Executive Officer of the Company
322 Section 1350 Certification of Chief Financial Officer of the Company
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

CONSOLIDATED WATER CO. LTD.

By: /s/ Frederick W. McTaggart
Frederick W. McTaggart
Chief Executive Officer

Dated: May 9, 2006
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