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TEST AUDITORES - CONSULTORES, S.L
Ganoral Alava, 6-1° 01005

VITORIA-GASTEIZ

Tel S45233416

INDEPENDENT AUDIT REPORT ON CONSOLIDATED ANNUAL ACCOUNTS

To the shareholders of Valvospain, S.L -
Report on consolidated annual accounts

We have audited the attached consclidated annual accounts of VALVOSPAIN, S.L. and
its dependent comparnes, compnsing the balance sheet to 31 December, 2015, the
consolidated profit and loss account, the consolidated statement of changes in net
worth, the consolidated cash flow statement and the consolidated annual report for the
financial year ending on that date

Responsibiity of the administrators in regard to the consolidated annual accounts

The administrators of the Parent Company are responsible for drawing up the attached
consohdated annual accounts in a manner that gives a true picture of the consolidated
equity, financial situation and consolidated results of Valvospain, S.L. and s
dependent companies, in line with the regulations govemning financial information
applicable to the Group in Spain, which regulations are identified in note 2.a in the
attached annual report, and for such in-house control as may be deemed necessary to
permit the preparation of consolidated annual accounts free from materally incorrect
data due ta fraud or error.

Responsibility of the auditor

Our responsibility 1s to express an opinicn on the consolidated annual accounts
attached, based on our audting work. We carned out our audit in line with the
regulations currently governing account auditing in Spain The said regulations require
us to meet certain conditions regarding ethics, and to plan and implement the audit wath
a view to obtaming a reasonable guarantee that the consolidated annual accounts are
free from materially incorrect data

An audit requires the application of procedures to obtain audit evidence concerming the
amounts and mformation disclosed in the consolidated annual accounts. The
procedures selected depend on the decision of the audrtor, including the assessment
of the nsk of material incorrectress in the consolidated annual accounts as a rasult of
fraud or error In making such nsk assessments, the auditor takes into account the
relevant in-house checks made by the administrators of the Parent Company on
draming up the consolidated annual accounts, with a view to designing audit
procedures suited to the circumstances in hand, and not in order to express an opinion
conceming the effectiveness of the in-house checks made at the organisation. An
audit also includes an assessment of the suitability of the accounting policies applied,
of whether the accounting estimates made by the management are reasonable and of
the presentation of the consolidated annual accounts taken as a whole

Woe consider that the audit evidence obtained provides an adequate, sufficient basis on
which to issue an opinton as auditors.




Opinion

In our opinlon, in all significant aspects the consolidated annual accounts for financial year 2015
attached hereto glve a true picture of the equity and the consolidated financial situation of
VALVOSPAIN, S.L as of 31 December, 2015, of its results and of its consolidated cash fiow in
the financial year ending on that date, as per the applicable regulatory framework for financial
reporting, and in particular as per the accounting criteria and principles contained therein.

Paragraph on other issues

The audit report on the consclidated annual accounts for the previous tax year was produced by
a different auditor A favourable opinion was gwen on 8 July 2015 The framework of financial
information does not require this to be indicated or disclosed in the consolidated annual
accounts

Report on other legal and regulatory requirements

The consclidated management report attached for financlal year 2015 contains such
explanations as the administrators of the parent company consider appropnate concerming the
situation of Valvospain S L and its dependent companies, the running of their business and
other matters N does not form an integral part of the consolidated annual accounts We have
checked that the financial information contaned in the said management report matches that
contained in the consolidated annual accounts for financial year 2015. Qur remit as auditors is
imited to checking the management report to the extent indicated hereln, and does nat extend
to checking any information other than that obtalned from the accounting records of Valvospain,
S.L and its dependent companies

24 May 2016

Test Auditores — Consuitores, S L
Entered In the Official Register of Account Auditors under n® 81779
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Valvospain, S.L. and dependent companies

CONSQOLIDATED PROFIT AND L.OSS ACCOUNTS FOR THE FINANCIAL YEARS 2015 & 2014

(Notes 1,2 & 4)
{Thousands of Euros)
Notes to Fin. Year | Fin Year
Report 2015 2014
ONGOING OPERATIONS
Net turnover Note 16.a 8§ 3558 44.723
Sales 54 226 41 257
Services provided 1.129 3 466
Variation in inventory of fInished products & work In progress Note 10 -1.578 3.819
Supplles Note 16.b -35.169 -28.618
Consumption of goods -3.580 -8.902
Raw materials & other consumables used -19 738 -12.748
Work done for other companies ~-11 840 -5.968
Other operating Income 68 123
Non-core & other operating income -5 77
Operating subsidies incorporated into the profit/loss for the year 73 48
Personnel costs Note 18.c -8.021 0.722
Wages, salaries & simular -6.435 -7 675
Soctal welfare costs -1.585 -2 047
Other operating costs -9.794 -G.BTSL
Other current management coste Note 16.d -7 079| 7072
Losses, impaumment & changes in operatng provinons Note 11 & 17.a 2715 197,
Depreciation of fixed assets Notes 5 & 6 -2 892 -2.759L
Allocation of subsidies for non-financial fixed assets & others Note 12.1 35 A
Other guinv/losses Note 13 -293 -4.864
OPERATING RESULT -2 086 4,102
Financial income 64 257
Financial expenditure Note 14 -872 -1.328
Change {n falr velee on financial Instruments Note 14 ~302
Exchange-rate differences Note 16 359 -85
Impairment & gains/losses from disposal of financial instruments -49
FINANCIAL RESULT -498 -1.458
Share In profits of companies consolidated using the equity method Note 8.b 78 -1
PRE-TAX PROFIT/LOSS -2.507 -5.561
Tax on profits Note 15 39 73]
PROFIT/LOSS FOR THE YEAR FROM CONTINUED OPERATIONS -2.468 «5.634
CONSOLIDATED PROFTT/LOSS FOR THE YEAR -2.488 -5.634
Profit/loss allocated to the parent company -2 488 -5.639
Profit/loss allocated to external stakeholders 5

Notes 1-20 in the Report and the consclidated annex attached form an integral part of the consolidated
profit and loss account to 31 December 2015
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@ VALVOSPAIN, S.L. and dependent companies

valvospain

CONSOLIDATED CASH-FLOW STATEMENTS FOR
FINANCIAL YEARS 2015 & 2014 {(Notes 1,2 & 4)

{Thousands of Euros)

Notes to Fin. Yr. Fin.Yr
Report 2015 2014*
CASH FLOW FROM TRADING OPERATIONS -0 897 7.223}
Result for the year before tax -2 507 -5 5681
Adjustments of results: 4,764 8.702
- Depreciation of fixed assets Notes § &6 2 692 2759
- Corrections m value due to deterioration Note 11 2.715 -197
- Changes in provisions Note 13 -1 000 5.000]
- Allocation of subsidies Note 12 f 91 -
- Pinencial income 64 -257
- Financial costs Note 14 872 1328
- Exchange-raic differences Note 16 -359 =27
- Change 1n farr value on financial instruments Note 14 302
- Other mcome & expenditure -136
- Share m {profits)iosses of shareholders via equity method, net of dividends Note 8.b -1 4
Changes in working capital =11.446 5,126
- Stocks Note 10 -2 419 -2.481
- Debtors & other recervables -27 569 6.332
~ Other current assets 22 22
- Creditors & other accounts payable 18 520 1.297
Other cash flows from trading operations -809 -1.044
- Payment of interest 872 -1.301
- Collection of interest 84 257
CASH FLOW FROM INVESTMENT OPERATIONS -2.743 -3.751
Payments from Investments -7.739 =3.701
- Group & associated companies -6 623
- Intengible fixed assets Note § -80 292
- Tangible fixed ssets Note 6 1026 -1 218}
- Other financial assets Note B -1.305
- Loans to pnvate companics Note 17.a -975
Receivables from disinvestment 4.996 40
- Other financial assets Note 9 4996 m
CASH FLOW FROM FINANCING OPERATIQNS 11.015 4,880
Receivables & amouxts payable for equity instruments 38
- Subsidies, donations & bequests received Note 12.f 38
- Issue of equity mstruments
Recelvables & amounts payable for financial liability instruments 11.015 -4.918
- lssue:
Debts to banks Note 14 11 657 14.305
- Repayment & amortisation of
Debts to banks Note 14 -£42 -19.223
EFFECT OF EXCHANGE RATE VARIATIONS 350 0
NET INCREASE/DECREASF IN CASH OR EQUIVALENT -1.368 -1.408]
Cash or equivalent at commencement of year 2884 4.292
Cash or equivalent at end of year 1518 2.884

Notes 1-20 in the Report and the consolidated annex attached form an integral part of the consolidated cash flow statements to 31

Dacember 2015
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Valvospain, S.L. & dependent companies

Consolidated annual report for the financial year ending on 31 December, 2015

k| Activiti he Grou

Valvogpain, S.L (hereinafter called the Parent Company) was incorperated on 2 November, 2004 Its main
activity 13 the provision of technical assistance, advisary and similar services In regard to the administration
of companies, thelr financlal and legal structure and their production and sales processes

Its corporate headquarters is at Poligono Industnal Kaltzadako, Saratxo, Amurio (Alava)

Apart from the operations [n which it engages directty, Valvospaln, S L. 15 also the head of a group of
companies engaged In vanous activities with which it forms Grupo VALVOSPAIN, hereinafter called the
Group The Parent Company is therefore obliged to draw up not only its own individual annual accounts but
also consolidated annual accounts for the group, including holdings in asscciated companies

The Parent Company deposits its individual and consolidated annual accounts with the Mercantile Reglster
of Alava

a)

b)

Rugulatory framework for financlal reporting applicable to the Group

These consalidated annual accounts are drawn up by the adminlstrators of the Parent Company under
the regulatory framework for financlal reporting applicable to the group, as lald down in

s the Code of Commerce and other mercantle leglslation.

» the regulations for the drawing up of consolidated annual accounts approved under Royal Decree
1159/2010 and the General Accounting Plan approved under Royal Decres 1514/2007 and is
sectoral adaptations,

» the compulsory regulations approved by the Institute of Accountancy and Account Auditing for the
implementation of the General Accounting Plan and its supplementary regulations,

« other applicable Spanish accounting regulations

True Plcture

These consolidated annual accounts for financial year 2015 are taken from the indvidual accounting
records of Valvospain, SL and those of the companies that make up Grupo Valvospain as of 31
December, 2015 They are presented in accordance with the applicable regulatory framework for
financlal reporting and the accounting cnteria and principles therein, so that they give a true picture of the
equlty, the financlal situation and results of the Group, and of the consolidated cash flows dunng the
year These consolidated annual accounts were drawn up by the Board of Directors of Vatvospain, S.L
on 31 March, 2016 and, lke those of the dependent companies, will be submitted to the relevant
stockholders and shareholders for approval. They are expected to be approved with no modifications

The consolidated annual accounts of the Group for financial year 2014 were approved by the General
Mesting of Shareholders of Valvospaln, S L on 30 Septernber, 2015

G T T W e
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valvospain

¢} Depandant, jointly-controlied and assoclated

companies
Depandant companlies

The full consolidation methed was applied at all dependent companies, which are the companies
confrollad directly or Indlirectly by the Group, in the sense that it has the power to direct their financial and
operational policies to obtain financial profit fram their activitiss. This power generally, though not atways,
rmanifeats itself in the direct or indirect ownership of 50% of the voting rights of a company or mors

The participation of minority shareholders in the equity and in the results of the consolidated dependent
companies Is shown under the heading "external stockholders® in the “Net Equity” section of the
consclidated balance sheet and under “Results allocated to extemal stackholders” in the consolldated
operating accounts, respectively

As from fax year 2013 the companles Valvospzain Gulf Trading Co (no longer controlled by the Group as
Its shareholding Is less than 50%), Valvospain México, S.A de C V and MTS Vaives Inc {which work in
the marketing of the Group's products and are 99 99% and 100% owned by the group respectively) were
exciuded from the scope of consclidation because, In the opinion of the administrators of the company,
the sad companies had lite activity In the tax years from 2013 to 2015 and were of no significant
Interest Individually or indeed together for the true picture of the equity, the financlal situation or the
results of the consolidated Group. In the opinion of the administrators of the Parent Greup their
consolidation would have no significant impact on these consolidated annual accounts. The informaton
on the saud companies as of 31 December 2015 Is as follows.

Thousands of Euros
Profitloss for Net cost of
Company Corporate HQ]  Capual Reserves the year | holding (Note 8 a)
MTS ValvesInc | Miam (USA) 75 45 - -
Valvospamn México, | MéocoDF
SAdeCV (México) 23 -33 - 23
Valvospain Gulf Kuwat City
Tradmg Co. () (Kuwart) 49 -150 - -

{*) Balance on 31 December 2013

Moreover, in 2015 the Dubai-based company Fluval Valves FZE, indirectly owned 100%, which
marketed the products of the Group, was also excluded from the scope of consolidation

Tha Annex attached hereto dstalls the dependent companies Included In the scope of consolidation.
Their financial yaars all match that of the Group.

Jointly-controlied companfes

Jointly-controlled companies are companies that constitute joint businesses They are consolidated by
the proportional method, which entails including in the consolidated financial statements the proportional
part of the assets, labilties and incomes of such companias in line with the holdings of the Group in
them “Joint businesses” are those which are jointty controlled with other partes. This situation anses
when there Is an agreement in company articles or via a contract under which strateglc decisions
conceming financial and operational activities require the unanimous consent of all the parties that share
confrol

At the end of financlal years 2015 and 2014 there are no jointly-controlled companles within the scope of
consolidation

.
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Associated companies

Assoclated companies are accounted for under the equity method (note 8). These are companles in the
management of which the Group has a significant influsnce, understood as the power to intervens In
operational and financial pallcy decisions of the partly owned company, but not sufficient to hold control
or joint control. "Significant Influence” Is undarstood to exist In companies where the holding s 20% or
mare

The aquity mathod consists of recarding tha value of net assets and any goodwill corresponding to the
holding In the assoclated company under "Long-term investment in assoclated companlies — Hoidings
Consolidated via the equity method™ The net result In each financial year corresponding to percentage
share in these companies is recorded in the consolidated operating accounts as “Share in profits (losses)
of companles consolidated using the equity method”

At the end of financial years 2015 and 2014 there are no associated companies excluded from the scope
of consolidation

The Annex attached herefo detals the assoclated companies Included In the scope of consolidation,
Thelr financlal years all match that of the Group

Chenges in the scope of consolidation

in addison to the points noted in Note 2 ¢ for companloes not included In the scope of consolidaton as of
31 December 2015, Fluval Valves FZE was also excluded from tha said scope as indicated in note 2 ¢

In tax year 2014 there were no changss in the scope of consolidation.
Non-compulsory accounting principles applied

No non=compulsory accounting principies have been applied Moreover, the Administrators of the parent
company have drawn up these consolidated annual accounts talung Into consideration afl applicable
cornpulsory accounting principles and regulations that may have any signtficant affect thereon

There are no compulsory accounting principles that have not been applied
Critical points of vaiuation and estimation of uncertainty

The consoldated annual accounts attached are prepared using estimates drawn up by the
Admirustrators of the Parant Company to value some of the assats, llablilities, incoma, expenditure and
commitments recorded hereln. These estimatas refer basically to

« The assessment of potential losses due to impaiment on certaln asssts such as Intangible fixed
assots, tangible fixed assets, holdings in assoclated companies, goodwll, stocks and accounts
receivable {notes 5, 6, 8, 10 & 11).

The useful lifetime of tangible and intangible assets (notes 5 & 6)

Calculabons of impalrmeant on goodwill (note 5).

The recovery of deferred tax assets (note 15)

The market value of certain financlal is comments (note 9).

The calculation of provisions (note 13)

Although these astimates are based on the best information available at the end of finandlal year 2015 It
may be necaessary to modify them (upward or downward) i future financial years because of future
evants if necassary, this will be done prospactively,

Comparison of information
The information in this consgolidated annual report conceming financlal year 2014 is presanted for the

purpesas of comparison with the information on 2015 only There have been no changes in scoounting
criterla or In the way in which information s presented.
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h) Grouping of items

Certain items on the consolidated balance sheet, the consolidated profit and loss account, the statament
of changes in consolidated net equity and the conschdated cash flow staiement are presenied grouped
together to facllitate thelr understanding, but insofar as it is significant, a breakdown is included in the
relevant notes to the Annual Report

{} Changes in accounting criteria and comection of errors
There have been no changes in accounting criterla with regard to the consolidated annual accounts for
2014, and no significant errors have been dstected that would nacessitate any reformulation of the
amounts included In the consolidated annual accounts for financial year 2014,

D) Operating currency
These consolidated annual accounts are presented in euros, given that the euro is the principal currency

in the economic environment in which Grupo Valvospain operates Operations In currencies other than
the euro are recorded in fine with the policies explamed in note 4 a.

3, Distribution of profit

The proposal for the distnbution of net profit for financial year 2015 which the Board of Directors of the
Parent Company is to put before the Genera! Mesting of Shareholders for approval is as follows

Thousands of
Euros
Basis for distribution
Profit/Loss for the year -2468
Application
Losses from previous financial years -2468
4 Regl. valuation lations

The main regulations goveming registration and valuation used by the parent company In drawing up the
consolidated annual accounts for 2015 In accordance with the General Accounting Plan were as follows:

a) Consolidation principies applied
Transaclions between companles included in the scope of consolidation -

in the process of consolldation, balances, transactions and results involving companies consolidated by
the full consolidation method have been eliminated The percentage of results from operations between
Group companies and associated companies corresponding to the holding of the Group In those
companies has been eliminated

Uniformity of items -

The accounting procedures and principlas used by the member companies of the Group have baen
brought into line so as to presant consolidated financial statements with a uniform valuation basls.

Conversion of financlai statements in foresgn currency -

Financial statements for partly owned companies that operats in a currency other than the euro have
been converted using the following procedures:

* The assets and liabilities on their balance sheets are converted at the exchange rate in force at the
end of the closing date of the balance shest

* Income and expenditura in each rtem of results are converted at the average cumulative exchange
rate for the pencd in which they arose

P
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valvospairy
* All exchange rate differences arising as a result of the foregoing recorded as a separate item of net
equity referred to as "Conversion Differences” under the heading "Adjustments for changes in value®

When conirol, joint control or significan influence is lost in a company that aperates in a currancy other
than the euro, the exchange rate differences recorded as an itsm In nat equity for that company are
accountad for In the operating account at the time when the result of the disposal Is recognised. If the
partly-owned caompany cperating In a cumency other than the eurc 18 an associated company and a
partial disposal takes place that does not give rise to any change in the classification of the company In
queston, only the proportional part of conversion differences are allocated to results if a percentage of a
holding In a dapendent company with these charactenstics s disposed of, and control is not lost, the
relavant percentage of the accumulated conversion differences is attnbuted to holdings by external
stockholders

Goodwill and business combinations

The acquisiion by the Parent Campany of a controlling intarest In a dependent company constitutes a
business combination, 1o which the acquisition method s applied. In subsequent consolidation processes
investments/net equity of dependent companiss are eliminated generally on the basis of the values
resulting from the application of the acquisition method described below on the date on which control i1s
acquired.

Business combinations are accounted for by applying the acquisttion method, for which the date of
acquisition is determined and the cost of accommodation I3 calculated. Identtfiable assets acquired and
liabilities assumed are recorded at their falr value as of that date

Goodwill or negative differences from combination are determined by the difference between the falr
value of the assels atquired and liabililles assumed which are thus recorded and the cost of the
combnation, always with reference to the date of acquisition

Combination costs are determined as the sum of the following

+ The falr value on the date of acquisibon of the assets transforred, the liabilities incurmed or assumed
and the equity Instruments issued.

* The falr value of any contingent consideration dependent on future events or on the fulfiment of
predetermined condltions

Costs related to the emlission of equity instruments and financtal liablitios handed over In axchange for
elements required do not form part of the combination cost.

As from 1 January 2010, the Tees paid to legal adwvisers and other professionals invoived In the
combination process and intemal costs ansing therefrom are also excluded from the combination cost.
Such amounts are allocated directly to the PAL

If the business combination is caried out In stages n such a way that there Is pricr investment before the
date of acquisition (date of taking control), the goodwill or negative difference Is obtalned as the
difference between tha following:

» The cost of the business combinaton plus the falr value on the date of acquisiion of any previous
holding of the acquiring company in the company acquired, and

» The value of the identifiable assets acquired, minus that of the liabliittes assumed, determined
Indicated above,

Any profit or loss that arises as a result of the valuation at farr value on the date on which control |s taken
over of the prior holding in the company acquired 18 accounted for in the consolldated profit and loss
account. If the investment in the partly owned company In question was previously valued at falr value,
the adjustments for changes In value pending aliocation to the results for the year are fransferred to the
consolidated profit and loss account Moreover, the cost of a business combination is assumed to be the
best benchmark for estimating the fair value of any prior holding on the date of acquisition

Goodwill ansing from the acquisition of companles that operate in a currency other than the euro is
valuad in the operating cumency of the company acquired and converted to euros at the exchange rate in
force on the date of the consolidated balance shest.
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codwill Is not depreciated, and Is subsequentiy valued at its cost minus Impaiment losses Comrections
in value due 1o impalimnent recognized under goodwilt are not subject to reversal In subsegquent years.

As an exceptional case, should a negatlve differance arlse In the combination It Is allocated to the profit
and loss account as revenue

If the valuation processes required for the application of the acquisiion mathod described above cannot
be completed by the end of the year when the combination takes place, accounting for same Is
considared as pravisional and the relevant pravisional values can be adjusted in the period hecessary to
obtain the Information required, which may In no case exceed one year The effects of adjustments made
in that period are accountad for cn a backdated basis, and comparatve Information Is modified if
necessary

Subsequent changes In the fair value of the contingent consideration are adjusted against resuits, unless
that considsration Is classed as equity, n which case subsequent changes in falr value are not
recognised

Should there be any transactions after the taking of control Involving the sale or purchase of holdings in a
subsldiary that do not entail the loss of same, the impact of such transactions with no loss of control are
accountad for under equity, and the amount of consolidation goodwill Is not ¢hanged

intangible fixed assots

As a general ruls, intanglble fixed asseis are Inially valued at cost, I e. at purchase pnce or cost of
productron The cost of intangible fixed assets acquired via business comblinations Is taken to be thelr
fair value of the date of acqulsition

Following initia! recognition, intangible fixed assets are valued at cost, minus the relevant acumen thay
did depreciation and amortisation and, as the case may be, the accumulated amount of any ¢omections
due to Impairment according to the cnteria described in note 4.0

An analysis is conducted to detarmine whethar each intanglble fixed asset has a definite or indefinite
useful lifetime

Intangible fixed assets with a prodefined life ime depreclated/amortised systematically In line with the
estimated useful lifetime of goods and thelr residual value The depreciationfamortisaton methods and
period Is applled reviewed at the end of each financial year and adjusted prospectively If relevant. An
impairment test is run at the end of the financial year, and if imparment is deemed to exist the
recoverable amounts are estimated and the relevant corrections In value are made

Intangible fixed assets with indefinite lifebmes are not depreciated/amortised, but are checked for
impalment at least once a year Thewr "indefinte useful Ifetime" siatus is reviewed each year As of 31
December 2015 and 2014 the Group had no Intangible fixed assats ciassed as having indefinite ussful
lifetimes on its books

Resgearch and dovelopment expenditure

The Group registess research expenditure over the course of the financial year in s consolidated profit
and loss account.

Development costs baslcally comprise payments made for the acquisition of commaercial, technical,
organisational and financial information needad to develop new products, and the cost of personnel
aetiached to research and development departments. The set costs are activated when the following
conditions are met,

= When they are specdically broken down project by project and costs are clearly dafined so that they
can be distributed over time

+ Whan there is good reason to believe that the projects implementad will be tachnically successful and
financially/commarcially profitable

The assets thus generated are depreciated in a linear fashion over the course of their useful lifetimes (up
to a maxymum of five years).
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Should there be any reasonable doubt conceming the technical success or financlal/fcommercial
profitability of a project, the amounts recorded under assets are attributed direclly to the consolidated
profit and loss account for the financial year.

Waork done by the Group for its own fixed assets |s recorded at the accumulated cost that resuits from
adding external and internal costs determined In accordance with in-house consumption of materials,
direct labour costs incured and general manufacturing costs calculated according to absorption rates
simuilar to those applied for the valuation of stocks

Industnal property

Undar this heading the Group records patents and trademarks that are fully depreciated, and the costs
Incurred In obtalning approvals for products at customers and in markets

Concessions, patents, licences, brands & similar are depreciated over five years

iT applications

In this account the Group records the costs of acquinng, adapting and developing computer programs |T
applicabon maintenance costs are recorded in the consolidated P&L account for the yaar in which they
are Incurred IT applicalions are depreciated/amortised over 5 yaars using the linear method

Repairs that do not constitute an extansion of useful lifetme and maintenance costs are charged to the
congolidated profit and loss account for the year when they are incurred,

Tangibie fixed assets

Tangible fixed agsets are inthally valuad at their acquisition pnoe or cost of producton, Subsequently
thelr value Is reduced by accumulated amertisation and depreciation and by Impairment losses, if any, as
per the cntena set out In note 4.8

Upkeep and maintsnance costs for the ltems that make up the tangible fixed assets are atiributed to the
consolldated profit and loss account for the year when they are Incumred By contrast, Investments in
improvements that increase the capacity or efficlency or extand the useful lifetime of such assets am
recorded as Increased costs thereof

Repairs that do not constitute an extension of useful lifetime and upkeep & maintenance costs are
charged to the consohdated profit and loss account for the year when they are incurred By contrast, the
costs of increases and improvemants that giva rise to greater production capacity or extend the useful
lifetime of goods are recorded as increases in value.

Tangible fixed assets are depreclated linearly aver their estimated useful lifstmes as from the time when
they becorne available for entry into operation

The estimated useful lifetimes in years of the vanous tangible fixed assets are as follows.

Percentape of

depreciation |
Construchans 5%
Techmical facihties & machmery 10%- 15%
Other facilities, toalings & furnishmgs 15%- 33%
Data processing equipment 25%
(Trensport equiprent 2%

At the close of each financial ysar the group reviews the useful ifetmes and depreciation methods of its
tangible fixed assels and adjusts them prospectively if necessary
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@) Impaiment losses on non-financial assets

At the end of each financial year (in the case of goodwill and Intangible assets with indsfinite ifetimes)
and whenever there 15 evidence of loss of valua {four remaining non-financial assets) the Group applies
an impalment test to check for losses in valus that may reduce the recoverable value of asseis to
amounts lower than thelr book value

Recoverable value is defined as falr value minus sale costs or value in use, whichever Is tha greater
When the book valus Is grey to them the recoverable value, mpaimment losses are said to exst.

"Value in usa® 15 the current value of expected future cash flows, using a nsk-free market Interest rate,
adjusted for any specific risks assoclated with each asset. For assets that do not gensrate significant
cash flows, other than those derving from other assets or groups of assets, the recoverabla amount is
detarmined for the cash generating units to which thoss assets balong.

Carrections In valua due to impalrment and its reversal (which is not parmitted In the specific case of
goodwiil) accounted for In the consolidated profit and loss account Comrections in value due to
Impairment reversed when the circumstances under which they were made cease to apply Reversal of
Impalrmant is imited to the book value of the asset that would be recorded tf thers had been no prior
impairment.

Loases

Leases are classed as financlal leases provided that their terms and conditions Invoive the transfer In
substance to the lessee of the nsks and bensfits inherent n the ownership of the assets In question All
other leases are classed as operational leases

Eingnoal leases

in financlal lease opserafions in which the Group is the lessee, the cost of the assets leased Is shown on
the consolidated balance sheet in line with the nature of the assst in question, with a liability entry for the
same amount also being included The amount shown is the lower of the followng. the falr value of the
asseis leased or the current value at the commencement of the lease of the minimum amounts agreed,
in¢luding purchase options, when there are no reasonable doubts that they will be exercised Contingent
quotas, sarvice costs and taxes that may be passed on by the lessor are not included in these
cakulations. The total financial burden of contracts 18 allocated to the consolidated profit and loss
account for the year in which it is accrued, applying the effective Interest rate mathod Contingent quotas
are recognized as expensas In the year in which they are incurred.

Assets recorded under operations of this type are depreciated with critena swmilar to those applied to
tangible fixed assets as a whole, depending on their nature

Operational leases

Income and expenditure deriving from operational lease agreements are atinbuted to the consolidated
profit and loss account in the year in which thoy are accrued.

Any amount collected or pald on entering into an operational lease s treated as advance receipts or
payments and aitnbuted to results during the lease period as the bensfits of the asset leased are
assigned or recelved
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@) Financlal assets

Classification®
The financlal assets of the Group are classified under the following headings

a) Loans and receivables: Financial assets ansing from the sale of assets or the provision of sarvices
for trading operations of the Company, or those onginating from commercial operations that do not
entai equity Instruments or denvatives, for which fixad or determinable amounts are received and
which are not traded on an active market (note 11).

D) Bonds and doposts provided Deposits provided to guarantea fulfilment of the obligations
undertaken mainly by lease agresments entered Into by the Group (note 7)

¢} Fnanclal assets held for trading- Assets acquired with the intention of dlsposing of them n the short-
term, or which form part of a portfolio in which there 18 evidence of recent operations with that
purpose This cstegory alse includes financlal derivatives which are not financial guarantee
agreements (6.9 guarantees per aval) and have not been designated as hedging instruments

d) Fina llab! r _sale, These include securites that represent debt and equity
instrurnents of other companies not classified under any of the foregoing headings

Inhal valuation

Financial assets are initlally recorded at the farr value of the considerabon handed over plus directly
attributable transacton costs

In particular, bonds and deposite provided are inltially recorded for the amounts actually handed over.
Su ert tlon
Loans, collectables and bonds and deposits provided are valued at their amortised cost.

Financial assets held for trading are valued at thair falr value and the result of any variations in the said
fair value is recorded Iin the profit and loss account.

However, loans for commercial operations maturing after no more than one year which do not entail any
contractual Interest rate, and repayments and lcans to personnel the amount of which Is expected to be
recalved in the shorl term are valued both inttially and subsequently at their face value provided that the
effect of not updating cash flows is not significant.

Specifically, as regards bonds provided for operational leases or services provided, the difference
between fair value and the amount paid out due, for instance, to the bond belng esteblished In the long-
term with no remuneration, is recognised as advance payment made or collected under the lease or
service provided in question, and must be allocated to the consolldated profit and loss account during the
lease period or during the period in which the service is providad, in line with the regulations covering
ncome from sale and services provided,

Finally, financtal assets avallable for sale are valued et therr falr value, and the result of any variations in
that falr value Is recorded under net equity until such tme as the asset 1§ disposed of or its value
deteriorates (In a stable or permanent fashion), at which time the accumulated resulls accounted for
previously under net equity are transferrad to the profit and loss account Equity instruments whose fafr
value cannot be determined reliably are valued at cost minus, as the case may be, the accumulated
amount of any comechons in value due to impalment. In this context, It 1s presumed that impalrment
(permanent loss) exists If the trading value of the assets in question fafls by more than 40% or If there Is
a prolonged decreasa therein ovar a period of 18 months, with no recovety in value

The Group runs an impalment test on those financial assats which are not recorded at fair value at least
at the end of the financial year Objective evidence of impaiment is considered to exist if the recoverable
value of the financial asset Is lower than s book value When impalrment is desmed to exist, It 1s
recorded In the profit and loss account and Is limited to the book value of the financlal asset that would
have been recorded on the date of reversal if there had been no iImpaiment
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In corrections in value concemed with trade debtors and other accounts recelvabla the Group follows the
cnteria of impalting those loans that, after Individual analysis of their recoverability and in line with thesr
age and other aspects such as lmegular circumstances, bankrupicles and insolvencias, may reasonably
be classed as troubled assets Spewfically, for trade debtors and other accounts recelvable the Group
classes as froubled assets balances comesponding to companles that have filed for bankruptcy or that,
following Indvidual analysis, give rise to doubts as to their recoverability (note 11)

The Group writes off financial assets when they expire or when the nghts to the cash flow from the
comesponding financial asset has been transferred and the risks and benefits Inherent in ownership
thereof have also been transferred in substance, e.g. In firm agresments for the sale of assets,
assignment of commercial loans in factoring operations where the Company does not retan any credit
nsk or Interest, sales of financial assets wath repurchase agreements for fair value and securitisation of
financial assets when the assigning company does not rstain any subordinated debt, provide any
guaranteed or assume any other risk.

By contrast, the Group does not wnte off financial assets, and records a financlal liabllity for an amount
equivalent to the consideration recelved In transfers of financial assets In which It retains In substance
the nsks and benefits inherent in ownership, e g. in the discounting of bills, factonng with recourse, sales
of financial assets with repurchase agrmements at fixad prices or at the sale pnce plus intersst and
securitisation of financial assels when the assigning company retains subordinated debt or any other
guarantead that may substantially take up all the expected losses

As of 31 December 2015 there were with-recourse factoring contracts for the amount of 481 thousands
of euros (550 thousands of euros at 31 December 2014).

Financlal llabilities

Financlal iabffitles are debits and accounts payabie heia by the Group arging from the purchase of
goods and services for trading operations, and non-commercial operations that cannot be considered as
financial derivatives

Such debits and accounts payable are Initlally valuea at the fair value of the consideration recerved,
adjusted for directly attributable transaction costs. Subsequently, these llabililes are valued in
accordance with their amortised cost The Interest accsued is recorded in the consolidated profit and loss
account, with the effectiva interest rate mathod being applied

However, debits for commercial operations maturing after no more than one year which do not entail any
contractuat intenest rate, and capitat calls on holdings the amaount of which 1s expected to be pad in the
short term are valued at their face value provided that the effect of not updating cash flows is not
significant.

The Group wntes off financiat liablities when the obligations from which they arise are cancelied
Hedging instruments

The Group usas financial dervatives to hedge the risks to which its activities, operatiens and future cash
flows are exposed These are malnly exchange rate fisks In the context of such operations, the Group
arranges financial hadging instruments (note 14),

For such Instruments to be classed as hedging instruments in the accounts, they must be [nitially
designated as such, and the hadging relationship must be documented The method used to account for

any resuting profit and loss depands on whether the dervative is designated as a hedging instrument or
not and if so on the type of hedging involved
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The group applles cash-flow hedging Such hedging covers exposure to changes i cash flows
attributable to a specific risk associated with recognised assets or lablies or to an envisaged
transaction which is deemed to be highly lkely, provided that it can affect the consolidated profit and loss
account, Hedging for exchange-rate risks on a firm commitment can be accountsd for as cash flow
hedging That part of the profit or loss on the hedging instrument that 1s classed as effective hedging s
accounted for provisionally in the consolidated net equity, and allocated to the consoldated profit and
loss account In the year(s) in which the operation covered affects results, untess the hedging in question
i1s for a transaction envisaged that resuits in the recognition of a non-financial llablity or asset, In which
case the amounts recorded in the consalidated net equity are Included in the cost of the asset or a
ligbility when 1t 1s acquined or taken on.

Accounting for hedging ceasas when the hedging Instrument matures or 1s sold, completed or exarcised,
or when it caasas to meet the criteria established for it to be accounted for as hedging. At that ime any
cumulative profit or loss coresponding to the hadging Instrument that has been recorded in net equity Is
maintained within net equity until the operation envisaged takes place. When the operation hedged Is not
oxpecied to {ake place, the cumulabve net profit or loss accounted for in net equity is transferred to the
net results for the perdod

Equity Instruments

An equlty Instrumant represents a residual holding in the equity of the Group once all liabilittes have
been deducted

Capltal instruments issued by the Group are recorded in net equity for the amount received, nat of issue
costs

Any of its own shares acquired by the Group during the financial year are registered for the value of the
consideration provided in retum, as a direct decrease in value in the consolidated net equity

The results of purchases, sales, 1ssues and amortisations of Its own oquity Instruments are recognised
directty by the Group in the consolidated net equity In no case Is any such result recorded in the
consolidated profit and loss account.

Stocks

Stocks are valued at thelr price of acquisition, cost of produchon or net realisable value, whichever Is the
lowest Trade discounts, reductions obtalned, other similar ltems and interest Incorporated into the fece
value of debits are deducted when determining acquisition psices (Note 10)

Merchandise Is valued at the pnce of acquisition, net of any discounts or price reductions. This pnce I1s
detenmined by applying the average cost method, including all additional costs incurrad up to receipt of
the merchandisa

Cost of production Includes direct matenal costs and, if relevant, direct labour costs and such general
manufacturing costs incurred up to the year end

Net realisable value means the estimated selling pnce minus all the estimatad costs for completion of
manufacture and the costs that will be incurred in marketing, sale and distnbution.

In assigning values to its stocks, the Group uses the welghted average cost method.

The Group makes such comrections In value as may be appropriats, accounting for them as expenses on
tha profit and loss account when the net realisable value of stocks is lower than their acquisition price {or
their production cost).

1
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Cash & other equivalent liquid assats

This heading on the consolidated balance sheet covers cash on hand, current accounts at banks and, if
relevant, short-term asset acquisitions and deposits that mest the following requirements.

» They are converhble into cash

¢ They mature no more than three months after the ima of the acquisition.
s They are not subject to any significant exchange rate risk.

» They form part of the Group's ordinary treasury management policy

m) Forelgn currency transactions

The operating currency of most of the member companies of the Group 18 the suro Thersfors any
operations in currencles other than the eurc are considered as foreign currency operations and recorded
at the exchange rates in force on the date of each operation (note 16 d)

At the year end monetary assets and liabilities denominated In forelgn currency are converted at the
exchange rate in force on the date of the consolldated balance sheet. Any profit or loss that results 1s
attributed directly to the consolldated profit and loss account for the year when it is Incurred.

Tax on profits

The Parent Company and certaln subsidiary compamies of {(note 15) are based in the Basque Country
and are subjact {o reglonal regulations on corporation tax. They pay such taxes under the Special Tax
Consoldation Framework envisaged wn Regionat Regulation 37/2013 of 12 December on Corporation
Tax in the Histoncal Termtory of Alava {which has superseded Article 71 of Reglonal Regulation 3/1996
of 26 July of the Historical Teritory of Alava govemning corporation tax) {note 1) Valvospain, S.L Is the
parent company of the group Companies registered for this special framework apply the criteria
envisaged In an ICAC Resolubion dated 9 October 1997 for purposes of recording the effects of tax
consolidation for accounting purposes

Tha remaining dependent companies of the Group pay corporation tax individually under the various tax
frameworks applicable to the locations where they have thelr headquarters.

Expenses and income attributable to tax on profits inciude a part relative to spending or income due to
current taxes and a part comesponding to spanding or income dus to deferred taxes

Current taxes are the amount that the Group pays as a result of the settlement of tax on profit for one
financial year Any deductions and other tax breaks in regard to the amount payable in tax, excluding
with hoklings and payments on account, and any tax loss camed forward from previous years and
effectively applled in the current year are recorded as decreasas In the amount of cument taxes.

Deferred tax expenses or income refer to the recognition and cancellation of deferred tax assats and
habiities These include timing diffsrences, Identified as amounts expected to be pald for recovered as a
result of differences betwaen the book values of assets and llabllites and their fiscal value, negative
taxable incomes pending offsetting and credits from tax deductions not yet fiscally applied The sald
amounts are recorded by applying to the time difference or credit in question the tax rate at which they
are expected to be recovered or setled

Deaferred tax liabilities are recognised in regard to all taxable timing differences except those arising from
initia! recognition of goodwill for othar assets and llabllities In operations that affect neither the tax result
nor the accounting result and do not constitute a business combinatron

Deferred tax assets are only recogmsed insofar as it is considered (kely that the Group will have future
tax eamings against which they can be made effective
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On a consolidated level, any diffsrences between the consolidated value of a partly owned company and
its tax bases are also considered In general, such difierences arise from the accumulated results
generated from the date of acquisition of the partly ownad company, from tax deductions associated with
investment and from conversion differences in the case of firs that operate in a currency other than the
euro. Deferred tax assets and liablities arising from these differences are recognised in the accounts
unless, in the case of taxable differences, the investor can control the tme when the differences are
reversed: and in the case of deductible differences 1s decidad to walt until the differences are reversed in
the foreseeable future, and it is considered probable that the company will have future tax eamings In
sufficiant quantity

Deferred tax asseis and llabhbes ansing from operations directly debited or credited to equity accounts
are also accounted for by an offsetting amount under net equity

At the end of each accounting period the deferred tax assets recorded reconsidered and any appropriate
corrections are made to the extent that doubts may exst concerming their future recovery Also at the
close of each accounting period, deferrad tax assats not recordad on the balance sheet assessed and
racognized to the extent that there Is any likelihood of their recovery with future taxable profit.

Income and oxpenditure

Income and expenditure are accounted for in accordance with the accrual criteria, | @ when the actual
flow of assets and services that they represent is Incumred, regardiess of when the financial or monstary
flow deriving therefrom is incurred Such Income 18 valued at the fair value of the conslderation recaived,
minus discounts and taxes

Income from sales is accounted for at the time when the significant risks and benefits inherent In the
ownership of the Item sold are transforred to the purchaser and the company no longer handles the day-
to-day management of the em In question nor holds any effactive control over same indirect taxes
levied on operations that can be passed on to third partles ama not considered as Income.

Income from the provision of services Is accounted for by taking Into account the extent to which the
service has been provided en the date of the balance sheet, provided that the result of the operation can
be estimated rellably

Interest recaived on financial assets Is recognised at the effective interest rats Dividends are recognised
when the right of stockholders to receive them Is announced. In any svent, interest and dividends on
financial assets accrued after the ime of acquisition at accounted for as income in the consolidated profit
and less account.

Provisions and contingencles

The Administrators draw the following distinctions In preparing the consolidated annual accounts

a) Provisions Credit balances that cover current obligations deriving from past events the cancellation
of which will probably result in the outgoing of rescurces, but the amount and/or ime of canceilation
of which are indeterminate

b) Contingent jiabiiiigs. Possible obligations arlsing as a resutt of past events the future materlalisation
of which depends on whether ona or more future events indepandent of the will of the Group occur

The consolidated annual accounts Include all provisions for which it is desmed more likely than not that
the obligation will have to be met. Unless they are considered as remote, contingent labilities are not
recognised in the consalidated annual accounts, but reported In the notes to the consolidated annual
report.

Provisions are valued at the cument value of the best possible estimate of the amount required to cancesl
or transfer the relevant obligation, teking into account the information avallable on the event and is
consequences, and with such adjustments being made as may anse from the updating of provisions
such as financial expensas as they are accrued.
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The compensation payable from third parties when the obligation Is setled, provided that there are no
doubts that payment will be made, 1S recorded as an asset, except If there is a legal bond by which part
of the risk has besn extemallsed, by virtue of which the Group is not answerable, in such cases
compensation is taken nto account in estmating the amount of the relevant prowsion, as the case may
be

The Administrators of the Parent Company consider that there are no significant contmgent liabliittes for
the member companies of the Group as 31 December 2015.

Compensation for dismissals

Under current legislaton, the Group Is obliged to pay compensation to employees whose employment
contracts are terminated under certaln circumstances Any reascnably quantfied compensation for
dismissal payable |s recorded as expenditure In the financlal year in which the dismissal decision Is
made Under cument legislation, the Company is obliged to pay compensation to employsaes whose
employment contracts are terminated under certain arcumstances Total compensation reglstered in the
consolidated P&L for 2015 s €145 thousands (€158 thousands In 2014) (note 15 ¢), fully paid out at the
end of the financlal year. No provisions are recorded for this item In the consolidated annual accounts
attached, as no situations of this kind are envisaged

Asgsets of an environmental nature

"Assets of an environmenta) nature® means those assets which are used over a prolonged period In
relation to the operations of the Group whose main purpase Is to minimise environmental Impact and fo
protect and enhance the environmant, including the reduction or elimination of future pellution

Given their nature, the operations of the Group have no significant environmental impact
Subslidies, donations & bequests recelved

The criteria apphied by the group In accounting for subskies, donations and bequests recelved are as
follows.

a) Subsidies, donafions and bequests 1n ¢apital which are non-refundable’ These are valued at the fair
valua of the amount or the assat handed over, depending on whether they are monstary in nature or

otherwise, and are altributed to results In proportion to the prowision for amortisation and appreclation
made In the perlod for the elements subsldised or, as the case may be, whan they are disposed of or
thelr value 1s corrected due to Impairmant, except for those received from stockholders and owners,
which are recorded direcly under capital and reserves and not considered as income.

b) Refundable subsidies For so long as they are considered as refundable, these are accounted for as
llabilities

C) Qperational subsidies: These are credited to results when they are granted, unless they are used to
finance losses from operations In future years, In which case they are accounted for in those years If
they are granted to fund specific spending, they are accounted for as the costs financed are accrued

Related party transactions

The Group conducts all its operations with related parties at market value. Transfer pnces are curmently
sufficiently prowided for, so the admimstrators of the Parent Company considered that there are no
significant risks conceming this item that could lead to substantial fiabilttes In the future

Classification of assets and fiabilities as current and non-current

Assats are considered as curent when they are inked to the nommal business cycle, which ia generally
considered to mean one year Other assets whose maturity, disposal or realsaton is expected to take
place in the short term as from the closing date of the financlal year are also considered as current, as
financial assets held for trading, with the exception of financial denvatives whose ssttiement perlod g
longer than one year and cash and other equivalent liquid assets Assets which fail to meet these
requirements are classed as non-current.

14

— oy — =

# =



v)

Intan

o]

valvospain

Similarly, cumrent habilittes are those linked to the normal business cycle, financial liabllities held for
trading, with the excsption of financlal derivatives whose setflement period is longer than one year and,
in general, obligations due to mature or be cancelled in the shost term Al others are considered as non-
current

Consoildated cash flow stateament

The consolidated cash fiow statement Is drawn up in accordance with the Indirect method, and uses the
following expresslons with the meanings indicated below.

fixed aszets

Cash flow' Income and outgoings in cash and its equivalents, understanding this to mean high
liquidity short-term investments with no significant risk of alteration i value,

Operational activitles Activities typical of the bodies that make up the Group, and other activites
that cannot ba classed as investment or financing

Investment activibes Activities for the acquisiton or disposal of assets In the long term and other
Investments not included in cash and its equivalents.

Financing activities Activitres that may result In changes in the size and make up of the consolidated
net equity and of the consclidated habllities that are not classed as operational activibes

The movements of the various items that make up this heading on the consolidated balance sheets for

financial years 2015 and 2014 are as follows (in thousands of euros)

Finangial year 2615

Additions/(pro Final
Imtal balance | visions) Balance
Cost
Goodwatl 1609 1.609
Development 223 80 2311
Patents, licences, trademarks & the like 6638 1 6.689
IT applications 1924 12 1936
Other intangible fixed assets 128 128
Total cost 12.580 93 12673
Amgrtisation & depredation 0 0
Developmment -1072 446 -1.518
Patents, hoences, tradernarks & the like -6.160 -134 5294
IT gpplications -1.345 330 -1 675
Total anortisation & depreciation 8577 210 9487
Impairment 0 0
Goodwill -400 -1 401
Total impairment -400 -1 -401
Net book value 3.603 2785
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Financial vear 2014
Addhtions/(pro Final
Imtial balance | visioms) Balance
Cost
Goodwiil 1.609 1 609
Development 2086 145 2131
Pakents, heences, trademarks & the like 6 651 37 6 638
IT applications 1814 110 1924
Other mtangible fixed asscts 128 128
Total cost 12.288 292 12.580
Amortisation & depredation
Development -640 432 -1072
Patents, licences, trademarks & the like 6028 -132 £.160
IT applicahans -985 -360 -1 345
Total arwriisztion & deprecistion -7.653 524 8577
Impairment
Goodwall -400 -400
Total impeirment 400 -400
Net book value 4.635 3.603

The additions in 2015 and 2014 under the heading “Intangible Fixed Assets — IT applications” are new ERP
modules used in the management of the Group.

During financial year 2015 the Group acquired new valve developments corresponding to Integrated
experimental industrial research and development projects conducted by an extemal consultant, to the tune
of 80 thousands of euros (172 thousands of euros in 2014)

Goodwill

Goodwill originated in financial year 2008 In the Group member company MTS Valves and Technology, S L
as a resuft of the transfer of the industnal and commercial activitles of MTS Técnica y Control de Fluldos,
S.AU. The technology and the customer portfallo recelved cortinuad to ganerate profits that contribute to
the growth and consolidation of the sald company.

At the end of financlal year 2015, following an analysls of the falr value of goodwill, the Sole Administrator
decided not to Impalr it

As of 31 Dacember 2014 an analysis of fair value of tha remaining goodwill was drawn up In line with the
profits obtalned in 2014 and those envisaged in ine with the portfolio for the coming financial years The
Company regularised the recorded book value of ts goodwill, recording an impalrment of 400 thousands of
euros charged to “Reserves® Thus, the flow of profits from the refevant customer portfolio In the coming ten
years exceads the book value of goodwill at December 31, 2014,

The recoverable amount is calculated on the basis of cash flow forecasts (approved by the top
managemant}, which reprasent best estimates for a period of four years, using a residual value estimated on
the basis of perpetual income of one year, with no cydllcal or seasonal information being taken into account,
The growth rates used are betwaen 1% and 1 5%.

The hypotheses used to calculate value In use Include discount rates basad on the waighted average cost of

capital (WACC) widely used In the sector, which include the value of money over time and risks associated
with cash generating units,
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Tha maln parameters are

« Net tumaver

» Operating result

+ Working capltal

« Investment in fixed assets

In accordance with the estimates and forecasts available o the administrators, future income is expected to
be sufficient to suppert the value of the goodwill recorded, 8o no recoverabilty problems are envisaged.
From a sensitivity analysis viewpoint, vanations of 10% In the discount rata or foracast residual value do not
entall the need to record any further impaiment. There are no other clrcumstances that could affect the
value or classification of intangible fixed assets

At the end of financlal years 2015 and 2014 the Group had Intangible fixed assets which were fully
depreciated but remained In use Those assels are detalled balow (in thousands of euros):

2015 2014

Patents, hcences, trademarks & the like?* 8742 6010
IT applications 631 631

Total 9373 6.641

() entirely made up of industrial property rights

There Is no evidance of any detarioration in the intangible fixed assets as of December 31, 2015 and 2014,
S0 NO corrections 1n value have been made

Yan sets

Tha movements of the varlous tems that make up this heading on the consohdated balance sheets for
financlal years 2015 and 2014 are as follows (in thousands of euros):
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Financial 15
Addibons/
Imtial balance | {provisions) | Fmalbalance
Cost
Land & buildings 12.189 69 12258
Techmeal facalittes 463 100 563
Machinery 7381 806 8.187
Toolmgs 7112 332 7444
Other facilities 902 220 1.122
Furmshings 332 332
Other fixed assets 505 116 621
Assets tnder construction & 631 14
advances -617
Total cost 29.515 1.026 30.541
Amortisation & depreciation
Land & bnldmgs 3577 473 4050
Techrucal faculibics 299 35 3
Meachinery -4 194 -126 4320
Toolings -5 888 -863 -6751
Other facihties -595 =207 -802
Furmshmgs 229 -29
Other fixed assets -1 083 -81 -1.164
Total amwrtisation & deprecintion| -15.865 -1,785 -17.650
Total inpairment 545 -545
Net book value 13.105 12346
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Financial year 2014
Additions/
Imtal balance ! {provisions) | Fmal balance
Cost
Land & hnldings 12.154 35 12 189
Technical facilites 434 29 463
Machinery 7300 81 7381
Toolmgs 6.682 430 7112
Other facilines o02 R
Furmshings 332 332
Other fixed assets 492 13 505
Assets under construction & 631
advances 631
Total cost 28.296 1.219 29.518
[Amortisation & depreciation
Land & buildings 3114 -463 3577
Techrucal facilities 273 26 259
Machinery 3972 =222 4194
Toolmgs -5288 -600 -5.888
Other facihites 514 81 -585
Furmshngs =229 -229
Other fixed asse(s -640 443 -1083
Total amortisation & depredation| -14.030 -1.435 -15865
Total impairment 545 -545
Net book value 13721 13,108

At the end of financlal years 2015 and 2014 the Group had tangiblo fixed assets which wera fully
depreclated but remained In use, Those assets are detalled below {in thousands of euros)

2.015 2.014
Techmeal facilites & machmery 7917 7.915
Other facilittes, toolings & furmshings 395 433
Other fixed assets 172 193
Total cost 8.484 8.541

The main additions in 2015 refer to toclings for the manufacture of valves, In the amount of approximately
332 thousands of euros (430 thousands of euros in 2014}, Also in 2014 and 2015 a new machining centre
was purchased which was brought on line in 2015, thus completing the Company assets involved In
production operations, to the tune of £1018 thousands between the two financial years

There are no significant tangible fixed assets of the Group at the end of financial yesr is 2015 and 2014
which are not directly involved in the business, except for plots of land valued et a gross amount of 1909
thousand eurcs, which were Impaired to the tune of 545 thousand euros in 2013, with the impairment being
racorded under the heading "Impalment and gainflosses on disposals of fixed assets” In the consolidated
prefit and loss account attached According to the Administrators of the Parent Company, the recoverable
value (calculated on the basis of an appraisal in 2013 by an independent axpert) 1s lower than the theoreticat
book value at the year-end In the opinion of the Sole Administrator of the Group, as of 31 December 2015
there is no need to register any further imparment on the said assets, given that the value resulting from the
sald appraisal remains valid as of that time

As of 31 December 2015 and 2014 the Group had no significant investments In tangible fixad assets located
abroad
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The Group had no significant investment commitments at the end of tha yaar

The land on which the plant of the dependent company Lézaro Ituarte Intermnacional, S.A. stands, which was
valued at 31 December 2015 and 2014 at 2708 thousands of euros, 1s affected by the following
encumbrances (note 14}

»  Mortgages with Cala Rural de Navarra, Banco Sabadell Guipuzcoano and Kutxabank as collateral for
vanous loans to the tune of 1100 thousands of eurcs in capital, the outstanding amount of which at the
end of financlal year 2015 stands at 391 thousands of euros (634 thousands of eures at the end of
2014} (note 12)

e A mortgage in favour of Elkargi 8 GR as collateral for two loans with a capital amount of 400
thousands of euros, the outstanding amount of which at the end of financial year 2015 stands at 175
thousands of euros (237 thousands of euros in 2014) (nots 12)

= A mortgage 1n favour of Banco Santander as collateral for a loan with a capital amount of 800
thousands of euros, the outstanding amount of which at the end of financlal year 2015 stands at 33
thousands of auros (233 thousands of euros at the end of 2014) (note 12).

The dapendent company MTS Valves and Technology. 5 L. also has a mortgage with banks as collateral for
three loans with initial amounts of 2484 thousands of suros, the outstanding balance of which at the end of
2015 was 672 thousands of auros (883 thousands of euros in 2014) (note 14} The book value of the assets
mortgaged as of 31 December 2015 stood at 958 thousands of euros (1040 thousands of euros as of 31
December 2014).

It Is Group policy to take out insurance policies to cover the nsks to which its various tangible fixed agsets

may be subject At the end of financlal year Is 2015 and 2014 there was no shortfall in coverage in regard to
those nsks

Leases
a) Financlal leases (with the Company as lessee)

At the end of financial years 2015 and 2014 the Group as the lessee In financlal leases recognises
leased assets as follows {(in thousands of euros)

Financlal yaar 2015

Machnery

Cost 443

Accaymulated depreciation -291

Net 152

clal year 2014

Machinery

Cost 443

Accummilated depreciatin ~246

Net 197

The Group leases vanous machines {note 6), which are accounted for initially under assets at then fair
value, on the contracts for which purchase options were exarcised in financial year 2014

Payment of the financial lease Instalments was completed in 2014

20

= o b g ———

.z

g

L g = S



e |

vaivospairy

b} Operational leases

At the end of financial years 2014 and 2015 the Group had no cument lease agreements,

At the end of financial years 2015 and 2014 the Group as 2 lessee had the following minimum lease
quotas in place with ifs lessors, under the contracts currently in force This figure does not take Into

account any common expenses passed on, future increases in ine with the consumer price Index or
future updating of rent under contract terms and conditrons (in thousands of suros).

Operatonal leases Face value
Mimmum quotas 2015 2014
Less than I year 2 8§39
1-5 years 103
Tatal 2 42

The amounts of the cperabonal lease quotas accounted for as expenditure in finarcial years 2015 and
2014 under "Other operating expenses — Othar current management expenses” in the consolidated profit

and loss account attached {note 15.d)} are as follows (in thousands of euras),

2.015 2014
Miniren payments in leases 8 187
Total 8 187

The operational leases of the Group mainly involved production and warehousl!ng faclities.

The man operational lease agreament maintained by the Group, which was cancelled in financlal year
2014, was a lsase on a buiiding on the Baklola industrial estate {Vizcaya) maturing in April 2097 The
lessor was the related company Chinameca Inversiones, S.L. {note 17), and the facility was used as part

of the day-to-day operations of the Company.,

8. inve: In asgso d & Gro

a) Equity Instrumenis

As indicated in note 2.c to the consolidated annual report, in drawing up the consolidated annual accounts
for 2013 two companies controlled by the Group and one no longer controlled by it were excluded from the
gscope of consolidation, because in the opinion of the adminigtrators of the Parent company thelr
consolidatlon would have no significant effect, As a result of the headings "investmants in Group and
associated companies —~ Equity nstruments® in the non-current assets on the consolidated balance sheet to
31 December 2015 attached Includes the net value of the stakes held In the sald companies. The
movements and breakdown of the items under this heading In financlal years 2015 and 2014 were as follows

(in thousands of euros)

Financial year 2015

les {long term

Balance at Balance at
{roup cornpary 010115 311215
Valvospain México, SA. deCV 23 23
Total 3 23
Financial year 2014
Balance at Balance at
Group company 010114 311214
Valvospam México, SA. de CV 23 23
Total 23 px]
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b) Holdings consolldated using the equity method

The movements under this heading of the censolidated balence sneet in 2015 and 2014, corresponding to
holdings consolidated using the equity method, are as follows (in thousands of euros):

Balance at | Profitloss | Balance at | Profitloss | Balance at
Associated comparmy QLOL14 lfortheyear | 311214 | for theyear| 31.12.15
TTV Fluval (Pty) Limited 253 -1 252 78 330
The mawn figures for this associated company are as follows {in thousands of euras):
%of 311215 311214
drrect Liabitie| Ordmary | Profit/loss Ligbiltt1| Ordinary | Profit/loss
Associated company | holdme | Assets 8 mcome | for the year | Assets s income | forthe year
TTV Fluval (Pty) Lymted | 33% | 1076 | 503 30 234 1108 | 703 2301 -3
The activities and registered headquarters of this partly owned company are as follows
Company Headquartess Actvity
TTV Fluval (Pty) Ltd. (9 [Bedfordview (S Afnica) |Mamufiacturmg & distribution of valves

{*) Audited by Boake Incorporatad

9 Long- and short-term finanglal investments

The details of the headings "Long-term financial investments” and "Short-term financlal investments” on the
consolidated balance sheet to 31 December 2015 and 2014 attached are as follows (in thousands of eurcs).

Einanclal ygar 2015
Loars,
Eaquity derivatives &
mstruments others Total
Non-current
Secunties portfolio 110 110
Financial assets available for saler 51 51
Other financial assets 4 44
Impairment -110 -110
51 44 95
Current
Other fmancial assets 128 128
128 128
Total 51 172 223
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Finan r2014
Loans,
Egnty dermvatives &
nstruments athers Total
Non-current
Secunties partfolio 110 110
Financial assets available for sale 51 51
Other financal assefs 44 44
Impamment -110 -110
51 44 95
Current
Other fimancial assets 1.621 1621
1.621 1.621
Total 51 1.665 1.716

The balance registered under "Securities Portfolic” is made up mainly of 831 shares in Bankia acguired by
the Group in previous years, for an amount of 110 thousands of euros, which were fuily provisioned at the
end of 2015.

Financial assets avallable for sale
The heading "Flnancial assets available for sale” comprises mainly holdings in mutual guarantee socleties
Other financisel assetls

The heading "Shortdterm financial investments® covers mainly treasury investment funds and fixed-term
depasits matuning at mors than 3 months and fess than one year.

Stocks

Thia heading on the consolidated balance sheet as of 31 December 2015 and 2014 attached comprises the
foltowing (in thousands of suros)

2015 2014

Commercazl inventories 1663
Work in progress & senm-fimished goods 14.137 19.718
Fimshed products 9 838 4256
Advances to supplters 6.879 2798
Total 31.854 28.435

Group policy 1s to take out insurance to provide proper cover for its stocks. As of 31 December 2015 and
2014 reinsuranca policies held cover of the net book value of the stocks on those datas

As of 31 December 2015 there were no firm commitments for the purchase of raw materals for any
significant amounts, As of 31 December 2015 there were stocks for an amount of approamately 2248
thousands of euros physically located abroad

The “Stocks” heading on the consolidated balance sheet attached is shown net of cormections in value due to
impairment, though no impaimment was recorded at the end of financlal years 2015 and 2014
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R R L



valvospain

1 T tors r recelvable:

This headlng on the consolidated balance sheet as of 31 December 2015 and 2014 comprises the following

(in thousands of euros)

2015 2014
Custamer receivables for sales & services 42.636 17915

Other recervables from public adenmstrations (note 15) 2.838 2175

Other debtors 160 0

Doubtfiil trade debts 2.329 1087
Total 47,963 22.767
Corrections 1 value due to impairment -2329 -1.987
Totel net of carrections 45,634 20.780

The “Customer receivables for sales and services” account Is shawn on the consolidated balance sheet net
of carrectlons In value due to impalment The corrections made in financial years 2015 and 2014 are as
follows {in thousands of euros)

2015 2014

Initial balance 1.987 2204
Provisions (¥) 912 171
Reversals (¥) -570 368
Apphcation -20

[ Final batance 2.329 1987

{*) These varations are registered under “Other operating costs - Losses, Impalrment and Varlations In Provisions for
Trade Operations” n the attached P&L account.

12. . Net equity
a) Capital end Issue premiums
The sharsholding structure at 31 Dacember 2015 and 2014 was as follows

holdng

2015 2014

Lemmotrv Holdmg 2007, S.L. 21,73%
Corporacién Lorpen, 5.A. 31,31% 2,63%
Particrpaciones y Futuos, S.L. 22,14% 16,00%
Treasury shares 6,00%
Amberamy XX, S.L. 46,55% 33,64%
Total 100,00% 10600%

The shares of the Parent Company are not traded on the stock exchange.

b) Reserves
At the end of financial years 2015 and 2014 the reserves stood as follows.




D
ﬁ Thousands of euros
i 2015 2014
valve m'of the Parent Company
Legal reserve 4 4
Vol reseIves 23877 6,678
Total reserves of the Parent Cosnpany 2.881 6682
Reserves m consolidated compames wnder fidl consolidation 28 790 38 943
Reserves m cormpanies consohidated via the equity method (Note
8 252 253
‘Total consolidated reserves 29.042 39.196
Total Reserves 31923 45.878
Legal rasgrva

In accordance with the Spanish Corporations Act, imited llability companies must set aside the
equivalent of 10% of thelr profits for the financial year as provision for legal reserves until such resarves
reach at least 20% of the capital stock Legal reserves may be used only to increase stock capital Other
than for that purpose, so long as they do not exceed 20% of the stock capital legal reserves may only be
used to offset losses, and even then only when no other reserves are available In sufficient amount for
that purposs The legal reserves of the Parent Company were fully constituted as of 31 December 2015
and 2014

] nsofidated compan

The balance of the reserves at fully consolidated compantes at the end of financial years 2015 and 2014
I8 as follows (in thousands of euros)

Company 2015 2014

Lézaro [tuarte Intemacional, S.A. 3767 | Bl
MT$ Valves and Technology, S.L. 7135 7083
Fluval Spam, S 1. 3472 1976
Fluval Valves UK Limited -51 -85
MTS Colambm, SAS, 41 .26
Valvaspam Logistica, S.L. 66 113
Fluval Vaives FZE 5387
Valvospam Shanghai Co. Ltd. 1.388 924

Total 28790 | 38943

As of 31 December 2015 reserves at fully consolidated companies were all available except for the net
amount of development expenses actvated, to the tune of 783 thousands of euros (note 5) (1159
thousands of euros at 31 Dacember 2014) and the amount of the legal reserves of the respective
member companes of the Group, which stood at 1056 thousands of euros at 31 December 2015 (1057
thousands of euros at 31 Decembaer 2014)

3] In anias consol] 7

The balance of the reserves at companies consolidated via the equity method (note 8) at tha end of
financlal yaars 2015 and 2014 Is as follows (In thousands of suros).

Company 2015 2014
TTV Fluval (Pty) Limited 252 253
Total 252 253
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¢) Own shares and equity holdings of the Parent Company

On 11 Apnl 2012 the General Meeting of Sharsholders of the Parent Company resolved to acquire 134
shares in the Parent Company for a total of 2000 thousands of suros In addition, on 15 December 2015
a furthor 485 shares in the parent company were acquired for 1100 thousands of euros

On 17 Decamber 2015 the shareholders n the Parent Company mst In an Extraordinary general meeting
with all capital represented and resolved to reduce the capital stock of the Parent Company by 3,714
euros by wnting off the 619 shares with a face value of § suros each which were held as treasury stock.

Fallowing this reduction in capital, on 31 December 2015 the capital stock of the Parent Company stands
at 8,678 suros, representad by 1613 shares with a faca valus of 6 euros each

d) Contribution to consolidated results

The contribution of each member company of the Group te the consolidated results for 2015 and 2014 1s
as follows (in thousands of euros)

2015 2014
Profit/(Loss) of the Parent Company -2.535 =TS
Profit/(Loss) of Group member compsanies
Lézaro Ttoarte Intemacional, S A. 397 496
MTS Vahes and Technology, S L. -182 53
Fluval Spain, S.L. 141 5441
Fhuval Valves UK, Lirmted -390 -117
Valvospain Logfstica, S.L. 80 -48
Valvospain Shanghar Co Ltd. -4 305
Fluval Valves FZE -176
MTS Colombm, SAS -52 0
Total for Group companies -2.546 -5633
Profit/(Loss) of assaciated companies
TTV Fhuval (Pty) Limtted (Note 8 b) 78 -1
Total for associated companies 8 -1
| Consalidated profit/(loss) for the year -2.468 -5.634
Allocahan of profit to external stockholdens (Note 12.¢) -5
Total profitloss for the year 2468 ~5.639
o) Conversion differences

The breakdown per company of the “Conversion differences™ heading in the consolidated net equity at
the end of financlal years 2015 and 2014 is as follows (in thousands of euros}

2015 2014

Valvospam Shanghai, Co Ltd 106 106

Fluvel Valves, UK Ltd 195 196
MTS Colombia, SAS 8 8

Total 309 310

1) Subsidios, donations & bequests roceived

The movements of the “Subsidies, donabtons & bequests received” headng in the consclidated net
equity for financial years 2015 and 2014 are as follows (in thousands of eurcs):
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2015 2014
Initial batance 162 215
Addtions 38
Transfers to P&L account 89 -n
Tax effect (Note 15.1) 25 20
Regulansation of tax effect Note 15h) 40
Final balance 98 162

The subsidies receved take the form of ad granted by the Basque Govermment under the Etorgar
programme for promobng the development of new products At the end of financial year 2015 the
member companies of the Group met all the teorms and condltions for the recalpt & enjoyment of the

aforesald subsidies

g) External stockholders

The movements under the “External steckholders™ heading In the consclidated net equity m financial
years 2015 and 2014 are as follows (in thousands of euros)’

Balanceat |Profit/loss for; Balance at Share Balance &
010114 | theyear | 311214 | purchases | 311215
Lizaro Huarte Intemacional, 8.A. 2% 5 244 ~244 0
Total 239 5 244 =244 0

In financlat year 2015 Valvospaln S.L acquired the shares or holdings In Group companies held by
external shareholders, so at the end of 2015 thare are no external shareholders in the conselidated

accounts for the Group,

1 Provisions and contingencies

The detalls of the movements under the heading “Long-term provisions” on the habilities side of the

consolidated balance sheset for financlal years 2015 and 2014 are as follows (in theusands of euros).

in ) r2015
Applcation
Provisions Imtial balance Fmal balance
Provisions for other hisbilites 4.000 -1 000 3000
Long-term total 4.000 -1.000 3000
Provistons for other habilines 1 000 1.000
Short-tearm total 1.000 1.000
ncial year 2014
Provisions
Provisions Initial balance| Final balance
Provisions for other liabilities 0 4000 4,000
Long-term ytotal 0 4.000 4000
Provisions for other Liabihties 0 1000 1,000
Short-term total 0 1.000 1000

27

AT




e

o
vailvospain

In 2013 the company Fluval Spain, S L appeared as a party in preliminary proceedings 2803/2012 brought
under a court order dated 9 January 2013 Issued by court of first instance n° 5 of Bilbao as a result of a
depaosition brought by the Directorate General for the Police in relation to a sales operation which it was
intended to camry out early in January 2013, destined for Dubai After due legal processing In 2014, on 18
Fabruary 2015 the said company's attorneys reached an agreement with the affected paries to bnng these
proceedings to an end That agreement entailed the payment by the company of a fine amounting to €5
million As a result the Group the heading "Other Results” in the consolidated P&L account for 2014 shown
here recorded an amount of 5 million euros payable to the headng “Prowisions for Other Liabilities”, In
financlal year 2015, following the payment calendar set, the amount of 1000 thousands of eurgs was pald,
and the provision made was decreasad accordingly

n hort-t tg

Detailg of the "Short-term debts” heading on the consoclidated balance sheet as of the end of financlal years
2015 and 2014 are as follows (in thousands of euros)

Loag-term debts
Bank debts & financial Denvatrves & others Totak
leagmg
2015 2014 2015 2014 2015 2014
Debits to banks 362 4276 3622 4276
Other financial fshilibes 94 82 9% 82
Total 3.716 4.276 2 3716 4358

Details of the “Short-term debts” heading on the consolidated balance sheet as of the end of financial years
2015 and 2014 ars as follows (In thousands of eurcs)

Short-term debis
Bank debts & financial
. Denvatives & othets Total
leasing
2015 2014 2015 2014 2015 2014
Dcbts to banks 29311 17786 9311 17.786
Financmal leases {(Note 7)
Other fancial habelities 323 118 74 118
Derivatives 229 302 29 2
Total 29311 17.786 552 420 29.863 18.206

Debts to banks are broken down by maturity dates as follows (in thousands of euros).
Einancial year 2015

Short-term Logg—krm
2016 | 2007 | 2008 | 2000 | 2020 2‘:;;& Total
Debits to baks 29311 | 1496 | 1100 | 748 | Z7% 1295
Total 29311 | 1.4% | 1100 | 748 | 2m 32933
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Financlal year 2014

Shori-term Ling-ta-m
2020 &
2015 2016 2017 2018 2019 et Total
Debts to banks 17.786 1836 1 087 699 637 17 22082
Total 17.786 1.836 1.087 699 637 17 22.062

Details of the long-term and short-term loans granted and recorded on the attached consolidated balance
shest as 31 December 2015 and 2014 are as follows (in thousands of euros)

Financial year 2015

. Nommal | Short-term | Long-term

Loen Date granted | Maturity date meturty Collateral
Loan 1 2008 2018 300 33 59 Mortgage
Laoan 2 2008 2015 450 Maxtgage
Loan 3 2008 2018 300 30 53 Mortgage
Loan 4 2008 2018 200 40 80 -
Loan 5 2008 2015 300 Mortgage
Loan 6 2008 2015 450 Mortgage
Loan7 2008 2018 300 Muortgage
Loan 8 2008 2018 200 40 80 -
Loan 9 20n 2020 500 50 167 Moargage
Loan 10 2010 2020 750 156 464 -
Loan 11 2010 2020 500 100 400 -
Lozn 12 201 2016 800 33 Mortgage
Loan 13 2010 2015 500 -
Losn 14 2011 2015 800 Maostgage
Loan 15 2013 2016 1.000 333 -
Loan 16 2012 2017 650 130 76 .
Loan 17 2014 2017 900 175 552 -
Loan 18 2007 2019 942 86 256 Muortgage
Loan 19 2007 2019 942 86 266 Moxtgage
Loz 20 2008 20138 500 86 150 Mortgage
Loan 21 2013 2019 700 140 292 -
Loan 2 2014 2017 1750 583 292 -
Loan 23 2015 2016 100 100 .
Loan 24 2015 2007 100 92 .
Lo 25 2015 2021 345 345 -

Total 14379 2.101 3822
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Flnancial year 2014
Nommal | Short-term | Long-term

Loan Date granted | Matunty date matunty . Collateral
Loan 1 2008 20i5 300 4 Mortgage
Loan 2 2008 2015 450 65 Martgage
Loan 3 2008 2018 300 32 €« Matgage
Loan 4 2008 2018 200 40 120 -
Loan 5 2008 2015 300 43 Maoxtgage
Loan 6 2008 2015 450 64 Mortgage
Loan 7 2008 2018 300 30 82 Mortgage
Loan§ 2008 2018 200 40 120 -
Loan9 2011 2020 500 50 217 Mortgage
Loan 10 2010 2015 750 50 -
Loan 11 210 2015 500 &3 -
Loan 12 2011 2016 800 179 46 -
Loan 13 2010 2015 500 137 -
Loan 14 2011 2015 800 200 33 Mortgage
Loan 15 2013 2016 1.000 333 333 -
Loan 16 2012 2017 650 130 206 -
Loan 17 2014 2017 200 173 727 -
Loan 18 2007 2018 942 58 389 Mortgage
Loan 19 2007 2018 942 52 384 Maoxtgage
Loan 20 2608 2019 600 26 237 -
Loan 21 2013 2019 700 140 433 -
Loan 22 214 2017 1750 583 876 -

Total 13.834 2593 4276

The Group also has discount lines, factoring, advancas and credit accounts for a total of 34,700 thousands
of euros (26,630 thousands of euros in 2014), of which 27,210 thousands of euros had been drawn down as
of 31 December 2015 (15,119 thousands of auros In 2014)

There follows a breakdown by type of financing of the amounts drawn down as of 31 December 2015 In
regard to short-term debis to banks (in thousands of euros)

2015

Prepayment of invoices 506

Factormg (Note 4 €) 461

Domestic aredits 1111
Export/import financing 25132
Total 271.210

Qther financial liabilities

Under this heading the Group includes on the one hand a zero-Interest loan recelved for the development of
new products, referred to as the “Competitiveness Plan®, and on the other bonds pending payment
associated with the activity of the Group liself. Details are as follows (in thousands of eurcs).

e ———
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vailvospain’ Other debts Short-term _|Long-term
Competitiveness plan 11 83
Other debts 312 3
Total 323 94
Einapcial year 2014
Other debts Short-term | Long-term
Bonds a
Competitiveness plan T
Other debs 27 11
Total 118 8
erivative:

At the end of 2015 the company held various derivatives for hedging forward cusrency sale and purchase
transactions. These are registered under "Short-Term Debis — Derlvatives™ on the attached balance sheet,
for amount of 228 thousands of euros (302 thousands in 2014) The details of these agreements are as
follows

. Nomzinal
Date of contracting | Maturity date — fng
22/01/2015 22/01/2016 2 300.000 -79
13/07/2015 15/07/2016 3 000 000 -150
Total 5.300.000 -229

The Group nas not applied hedge accounting as it does not meet the requirements set under current
accounting regulations (note 4 d), so the changes In fair value of the derlvatives contracted are registered
under "Change In Fair Valus of Financial Instruments” in the consolidated P&L

n
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b)
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tuatio;
Balances payable to/receivable from public authorities
2015 2014
Neon-corrent
Deferred tax assets 1184 1085
Total non-current baknces 1.184 1.085
Current (Note 11)
Value added tax 2636 1983
Others 202 192
Total carrent balances 2838 2.175
Total debit balances 4.022 3.260
Non-current
Defemred tax Liahlties 38 65
Total non-current balances 38 65
Cuorrent
Personal income tax 132 379
Social secunty bodies 102 223
Othems 569 325
Total current balances 803 927
Total credit balances 841 991

The detalls of the balances for tax assets & liabllities as of 31 December 2015 and 2014 ara as follows
{In thousands of euros)"

Reconciliation of book results & taxable Income

Valvospaln, S.L and some of its dependent companies pay thelr taxes under the special framework for
tax consolldation provided for In Chapter Vi of Section VI of Reglonal Regulation 3772013 of 13 June on
corporation tax in the Historical Temitory of Alava Valvospain, S.L Is the parent company of tax group
D&/07/A

The other consolidated companiles submit their tax retums individuaily.

The reconcliliation of the consolldated book profit before tax and the aggregate taxable income for the
respective corporation taxes is as follows {in thousands of euros)’

2015 2014
Comolidated profit/loss before tax -1.507 5.561
Permanent differences & consolidation adjustments
Non-deductible expenses (Note 13) 2372 5000
Valuation adjustments (Nate 14) 229 302
Holdings consohdated using the equity method -78 1
|Cansolidation adjustments -1
16 259
|Aggrepate tax base (taxable income) 16 -250

The varous foreign dependent companies consolidated using the full consolidation method calculates
the corporation tax and the resulting quotas applicable in line wath their own legislations, at the tax ratas
In force in each country.
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¢) Tax recognised directly in equity

Amourits in tax recognised direclly in net equity for financlal years 2015 and 2014 are as follows (in

thousands of euros)

311215

311214

Increases

Decreases

Total

Defesred taxes
Ongnatmg within the financial year:
Subsiches (Note 12 §)

Ongiating from previcass financial ye

Subsiches (Note 12 )

Decreases

20

Total

-20

40

818

20

Total deferred taxes

Total taxes recognised direcily in
__equity -25

d) Consolidation of book result and spending/{income) from corporation tax

The consofidation of the result for financial years 2015 and 2014 and the spending/(income) from
corporation tax Is as follows {in thousands of euros):

2015 2014
Consolidated book resalt before tax - profit/loss -1.507 5561
Non-deductible expenses (Note 13) 2372 5000
Valuation adyustments (Note 14) 29 302
Share in profits/losses of companies consolidated usmg the equity
method (Note 8) -78 1
Consolidation adjustments -1
Adjusted book profit/loss 16 -259
Gross taxes calculated at the tax rate apphecable 4 -3
Deductions for consolidation purposes -18 -38
Tax crecits not achivated 269
Temporary ddfferences (Notc 14) -25 -85
Totul income) from corporation tax -39 73

The deductions for the acquisition of new fixed assets, R&DAI, job craation, iraining and exports.

The companies belonging ic the tax group (note 4 n) pay taxes under the provisions established In
Regional Regulatron 37/2013 of 13 December on Corporation Tax in the Historical temtory of Alava,
applhcable as from 1 January 2014. This regulation simplifies calculation of the tax by
reorganising the precepts for correcting book results to obtain the taxable base. Among
other measures, it reduces the fiscal costs of micro-companies, strengthens the taxaton on the
exploitation of patents, limits the deductibllity of certain expenses and changes the rights of
deductions on the tax

Out of the regulatory changes approved which applled to the companles in the tax group, special
attentlon must be paid to the time imit set on the offsetting of tax loss carryforwards In subsequent
years and on the application of deductions from the tax quota that could not Initially be made
because the quota was not large enough A maximum of 15 years Is given for the offsetting and
application of such amounts, applicable as from 1 January 2014,
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a) Breakdown of spending/{income) from tax on profits

Spending/{income) from tax on profits for finandal years 2015 and 2014 breaks down as follows (in

thousands of euros, and entirely due to ongolng operations).

2015 20i4
Current taxes 5 37
Deferred taxes -25 36
Total -34 73

f) Deferred tax assets

The Group takes the following points into accourt in reglstering deferred tax assets

s The Group considers it highly lkely that suffictent profits will be made In the future to offset the tax
losses activated, and accordingly the plan drewn up at Group level anvisages increasing the
productivity, the volume of sales and therefore the profitabllity of its core business

= The business plan used by the group to amive at the estimates that underpin thls confidence in the
recovery of Its deferred tax assets is in line wrth the reality of the market and with the specifications of

the Group

» Based on the foregoing, the top management of the Group consider that the recognition of tax credits

Is justified, and estimates that recovery will take place wittun a ime-frame of no more than 10 years

+ The administrators of the Group consider ths criterion 1o be appropriata

Details of the movements of the vanous items that make up deferred tax assets are as follows (In

thousands of euros)
Balance L Balance va Balance
a |Additonsithdrawel o |Addit at
01 01 14 31,214 31.12.15
Temporary differences in assets (Note 14) 85 85 74 85 74
Tax losses application 1121 -121 1.000 186 -76 1LI1Q
Total L121 85 -121 1.085 260 -161 1184

At the end of financial years 2015 and 2014 the tax losses outstanding as recorded on the consolidated
balance sheet attached hereto are as follows {thousands of euros),

2015 2014
Tax losses generated in
Fnancal year 2004 624 526
Financal year 2005 474 474
Financal year 2014 86
Total 1.184 1.000

e ——
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g) Deferred tax asssts

Details of the mavements of tha vanous itama that make up deferred tax liabilthes are as follows {In
thousands of auros)

Balance [Regularisat Withdra Balance Withdra Balance
at | ion(Note wals at vals at
010114 12.£) 24 311215
Freedom of depreciaton 2 2 2
Tax effect of subsidies (Note 12.f) 4 40 20 63 -27 36
Total 45 40 -20 65 -27 38

h) Years open to inspection and actlons

According to current legislation, taxes may not be consldered as finally settied untl! the tax retums
submyited have been inspactad by the tax authortias or untl tha limiaton period of four yeats has
elapsed.

As of 31 December 2015, the member companies of the Group based in Span, In general, open to
inspection in regard to financial years 2011 and onwards for corporation tax, and in regard to the last four
financial years for the other taxes applicable to them

Given that the tax regulations apphed by the member companies cf the Group may be subject to different
interpretations and disputes on the part of the tax authonhes, thers could be contingent tax llabilities in
the years open to inspection It Is not possible to objsctively quantify those liablies However, it I8
astimated that the likellhood of any such contingent Hability materialising 1s remote, and in any case
would have no significant effect on the consolldated annual accounts of the Group as a whols,

nditure

a) Net turnover

The net tumover of the Group for ongoing operations, broken down by categories of actvity and
peographical markets i financial years 2015 and 2014 1s distributed as follows {(in thousands of euros)

Financial year 2015 Finandal year 2014
Other
European | Other foreig European foreign
Domestic | Union markets Tota) Domesiic Union markeis Total
Sales 8 sarvices provided 7134 5525 42696 55 355 8.107 9243 28.372 44 723
Total 7.134 5.52 42 G696 55.355 6107 9.243 29 372 44.723

The consolidated net tumover in financial years 2015 and 2014 breaks down by categones of activity as
follows (in thousands of auros)

2015 2014

Sales of valves 54226 41.257
Services provided 1129 3.466
Total 55358 4.723

The management of the Group estimates that sales of valves and services proviied do not constitute to
different operating segments under the rules laid down In Article 84 of Royal Decres 1159/2010
NOFCAC. Segmented information in this regard Is therefore not given in these consolidated annual
accounts
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b) Suppllies

The "Supplies” headings in the consolidated profit and loss accounts to 31 December 2015 and 2014 are

as follows (in thousands of euros)

2015 2014

Purchases of goods 1.928 7048
Changes m stocks (Note 10) 1.663 1.854
Purchazses of raw matenals & other consurmbles 19738 12748
‘Wark donie for other compaties 11.840 6.968
Total 35169 28618

The purchases made by the Group in financial years 2015 and 2014 are as follows, broken down by

ongins and including work done for other companies {in thousands of eurcs)

2015 2014
Domestic | EU Imports Total | Domestic | EU Imports Total
Purchases | 18.877 | 2765 11 864 33.506 9252 {3177 13984 26413 |

¢) Personnel costs

The "Personnel costs™ headings In the consolidated profit and loss accounts to 31 December 2015 and
2014 are as follows (In thousands of euros)

2015 2014
‘Wages, salaries & sindlar
'Wages & salanes 6.290 7.517
Compensahion paymerts 145 158
6435 7.675
Social welfare costs
Social security 1529 2.039
Other social welfare 57 3
1 1.586 2,047
Total 8021 9272
! The workforce of the Group in financial years 2015 and 2014 Is as follows, broken down by Job category
| and gender:
Einanclal year 2015
|
N of employees at the year end Average N’ of
employees m
' Men Women Total the year
Management staff 16 2 18 18
Skalled techmeians & simlar 43 19 62 65
Clercal staff 2 7 9 9
Other skalied workers 58 Q 58 61
Total 119 28 147 153
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Financial year 2014

N° of enployees at the year end Average N° of
employees in
Men Women Total the year

Management staff 17 18 2
Skilled techmictans & simlar 36 1 47 67
Clercal staff 2 5 7 9
Other galled workars 45 4] 45 82
Total 100 17 117 180

As all 31 December 2015, the Company has 1 employese belonging to the category “Other skifled
workars” (1 at the end of financial year 2014} with a degrae of disabity assessed as 33% or more,

d) Bslances and transactions in foreign currency

The Group carried out the following transactions in foreign currancy in financial years 2015 and 2014 (in

thousands of euros).
2015 2014
Sales & services provided 21.837 10.431
Purchases & services recerved 2.058 12.818

Detsiis of the main foreign currency balances, valued at the exchange rate In forcs at the year end, are
as follows (in thousands of euros)

2015 2014
Acoounts reoevable 3.450 1753
Treasury 1343 1578
Accounis paysble 3.781 2.143

The amount recorded n the results for the year under exchange rate differences is as follows, broken
down by type of financial instrument (in thousands of euros)

Traneactions settled within Balimces penching Total
the matunty
2015 2014 005 | 2014 015 2014
Financial assets

Others 29 143 31 44 324 192

Total financial assets 293 148 k) | 44 k) 192

Financial linhilities

Others 35 -260 -17 35 -277

Total financin} lisbilitles k-] -260 0 -17 35 277

Total pet exch, rate diff. 28 -112 3 27 350 -85

17.__ Rel n ns

*Related companies” means and stockholders of the Parent Company plus alt those companies in the siock
capital of which the stockholders have a significant direct or indirect hoiding.

*Related partles” also means the administrators of the Parent Company and its top management.
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Deatails of related party transactons and balances in financial years 2015 In 2014 are shown below (in
thousands of surcs)

a) Related party operations (balances and transactions)

b)

The regular goods and services of the Group are required and provided under normal market terms
and conditions

All significant balances held at the year end between consolidated compamies and the effects of
fransactions between them during the year have been eliminated in the consofidation process. The
transactons with associated companles classed as related parties that have not bean eliminated in the
consolidation process for financial years 2015 and 2014 as follows (in thousands of euros).

Financial year 2015

Long-term Debit | Sales & services| Purchased &
Related party transactions recarvebles | balances provided SEIVICES Tec.
Loans to related parties (Note 9) 2.829
TTV Fiuval (Pty) Lomted (Nota 8)
Fluval UK Ltd 10
Chmameca Invermanes, 5 L. (Nota 7)
Tatal 2.829 0 Q 10

Financial year 2014

. Long-term Debit | Sales & services| Purchases &
Related party transections recavables | balances provided services rec.
Loans to relatad parttes (Note 9) 6410
TTV Fluval (Pty) Lumted (Nota 8) 1
Fluval UK Ltd. 132 34
[Chma.nnca Inversiones, 5.L. (Nota 7) 83
|Total 6.410 133 0 117

As of 31 December 2015, the amount recorded by the Group under the heading "Long-term investments
in Group, associated & refated companles - Loans to third parties” was 2828 thousands of euros (6410
thousands in 2014), caresponding to loans to related parties maturing in 2032, accruing mterest at the
market rate In 2015 a loss of 2372 thousands of eurcs was accounted for under Losses, Impairment &
Variation in Provisions for Trade Operations for non-recoverability of loans granted fo a fonner partner

Administrators and top management
Tha top management of the Group comprises three directors (two in 2014). Details of the remunseration

accrued in financlal years 2015 and 2014 by the members of the Board of Directors of the Group, who do
not receive any per diem aliowancas, are as follows (In thousands of suros)

2015 2014
Directors
Salapes 264 308
Total for directors 264 308
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18. _ In

Information on conflicts of interest on the part of administrators of the Parent Company

In financlal year 2015 the Administrators of tha Parent Company conducted no operations with Group
companies cther than ordinary trading operations, and no operations under nan-market conditions.

As of the end of 2015 neither the Administrators nor any persons associated with same as per the
Capital Companles Act have any links with ather companies that might, In view of ther activites,
represent & confilct of interast for them or for the Company pursuant to Articlo 229 These consolidated
annual accounts therefore do net Include any itemisation of such actvities

and level of risk from fi al Ingtrumen

The risk managemeant policies of tha Group are established by its General Managerment. On the basis of
those policies, the Group's Financial Depariment may manage nsks arising from business activibes via
financial Instruments.

Operations Involving financial instruments expose the Group to credit, market and liquidity risks.

a)

b

Credit risk

Credit risk anses due to potential losses caused by nonfulfiiment of contractual obligations on the part of
the counterparties of Group member companies, [e the possibility that financlal assets might not be
recovered in the amounts recorded or n the periods indicated.

Maximum exposure to credit risk Is as follows (in thousands of euros)

2015 2014

Long-tenn finarcial mvestments (Note 8) 217 6545
Trade debtors & other recervables (Note 11) 48627 20.780
Short-tem financial mvestments (Note 9) 128 1621
Total 43972 28.946

For the pumpose of credit risk managemant a distinchon Is drawn between financial assets arsing from
buslness activities and from investment activities.

The shert-term financla! investments of the Group at 31 Decsmber 2015 are fully available,

Business activitieg

"Business activities” refers to the balance under the heading “Trade debtors and other receivables”
shown above

Investment activities

Group companies may invest available funds in bank deposits, short-term acquisibons of assets, listed
government debt and private fixed-income funds. All such investments are made with Spanish financial
Ingtitutions

Loans and credits granted to group companies and third partes, and the acquisition of shares in unlisted
companies must be approved by the General Management of the Parent Company

Market nisk
Interest rate nsk stems from potential losses caused by changes In fair value or in future cash flows from

financial instruments in the wake of changes In market prices. Market risk in¢ludes Interest rate dsk,
axchange-rate risk and other pnce-related risks
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Interest rate risk

Interest rate nsk stems from potential losses caused by changes In falr value or in future cash flows from
financial Instruments in the wake of changes In market prices The exposure of Group companies to risks
anising from changes in interest rates orginates mainty from short and long-term loans and credits
received at vanable interest rates

Details of non-current net financing classified on the basis of interest rate structures are as follows (in
thousands of euros).

2015 2014

Non-current fin. of 3rd parties at varmble mt. Rates (Note 14} 3716 4358
Current fin. Of 3rd parties at vanable mt Rates (Note 14) 29634 | 17904
Total B30 | 22262

Variable interest rate financing Is linked to the EURIBOR

€)

a)

Exchange rate nsk

Exchange-rate nsk stems from potential iosses caussd by changes in farr vaiue or in future cash flows
from financla! Instruments In the wake of fluctuations in exchange rates.

The relevant accounts recavable and payable ems in the assets and fiabiltes of Group member
companias that include balances in currencies other than the operating curmency.

Group companies follow the policy of, in general, taking out exchange-rate insurance to cover highly
probable future transactions

[ price-related risks

Ligted and unhsted shares and investment funds are subject to vanabons in farr value as a result of their
market pnces The Group makes no investments In listed shares or investment funds. Any acquisition of
shares In unlisted companies must be approved by the Ganeral Mesting of the Parent Company.

Liquidity risk

Liquidity nsk anses from the possibility that Group member companies may not have access to liguid
funding in sufficlent amounts and at an affordable cost to cover thelr payment obligations at any given
tima. The objective of Group companles Is to maintain sufficient avallabliity of liquid funding, and
minimum limits for liquidity are established that must be maintained at all tmes

18, Fugher information

Aullit fees

In financial years 2015 and 2014 the fees paid for account auditing and other services provided by the
auditor of the Group or by companies related {o that auditor through controling interests, common
ownership or management were as follows (In thousands of suros)

Description 2015 2014
Auditing services 42 74
Total auditing & related services 42 74
Other services 2 4
Total 44 78
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b) Information relating to the environment

¢

The operations of the member companies of the Group have no significant repercussions for the
ehvironment o no significant investments or costs are recorded In this regard for the year.

The administrators of the Parent company considered that there are no significant contingencles in
regard to the protecbon and /provement of the environment, and therefore do not consider it necessary
to record any provistons in that regard.

Third-party guarantees and contingent liabiiitles

The member companies of the Group provided guarantees in favour of third parties as of the end of
financlal years 2015 and 2014 to the tune of 12 203 and 11798 thousands of euros regpectively, mainly
in the form of technical guarantees for products.

The administrators of the Parent Company consider that no significant liabithes for Group companies will
arise from these guaranteas.

d) Information on the average payment period for suppliers as per Additfonal Provislon Threa

("Duty to Inform™)} In Act 15/2010 of § July:

tnformation on payments to suppllers for trade operations is as follows

2015

Days
Avge Supplier payment period 139
Ratio of fransactions paid 183
Ratio of transacions pending payment 59

Amount

Total payments made 34 094
Total payments pendig 10 879

As from the date of its application, Act 112013 of 28 July establishes a maximum legal payment date of
30 days unless a longer period is stipulated by contract, which longer period may not exceed 60 days

The daia in the table above conceming payments to suppliers refer to those which by nature are
cansidered as trade craditors on the supply of goods and sarvices, so the relavant data are recorded
under "Supphers®, "Suppliers, companles consolidated using the equity method” and "Sundry creditors™
in current liabilities on the consolidated balance sheet, Including only those Group companies sublject to
the relevant legislation,

Glven that there are large volumes of purchases from foreign suppliers and administrative shortcomings
which attempts are being made to comrect, the Group’s average payment penod exceeds the penod set
in law for domestic suppliers

20. _Events subsgauent to the year-end

Up to the date of preparation of these consolidated annual accounts, no significant events worthy of being
dstailed herein took place in 20186,
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valvospain

Consolidated management report for the financial year ending on 31 December,
2015

Tha strategic parinership between Fluval and Lézaro ltuarte Internacional, S.A established in 2005 was
extended in 2006 to MTS Valves and Technology, S L, another highly reputable firm in the valve business
Between them, the three companies set up Valvospain, SL as a hokiing company to direct the
implementation of joint policies in the member companies of the group with a view to taking advantage of
synergies in costs and financial terms and conditons as a result of the greater volume of contracting with
customers and suppliers alike This also made It easler to absorb structura! costs and thus improve results

In the second half of 2013 Grupo Valvospaln underwent a functional rearganisation The previous approach
of operating on the level of individual companles was superseded by a new form of organisation based on
business units at group level This change Is enabling better use to be made of the Group's resources, thus
improving efficiency and customer satisfaction It will also enable the group to opt for larger, mare profitable
projects,

All these factors have helped palliate the effects of the ghly unfavourable Intemational economic situation,
As regards results, 2015 s serlously hampered by the loss accounted for as a resutt of falure to recover a
number of loans given to a former partner, to tha tune of 2.4 millon euros Leaving aside this matter, net
tumnover in 2015 was 55 million euros, with an EBITDA of 3 million euros

There are also vanous factors conducive to optrmism in regard to the business of the Group in the coming
year

Grupo Valvospain expocts to mvoice around 51 million euros 1n financial year 2016, with the order book at
more than 60% of capaclty, an EBITDA of €4 5 millien and pre-tax profits of €0 7 miliion.

it must also be noted that work 3 ongoing for the merger of the Group companles Lazaro ltuarte
Internacional, § A U, MTS Valves and Technology, S.L U , Fluval Spaln, S LU and Valvospain Logistica,
S.L.U This process Is expected to be completed by the end of financial year 2016 and to take effect for
accounhng purposeas as from 1 January 2016.

This process and the increase in activity expected in financsal year 2018 will strangthen the equity stuation
of the Group and enable new R&D projects to be undertaken for the development of new, higher vatue-
added products which are more profitable for the Group

The Group facas threa main business nsks

o Competition In the manufactunng of smaller valves from Asian countries with much lower wage
costs;

* Technical nsks ansing from product guarantees, and

» Financial risks ariging from the need to fund acquisitions from suppliers and to guarantee operations
with customers

To deal with these nsks the Group has opted firmly to reinforce product quality, dversify its operations via
the manufacture of 8 new family of valves and implement a strategy of outsourcing under which tasks in
which we are less competiive are subcontracted and the member companies of the Group concentrate on
tasks with higher added value {design, enginesring, coordination, logistics, assembly and quality cantrol)

Wa are unaware of any further nsks or uncertainties that could affect the present and future situation of the
Group

Moreover, the policy of insurng customer recelvables and exchange rate fluctuations enable us to reduce
the financial risks inherent in these operations
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Act 3172014 of 3 December amends the Corporations Act, seeking to improve corporate governance In
regard to the obligation under that Act to include further information In the management report, the company
reports that the average payment periods of Group member companies exceed the maximum sot in law (by
Act 11/2013 of 26 July) due to the fact that they have foreign suppliers to whom the sald lagislation does not
apply

Finally, on 11 April 2012 the General Meeting of Shareholders of the Parent Company resolved to acquire
134 shares in the Parent Company for a total of 2000 thousands of euros

In addition, on 15 December 2015 a further 485 sharas in the parent company were acquired for 1100
thousands of suros

On 17 December 2015 the shareholders In the Parent Company met in an Extraordinary general meeting
with all capital represented and resolved to reduce the stock capital of the Parent Company by 3,714,000
euros by writing off the 619 shares with a face valus of 6 suros each which were held as treasury stock,
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The Administrators of the Parent Company Valvospain, S L. drew up the consolidated annual accounts on
27 Apnil 2016 comprising the consofidated bafance sheel, the profit and loss account, a consolidated
staloment of changes In net equity, a consolidated statement of cash flow and the consolidated annual
report) along with the management report for the financial year ended on 31 December 2015

Amurrio, 27 April 2016

Juan e
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