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The Board of Directors presents its consolidated management report together with the audited consolidated financial
statements for the year ended 31 December 2019. The Group’s consolidated financial statements have been prepared
in accordance with International Financial Reporting Standards (“IFRS”) as adopted by the European Union and the
requirements of Cyprus Companies Law, Cap. 113.

Principal activities

The principal business activities of the Company and its subsidiaries (the “Group”) are the manufacture and repair of a
wide range of pumps and pumping units, compressors, modular equipment, including oil and gas equipment, engineering
and construction services mainly for oil and gas companies. These products and services are sold both in the Russian
Federation and abroad.

Review of developments, position and performance of the Group’s business

Backlog and order intake. Backlog grew to RR 44.7 billion (5% yoy) based on growth in the pumps and the oil & gas
equipment. In terms of contracts type, the recurring business was the contributor to this growth.

Order intake declined by 7% yoy to RR 52.2 billion, compared with Rub 55.9 billion for 2018, mainly due to a decrease
in the compressors business segment because less large contracts were signed in the reported period.

Group performance. Revenue decreased to RR 51.4 billion, down by 2%, compared with RR 52.6 billion for 2018, due
to weak results of the oil & gas equipment business segment.

Adjusted EBITDA was down by 27% yoy to RR 4.8 billion mainly because of the oil & gas equipment projects and partly
because of the compressors segments.

Revenue from recurring business increased by 8% yoy, and revenue from large projects declined by 18% yoy. Adjusted
EBITDA from recurring business increased 42% yoy, and from large projects contracted by 55% yoy. Adjusted EBITDA
margin was down to 9.4%, compared with 12.6% for 2018.

Profit for 2019 declined to RR 151 million, compared with RR 1.9 billion for 2018, down by 92% yoy.

Financial review. Working capital was RR 8.9 billion, down by 2% yoy, compared with RR 9.1 billion for 2018. As a
share of revenue, working capital stood unchanged at 17%.

Capital expenditures were RR 1.6 billion, down by 33% yoy, compared with RR 2.3 billion last year, as the result of the
implemented austerity measures.

Free cash flow turned positive, compared with RR (139) million for 2018, mainly due to a decrease in working capital.

Total debt increased to RR 23.4 billion, up by 25% yoy, compared with RR 19.5 billion for 2018. Net debt was
RR 14.4 billion, up by 9% yoy, compared with RR 13.1 billion for 2018. Net debt to EBITDA LTM ratio increased to 2.98x
compared with 1.99x last year.

Non-Financial Information
Environmental matters. The Group ensures that its activities fully comply with the local environmental regulations.

The Group has gained significant experience working together with leading companies in gaining better operational
efficiency and reliability, save energy and lower the impact on environment in numerous projects in Russia, the CIS and
internationally.

The Group conducts activities on a regular basis to offset its impact on the environment, including waste management,
the analysis and control of water quality on industrial sites, compliance with environmental emissions, and the monitoring
of the industrial environment.

Human resources. The Group considers employees being one of its core assets, and therefore, the Group can only be
successful and sustainable through the attraction and retention of the best people, and by encouraging and developing
them to achieve their full potential.

The Group’s personnel policy focuses on creating a positive atmosphere at all locations and facilities to maximise
productivity.
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As part of this, it offers medical insurance, support for education, opportunities to obtain additional qualifications and
training, and financial aid in particularly difficult times.

Adequate remuneration packages are offered to key managers and employees and remuneration is linked to the Group’s
financial results.

Principal risks and uncertainties

The Group'’s critical accounting estimates and judgments and financial risk management are disclosed in Notes 4 and
36 to the consolidated financial statements.

The Group’s contingencies are disclosed in Note 34 to the consolidated financial statements.

The Board has a process to identify, evaluate and manage significant risks faced by the Group.

Future developments

The Board of Directors does not expect any significant changes in the activities of the Group in the foreseeable future.
The Group’s strategic objective is to achieve continued organic growth by focusing on its higher margin integrated and
highly engineered solutions, capitalising on positive industry trends and improving its overall operational efficiency. The
Group also intends to enhance its research and development capabilities leveraging the experience and knowledge base
of its existing teams to develop upgrades and new solutions, as well as more energy efficient equipment.

Research and development activities
The Group is undertaking a number of research and development projects in all its main business segments.

In particular, the industrial pumps segment set up smelting of high-alloy nickel cast iron. Production of wetted part casting
from this kind of cast iron will allow improve operating properties of pumps and increase their performance life in
aggressive environment.

Also, the Group developed the technology of production of pump body castings, where ceramic running system with
siphon ceramic foam filtering of liquid melt input was used. This technology will be used in production of pumps for
nuclear power plants, which will have the safety class 2.

The oil & gas equipment and projects segment continues promoting and commercialization of its R&D project
“development of technology and process equipment system for thermochemical treatment of oil-and-gas-bearing
formations in order to increase the production of raw hydrocarbons and provide environmental improvement at the fields
as a replacement of the import technology of hydraulic fracturing with proppant — gel agents”. This project is being carried
out in cooperation with Tyumen State University and the Institute of Biochemical Physics of the Russian Academy of
Sciences.

In 2019, the Group continues research and development upon an investment project to develop the Intelligent Mobile
Secondary Reference Metrology Complex mounted on a cross-country chassis. The new Mobile Metrology Instrument
will allow oil & gas companies to calibrate online metering units, without interruption of hydrocarbons’ extraction, thus
lowering costs of extraction.

Also, HMS Neftemash JSC, a subsidiary of the Group, continues the project “Rodless oil extraction mechanism with pilot
testing”. The company modernized and put the finishing touches to the mechanism of the hydromechanical drive for
sucker rod pumping units.

In the compressors segment, under the import-substitution program, Kazankompressormash OJSC, a subsidiary of the
Group, developed a number of compressor units for Novatek.

The Group designed and manufactured a centrifugal compressor system with a capacity of up to 1 million ton per annum
for Yamal-LNG. The complete boil-off gas compressor system is intended to compress a boil-off gas flow and supply into
feed gas, which is to be liquefied. The system is designed under the “Arctic Cascade” technology patented by NOVATEK,
and it helps to reduce the capital costs and develop the engineering base for LNG projects in Russia through the domestic
equipment application.

Results

The Group’s results for the year ended 31 December 2019 are set out on page 16 of the consolidated financial
statements.
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Dividends

Pursuant to its Articles of Association, the Company may pay dividends out of its profits. To the extent the Company
declares and pays dividends, the Company’s shareholders on the relevant record date will be entitled to receive such
dividends, while owners of global depository receipts (GDRs) on the relevant record date will be entitled to receive the
dividends payable in respect of Ordinary Shares underlying the GDRs, subject to the terms of the Deposit Agreement.

The Company is a holding company and its ability to pay dividends depends on the ability of its subsidiaries to pay
dividends to the Company in accordance with relevant legislation and contractual restrictions. The payment of such
dividends by the subsidiaries is contingent, among other things, upon the sufficiency of their earnings, cash flows and
distributable reserves and, in the case of Russian subsidiaries, is restricted to the total accumulated retained earnings
of the relevant subsidiary, determined in accordance with Russian law.

No interim dividends were declared by the Board of Directors during the year ended 31 December 2019.

At the Annual General Meeting in June 2019, the Company’s shareholders approved the final dividend in respect of the
year ended 31 December 2018 of 5.97 Russian Roubles per ordinary share amounting to a total dividend of
RR 675,897 thousand. This dividend was paid in July 2019.

In December 2018, an interim dividend in respect of the profit for the nine months ended 30 September 2018 of
3.84 Russian Roubles per ordinary share amounting to a total dividend of RR 427,962 thousand was approved by the
Board of Directors of the Company. This dividend was paid in January 2019.

At the Annual General Meeting in June 2018, the Company’s shareholders approved the final dividend in respect of the
year ended 31 December 2017 of 6.83 Russian Roubles per ordinary share amounting to a total dividend of
RR 763,451 thousand. This dividend was paid in July 2018.

Share capital

At 31 December 2019, the Company’s issued share capital consisted of 117,163,427 ordinary shares with par value of
EUR 0.01, which are fully paid, and the Company’s authorised share capital consisted of 120,705,882 ordinary shares.
All changes in the share capital of the Company are disclosed in Note 23 of the consolidated financial statements.

The Company does not have in issue any listed or unlisted securities not representing its share capital.

Neither the Company nor any of its subsidiaries has any outstanding convertible securities, exchangeable securities or
securities with warrants or any relevant acquisition rights or obligations over the Company’s or either of the subsidiaries’
authorised but unissued capital or undertakings to increase its issued share capital. The Company’s Articles of
Association and the Companies Law, Cap 113 (as amended), to the extent not disapplied by shareholders’ resolution,
confer on shareholders certain rights of pre-emption in respect of the allotment of equity securities which are, or are to
be, paid up in cash and apply to the Company’s authorised but unissued share capital. Subject to certain limited
exceptions, unless the approval of the Company’s shareholders in a general meeting is obtained, the Company must
offer shares to be issued for cash to holders of shares on a pro rata basis. None of the Company’s shares are currently
in issue with a fixed date on which entitlement to a dividend arises and there are no arrangements in force whereby
future dividends are waived or agreed to be waived.

The role of the Board of Directors

The Group is managed by the Board of Directors which is collectively responsible to the shareholders for the success of
the Group. The Board sets the strategic objectives and ensures that the necessary resources are in place to enable
these objectives to be met. The Board is fully involved in decision making in the most important areas of business and
conducts regular reviews of the Group’s operational and financial performance. One of the Board’s key responsibilities
is to ensure that there is in place a system of prudent and effective risk controls that enable risks to be identified,
assessed and managed appropriately.

Members of the Board of Directors

The members of the Board of Directors at 31 December 2019 and at the date of this report are shown on page 1.

In accordance with the Company’s Articles of Association one third of Directors or, if their number is not three or a
multiple of three, then the number nearest one-third shall retire by rotation and are entitled to run for re-election. Vladimir

V. Lukyanenko, Kirill V. Molchanov and Yury N. Skrynnik shall retire by rotation and will be entitled to run for re-election
on the Company’s Annual General Meeting.
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There were no significant changes in the assignment of responsibilities of the Board of Directors.

Directors’ interests

The interests in the share capital of the Company, both direct and indirect, of those who were Directors at
31 December 2019 and 31 December 2018 are shown below:

Director 31 December 2019 31 December 2018
Vladimir V. Lukyanenko 27.4% 27.4%
Artem V. Molchanov 6.8% 6.6%
Yury N. Skrynnik 3.6% 3.5%
Kirill V. Molchanov 2.5% 2.4%

The above stated interests do not include the effect of treasury shares held by the Group.

Events after the balance sheet date

The material events after the balance sheet date are disclosed in Note 38 to the consolidated financial statements.

The Board Committees

The Group has established three committees: the audit committee, the remuneration committee and the strategy and
investments committee. A brief description of the terms of reference of the committees is set out below.

Audit Committee. The audit committee comprises three directors, two of whom are independent, and expects to meet
three to four times per year. Currently the audit committee is chaired by Ezio Vergani and the other members are Giorgio
Veronesi and Nikolay N. Yamburenko. The audit committee is responsible for considering, amongst other matters: (i) the
integrity of the Group’s financial statements, including its annual and interim financial statements, and the effectiveness
of the Group’s internal controls and risk management systems; (ii) auditors’ reports; and (iii) the terms of appointment
and remuneration of the auditor. The committee supervises and monitors, and advises the Board of Directors on, risk
management and control systems and the implementation of codes of conduct. In addition, the audit committee
supervises the submission by the Group of financial information and a number of other audit-related issues and assesses
the efficiency of the work of the Chair of the Board of Directors.

Remuneration Committee. The remuneration committee comprises four directors and expects to meet at least once each
year. Currently the remuneration committee is chaired by Giorgio Veronesi, an independent director, and Nikolai N.
Yamburenko, Vladimir V. Lukyanenko and Ezio Vergani are members. The remuneration committee is responsible for
determining and reviewing, amongst other matters, the Group’s remuneration policies. The remuneration of independent
directors is a matter for the chairman of the Board of Directors and the executive directors. No director or manager may
be involved in any decisions as to his/her own remuneration.

Strategy and Investments Committee. The Committee is expected to meet at least once each year. Nikolai N.
Yamburenko, Vladimir V. Lukyanenko, Giorgio Veronesi and Yury N. Skrynnik are members of the committee and
Vladimir V. Lukyanenko is the chairman. The strategy and investments committee is responsible for considering, among
other matters: (i) strategic business combinations; (i) acquisitions, mergers, dispositions, divestitures and similar
strategic transactions involving the Group together with (iii) fundamental investments of the Group.

Corporate governance

The Group’s corporate governance practices are designed to ensure that the interests of all its stakeholders are given
due consideration. The corporate affairs are governed by the memorandum and articles of association of the Company
and the provisions of applicable Cyprus law. Although the Company is not subject to any mandatory corporate
governance code in its home jurisdiction of Cyprus, nor required to observe the UK Corporate Governance Code, it has
implemented various corporate governance measures. These include the appointment of two independent non-executive
Directors to its Board of Directors and the establishment of an Audit Committee and a Remuneration Committee. Each
of these Committees of the Board of Directors is chaired by an independent, non-executive Director. Under the Cyprus
Companies Law, the directors have to declare the nature of their interest (either direct or indirect) in transactions at a
meeting of the directors of the company. Under the articles of association of the Company, directors have no right to
vote on a matter in which they have an interest even if the director has disclosed any interests in the transaction. The
Group continues to review its corporate governance policies in line with international best practice.
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Board and management remuneration

The remuneration received by the Company's Directors directly from the Company during the year ended
31 December 2019 amounted to RR 38,552 thousand (2018: RR 39,846 thousand). The remuneration received by the
Company's Directors from subsidiaries in their executive capacity amounted to RR 100,444 thousand for the year ended
31 December 2019 (2018: RR 164,993 thousand). See also Note 33.

Branches

The Company did not operate through any branches during the year ended 31 December 2019.

Treasury shares

The Group has in place a buy-back program, approved by the shareholders of HMS Hydraulic Machines & Systems
Group plc, aimed at the accumulation of the GDRs fund for the Long-term Incentive Program, covering the Group’s key
executives (Note 24). Under this program, a wholly-owned subsidiary of the Group from time to time purchases GDRs
of the Company from the market.

During 2019, 61,295 GDRs of the Company representing 0.26% of its issued share capital were bought back by a wholly-
owned subsidiary of the Group for a total consideration of RR 25,649 thousand.

In May 2019, 414,718 GDRs of the Company representing 1.83% of its issued share capital with the total cost of
RR 167,804 thousand were transferred to the participants under the Long-term Incentive Program (Note 23, 24).

During 2018, 109,100 GDRs of the Company representing 0.47% of its issued share capital were bought back by a
who|ly—owned subsidiary of the Group for a total consideration of RR 56,636 thousand.

At 31 December 2019, the Company, via a wholly-owned subsidiary, is holding 789,564 (31 December 2018: 1,142,987)
of its own GDRs with the total cost of RR 319,475 thousand (31 December 2018: RR 461,630 thousand). The voting and
dividend rights of these GDRs are suspended.

Going concern

Directors have access to all information necessary to exercise their duties. The Directors continue to adopt the going
concern basis in preparing the consolidated financial statements based on the fact that, after making enquiries and
following a review of the Group's budget for 2020, including cash flows and borrowing facilities, the Directors consider
that the Group has adequate resources to continue in operation for the foreseeable future.

Auditors

The Independent Auditors, Deloitte Limited, have expressed their willingness to continue in office. A resolution giving
authority to the Board of Directors to fix their remuneration will be proposed at the Annual General Meeting.

By order of the Board

Artem V. Molchanov
Director

Limassol

23 Apnil 2020 s
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Directors’ responsibility statement

The Company's Board of Directors is responsible for the preparation of consolidated financial statements that give a true
and fair view in accordance with International Financial Reporting Standards as adopted by the European Union and the
requirements of the Cyprus Companies Law, Cap.113, and for such internal control as the Board of Directors determines
necessary to enable the preparation of the consolidated financial statements that are free from material misstatement,
whether due to fraud or error.

Each of the Directors confirms to the best of his or her knowledge that the consolidated financial statements (presented
on pages 15 to 64) give a true and fair view of the financial position of HMS Hydraulic Machines & Systems Group plc
and its subsidiaries (together with the Company, the “Group”) at 31 December 2019 and of its financial performance and
its cash flows for the year then ended in accordance with International Financial Reporting Standards as adopted by the
European Union and the requirements of the Cyprus Companies Law, Cap.113.

Further, each of the Directors confirms to the best of his or her knowledge that:

e proper books of account have been kept by the Company;

¢ the Company's consolidated financial statements are in agreement with the books;

e the consolidated financial statements give the information required by the Cyprus Companies Law, Cap.113 in
the manner so required; and

e the information given in the consolidated management report is consistent with the consolidated financial
statements.

By order of the Board

, -

Artem V. Molchanov Kirilkv"Molchanov
Director Director

23 April 2020 23 April 2020
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Independent Auditor's Report yww. deloitte com/cy

To the Members of HMS Hydraulic Machines & Systems Group Plc

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of HMS Hydraulic Machines & Systems Group Plc (the
“Company") and its subsidiaries (the "Group"), which are presented in pages 15 to 64 and comprise the
consolidated statement of financial position as at 31 December 2019, and the consolidated statements of profit or
loss and other comprehensive income, changes in equity and cash flows for the year then ended, and notes to the
consolidated financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements give a true and fair view of the consolidated
financial position of the Group as at 31 December 2019, and of its consolidated financial performance and its
consolidated cash flows for the year then ended in accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Union and the requirements of the Cyprus Companies Law, Cap. 113.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under
those standards are further described in the "Auditor's Responsibilities for the Audit of the Consolidated Financial
Statements" section of our report. We remained independent of the Group throughout the period of our appointment
in accordance with the International Ethics Standards Board for Accountants' International Code of Ethics for
Professional Accountants (including International Independence Standards) (IESBA Code) together with the ethical
requirements that are relevant to our audit of the consolidated financial statements in Cyprus, and we have fulfilled
our other ethical responsibilities in accordance with these requirements and the IESBA Code. We believe that the
audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Key audit matters incorporating the most significant risks of material misstatements, including assessed
risk of material misstatements due to fraud

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the
consolidated financial statements of the current period. These matters were addressed in the context of our audit
of the consolidated financial statements as a whole, and in forming our opinion thereon, and we do not provide a
separate opinion on these matters.

Why the matter was determined to be a key audit How the matter was addressed in the audit
matter

recognition on construction

Revenue and profit
contracts

The Group enters into construction projects, design Our audit procedures included:
and engineering projects and certain other long-term
contracts. The recognition of revenue and profit on e  obtaining an understanding of key controls around

those contracts in accordance with IFRS 15 “Revenue the processes of budgeting and accounting for
from contracts with customers” is based on the stage construction contracts, as well as

of completion of contract activity, which is assessed by e assessment of whether the accounting policies,
reference to the proportion of contract costs incurred methods of accounting and amounts recognised in
for the work performed at the reporting date relative to the consolidated financial statements were in line
the estimated total costs of the contract at completion. with IFRS 15.

During 2019 the Group recognised revenue from
construction contracts in the amount of RR 21,563,310
thousand, being 42% of the total Group's revenue.

Deloitte Limited is the Cyprus affiliate firm of Deloitte Touche Tohmatsu Limited (‘'DTTL"), 3 UK private company limited by guarantee, whose member firms are legally separate and
independent entities. Please see www.deloitte.com/about for a detailed description of the legal structure of DTTL.

Deloitte Limited is a private company, registered in Cyprus (Reg. No. 162812). Offices: Nicosia, Limassot
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To the Members of HMS Hydraulic Machines & Systems Group Plc

Key audit matters incorporating the most significant risks of material misstatements, including assessed
risk of material misstatements due to fraud (continued)

Why the matter was determined to be a key audit
matter

How the matter was addressed in the audit

Revenue and profit recognition on construction
contracts

Recognition of revenue and profit on construction
contracts is considered a key audit matter because of
the significance of judgments involved in assessing
the costs to complete, stage of completion, variations
to the contracts requested by customers and the
factual or future possible claims against the Group for
delays in deliveries.

Refer to Note 3 “Summary of significant accounting
policies” as well as Note 4 “Critical accounting
estimates and judgements in applying accounting
policies” of the accompanying consolidated financial
statements for further details.

We performed detailed procedures in respect of

individually significant contracts, including:

e discussions with the individual project managers
and directors on status of the projects;
inspection of selected signed contracts; and

e tracing a sample of costs incurred to supporting
documentation.

We also performed the following:

e challenged management’s assumptions related to
the stage of completion of a project and estimates
of project costs to complete by discussing and
reviewing the correspondence files related to
construction contracts with customers;

e considered the accuracy and consistency of
relevant estimates made in previous years;

e corroborated the assumptions with the latest
contractual information;

e assessed the adequacy of estimates in respect of
factual or anticipated customer claims with
reference to contractual delivery schedules; and

o tested the appropriateness of the related
disclosures provided in the consolidated financial
statements.

The above procedures were completed in a satisfactory
manner.
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To the Members of HMS Hydraulic Machines & Systems Group Plc

Key audit matters incorporating the most significant risks of material misstatements, including assessed
risk of material misstatements due to fraud (continued)

Why the matter was determined to be a key audit
matter

Impairment assessment of goodwill

The Group has a material goodwill balance of RR
3,370,275 thousand at 31 December 2019.

In prior periods, the Group had recognised goodwill
impairment charges. Given challenging economic
conditions in the world in general, and in the Russian
Federation in particular, there is a risk of further
impairment of goodwill.

The recoverable amount of cash generating units
("CGUs") is defined as the higher of fair value less
costs to sell and value-in-use. Determination of the
recoverable amount of the CGUs with allocated
goodwill requires management to make significant
estimates conceming operating cash flow
projections, discount and long-term growth rates and
other assumptions applied to each CGU.

Refer to the Note 9 “Goodwill" as well as Note 4
“Critical accounting estimates and judgements in
applying accounting policies” of the accompanying
consolidated financial statements for further details.

How the matter was addressed in the audit

In this area our audit procedures included the following:

obtaining an understanding of key controls around
the impairment review processes;

analysing the projected future cash flows,
understanding variances between the forecast and
actual results for the year ended 31 December 2019
and comparing the forecast performance to the
Board approved long-term plans;

assessing forecasted revenues for the year ending
31 December 2020 against actual performance up
to the date of this report, existing backlog (including
revenues already contracted but not earned) and
analysing respective variances;

with the assistance of our internal valuation
specialists, assessing management's methodology
used in calculating the discount rates applied,
forecasted revenue growth rates and inflation rates
embedded in cash flow forecasts and comparing
the long-term growth rates for each cash generating
unit to economic forecasts;

assessing the appropriateness of the sensitivities
applied by management to the impairment testing
model and whether the scenarios reflect reasonably
possible changes in key assumptions. We
performed further sensitivity analysis based on our
understanding of the future prospects to identify
whether these scenarios could give rise to further
impairment;

challenging how management had assessed the
impact of events arising after the reporting date,
such as decline in the oil prices in the global
markets and spread of the coronavirus decease, on
the impairment test of goodwill at the reporting date
with the reference to the reasonable and
supportable information available to management
at that date;

checking the arithmetic accuracy of the impairment
model; and

checking the adequacy of the disclosures in the
consolidated financial statements with the
requirements of accounting standards in respect of
impairment testing and disclosure of the key
judgements applied by management in the cash
flow forecasts and impairment review.

The above procedures were completed in a satisfactory
manner.
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Deloitte.

Independent Auditor's Report (continued)

To the Members of HMS Hydraulic Machines & Systems Group Plc

Key audit matters incorporating the most significant risks of material misstatements, including assessed
risk of material misstatements due to fraud (continued)

Why the matter was determined to be a key audit How the matter was addressed in the audit
matter

Accounting for acquisition of a group of companies

In February 2019, HMS Neftemash JSC, the Group's We analysed assumptions and management judgments
subsidiary, acquired a group of companies engaged applied in respect of the accounting for the acquisition.
in manufacturing of oil and gas equipment, located in

Tumen. Our procedures amongst others included the following:

We consider accounting for this transaction to be a . inquiries of the Group’s management and analysis

key audit matter because it requires a significant of the supporting documentation to obtain
degree of judgement and involves estimations which understanding of the key details of the transaction;
are uncertain in nature relating to: e challenging management's assessment of this
transaction as a business combination in
o determination  whether the  acquisition accordance with IFRS 3 “Business combinations™;
represents a business combination in . challenging management's assumptions and
accordance with the requirements set out in judgements in respect of the purchase price
IFRS 3 “Business combinations”; allocation and the fair values of the net identifiable

o identification and classification of the assets assets acquired,;
acquired and liabilities assumed at transaction . with the assistance of our internal experts,
date and allocation of purchase price to analyzing the valuation reports prepared by the
identified assets and liabilities. independent appraiser and reconciling the fair

value of assets acquired and liabilities assumed to
those reports;

o assessing whether the disclosure in the
consolidated financial statements in respect of this
acquisition is in compliance with IFRS
requirements. assessing the adequacy of the
Group’s disclosures against requirements of
relevant accounting standards.

Refer to the Note 10 “Business combinations” of the
accompanying consolidated financial statements for
further details.

The above procedures were completed in a satisfactory
manner.

Reporting on other information

The Board of Directors is responsible for the other information. The other information comprises the information
included in the consolidated management report and the Directors’ responsibility statement in pages 2 to 7, but
does not include the consolidated financial statements and our auditor's report thereon.

Our opinion on the consolidated financial statements does not cover the other information and we do not express
any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is materially inconsistent with
the consolidated financial statements or our knowledge obtained in the audit or otherwise appears to be materially
misstated. If, based on the work we have performed, we conclude that there is a material misstatement of this
other information, we are required to report that fact. We have nothing to report in this regard.
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Deloitte.

Independent Auditor's Report (continued)

To the Members of HMS Hydraulic Machines & Systems Group Plc

Responsibilities of the Board of Directors and those charged with governance for the Consolidated
Financial Statements

The Board of Directors is responsible for the preparation of consolidated financial statements that give a true and
fair view in accordance with International Financial Reporting Standards as adopted by the European Union and
the requirements of the Cyprus Companies Law, Cap. 113, and for such internal control as the Board of Directors
determines is necessary to enable the preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the Board of Directors is responsible for assessing the Group's
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless the Board of Directors either intends to liquidate the Group or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group's financial reporting process.
Auditor's Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISAs will always detect a material misstatement when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional

scepticism throughout the audit. We also:

. Identify and assess the risks of material misstatement of the consolidated financial statements, whether due
to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence
that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control.

o Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Group's internal control.

. Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by the Board of Directors.
o Conclude on the appropriateness of the Board of Directors' use of the going concern basis of accounting

and, based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Group's ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw attention in our auditor's report to the
related disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify
our opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor's report.
However, future events or conditions may cause the Group to cease to continue as a going concern.

o Evaluate the overall presentation, structure and content of the consolidated financial statements, including
the disclosures, and whether the consolidated financial statements represent the underlying transactions
and events in a manner that achieves a true and fair view.

o Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the Group to express an opinion on the consolidated financial statements. We are
responsible for the direction, supervision and performance of the group audit. We remain solely responsible
for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope and

timing of the audit and significant audit findings, including any significant deficiencies in internal control that we
identify during our audit.
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Deloitte.

Independent Auditor's Report (continued)

To the Members of HMS Hydraulic Machines & Systems Group Plc

Auditor's Responsibilities for the Audit of the Consolidated Financial Statements (continued)

We also provide those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters that may
reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were of
most significance in the audit of the consolidated financial statements of the current period, and are therefore the
key audit matters. We describe these matters in our auditor's report unless law or regulation precludes public
disclosure about the matter or when, in extremely rare circumstances, we determine that a matter should not be
communicated in our report because the adverse consequences of doing so would reasonably be expected to
outweigh the public interest benefits of such communication.

Report on Other Legal and Regulatory Requirements

Pursuant to the requirements of Article 10(2) of the EU Regulation 537/2014 we provide the following information
in our Independent Auditor's Report, which is required in addition to the requirements of International Standards on
Auditing.

Appointment of the Auditor and Period of Engagement

We were first appointed as auditors of the Group on 20 June 2014 by the General Meeting of shareholders. Our
appointment has been renewed annually by shareholder resolution representing a total period of uninterrupted
engagement appointment of 6 years.

Consistency of the Additional Report to the Audit Committee

We confirm that our audit opinion on the consolidated financial statements expressed in this report is consistent
with the additional report to the Audit Committee of the Company, which we issued on 16 April 2020 in accordance
with Article 11 of the EU Regulation 537/2014.

Provision of Non-audit Services

We declare that no prohibited non-audit services referred to in Article 5 of the EU Regulation 537/2014 and Section
72 of the Auditors Law of 2017 were provided. In addition, there are no non-audit services which were provided by
us to the Group and which have not been disclosed in the consolidated financial statements or the consolidated
management report.

Other Legal Requirements

Pursuant to the additional requirements of the Auditors Law of 2017, we report the following:

. in our opinion, based on the work undertaken in the course of our audit, the consolidated management
report has been prepared in accordance with the requirements of the Cyprus Companies Law, Cap 113,
and the information given is consistent with the consolidated financial statements.

. In light of the knowledge and understanding of the Group and its environment obtained in the course of the
audit, we are required to report if we have identified material misstatements in the consolidated
management report. We have nothing to report in this respect.

. In our opinion, based on the work undertaken in the course of our audit, the information included in the
corporate governance statement in accordance with the requirements of subparagraphs (iv) and (v) of
paragraph 2(a) of Article 151 of the Cyprus Companies Law, Cap. 113, and which is included as a specific
section of the consolidated management report, has been prepared in accordance with the requirements
of the Cyprus Companies Law, Cap, 113, and is consistent with the consolidated financial statements.

. In our opinion, based on the work undertaken in the course of our audit, the corporate governance
statement includes all information referred to in subparagraphs (i), (ii), (iii), (vi) and (vii) of paragraph 2(a)
of Article 151 of the Cyprus Companies Law, Cap. 113.

° In light of the knowledge and understanding of the Group and its environment obtained in the course of the
audit, we are required to report if we have identified material misstatements in the corporate governance
statement in relation to the information disclosed for items (iv) and (v) of subparagraph 2(a) of Article 151
of the Cyprus Companies Law, Cap. 113. We have nothing to report in this respect.
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Deloitte.

Independent Auditor's Report (continued)

To the Members of HMS Hydraulic Machines & Systems Group Plc

Other Matter

This report, including the opinion, has been prepared for and only for the Group's members as a body in accordance
with Article 10(1) of the EU Regulation 537/2014 and Section 69 of the Auditors Law of 2017 and for no other
purpose. We do not, in giving this opinion, accept or assume responsibility for any other purpose or to any other
person to whose knowledge this report may come to.

The engagement partner on the audit resulting in this independent auditor's report is Nicos Charalambous.

Deloitte Limited

Certified Public Accountants and Registered Auditors
Maximos Plaza, Tower 1, 3rd Floor

213 Arch. Makariou lll Avenue

CY-3030 Limassol, Cyprus

Limassol, 23 April 2020
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HMS Hydraulic Machines & Systems Group plc

Consolidated Statement of Financial Position at 31 December 2019

(in thousands of Russian Roubles, uniess otherwise stated)

@

Note 31 December 2019 31 December 2018*
ASSETS
Non-current assets:
Property, plant and equipment 7 15,632,576 15,492,896
Other intangible assets 8 2,001,646 1,936,359
Goodwill 9 3,370,275 3,092,257
Right-of-use assets 12 174,614 -
Investments in associates 11 94,489 93,265
Deferred income tax assets 25 631,428 424 004
Other long-term assets 42 316 26,004
Investment property 16 186,632 196,480
Total non-current assets 22,033,976 21,261,265
Current assets:
Inventories 14 7,859,051 9,088,680
Trade and other receivables and other financial assets 15 18,051,909 12,267,843
Contract assets 8,058,877 4.611,700
Current income tax receivable 227,917 257,409
Cash and cash equivalents 13 9,952,118 6,295,159
Total current assets 44,149,872 32,520,791
TOTAL ASSETS 66,183,848 53,782,056
EQUITY AND LIABILITIES
EQUITY
Share capital 23 48,329 48,329
Share premium 23 3,623,535 3,523,635
Treasury shares 23 (319,475) (461,630)
Other reserves 62,716 122,730
Currency translation reserve (44,878) 123,918
Retained earnings 7,029,094 7,847 636
Equity attributable to the shareholders of the Company 10,299,321 11,204,518
Non-controlling interests 3,569,953 3,386,155
TOTAL EQUITY 13,869,274 14,590,673
LIABILITIES
Non-current liabilities:
Long-term borrowings 17 20,582,061 18,198,084
Deferred income tax liability 25 1,620,211 1,630,143
Retirement benefit obligations 18 597,238 468,324
Provisions for liabilities and charges 22 154,809 168,687
Lease liabilities 12 139,272 -
Other long-term payables 21 240,172 432,915
Total non-current liabilities 23,333,763 20,898,153
Current liabilities:
Trade and other payables 19 20,658,429 13,224,940
Contract liabilities 2,248,029 ~ 1,843,380
Short-term borrowings 17 3,578,390 1,162,133
Provisions for liabilities and charges 22 550,050 739,314
Retirement benefit obligations 18 76,904 67,497
Lease liabilities 12 21,329 -
Current income tax payable 218,974 57,684
Other taxes payable 20 1,628,706 1,198,282
Total current liabilities 28,980,811 18,293,230
TOTAL LIABILITIES 52,314,574 39,191,383
TOTAL EQUITY AND LIABILITIES 66,183,848 53,782,056

* These amounts reflect adjustments made in connection with the completion of purchase price allocation of CIPS LLC (Note 10)

Approved for issue and signed on behalf of the Board of Directors on 23 April 2020

Artem V. Molchanov
Director

>

__——KirittV_ Molchanov

Director

The accompanying notes on pages 19 to 64 are an integral part of these consolidated financial statements.
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HMS Hydraulic Machines & Systems Group plc

Consolidated Statement of Profit or Loss and Other Comprehensive Income

for the year ended 31 December 2019

(in thousands of Russian Roubles, unless otherwise stated)

&GIUI

Note 2019 2018
Revenue 35 51,412,961 52,618,880
Cost of sales 27 (41,803,705) (40,617,376)
Gross profit 9,609,256 12,001,504
Distribution and transportation expenses 28 (1,961,331) (1,915,880)
General and administrative expenses 29 (5,395,083) (5,635,585)
Other operating expenses, net 30 (195,595) (250,135)
Operating profit 2,057,247 4,199,904
Finance income 31 172,302 182,188
Finance costs 32 (1,784,607) (1,610,545)
Share of results of associates 11 (632) (570)
Profit before income tax 444,310 2,770,977
Income tax expense 25 (293,680) (825,028)
Profit for the year 150,630 1,945,949
Profit/(loss) attributable to:
Shareholders of the Company (93,932) 1,688,473
Non-controlling interests 244,562 257,476
Profit for the year 150,630 1,945,949
Other comprehensive (loss)/income:
Items that will not be reclassified to profit or loss
Remeasurement of post-employment benefit
obligations (64,673) 101,017
Items that may be reclassified subsequently
to profit or loss
Currency translation differences (141,369) 830,112
Currency translation differences of associates 11 1,856 9,006
Other comprehensive (loss)/income for the year (204,186) 940,135
Total comprehensive (loss)/income for the year (53,556) 2,886,084
Total comprehensive (loss)/income attributable to:
Shareholders of the Company (300,891) 2,537,407
Non-controlling interests 247,335 348,677
Total comprehensive (loss)/income for the year (53,556) 2,886,084
Basic and diluted (loss)/earnings per ordinary
share for profit attributable to the ordinary
shareholders (RR per share) 23 (0.84) 15.10

The accompanying notes on pages 19 to 64 are an integral part of these consolidated financial statements.
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HMS Hydraulic Machines & Systems Group plc

Consolidated Statement of Cash Flows for the year ended 31 December 2019

(in thousands of Russian Roubles, unless otherwise stated)

@

Note 2019 2018
Cash flows from operating activities
Profit before income tax 444,310 2,770,977
Adjustments for:
Depreciation and amortisation 27-30 2,295,572 1,842,607
Gain from disposal of property, plant and equipment and 30
intangible assets (50,312) (20,457)
Finance income 31 (172,302) (182,188)
Finance costs 32 1,784,607 1,610,545
Change in retirement benefits obligations 18 95,974 55,878
Change in warranty provision 27 6,392 102,966
Change in ECL allowance and provision for impairment of trade
and other receivables and other financial assets 29 116,303 59,546
Change in provision for obsolete inventories 27 118,515 98,617
Change in provision for legal claims 30 (32,866) (19,398)
Share-based compensation 24 118,544 155,989
Foreign exchange loss/(gain), net 30 80,332 (13,352)
Gain on remeasurement of contingent consideration liability 30 (58,890) -
Amortisation of government grants 27 (32,411) (30,806)
Change in provision for tax risks, other than income tax 29 - (12,366)
Share of results of associates 11 632 570
Operating cash flows before working capital changes 4,714,400 6,419,128
Decrease/(increase) in inventories 1,142,258 (1,067,279)
(Increase)/decrease in trade and other receivables (5,825,144) 977,282
(Increase)/decrease in contract assets (3,493,520) 763,188
Decrease/(increase) in current income tax receivable 29,492 (78,843)
Increase/(decrease) in accounts payable and accrued liabilities 6,830,995 (722,970)
Increase/(decrease) in contract liabilities 404,649 (1,595,015)
Increase/(decrease) in taxes payable 354,446 (136,304)
Cash from operations 4,157,576 4,559,187
Income tax paid (366,040) (1,162,267)
Interest paid (1,793,240) (1,618,021)
Interest received 164,692 177,390
Net cash from operating activities 2,162,988 1,956,289
Cash flows from investing activities
Repayment of loans advanced 10,378 74,914
Loans advanced (30,588) (53,445)
Proceeds and expenses from sale of property, plant and
equipment and intangible assets, net 120,539 51,266
Interest received 175 890
Purchase of property, plant and equipment, net of VAT (996,241) (1,956,140)
Acquisition of intangible assets, net of VAT (574,322) (378,521)
Acquisitions of subsidiaries, net of cash acquired 10 (670,141) 165,257
Net cash used in investing activities (2,140,200) (2,095,779)
Cash flows from financing activities
Repayments of borrowings (9,488,918) (11,976,504)
Proceeds from borrowings 14,364,549 15,223,755
Proceeds from government grant 40,000 60,000
Repayment of the lease liabilities principal (27,234) (16,580)
Buy back of issued shares 23 (25,649) (56,636)
Acquisition of non-controlling interest in subsidiaries 23 - (53,736)
Dividends related to Long-term Incentive Program (42,964) (48,816)
Dividends paid to non-controlling shareholders of subsidiaries (60,950) (48,319)
Dividends paid to the shareholders of the Company 23 (1,103,859) (1,336,860)
Net cash from financing activities 3,654,975 1,746,304
Net increase in cash and cash equivalents 3,677,763 1,606,814
Effect of exchange rate changes on cash and cash
equivalents and effect of translation to presentation currency (20,804) 67,744
Cash and cash equivalents at the beginning of the year 6,295,159 4,620,601
Cash and cash equivalents at the end of the year 9,952,118 6,295,159

The accompanying notes on pages 19 to 64 are an integral part of these consolidated financial statements.
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HMS Hydraulic Machines & Systems Group plc

Consolidated Statement of Changes in Equity for the year ended 31 December 2019

(in thousands of Russian Roubles, unless otherwise stated)

" lIMS

&Gllll’.

Equity attributable to the shareholders of the Company

Cumulative
currency Non-
Share Share Treasury Other translation Retained controlling Total
Note capital premium shares reserves reserve earnings Total interests equity

Balance at 31 December 2017 48,329 3,523,535 (404,994) 122,730 (652,109) 7,073,645 9,711,136 3,145,950 12,857,086
Profit for the year - - - - - 1,688,473 1,688,473 257,476 1,945,949
Other comprehensive income

Remeasurement of post-employment benefit obligations 18 - - - - - 72,907 72,907 28,110 101,017
Currency translation differences - - - - 767,021 - 767,021 63,091 830,112
Currency translation differences of associates 11 - - - - 9,006 - 9,006 - 9,006
Total comprehensive income for the year - - - - 776,027 1,761,380 2,537,407 348,677 2,886,084
Buy back of issued shares 23 - - (56,636) - - - (56,636) - (56,636)
Share-based compensation 24 - - - - - 107,173 107,173 - 107,173
Dividends declared by the Group’s subsidiaries - - - - - - - (52,861) (52,861)
Dividends declared to the shareholders of the Company 23 - - - - - (1,191,413) (1,191,413) - (1,191,413)
Business combination 10 - - - - - - - 94,976 94,976
Acquisition of non-controlling interest 23 - - - - - 96,851 96,851 (150,587) (53,736)
Total transactions with owners, recognised directly in equity - - (56,636) - - (987,389) (1,044,025) (108,472)  (1,152,497)
Balance at 31 December 2018 48,329 3,523,535 (461,630) 122,730 123,918 7,847,636 11,204,518 3,386,155 14,590,673
Profit/(loss) for the year - - - - - (93,932) (93,932) 244,562 150,630
Other comprehensive (loss)/income

Remeasurement of post-employment benefit obligations 18 - - - - - (38,163) (38,163) (26,510) (64,673)
Currency translation differences - - - - (170,652) - (170,652) 29,283 (141,369)
Currency translation differences of associates 11 - - - - 1,856 - 1,856 - 1,856
Total comprehensive (loss)/income for the year - - - - (168,796) (132,095) (300,891) 247,335 (53,556)
Buy back of issued shares 23 - - (25,649) - - - (25,649) - (25,649)
Share-based compensation 24 - - - - - 97,240 97,240 - 97,240
Transfer of GDRs under Long-term Incentive Program 23,24 - - 167,804 (60,014) - (107,790) - - -
Dividends declared by the Group’s subsidiaries - - - - - - - (63,537) (63,537)
Dividends declared to the shareholders of the Company 23 - - - - - (675,897) (675,897) - (675,897)
Total transactions with owners, recognised directly in equity - - 142,155 (60,014) - (686,447) (604,306) (63,537) (667,843)
Balance at 31 December 2019 48,329 3,523,535 (319,475) 62,716 (44,878) 7,029,094 10,299,321 3,569,953 13,869,274

The accompanying notes on pages 19 to 64 are an integral part of these consolidated financial statements.
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HMS Hydraulic Machines & Systems Group plc ““
Notes to the Consolidated Financial Statements for the year ended 31 December 2019 & CROUP
(in thousands of Russian Roubles, unless otherwise stated)

1 General Information

HMS Hydraulic Machines & Systems Group plc (the “Company”) was incorporated in Cyprus on 27 April 2010. The
Company’s registered office is at 5 Alkaiou, 2404, Nicosia, Cyprus (before 22 March 2018, the Company’s address of
the registered office was 13 Karaiskaki, 3032, Limassol, Cyprus).

The principal business activities of the Company and its subsidiaries (the “Group”) are the manufacture and repair of a
wide range of pumps and pumping units, compressors, modular equipment, including oil and gas equipment, engineering
and construction services mainly for oil and gas companies. These products and services are sold both in the Russian
Federation and abroad. The Group’s manufacturing facilities are primarily located in Orel, Tomsk, Ulyanovsk, Tumen
regions and the Republic of Tatarstan of the Russian Federation, Sumy in Ukraine, Minsk and Bobruisk in Belorussia,
Goessnitz (Thuringia) in Germany.

For the year ended 31 December 2019, the average number of employees of the Group was 14,026 (2018: 14,527).

At 31 December 2019 and 2018, H.M.S. Technologies Ltd., the ultimate controlling parent of the Company, held 71.51%
of the Company’s shares, including shares in the form of GDRs. Since 6 March 2019, HMS Holding JSC, a newly
incorporated Russian entity, 100% subsidiary of H.M.S. Technologies Ltd., became the immediate parent of the
Company, holding 71.51% of the Company’s shares, as a result of ownership structure change. The Company does not
have an ultimate controlling party above H.M.S. Technologies Ltd.

2 Operating Environment of the Group

Emerging markets such as Russia are subject to different risks than more developed markets, including economic,
political and social, and legal and legislative risks. Laws and regulations affecting businesses in Russia continue to
change rapidly, tax and regulatory frameworks are subject to varying interpretations. The future economic direction of
Russia is heavily influenced by the fiscal and monetary policies adopted by the government, together with developments
in the legal, regulatory, and political environment.

Because Russia produces and exports large volumes of oil and gas, its economy is particularly sensitive to the price of
oil and gas on the world market. In March-April 2020, oil prices dropped significantly, which resulted in immediate
weakening of Russian Rouble against major currencies.

Starting from 2014, sanctions have been imposed in several packages by the U.S. and the E.U. on certain Russian
officials, businessmen and companies. This led to reduced access of the Russian businesses to international capital
markets.

The impact of further economic and political developments on future operations and financial position of the Group might
be significant.

In addition to that, starting from early 2020, a new coronavirus disease (COVID-19) has begun rapidly spreading all over
the world resulting in announcement of the pandemic status by the World Health Organization in March 2020. Responses
put in place by many countries to contain the spread of COVID-19 are resulting in significant operational disruption for
many companies and have significant impact on global financial markets. As the situation is rapidly evolving it may have
a significant effect on business of many companies across a wide range of sectors, including, but not limited to such
impacts as disruption of business operations as a result of interruption of production or closure of facilities, supply chain
disruptions, quarantines of personnel, reduced demand and difficulties in raising financing. In addition, the Group may
face the increasingly broad effects of COVID-19 as a result of its negative impact on the global economy and major
financial markets. The significance of the effect of COVID-19 on the Group’s business largely depends on the duration
and the incidence of the pandemic effects on the world and Russian economy.

Ukraine’s operating environment. In the recent years, Ukraine has been in a political and economic turmoil. This resulted
in higher inflation, devaluation of the national currency against major foreign currencies, decrease of GDP, illiquidity and
volatility of financial markets.

During 2019, the Ukrainian economy proceeded recovery from the economic and political crisis of previous years and
demonstrated sound real GDP growth by 3.2% (2018: 3.4%), modest annual inflation of 4.1% (2018: 9.8%), and
strengthening of national currency by around 5.0% to USD and 9.9% to EUR comparing to previous year averages.

In terms of currency regulations, the new currency law was adopted in 2018 and came into force on 7 February 2019. It
purports to enable the National Bank of Ukraine to promulgate more liberal currency regulation and soften a number of
currency restrictions, such as: requirement to register loans obtained from non-residents with the NBU, 180-day term for
making payments in foreign economic transactions, required 50% share of mandatory sale of foreign currency proceeds,
etc.

Further stabilization of the economic and political situation depends, to a large extent, upon success of the Ukrainian
government’s efforts, cooperation with the International Monetary Fund, yet further economic and political developments,
are currently difficult to predict.
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HMS Hydraulic Machines & Systems Group plc ““
Notes to the Consolidated Financial Statements for the year ended 31 December 2019 & CROUP
(in thousands of Russian Roubles, unless otherwise stated)

2 Operating Environment of the Group (continued)

One of the Group’s subsidiaries, NASOSENERGOMASH Sumy JSC, is located in Sumy, Ukraine, and specialises in
pumps manufacturing for oil and gas, thermal and nuclear power, water supply and utilities. Pumps produced by
NASOSENERGOMASH Sumy JSC are sold in Russia and other countries. For the year ended 31 December 2019, the
revenue of NASOSENERGOMASH Sumy JSC approximated 9% of consolidated revenue of the Group, one third of this
amount being sales to Russian customers (for the year ended 31 December 2018: 7% of consolidated revenue of the
Group, two thirds of this amount being sales to Russian customers). As of the date these consolidated financial
statements were authorised for issuance, neither sanctions, imposed by the US and EU, nor political environment in
Ukraine have directly impacted operating activities of NASOSENERGOMASH Sumy JSC, however, the Group’s
management believes that certain customers of the Group may take conservative and cautious position when
considering the purchase of products from EU and Ukraine. Due to these risks as well as due to high-level capacity
utilisation of NASOSENERGOMASH Sumy JSC, the Group has realised the project aimed at building up the respective
competencies within Russian subsidiaries of the Group.

3 Summary of Significant Accounting Policies

Basis of preparation. These consolidated financial statements for the year ended 31 December 2019 have been
prepared in accordance with International Financial Reporting Standards (“IFRS”), as adopted by the European Union,
and the requirements of the Cyprus Companies Law, Cap. 113, under the historical cost convention as modified by initial
recognition of financial instruments based on fair value. The principal accounting policies applied in the preparation of
these consolidated financial statements are set out below. These policies have been consistently applied to all the
periods presented.

Consolidated financial statements. These consolidated financial statements incorporate the financial statements of
the Company and entities controlled by the Company (its subsidiaries). Control is achieved when the Company:

- Has power over the investee;
- Is exposed, or has rights, to variable returns from its involvement with the investee; and

- Has the ability to use its power to affect its returns.

The Company reassesses whether or not it controls an investee if facts and circumstances indicate that there are
changes to one or more of the three elements of control listed above.

When the Company has less than a majority of the voting rights of an investee, it has power over the investee when the
voting rights are sufficient to give it the practical ability to direct the relevant activities of the investee unilaterally. The
Company considers all relevant facts and circumstances in assessing whether or not the Company's voting rights in an
investee are sufficient to give it power, including:

- The size of the Company's holding of voting rights relative to the size and dispersion of holdings of the other vote
holders;

- Potential voting rights held by the Company, other vote holders or other parties;
- Rights arising from other contractual arrangements; and

- Any additional facts and circumstances that indicate that the Company has, or does not have, the current ability to
direct the relevant activities at the time that decisions need to be made, including voting patterns at previous
shareholders’ meetings.

Consolidation of a subsidiary begins when the Company obtains control over the subsidiary and ceases when the
Company loses control of the subsidiary. Specifically, income and expenses of a subsidiary acquired or disposed of during
the year are included in the consolidated statement of profit or loss and other comprehensive income from the date the
Company gains control until the date when the Company ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income are attributed to the owners of the Company and to
the non-controlling interests. Total comprehensive income of subsidiaries is attributed to the owners of the Company and to
the non-controlling interests even if this results in the non-controlling interests having a deficit balance.

When necessary, adjustments are made to the financial statements of subsidiaries to bring their accounting policies into
line with the Group’s accounting policies.

All intragroup assets and liabilities, equity, income, expenses and cash flows relating to transactions between members
of the Group are eliminated in full on consolidation.
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3 Summary of Significant Accounting Policies (continued)

Non-controlling interests. Non-controlling interests represent the equity in a subsidiary not attributable, directly or
indirectly, to a parent.

Non-controlling interests are presented separately in the consolidated statement of profit or loss and within equity in the
consolidated statement of financial position, separately from parent shareholders’ equity.

Changes in the Group's ownership interests in existing subsidiaries. Changes in the Group’s interests in
subsidiaries that do not result in a loss of control are accounted for as equity transactions. The carrying amounts of the
Group’s interests and the non-controlling interests are adjusted to reflect the changes in their relative interests in the
subsidiaries. Any difference between the amount by which the non-controlling interests are adjusted and the fair value
of the consideration paid or received is recognised directly in equity and attributed to owners of the Group.

When the Group loses control of a subsidiary, the profit or loss on disposal is calculated as the difference between (i) the
aggregate of the fair value of the consideration received and the fair value of any retained interest and (ii) the previous
carrying amount of the assets (including goodwill), and liabilities of the subsidiary and any non-controlling interests.
Amounts previously recognised in other comprehensive income in relation to the subsidiary are accounted for (i.e.
reclassified to profit or loss or transferred directly to retained earnings) in the same manner as would be required if
the relevant assets or liabilities were disposed of. The fair value of any investment retained in the former subsidiary at
the date when control is lost is regarded as the fair value on initial recognition for subsequent accounting under IFRS 9,
Financial Instruments when applicable, or the cost on initial recognition of an investment in an associate or a joint venture.

Business combinations. Acquisitions of subsidiaries are accounted for using the acquisition method (other than those
acquired from parties under common control). Identifiable assets acquired and liabilities and contingent liabilities
assumed in a business combination are measured at their fair values at the acquisition date, irrespective of the extent
of any non-controlling interest.

The Group measures non-controlling interest that represents present ownership interest and entitles the holder to a
proportionate share of net assets in the event of liquidation on a transaction by transaction basis, either at: (a) fair value,
or (b) the non-controlling interest's proportionate share of net assets of the acquiree. Non-controlling interests that are
not present ownership interests are measured at fair value.

The consideration transferred for the acquiree is measured at the fair value of the assets given up, equity instruments
issued and liabilities incurred or assumed, including fair value of assets or liabilities from contingent consideration
arrangements but excludes acquisition related costs such as advisory, legal, valuation and similar professional services.
Transaction costs related to the acquisition and incurred for issuing equity instruments are deducted from equity;
transaction costs incurred for issuing debt as part of the business combination are deducted from the carrying amount
of the debt and all other transaction costs associated with the acquisition are expensed.

When the consideration transferred by the Group in a business combination includes a contingent consideration
arrangement, the contingent consideration is measured at its acquisition date fair value and included as part of the
consideration transferred in a business combination. Changes in fair value of the contingent consideration that qualify
as measurement period adjustments are adjusted retrospectively, with corresponding adjustments against goodwiill.
Measurement period adjustments are adjustments that arise from additional information obtained during the
‘measurement period’ (which cannot exceed one year from the acquisition date) about facts and circumstances that
existed at the acquisition date.

The subsequent accounting for changes in the fair value of the contingent consideration that do not qualify as
measurement period adjustments depends on how the contingent consideration is classified. Contingent consideration
that is classified as equity is not remeasured at subsequent reporting dates and its subsequent settlement is accounted
for within equity. Other contingent consideration is remeasured to fair value at subsequent reporting dates with changes
in fair value recognised in profit or loss.

Where a business combination is achieved in stages, the Group’s previously held interests in the acquired entity are
remeasured to fair value at the acquisition date (i.e. the date the Group attains control) and the resulting gain or loss, if
any, is recognised in profit or loss. Amounts arising from interests in the acquiree prior to the acquisition date that have
previously been recognised in other comprehensive income are reclassified to profit or loss, where such treatment would
be appropriate if that interest were disposed of.

If the initial accounting for a business combination is incomplete by the end of the reporting period in which the
combination occurs, the Group reports provisional amounts for the items for which the accounting is incomplete. Those
provisional amounts are adjusted during the measurement period, or additional assets or liabilities are recognised, to
reflect new information obtained about facts and circumstances that existed as of the acquisition date that, if known, would
have affected the amounts recognised as of that date. The measurement period is the period from the date of acquisition
to the date the Group obtains complete information about facts and circumstances that existed as of the acquisition date
—and is subject to a maximum of one year.
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3 Summary of Significant Accounting Policies (continued)

When an acquisition does not meet the definition of a business, the Group allocates the cost of such acquisition between
the individual identifiable assets and liabilities acquired based on their relative fair values at the date of acquisition. Such
transactions or events do not give rise to goodwill.

An idemnification asset, equivalent to the fair value of the indemnified liabilities, is included in net assets acquired in the
business combination if the selling shareholders of the acquiree agreed to compensate possible claims or contingencies.
Subsequent measurement of the indemnification asset and contingent liability does not have impact on future earnings,
unless the indemnification asset becomes impaired.

Goodwill. Goodwill arising in a business combination is recognised as an asset at the date that control is acquired (the
acquisition date). Goodwill is measured as the excess of the sum of the consideration transferred, the amount of any
non-controlling interests in the acquiree, and the fair value of the acquirer’s previously held equity interest in the acquiree
(if any) over the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities assumed.

If, after reassessment, the Group’s interest in the fair value of the acquiree’s identifiable net assets exceeds the sum of
the consideration transferred, the amount of any non-controlling interests in the acquiree and the fair value of the
acquirer’s previously held equity interest in the acquiree (if any), the excess is recognised immediately in profit or loss
as a bargain purchase gain.

Goodwill is carried at cost less accumulated impairment losses, if any. The Group tests goodwill for impairment at least
annually and whenever there are indications that goodwill may be impaired. Goodwill is allocated to the cash-generating
units (“CGUSs”"), or groups of cash-generating units, that are expected to benefit from the synergies of the business
combination. Such units or groups of units represent the lowest level at which the Group monitors goodwill and are not
larger than an operating segment. If the recoverable amount of the cash-generating unit is less than its carrying amount,
the impairment loss is allocated first to reduce the carrying amount of any goodwill allocated to the unit and then to the
other assets of the unit pro-rata on the basis of the carrying amount of each asset in the unit. An impairment loss
recognised for goodwill is not reversed in a subsequent period.

On disposal of a subsidiary, the attributable amount of goodwill is included in the determination of the profit or loss on
disposal.

Associates. An associate is an entity over which the Group has significant influence and that is neither a subsidiary nor
an interest in a joint venture. Significant influence is the power to participate in the financial and operating policy decisions
of the investee but is not control or joint control over those policies.

The results and assets and liabilities of associates are incorporated in these consolidated financial statements using the
equity method of accounting, except when the investment is classified as held for sale, in which case it is accounted for
in accordance with IFRS 5 “Non-current assets held for sale and discontinued operations”. Under the equity method,
investments in associates are carried in the consolidated statement of financial position at cost as adjusted for post-
acquisition changes in the Group’s share of the net assets of the associate, less any impairment in the value of individual
investments. Losses of an associate in excess of the Group’s interest in that associate (which includes any long-term
interests that, in substance, form part of the Group’s net investment in the associate) are recognised only to the extent that
the Group has incurred legal or constructive obligations or made payments on behalf of the associate.

Any excess of the cost of acquisition over the Group’s share of the net fair value of the identifiable assets, liabilities and
contingent liabilities of the associate recognised at the date of acquisition is recognised as goodwill. The goodwill is
included within the carrying amount of the investment and is assessed for impairment as part of that investment. Any
excess of the Group’s share of the net fair value of the identifiable assets, liabilities and contingent liabilities over the
cost of acquisition, after reassessment, is recognised immediately in profit or loss.

When a group entity transacts with an associate of the Group, profits and losses are eliminated to the extent of the
Group’s interest in the relevant associate.

Functional and presentation currency. Functional currency of each of the Group’s consolidated entities is the currency
of the primary economic environment in which the entity operates. The functional currencies of the Group’s subsidiaries
and associates are Russian Roubles (“RR”), Ukrainian Hryvnas (“UAH”), Belorussian Roubles (“BYN”) and Euro (“EUR”);
and the Group’s presentation currency is the national currency of the Russian Federation, Russian Roubles.

Monetary assets and liabilities, denominated in foreign currencies, are translated into the subsidiary’s f