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FORWARMROOKING STATEMENTS
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or comparable terminology or byigstussions of strategies, plans, objectives, targets, goals, future events or intentions.
These forwardooking statements include all matters that are not historical facts. They appear in a number of places
throughout this Report and include statementsgegding our intentions, beliefs or current expectations concerning,

among other things, our results of operations, financial condition, liquidity, prospects, growth, strategies and dividend
policy, and the industry in which we operate.

By their nature, faward-looking statements involve known and unknown risks and uncertainties because they relate to
events and depend on circumstances that may or may not occur in the future. Felvakidg statements are not
guarantees of future performance. In additionjem if our actual results of operations, financial condition and liquidity,
and the development of the industry in which we operate, are consistent with the forleaking statements
contained in this Report, those results or developments may not beatide of results or developments in future
periods. You should not place undue reliance on these ford@ling statements.

Any forwardlooking statements are only made as of the date of this Report and we do not intend, and do not assume
any obligationto update forwardlooking statements set forth in this Report.

Many factors may cause our results of operations, financial condition, liquidity and the development of the industries in
which we compete to differ materially from those expressed or impligdhe forwardlooking statements contained in
this Report.

These factors include, among others:

1 the impact of global economic conditions on worldwide demand for our products and services and on our
access to financing;

9 continuing adverse European, partiadl Spanish, economic conditions;

9 failure to keep up with technological changes, as well as changes in prices, industry standards and others
factors

9 significant interruptions to our operations at the pulp production, energy generation, transportation
storage, distribution andport facilities we own or utilie, including those resulting from mechanical
failures or difficulties or unplanned or planned shutdowns at our pulp production facilities;

I catastrophes, natural disasters, adverse weather conditiongxpacted geological or other physical
conditions, or criminal or terrorist acts;

1 wage increasesr work stoppages by our uniomd employees;

w currency risk, particularly with respect to sales of pulp denominated in U.S. dollars;
w risks related to hedging #uities;

w interest rate risk;

w any insufficiency of our insurance coverage;

w regulatory changes affecting our electricijgnerating activities;

w exposure to various administrative controls and extensive governmental regulation;



w failure to successfully impleemt our business strategy due to unforeseen difficulties, delays or costs;
w the costs of compliance with environmental, health and safety laws and regulations;

w liabilities and costs in connection with hazardous substances present at certain of our gcilitie

w concerns about the effects of climate change;

w failure to retain key employees;

w credit risk of our counterparties;

w risks associated with acquisitions and/or investments in joint ventures with third parties;

w cyclicality in the market prices for our pulpgalucts;

w increases in the cost of wood, certain chemicals and other variable inputs;

w failure to adjust pulp production volumes in a timely or cefficient manner in response to changes in
demand;economic, political and social risks in foreign countries;

w significant competition in the pulp industry;

w the expiry of the administrative concession related to our Pontevedra facilities in 2018;

w competition for land use;

w failure to obtain necessary certifications by industry standsetting bodies;

w risks in conection with divestitures;

w adverse effects to our pulfinked electricitygenerating activities resulting from adverse circumstances

w affecting our pulp production activities;

w changes in the financing conditions for biomass projects;

w failure to satisfy requements related to substantial capital investments, suitable sites, qualified
Quppliersand adninistrative permits and authoraions in our electricitygenerating activities;

w volatility in market electricity prices;

w the social, economic and environmengidle effects of our electricitgenerating activities; and

w other factors beyond our control or that are not known by us or considered by us to be material at this
time.
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additional factors that could adversely affect our results of operations, financial condition, liquidity and the
development of the industries in which we operate. New risks can emerge from time to time, and it is not possible for

us to predict all such risks, nor can we assess the impact of all such risks on our business or the extent to which any
risks, or combination of risks and other factors, may cause actual results to differ materially from those contained in
any forwardlooking statements. Given these risks and uncertainties, you should not rely on foleakitg
statements as a prediction of actual results.



PRESENTATION OF FINANCIAL AND OTHER INFORMATION

The Issuerof the Notes is EnceEnergiay Celulosa S.£a sociedadanonimaorganisedunder the lawsof Spain.
We present inthese ListingParticularsthe following consolidatedfinancial statements:

w the audited consolidatedannual accounts ofhe Issuer andits subsidiaries agt and for each of the
yearsended Decenber 31, 2015 and December31, 2016, including the accompanyingiotes thereto
(the YWBbnsolidatedAnancial StatementQ Q 0 @

w the Cash Flow statement split into Restricted and Unrestricted Group.

The Consolidated Financial Statements have beenprepared in acordance with International Financial
Reporting Standards as adopted by the European| y A 2 FR&Wh@Interim Consolidated Financial
Statementshave beenpreparedin accordancewith IAS 34t Interim FinanciaReporting.

Unless otherwise stated herein:(i) all financialinformation presented herein hasbeen derived from financial
information prepared in accordancewith IFRS;(ii) all financial information as at and presented herein has
been derivedfrom the ConsolidatedrinancialStatements.

With effect from January 12015 and following our decisionto discontinuepulp productionat our former pulp
production facility in Huelva, Spain,we present our financialinformation under the following two business
activities, which are split into our reportable segments:

Pulp Business
Our PulpBusinesg(as defined herein) encompasses tHellowing reportable segments:

9 Pulp This segment includes the pulp production and sales activities carutdt our pup production facilities
locatedin Navia and Pontedra, Spain, as well as the energy cogeneration and generation and sales activities
linked to the production of pulp and integrated thereincluding through the use of lignin and biomass residues
derived from our pulp production processes.

w Pulp forest asets and-orest services and otheFhese two segmeniscludeour activities related to forestry for
the production of raw materials used in our pulp production activities or sold to third parties, which currently
primarily consist of the management oliealyptus plantations owned by third parties pursuant to ldagn
forestry management contracts as well as the sourcing, purchagesapply of eucalyptus timbéo our facilities.

EnergyBusiness

Our Energy Businesshich correspondsto the reporting segment ofthe same name, encompassesr standalone
electric power generationactivities. Our standaloneelectric power generationfacilities are developed andoperated
separately andindependently from our Pulp BusinessThis segment currently includes our 50MW and 41MW

standalonebiomassenergygenerationfacilitiesin Huelva,Spainand our 20MW standalonebiomassenergygeneration
facility in Mérida, Spain.Following the discontinuation ofpulp production at Huelva andwith effect from January 1,
2015, we beganreporting the contribution to resultsof our 41MW standalonebiomassenergy generationfacility in

Huelva within our Energy Busines segment.

On December 29, 2016, Ence Energia, S.L.U., 100% owkeddEerga y Celulosa, S.An@ holding of tke "Business
Energy" acquired t&nel Green Powe64.07% of the share capital of Energia La Loma, S.A. And 68.42%gbh&Ede
la Mancha ENEMAN, S.A.

Both of the companies acquired generate power from agricultural biomassnly derived from olive waet This
transaction has given the Group control over both of these companies.



Except a®therwiseindicated, thefinancialstatementsand financialinformation includedhereinare presentedn euro.
Theeuroisthe common legaturrencyof the member staesparticipatingin the third stageof the EuropeanEconomic
andMonetary UnionjncludingSpain.

Restricted Group and Unrestricted Group Financial Information

In addition to financial information on a consolidatedbasis, including both the Restricted Group and the
Unrestricted Group, these Listing Particulars present certainfinancial information relating to the Restricted
Group andcertain financialinformation relating to the UnrestrictedGroup.

o Restricted Group financial information. Restricted Group financial information includes the results of
operations,assetsand liabilities of the Issuer and its Restricted Subsidiaries(that is,the companiesof the
Groupsubjectto the Notes covenants)In particular, and except as otherwise describedherein, Restricted
Group financialinformation relates to the results of operations,assetsand liabilities of the Issuerand its
Restricted Subsidiarieswhich, except as described inthe following sentence,exclusively engage iour Pulp
Business.In connectionwith the separationof the Unrestricted Group from the Restricted Group,on
December2015 the Issuer has trarsfered its sharesof CelulosaEnergia S.A.U.(which will be designated as
an Unrestricted Subsidiaryon the Issue Date) to EnceEnergia S.L.U.,which has becae the new holding
company of the Unrestricted Group. As a resultof the transfer, the shares and assets @elulosaEnergia
S.A.U. (which operates th&l MW biomassenergy generation facility at Huelva) has bexme assetsof the
UnrestrictedGroup.

o Unrestricted Group financial informationUnrestricted Group financialinformation includesthe results of
operations, assets and liabilities ofthe L & & difhNeBdcted Subsidiaries(that is, the subsidiaries not
subject tothe Notes covenants)in particular, and exceptas otherwise describedherein,Unrestricted Group
financial information relates to the results of operations, assetsand liabilities of the Unrestricted
Subsidiaries which exclusively engageur standalone EnergBusiness.

Asat the Issue Date, all subsidiaries of the Issuer not desighatéthesstrictedSubsidiaries will b&estricted
Subsidiaries, with sucheRtricted Subsidiaries comprising: Celulosas de Asturias, S.A.U.; Norte Forestal,
S.A.U.; Silvasur Agroforestal, $lA.lIbersilva,S.A.U.; and lberflorestaComércio e Servias Florestais S.A.

0 Weflorestal, SA.Q (Bar &chartindicatingwhich subsidiarieswill be Restricted Subsidiariesand which subsidiaries

will be Unrestricted Subsidiaries

In these ListingParticulars, we also present certain non-IFRSmeasures, including\djusted EBIDA, CashCosts,
EBIDA, Grossdebt, Net debt, Other Cash Costs[otal CostsiUnleveredfree cashflow (excluding expansion capital
expenditure), Wood Costs andNorking capital, as well as certain leverageand coverage ratios that are not
required by,nor presentedin accordancewith, IFRSAs used in these ListingParticulars, thefollowing terms have
the following meanings:

w YAdjusted EBIDAQ tneans EBIDA (as defined below) adjusted for redundancies,provisions, other
extraordinary items, andoperational hedging. We present Adjusted EBIDA for the Consolidated
Group, the Restricted Group andthe UnrestrictedGroup.

w Y8ashCostQ heansWood Costsplus Other CashCosts.

w YEBIDAQMeansoperating profit/(loss) adjusted for depreciation and amortisation, depletion of forest
reserves andfor impairment and gains/(losses) ordisposalsof intangible assetsand property, plant
and equipment. We present EBIDA for the ConsolidatedGroup, the Restricted Group and the
UnrestrictedGroup.

w YGtossdebtQ fheans currentand non-current notes and bank borrowingsplus other currentand nonr
currentfinancial liabilities (not including derivatives).We present grosglebt for the Consolidatedsroup
and for the Restricted Group.For the ConsolidatedGroup, wepresent our grosslebt both includingand
excludingproject financeindebtedness.

w UNetdebtQfieans grosgdebt lesscash and cashequivalents lesother current financial asset¥\Ve present



net debt for the ConsolidatedGroup andthe Restricted Group.

w Y8therCashCostQeans the cost o€hemicals,non-biomassfuels, energy costs(net of energyrevenues),
commercial expensedpgistics,packaging fixed productioncostsand other cashoverhead.

w VYMtal Cost@faeansCash Costs plus financestanddepreciation (excluding forestrydepletioncharge).

w YUhleveredfree cashflow (excluding expansiocapital expenditured theans net cashflow from operating
activities adjusted for interest paid, interest received,income taxpaid (recovered)and maintenance
capitalexpenditure.

w WNood Cost theans thecost of timber at the mill gate plus the forestry depletioncharge.

w WNorking capital @neans inventories,plus trade and other receivableplus receivables frompublic
authorities,plus other current financialassets,plus other current assets)esstrade andother payables,
less corporate income tax payable, lessother accountspayable to public authorities and less other
current liabilities.

We believe that EBIDA and similar non-IFRSinancial measuresare useful indicators ofoperating performance
and are widelyused in the industry bysecurities analystsnvestors andother parties to evaluateour businessand
the businessesof our competitors, and have includedEBIDA in particular in these Listing Particulars because
we believe that it may be a useful indicator of our ability to incur andserviceour indebtedness.

However, EBIDA and other non-IFRSmeasures andratios should not be consideredin isolation and are not

measuresof financial performanceor liquidity under IFRS,and also should not be consideredas profit or loss
for the period or as any other performance measure derived in accordancewith IFRSor as an alternative to

cashflow from operating, investingor financing activities or any other measure ofliquidity derived inaccordance
with IFRSEBIDA has limitations asan analytical tool,including the following:

w it does not reflect our capitalexpenditures and future requirements for capital expendituresor
contractualcommitments;

w it does not reflect changedn, or cashrequirementsfor, our working capitalneeds;

w it does not reflect the interest expense, or the casfequirements necessary,to service interestor
prindpal payments onour debtand

w although depreciation and amortisation are non-cash charges, the assetdeing depreciated and
amortised will often need to be replaced in thduture, and EBIDA does not reflect any cash
requirementsthat would be neededfor suchreplacements.

In addition, EBIDA, as we define it, may not be comparableto other similarly titted measures usedoy other

companies, even within the same industriEBIDA and similar measures are used bylifferent companies for
differing purposes and are often calculated inways that reflect the circumstances ofthese companies.
Accordingly,you should exercisecaution in comparingEBIDA asreported by usto EBIDA, or adjusted variations
thereof, asreported by other companiesEBIDA as presentedin these ListingParticularsalso differs from the

definition of ¥ W DA ihatuded withinthe Indenture.

Becauseof these limitations, EBIDA and other non-IFRSmeasures andratios should not be consideredas a
measure ofdiscretionary castavailableto usto investin the growth of our businessor as measuresof cashthat
will be availableto us to meet our obligations.You shouldcompensatefor these limitations by relyingprimarily
on our IFRSresults and usingthese non-IFRSneasures onlpupplementdly to evaluateour performance.

Other Information

Pursuantto Spanish regulatoryequirements, W WR A NB O (i 2 NFreQuirédBolLd2chdipangor consdlidated
annual accounts. The RA NB Qepartslar&included in these Listing Particularsonly in order to comply with



such regulatoryrequirements.Investorsare strongly cautionedthat the R A NS @ejp@tbld@rain information as

at various historical dates and do not contain a current description of our business,affairs or results of
operations. Theinformation containedA y i KS R A NB OteénNaither andtédhotfiréparédfax the

specific purposesof an offering of the Notes.Accordingly, theR A NB @epatd\shoDld be read together witthe

other sections ofthese ListingParticulars, particularly in the sections entitled YRIskFactor @nd Yl y I 3SYSy (i Q&
Discussionand Analysisof Fnancial Conditionand Resultsof Operationg @r@dl any information containedin the

R A NB Oepartsld Beemed tdbe modified or supersededby any information containedelsewhere in these
ListingParticulars that is subjectto or inconsistentwith it. Further, i KS RANBOG2NBQ NBLI]2-NIia Ay
looking statements that are subject toinherent uncertainty. Accordingly, investor@are cautioned not to rely

upon the information containedin suchR A NB @Gep@tslE Q

The financialinformation included in these Listing Particulars is not intended to comply with the applicable
accountingrequirementsof the U.S.SecuritiesAct and the related rulesand regulations ofthe SECwhich would
apply if the Noteswere being registeredwith the SEC.

Rounding

Certain datacontainedin these ListingParticulars, including financiainformation, have been subjectto rounding
adjustments.Accordingly, in certaininstancesthe sum of the numbersin a column or a row in tables maynot
conform exactlyto the total figure given for that column orrow or the sum of certain numberspresentedas a
percentagemay not conform to the total percentage given.

CURENCYRESEMTIONAND CERTAINDEFINITIONS
Currency Presentation

In these ListingParticulars:

w Referenceso W ¥ S &2NB Sn@'@Wxde tothe lawful singlecurrency ofthe participating membestatesof
the Europeanand Monetary Union of the Treaty establishing th&uropeanCommunity,as amendedrom
time to time.

w Referenceso WW!R®{f & | NE&E = Q DA W thé¢ landiOurréngyét thélUHited Statef America.

Definitions

For a glossaryof certainindustry-related terms used in these ListingParticulars, please sed@lossaryof Selected
TermspQ Q

Unless otherwise indicated dhe context requires otherwiseseferenaes in these ListindParticularsto YBNCE @he:
Grour Q> QHEND &nd YOQ efer to the Issuerand its consolidatedsubsidiaries.

In addition, inthese ListingParticulars, unlesstherwise indicated orthe context requiresotherwise:

w Referernces to the YBankialLoam re to the April 2015loan from Bankia, S.A.in an amountof € 15
million to finance certain capitaéxpenditureinvestmentsin our Naviafacility.

w Referencesto the YBankirier Loa&re to the DecembeR016 loan fromBankiner ,S.A.in an amountof
€ Tmillipn to finance the acquirement of the 68.42% of Energias de la Mancha ENEMAN, S.A.

w Referenceso the YBIBVA Loarf &re to the July2015 loanfrom BancoBilbao VizcayaArgentaria,S.A.in
an amount of € 15 million to finance certain capital expenditureinvestmentsin our pulp production
facilities.

w Referencesto YWearstrear @re to ClearstreanBanking,sodété anonyme

w Referencesto Y®bnsolidatedrinancial StatementQ &re to the audited consolidatedannual accounts of
the Issuer and itsonsolidated subsidiaries as at and for the years end2ecember31, 205, December
31, 2016.



Referencesto the YGbnsolidatedGroud @re to the Restricted Group and theUnrestricted Group,
collectively.

Referencesto YBhergyBusnes®) @re to our standaloneenergy generationactivities, which will form
the Unrestricted Group. Upon the completion of itsransfer from the Restricted Group to the
UnrestrictedGroup.

Referencesto YBURBOR) &re to the EurolnterbankOffered Rate.

Referencesto Y®iroclea 8re to EuroclearBank SA/NV.

Referencesto YEropearnEconomic Arex@r YBEA &re to the trading areaestablished bythe European
Economic AreaAgreementof January 11994, currently comprisingthe Member Statesof the Euilopean
Union (presently, Austria, Belgium, Bulgaria, Croatia, Cyprus, the CZ&sgpublic, Denmark, Estonia,
Finland, Fance, Germany, Greecdjungary, Ireland, ltaly, Latvia, Lithuania, Luxembourg, Maltathe
Netherlands,Poland, Portugal, Romania, Slovakia Slovenia, Spain, Swedenand the United Kingdom
and Norway, Iceland andLiechtenstein).

Referencesto Y®uropeanUniom) r YEM &e to the Europeaneconomic andpoliticalunion.

Referencesto the YBKistingNote<) @re to the L & & deS28@Damillion 5.375% Senior Secured Notes
due2022.

Referencesto the YBKisting Revolving Credit FacilityQ @re to the super seniormulticurrency revolving
facility agreement entered into on Odober 23, 2015 and providindor a total debt facility of € 90.0
million.

Referencesto YSMA @re to the Financial Serviceand MarketsAct 2000, as amended.

Referencesto the Y®uaranteef fre to the seniorguaranteesby the Guarantorsto guaranteethe
payment obligations othe Issuer undethe Notes.

Referencesto the Y®uarantorQ&re, collectively, toCelulosasde Asturias, S.A.U.,Norte Forestal, S.A.U.,
SilvasurAgroforestal S.A.U. Ibersilva,S.A.U.and Iberflorestal,S.A.,asguarantorsof the Notes.

Referencesto YHibldersof the Note)&@re to any holders of the Notes who are also beneficial owners of
the Notes.

Referencesto Whkerflorestal, SA.QA&re to IberflorestabConércio e Senicos FlorestaisS.A.

Referencesto WPRS8 @re to International Financial Reporting Standardsas adoptedby the Europea
Union.

Referencesto the Wikdenture) @re to the indenture governing the Notes dated the Issue Datied
between, amongsbthers,the Issuerthe Guarantorsand the Trustee.

Referencesto the WHitial Purchaser@&re to the firms referred to under thePlan of Distributiorfs@ction
of these ListingParticulars.

Referencesto the WisueDateQ @re to the date on which the Notesoffered herebywere issued.

Referencesto the WsBuef) @re to EnceEnedP ly Celulosa,S.A.,a sociedadanonima incorporated
under the lawsof Spain.

Referencesto WYBOR) @re to the London Interbank Offered Rate.



Referencesto the WWixembourd.isting Ageni @re to DeutscheBank LuxembourdS.A.
Referencesto the YPdying AgenQ f@re to DeutscheBank AG, Londonbranch.
Referencesto the YRA8rtugueseGuarantof @re to Iberflorestal, S.A.

Referencesto YPHlp Busines@&re to our pulp production and salespulp-linked energygenerationand
sales and forestrynanagementactivities, which will form the Restricted Group.Uponthe completion
of its transfer from the Restricted Groupto the UnrestrictedGroup the BiomassBoilerwill no longer
form part of the Pulp Business.

Referencesto the YRdpistraQ &e to Deutsche Bank.uxembourgS.A.

References to YRegulated Remuneratiof @re to the remuneration received by Renewable Energy
Facilitiespursuantto the Ministerial Order IET/1045/2014emunerationscheme.

References to the YRegulated TariffQ @re to the option of receiving a regulated singletariff for all
scheduling periods foall electricity sold.

Referencesto the YRstricted Grou @re to the entities which are describedas suchin the section of
these ListingParticulars entitled Y®¥esentationof Fnancial and Other Informatiom RestrictedGroupand
Unrestricted Grougnformation® Q Q

Referencedo the YRestrictedSubsidiarie@&re to the subsidiariesof the Issuerwhich are subjectto the
NotesCovenants.

Referencesto the YRevolving Credit Facility Agreemen® @re to the agreement providing for the
Revolving Credit Facility whichwasenteredinto on October 2015 between, amongst others,the Issuer,
certain subsidiaries ofthe Issuerlisted in Schedulel to the RevolvingCredit Facility Agreement,Banco
Santander, S.A., BancoBilbao Vizcaya Argentaria, S.A., Bankia, S.A., CaixaBankS.A., Citibank
International Bank plc, Banco de Sabadell S.Aand Bankinter S.A., as arrangers, and Banco
Santander S.A.,as facility agentand original issuingoank.

Referencesto the YSantanderLoam @re to the December2016 loan from Banco Santander ,S.if. an
amountofe  Tmillipn to finance the acquirement tto Enel Green Powe64.07% of the share capital of
Energia La Loma, S.A.

Referencesto the YIEQA&re to the U.S.Securities andeExchang Commission.

Referencesto the WpanishGuarantor @re, collectivelyto Celulosas de Asturias, S.A.Ngrte Forestal,
S.A.U.,SilvasurAgroforestal,S.A.U.and Ibersilva S.A.U.

Referencesto the Yikansfer AgenQ &re to Deutsche BanlkuxembourgSA.

Referencego the W W ¢ N id Bebit€cfieTrustee Companyimited,astrustee underthe Indenture.
Referencedo the YWhrestrictedGrouf &re to the entities which are described assuchin the section of
these Listing Particulars Sy G A (i f ScRtatioM Yot Nd@nkial and Other Informatiom Restricted
Groupand Unrestricted Grougnformation® Q Q

Referencesto the WhrestrictedSubsidiarie@&re to the subsidiarieof the Issuerwhich are not subject
to the Notes covenants TheUnrestricted Subsidaries are also noborrowers under or have any

obligationsunder the Revolving Credit Facility.

Referencesto the WWS ExchangeActQ fre to the U.S. SecuritiesExchangéAct of 1934, as amended,
and the rules and regulationspromulgatedthereunder.



w Referencesto the WWS SecuritiesActQ Areto the U.S. SecuritiesAct of 1933, as amended,and the
rules and regulationspromulgatedthereunder.
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RISK FACTORS

An investment in the Notes involves a high degree of risk. In addition to the other informationroeghia this Report,

you should carefully consider the following risk factors before purchasing the Notes. If any of the possible events
described below occurs, our business, financial condition, results of operations or prospects could be adversely
affected. If that happens we may not be able to pay interest or principal on the Notes when due and you could lose all
or part of your investment. The risks and uncertainties below are not the only ones we face, but represent the risks that
we believe are mateal. However, there may be additional risks that we currently consider not to be material or of
which we are not currently aware that could have the effects set outabove.

This Report also contains forwalabking statements that involve risks and uncertast Our actual results could differ
materially from those anticipated in such forwalmbking statements as a result of certain factors, including the risks
we face that are described below and elsewhere in this Report.

Risks Relating to Our Business

Difficult conditionsin the global economyand in the global markets have caused,and may causein the future, a
sharp reduction in worldwide demand for our products and services, particularlyfor our pulp products,and may
negativelyimpact our accesdo the levelsof financing necessaryor the successful developmerdf our existingand
future EnergyBusinesgrojects.

Our results of operations have been, and continue to be, materially affected by conditions in the global economy and in
the global capital mets. Concerns over commodity prices, energy costs, geopolitical issues and the availability and
cost of financing have contributed to increased volatility and diminished expectations for the economy and global
markets in the last years. These factorsiéined with declining global business and consumer confidence and rising
unemployment, precipitated an economic slowdown and led to a recession. The economic instability and uncertainty is
affecting the willingness of companies to make capital expenditamed investment in the markets in which we
operate. Poor economic conditions that have impacted, and continue to affect, government budgets also threaten the
continuation of certain government subsidies which have benefitted our business. These eventorairdiing
disruptions in the global economy and in the capital markets may, therefore, have a material adverse effect on our
business, financial condition and results of operations. Moreover, even in the absence of a market downturn, we are
exposed to sustantial risk of loss due to market volatility with certain factors, including consumer spending, business
investment, government spending and the volatility and strength of financial markets. Generalized or localized
downturns in our key geographical asgasuch as Western Europe, could also have a material adverse effect on the
performance of our business.

In addition, continued disruptions, uncertainty or volatility in capital and credit markets may limit our access to
additional capital required to opate our business, including our access to project finance which we use to fund many
of our biomass projects. Such market conditions may limit our ability to replace, in a timely manner, maturing liabilities
and access the capital necessary to grow ourimss. As a result, we may be forced to delay raising capital, issue
shorterterm securities than we prefer, or bear an unattractive cost of capital which could decrease our profitability and
significantly reduce our financial flexibility.

Furthermore demand for our pulp productss linkedto overall economi@ctivity withinthose internationaimarkets in

which we sellour products After a steady period of growth between 2003 and 2007, during which period pulp
demand increased by a CAGR of 3.3%, the rdadkep in demand resulting from the global economic crisis of 2008,
when pulp demand declined by 1.0% year on year, demonstrated the vulnerability of the pulp market to international
economic conditiondn turn, between 201 and 205, pulp demand increasl by aCAGRf 2.4%, primarily as a result

of the generally improving global economic conditions which led to a recovery in demand for pulp. During &he 201
demand for pulp continued to strengthen as a result of lower than expected capacity increasgmiAmerica during

2016, low levels of consumer inventories and an increase in demand from emerging markets. However, any decline in
the level of economic activity in the domestic and/or international markets in which we operate could adversely affect
the demand for and price of our pulp products, thereby adversely affecting our business, financial condition and
results of operations.
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Continuing adverse economic conditions, including uneven recovery of the credit markets and high employment in
Europe, ad particularly in Spain, could adversely affect our business.

During 206 and 205, 96% ofour revenuescame from Europe,with 17% and 18%, respectively,of our revenues
comingfrom Spain where the globaleconomic crisis, together with a domestic real estate crisis,has causeda
significant deterioration in the economy from 2009. As a result, our businesshas been, and may in future be,
significantlyaffectedby generaleconomicconditionsin Europe,and in Spainin particular.

Althoughsignificant measireshave been takento addressthe economiccrisisin Spain, economicgrowth and
recovery remainfragile and at risk. Continuingdisruptionsin the global economyand in the globalmarkets
may, therefore, have a materialadverseeffect on our business,financial conditionand results of operations.
Moreover, even in the absenceof a global marketdownturn, we are exposedto volatility in our local markets
including changesin consumerand governmentspending which could impact our business.In particular,
sweeping regulatorychangesannouncedin 2013 with retroactive effect had the effeabf curtailing the growth of
the renewable energy sector in Spain, and the loss of subsidiesalso forced certain operatorsto shut their
facilities.

Further, economicinstability and difficult economiconditions inEurope, particularly in Spainhaveresulted in a
decline in tax revenueobtained by the Spanishgovernment, which has resulted in higher effective tax rates
and, in certain casesreduced availabilityof local financing.

We may fail to keepup with and effectively incorporate technological changésto our pulp production and energy
generation processegswell aschangesn prices,industry standardsand other factors.

The markets in which our businessesoperate change rapidly because oftechnological innovationsprices

industry standards, product instructions customer requirements and the economic environment. New

technology or changes in industry and customrequirements may render existingproducts obsolete,excessively
costlyor otherwiseunmarketable As a result, we must continuously enhancethe efficiencyand reliability of our

existing technologies and seek to developnew technologiesin order to remain at the forefront of industry

standards and customerrequirements. In addition, our renewableenergy products and servicesrely, to a

significantextent, on governmental subsidieto remain competitivewith conventionalenergy sources If we are
unable tointroduce and integrate new technologies ito our products andservicesin a timely and costeffective

manner, our competitive position willsuffer and our prospects forgrowth will be impaired.

The primary pulp productionprocessapplied in our facilitiesisknown asthe Kraft or sulphate proces{theW WY NJ ¥ (i
proces$) @na currently constitutes thelominanttechnologyin the chemical cellulos@roductionindustry due to its

high efficiencyin energyand raw material consumptionand its reducedenvironmentalimpact. We cannotguarantee

that a new product replacingcellulosepulp will not emergeor that a more competitive production processthan the
currentKraftprocesswill not be invented.Anynew productthat competes orreplaces cellulospulp or anyinnovation

in any componentof the Kraft processmay render our installationsless competitive or obsolete andnay require
substantial investment® updateandreplacethem.

In addition, we have made significant investmentsin the two technological processestraditionally used to
perform the bleacting of pulp routinely requested by our customersto be used in the manufacture of paper.
The first of these bleachingmethods, knownas ElementaryChlorinefee 6 BCE) (usesa chemicalcalled chlorine
dioxide to bleach the fibres, whilst the second bleaching method, knownas Totally ChlorineFee (\W'€E @ded
not use a chlorinecompoundto bleachthe fibres. We have installedhe technologynecessaryto bleachpulp
using ECFat our facility in Navia and the technologynecessaryto bleach pulp using TG= at our facility in
Pontevedra.To the extent that there isan increaseor decreasein the demandfor pulp produced byeither of
these processespr an alternativebleaching process thatompeteswith these processesemerges,we may not be
able to make the necessaryinvestments in technology which would enable usto remain competitive ina timely
and costeffective manner. This could have a material adverseeffect on our business,financial conditionand
resultsof operations.
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We may be materially adversely affected if operationsat the pulp production, energy generation, transportation,
storage, distribution and port facilities we own or utilise were to experience significant interruptionsr suffer any
mechanicalfailures or difficulties.

Our operations are dependent upon the uninterrupted operation of the pulp production, energy generation,
transportation, storage,distribution and port facilitiesthat we own or utilise. Operations atthese facilitiescould be
partially or completely shutdown, temporarily or permanently,asaresult ofanynumber ofcircumstanceshat arenot
underour control, includingcatastrophicevents,strikes orother labour difficulties transportation disruptionor other
disruptionsaffecting our supplyf raw materials,particularly wood. We alsotypically suspendoperationsin eachof
our pulp production facilities every year, usually for around 15 days;to enable us to complete certain annual
maintenanceand other plannedwork.

During thisperiod, no pulpis produced atthe affected facility,and once the planned worksave beencompleted,
it cantake two daysor more for the facility to ramp up to its normalrate of pulp production.Further, we may
face issuesrelated to our connectionto the main network dueto congestim or other factors, mechanical failures
or difficulties and the suspensiasr termination of publicconcessiongconcesiones administrativagranted tous or
to our commercialpartners or independent contractorsrelating to the right to provide a specific service. Any
significantinterruption at any of these facilities, whether unplannedor planned, orany inability to transport
products to or from these facilities (includingthrough exports) orto or from our customers forany reasonmay
materiallyadversly affect our businessfinancial condition andresultsof operations.

Further,we depend onconnections andccesgo electricity gridsfor the saleandtransport of the energywe produce.
We do notown or control the electricity transportand distribution installations.If the transportand distribution grids
suffer from technicalcapacity restrictionswhether temporaryor permanent,ourability to sell electricity will be
adversely affected andur operations,revenueandfinancialconditionmay sufferasaresult.

Our businessesmay be adversely affectedby catastrophes, natural disasters, adverse weather conditions,
unexpectedgeological or other physical conditions, or criminal or terrorist acts at one or more of our sites or
facilities.

The natureof our businessegxposes us taertain hazardswhichin turn couldleadto fires, floods, explosionsspills
and/or other accidentsor dangerousconditions.If one or more of our siteswere to be exposedin the future to fire,

flood or a natural disaster adverseweather conditionsterrorism, power lossor other catastrophe,or if unexpected
geologicabr other adversephysicalconditions wereto developat any of our sites,we may not be ableto carryout our

businessactivitiesat that location or our operationscould otherwisebe significantlyreduced. Thigouldresultin lost
revenue atthese sitesduring the period of disruption and costly remediation,which could have a material adverse
effect on our businessfinancialconditionandresults ofoperations.In addition, despite securityneasuregaken byus,
it is possiblethat the siteson which our pulp production facilitiesor energygenerationfacilitiesare located, orother

sitesowned ormanaged byisor our supplierscouldbe affected bycriminal orterrorist acts.Anysuchactscouldhave
amaterialadverseeffect on our businessfinancialconditionand resultsof operations.

Further, the Spanish landscape @one to frequent fires, and the risk of uncontrolled fires entering and burning
significant areas of foresplantations is high. Under normal weather conditions, this risk is managedhrough
comprehensivdire prevention andprotection plans,but during thelast decade,Spainhasexperienced anumber of
large-scalefires acrossvastareasof its territory. Further,there issomecausefor concern thatthe abnormalweather
conditionsthat lead to suchfires may occurmore frequently asa result of climate change.We do not insureagainst
lossesof forest timber from fire. Other catastiophic events, such as pathogen andpest infestations, windstorms,
floods and other weather conditions, mayalso occur and are beyond oucontrol. As a consequencethe risk of
plantation fires or other catastrophiceventsoccurringcontinues tobe signifcant andmay be increasingurther. Asis
typicalin the forestindustry, we assumesubstantiallyall risk of lossto the timber we own from fire and other hazards
becauseinsuring for such lossesis not practicable Continuedor increasedlossesof our sairces of wood could
jeopardiseour ability to supplyour pulp production facilitieswith timber from the regionsin which they are located,
thusincreasing ouiWood Costsand havinga materialadverse effecbn our business
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A large percentage of our employeesare unionised and wage increasesor work stoppagesby our unionised
employeesmay havea material adverseeffecton our business.

Alargepercentageof our employeesare representedby labour unionsunder collectivebargainingagreementswhich

need to be renewed from time to time. Further, recent labour law reforms in Spainhave reducedthe automatic
extension of union agreementsfrom two yearsto only one year from the date of & dzOK I 3 Nd&sfeetiSe/ (i & Q
expirationdates, thus increasingemployeS dir@entiveto negotiatefor more favourableterms sincethe expiration of
suchextensionwould resultin the employeeshecomingsubjectto the lessfavourablegenerallabour regulations.We

may not be ableto successfullynegotiate newcollectivebargahing agreementsacceptableto all parties,which could

resultin labourdisputes For example, although we renegotiated and/or renewed five union agreements during 2014
(with four of these agrements now due to expire in 201ahd the remaining agreement éuto expire at the end of

2018), we experienced laboutisturbances, including a threday strike, athe facilitylocated inNavia

We may alsobecomesubjectto material costincreasesor additionalwork rulesimposedby agreementswith labour
unions Thiscouldincreaseexpensesn absolutetermsand or asa percentageof net sales.

In addition, we havein the pastand may in the future seek or be obligedto seek,agreementswith our employees
regardingworkforcereductions,closuresand other restructurings which couldresultin labour disputes.For example,
in October 2014employees atour former pulp production facility in Huelvawent on strike for ten days, whilst
employees atour pulp production facilities in Naviaand Pontevedrawent on strike for four days, following the
negotiationof arestructuring agreementhat affected226 employeesn our former pulp productionfacility locatedin
Huelva andat our headquartersn Madrid. During 2016 three-day strike at the facilitylocated inNavia

We are exposedto the transactionand translation effect of currencyrisk, particularly with respectto the sales of
pulp denominatedin U.S.dollars.

We are exposedto fluctuationsin foreign currencyexchangeates,andin particularto fluctuationsin the valueof the
U.S.dollar and the euro. Whilst the majority of our salesare madein the European marketrevenuesfrom sale of
cellulosepulp are affected by the U.S Dollar/euro exchangeate sincethe benchmarksaleprice on the international
marketisin U.S.dollarsper ton and we invoiceour customersin U.S.dollars.Insofar asour cost structure is mainly
in euros, changesin the U.S.dollar/euro exchangerate can have a significantadverse effect on our earnings.
The referencecurrerncy of our consolidatedfinancial statementsis the euro and we are therefore exposedto
both transactional and translationatrelated exchangerisks. For example,our U.S dollar-denominatedsalesof pulp
may fluctuate due to the appreciationor depreciaton of the euro againstthe U.S dollar, which couldmpact our
revenue, whereas oucoststructure, which is principallgenominatedin euro, wouldnot changeproportionally. In
addition, the value of our pulp inventory and cash balancesin U.S. dollars when translated into euro for
purposes ofthe preparation of our consolidated financial statements may affect our balance sheet and the
reporting of our workingcapital, including oureported net debt.

Ourbusinessmay be adverselyimpactedby risksrelated to hedgingactivities.

Fom time to time, we have entered into, or mayin the future enter into, hedgingtransactions usindinancial
derivativesinstrumentsto protect againstrisksrelated to fluctuations ininterest rates,exchangerates, the price of
pulp, the price of, fuel oil and electricity usedin the production process,equity swapsrelated to our shareprice and
carbon dioxide (CQ) forward agreementsrelated to our greenhouse gagmissionrights. Amongstinterest rate
derivativeswe mostly usefinancialinterestrate swaps.Pulppricederivativesandthose of certainenergyproductsare
principallyswapsand options However, ouhedgingtransactionsamay not sufficientlyor adequatelyprotect usagainst
theserisks,and marketchangesn the future maynot be consistentwith historicaldata or our assumptionslif markets
moveadverselywe mayincurfinanciallosseson thesehedging transactions.df example we incurrede27.6million in
hedgingrelated losses in 2012, which adversedjfected ourresults of operations, whilst i2013; we recorded a
hedgingrelated gain ofe12.1 million and no gain or loss in 20%0.05 million hedgingrelatedin H nmp G7Y R €
million inhedging related lossesn 2016
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We are exposed to interest rate risks as certain of our borrowings bear interest at floating rates that caude
significantly, increasing our interest cost and reducing cash flow.

Our borrowingsunder the RevolvingCredit Facility will bear interest at per annum ratesqualto EURIBORydjusted
periodically,plus a certain spreadie will alsobe subjectto payingperiodiccommitmentfeesin connectionwith the

Revolving Credit Facility In addition, we may procure additional indebtednessat floating rates in the future. The
applicable interestates couldrise significantlyin the future, thereby increasingour interest expenses associatedth

these obligationsreducingcashflow availablefor capital expendituresand hinderingour ability to make payments on
the Notes. Althoughwe may hedgethe interest rates with respectto the RevolvingCredit Facility, we are under no

obligationto do sounderthe Indentureandwe maynot be ableto obtain suchhedges or replace suchhedgeson terms
that areacceptableo us,andanysuchhedgemaynot be fully effective,whichwould exposeusto interestrate risk

Ourinsurancecoveragemay be insufficientto coverour losses.

Our insurance coverage mé insufficientto cover lossesthat we might incur, includingin relation to possibleclaims
for death, personalnjury or property damagewhich may result from accidentsor the failure or other malfunction of
any machinery or othecomponentwithin our facilities.We havecomprehensiveinsurancewith leadinginsurersto
coverour receivablesdamageto our facilitiescausedby fire, generalthird-party liability for accidentsand operational
risks,and internationaland domestic transportationHowever, wedo not maintain irsurance coveragagainstall risks
related to our forests, particularlyin connectionwith risksrelating to forest fires. The occurrenceof losses or other
damages not covereby insurance, or that exceedur insuranceimits, couldresultin unexpectedadditional costs.

In addition, ourinsurancepoliciesare subjectto reviewby our insurers. Ithe levelof premiumswere to increasein the
future, we might not be able to maintain insurancecoveragecomparableto those that are currently in effect at
comparablecost, or at all. If we were unableto passany increasein insurancepremiums onto our customers, such
additional costsouldhavea material adverseffect on our businessfinancialconditionandresults ofoperations.

Ourbusinesds conductel undervariousadministrative controlsand is subjectto extensivegovernmental regulation.

Our operationsare subjectto the generalsupervisionof variouspublicadministrative authorities, includingbour, tax
and environmental authoritiesaswell as to extensiveregulation of our businessand its impact on the environment,
including with respectto carbon dioxide emissions.Suchlaws and regulationsrequire licences,permits and other
approvalsto be obtainedin connectionwith the operationsof our businesslin the past,we have also been required to
purchase carbon dioxidemission credits commensurate with our emissions. The regulatory framework to which we are
subject imposes significant actual, d@yday compliance burdens, costs and risks @n Nonrcompliancewith such
regulations could result in theevocation ofpermits, sanctions, fines or even criminal penalti€ampliancewith
regulatoryrequirementsmay resultin substantialcoststo our operationsthat may not be recovered.In addition, we
cannot predict the timing or form of any future regulatory or law enforcementinitiatives. Changesn existingenergy,
environmentaland administrative laws and regulationsmay materially and adverselyaffect our business products
servicesmarginsand investments. Further,suchchangesn lawsandregulationscouldincreasethe sizeand number of
claimsand damagesassertedagainstusor subjectusto enforcementactions,finesand evencriminalpenalties

We believe that we manageour businessin a manner that conformsto general practice in our industry and that
complieswith applicableadministrativerules, regulationsand procedures.However,we cannot assureyou that our
interpretation and applicationof suchrules, regulationsand procedureswill not differ from the viewsof the relevant
public authoritiesasto their appropriateinterpretation and application. Thesepublic authorities may audit, review or
inspectour activity.

To the extent any suchaudit, reviewor inspection revealsliscre@ncies between thénterpretations andapplications

made byus and those madeby the relevant public authority, we may experiencea material adverseeffect on our
businessfinancialcondition, results obperationsand cashflows.
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We may experience uforeseendifficulties, delays or costsin successfullyimplementing our businessstrategy,
including costcutting initiatives, reductionsin capital expenditures,the raising of capital from assetdisposalsand
achievingpreviouslyannouncedtargets (including someincludedin these Listing Particulars), and any such actions
may not yield the anticipated benefits.

The successfuimplementation of our business strategylepends upon avariety of factors, includinga number of
factorsthat are outsideof our control. We haveannounceda numberof initiativesintended to,amongstother things,
reduce recurring costs, as well as undertaken certain efficiency measures intended to reduce waste and raw material
use and improve plant productivitipuring 205 we had raisede 38.7 million andwe and haveannouncedan intention
to raisel LILINE E A3Omilliéhidwing2017 through disposalsrom the saleof energycrop assets Theseinitiatives
and/or planned disposals are not yet complete and the implementationosf-cutting measures andisposalsare
inherently subject tovarious risksincluding unforeseeradditional coststechnical complicationdabour unrest, and
inability to find willing buyersfor planned disposaland/or our ability to sellsuchassetsat book value.Suchmeasures
are forward-lookingin nature, are providedfor informational purposesonly. We canprovideno assurancehat we will
reachthesegoals,and our strategymay evolveto suit changedcircumstancesactualsavingsachievedand our ahility
to makecapitalexpendituresin supportof suchinitiatives. Inaddition, evenif implemented,suchmeasuresmayturn
out to be lesseffectivethan anticipated becomeeffectivelater than anticipatedor not be effectiveat all. Anyof these
outcomes individually or in combination, mayadverselyimpact our business,results of operations and financial
condition. We do not intend to update or otherwiserevisetheseprojectionsto reflect circumstancegxistingafter the
date of theseListing Particules or to reflectthe occurrenceof future events,evenin the eventthat the assumptionor
estimatesunderlyingtheseintentionsare shownto bein error.

We may face high costs relatedto compliancewith environmental,health and safetylaws and regulations.

Our business isubjectto extensiveenvironmental,health and safety lawsand regulationsrelating to controlling
dischargesand emissionsf pollutantsto land, water and air,the useand preservation ofnatural resourcesthe noise
impact of our operationsand the use, disposaland remediationof hazardousmaterials.Compliancewith theselaws
and regulationds a significantaspectof our industry, and substantiallegal and financial resourcesare required to
ensurecomplianceandto manageenvironmentalrisks.Moreover, environmentallawsandregulationsapplicableto us
arelikelyto becomemore stringentin the future.

For example, theEU Emissionsirading Scheme, whichmplements theKyoto Protocol of 1997 in the countriesin
which our facilties operate, will require progressivelyincreasedreductions ofcarbondioxide and other greenhouse
gasemissionsduring its third phaseof regulation from 2013 to 2020. Until January2013, under the EU Emissions
Trading Scheme greenhousegas emissionallowanceswere allocatedto us largely free of charge. However, from
January2013to January2020, our regulatory allocationof CO2rights hasbeen reduced toan average 0f131,257
tonnes of CQ rights annually. Thigeduction and any further limitations applicable to us may require additional
material expenditures In addition, mostof our facilitiesin Spainhavebeen licensedinder theEUIntegrated B®llution
Preventionand Controlregime,and conditions imposed bguthoritiesaspart of this licensingscheme, orthe licensing
schemeunder its successorthe Industrial EmissionDirective,could becomemore stringent overtime and require
materialcapital andother expenditures.

Our industry also facesncreasing publiand community pressurgo consumeenergy moreefficiently, including
through the use of renewablduels, and to reduce wasteln addition,the European papemdustry facesincreasing
pressureto procur wood and pulp from sustainably managedbrests through a number of certification schemes
Although approximately84% of the wood s&d to manufacture ourproductsduring 2016 was sourcedfrom such
forests,we may be required to implementadditional measuresin an effort to address theseoncernsin the future,
whichmayrequire usto investsubstantialresourcesn adjustingand modifyingour production processes.

Therisk of substantialenvironmentalcostsand liabilities is inherent in our industry, and there canbe no assurance
that any incurrenceby us of such costs and liabilities, or th@doption of increasinglystrict environmentallaws,
regulations ancenforcementpoliciesand practices,will not havea material adverseeffect on our financialcondition,
results ofoperationsor cashflows.

Although westriveto ensurethat our facilities complywith all applicableenvironmentallawsand permitsrequiredfor

our operations,we havein the pastbeen,and mayin the future be, subjectto governmental enforcemenactions for
failure to comply withenvironmentalregulations.Impacts fromhistorical operations,ncludingthe land or water
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disposalof waste materials,or our own activitiesmay require costlyinvestigationand clearrup. In addition, wecould

become subjectto environmentalliabilities resulting from personalinjury (including fom exposure tohazardous
materialsin the workplace),property damageor damageto natural resources andyovernmental authoritiesnay
imposefines, penalties andsanctionstogether withtax or other lienson the responsiblepartiesto securethe LI NJi
reimbursement obligations. Expenditurés complywith future environmental requirementsnd the costsrelated to

any potential environmentaliabilities and claimgould havea material adverse effect on our businessd financial
condition.

Environmenél regulationsalso requireus to perform environmentalimpact studiesas acondition of obtainingthe

necessaryregulatory licencespermits andother approvals forfuture projects. There canbe no assurance that
governmental authoritiesvill approve theg environmentalimpactstudies;or lawsor regulations willhot change obe

interpreted in a mannerthat increasesour costs of compliancepr materially or adverselyaffects our operations,
facilitiesor our plansfor the companiesn whichwe haveaninvestment orto whichwe provide ourservices.

Regulatory changebave affected our businesshistorically and any future changesmay havean adverseeffect on our
electricity generatingactivities.

The Spanistelectricity sectoris subjectto extensive regulation. Whilst this appliesto both conventionaland
renewable energysources,renewable energyactivitiesare often subjectto more stringent compliancestandards
relative to conventional projects. As such, we are especiallyvulnerable to changesto existing regulations
affecting our electricity generatingactivities which may have a materialadverseeffect on our business.

In June 2014,the Spanish governmerdpprovedregulatory framework for the electricity sector (the YRegulatory
Framework QTihidsets out a remuneration scheme forexisting renewable, cogeneration andwaste generation
facilities (the WRenewableEnergyR O A ) whidh @il @p@lyto our operations The Rgulatory Frameworkprovides
for regulatedlevelsof remunerationthat the governmenthasfixed for our electricity production overthree- to six
year periods Whilst thegovernmentmay alter the rate of investment returnapplicableto the most proximate future
period, itmaynot alter theinitial investmentvalueor the regulatay usefullife of the investment

Asaresultof the implementationof the RegulatoryFrameworkthrough Royal Decredaw 9/2013 ElectricityAct, Royal
Decree4132014 and Ministerial Order IET1045/2014, we may be vulnerableto severaloperationalrisks,including
the following:

() the Regulatory Frameworkcreatesuncertainty over whetherthe governmentmay introduce a less favourable
remuneration structureapplicable tathe mostproximate future periodwhich mayaffect our ability to makeadequate
provisionsfor future operations;

(i) our operating costs may exceed those assumed by the government inits calculation ofthe amount of
remunerationpayable under theRegulatory Framework,in which case theRegulatory Frameworkwould not provide
for areimbursementof the additionalcostsincurred byus;

(iii) we could fail to meet the requisite minimum number ofhours of operation per year that the Regulatory
Frameworksets out, which may reduce or eliminate our revenues fothe relevantyear (please seéd Ww S 3 dzf
and/or

(iv) we couldbe forcedto financeanytemporaryimbalanceor deficit that is not offset throughtolls and chargesn an
amount of up to 2%of the estimatedregulatedincomefor the year. Whilst we could claim acredit for the financed
amount within a fiveyear period, theobligation to finance any temporary imbalance coulédverselyaffect our
financialposition.

In addition to the RegulatoryFramework,electricity producersare requiredto pay a transmissiorand distribution
sysem accessfee. In 2011, the government fixedthis fee at € 0.50 per Mwh delivered to the network. Whilst
the fee hasremainedunchangedo date, any decision by the governmentto raise the fee could adverselyaffect
our revenues. Suclannual outputcaps, as well as other regulatory provisionshavethus had an averse effecton
the revenuesof our businesshistorically,and may prevent usfrom fully realisingthe benefits of increasesin our
generation capacity and/or increases ithe market price for electricityin the future.
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These and other regulatory changesthe electricity sectorcould continue to have materialadverseeffect on our
business,financial condition andresultsof operations.

We may incur liabilities and costs inconnectionwith hazardoussubstancesgpresentat certain of our facilities.

Some of our propertiesare located on land with a long history of industrial use by usand other companies
before us,which has resulted in spills and other releaseof hazardous materialéncluding asbestosvertime. The
limited testing for contamination that has taken place at certain of our properties may not be sufficient to

ascertainthe extent of our obligations with respect to any contaminationrelating to any of our facilities.

Should we face claimsrelating to any suchhazardous substancesye could incur significantcostsdefendingsuch
claims or damagesawards arising from them and eventually from remediation measuresimposed by the
relevantauthorities. Suchexpensescould havea material adverseeffect on our business financialcondition and
resultsof operations.

Concernsbout the effectsof climate changemay havean impact on our business.

Concernsabout global warming and carbon footprints, as well as legal and financial incentives favouring
alternative fuels, arecausingthe increased us of sustainable,non-fossil fuel sources forelectricity generation.
Electricitygenerationcompanies areompetingin the same marketsas us for the same raw materialswe use in

our pulp production process, namely woodnd wood chips, driving pricesfor suchmaterials upwards, especially
during the winter in the northern hemisphere.Climate change could also cause the spread of disease and

pestilence into ouplantations and fibre sources,far beyondtheir traditional geographicspreads,increasingthe

riskthat the wood supplynecessaryto our operationsmay be negativelyimpacted. If either of thesephenomena
intensifies, additionalcosts or supply shortagescould have a material adverseeffect on our business,financial
condition and resultsof operations.

Ouroperationscould be adverselyaffectedif we are unableto retain key employees.

We dependon our senior managemenOurperformanceand our ability to implemenbur strategydepend

on the efforts and abilities of our executive officers and keypéoyees.Our operationscould be adversely
affected if for any reason a number of these officers, key employees or valuable local managers with
significantexperience im specificnarket donot remain withus. There maybe a limitednumber ofpersons
with the requisite skillsto serve in these positions and we may be unablerdplace keyemployees with
qualified personnebn acceptable termsin addition our future succesgequires ugo continue toattract and
retain competentpersonnel.

Transactioms with counterparties exposeisto credit risk, which we must effectively manageto mitigate the effect of
counterpartydefaults.

We are exposedto the default risk of counterparties (for example, a customer, provider,partner or financial
entity), which could impact our business,financial condition and results of operations. Althoughwe actively
manage this credit risk through the use of non-recourse factoring contracts,which involve banks and third
parties assuminga O 2 dzy (i S Nsletitkidk 8afdacredit insurance,our risk managementstrategy maynot be
successfulin limiting our exposure to creditisk, which could adverselyaffect our business,financial condition and
results ofoperations.

We may be adversely affectedby risksassociatedwith acquisitions and/or investmentsin joint ventureswith third
parties.

If we decideto makecertainacquisitionsand or financialinvestmentsin order to expandor diversifyour businesswe
may take on additional debt to pay for suchacquisitions.Moreover, we cannot guarantee thatwe will be able to
completeall, or any, suchexternalexpansionor diversificationtransactionsthat we might contemplatein the future.
To the extent we do, suchtransactionsexposeus to risksinherentin integratingacquired bsinessesand personnel,
such as thenability to achieve projectedgsynergies; difficultiegn maintaining uniformstandardscontrols, policiesand
proceduresyecognition ofunexpectediabilitiesor costs;and regulatorycomplicationsarisingfrom suchtransactions.
Further,the terms andconditionsof financingfor suchacquisitions offinancialinvestments couldestrict themanner
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in which we conductour businessparticularly ifwe were to use debt financing. Theserisks could have a material
adverseeffect on our businessfinancialconditionandresultsof operations.

In addition, we may pursue significantinvestmentsin certain strategic developmentprojects with third parties. In
certain casestheseprojectsmay be developedpursuantto joint venture agreementsover whichwe only havepartial
or joint control. Investments inprojects over which we have partial or joint control are subject tothe risk that the
other shareholdersof the joint venture, whomay have different businessor investment stategies thanus or with
whom we may have a disagreementor dispute, may have the ability to block business financial or management
decisions,suchasthe decisionto distribute dividendsor appoint members ofmanagementwhich may be crucial to
the succssof the projector our investmentin the project, orotherwiseimplementinitiativeswhich may be contrary
to our interests.Our partnersmay be unable,or unwilling, to fulfil their obligationsunder the relevantjoint venture
agreementsand shareholderagreementsor may experiencefinancialor other difficulties that may adverselyimpact
our investmentin a particularjoint venture.

RisksRelating Exclusivelyto Our Pulp Business
Themarket prices forour pulp productsare cyclical.

The prices we arable to obtain for our pulp products, from which we derive8l®oand 84.7% and of our Restricted
Group revenuesand 70.3% and74.7%6 of our total revenuesduring the year ended 2016 and 2015 respectively,
dependon the prevailingworld pricesfor market pulp. Theprice of cellulosepulp is establishedin an active market,
the evolution of which significantlyaffectsour revenuesand our earnings.World pulp priceshavebeen considerably
volatile inrecent yearsas a result of periodic supply/demandimbalances inthe pulp and paper industriesand are
subjectto significantfluctuations over short periods oftime dependingon a number of factors, including global
demand for pulp products, global pulp production capacity and inventories, strategiesadopted by major pulp
producers,and the availability of substitutesfor variouspulp products. Allof these factors are beyond our control.
Price fluctuations occumot only from year to year but also within a givenyear as a result of global and regional
economicconditions,capacityconstraints,facility openingsand closures,and the supplyof and demand forboth raw
materialsand finished products,amongst other factors. For example,between 2011 and 2013,the price of pulp
remained generallgtable,whichwas attributable in largepart to anincreaseddemandfor pulp combinedwith limited
increasesin production capacity during this period due to delaysin greenfield projects in the pulp industry and
closuresand/or conversion®f existing pulpmills. However the price of pulp decreasedn early2014dueto weakness
in demandbefore stabilisingduring the third quarter of 2014. Duringhe last quarter of 2014and 2015 pricesbegan
increasing agaias aresult oflow customer inventories anthcreaseddemandfor pulp. During 2016 and after a price
adjustment registered in the first half of the year, the price has remained stable in the fourth quarter, closing the
month of December i$ 653 per tonne.

Thetiming and magnitudeof priceincrease®or decreasesn the pulp and papermarkethavegenerallyvariedby region
and by type of pulp and paper. Discounts fromlist pricesare frequently granted by sellersto significantpurchasers
Although we havédongterm relationshipswith many ofour customersno assurace canbe giventhat pricesfor pulp
will stabiliseor not declinefurther in the future, or that overalldemandfor the pulp that we producewill not declinein
the future. Further,whilst most of our pulp salescontractsare one-year salescontracts the pricingis generallybased
on a formulalinked PIXBHKR_Jdzt grie published by FOEX on a weekly ba&ga result, no assurancecanbe given
that we will be ableto operate ourpulp productionfacilitiesin a profitable mannerin the future. Asignifcantdecline
in the price of one or more of our pulp productscould havea material adverseeffect on our net operatingrevenues
cashflows, operatingincomeand netincome.

Increasesin our Wood Costs,the cost of certain chemicalsand other variable costscould significantly increaseur
operating costs.

Someof our activities require significantonsumptionof wood, chemicals(including causticoda)and other inputs,
andwe are vulnerableto material fluctuationdn their prices.Eucalyptugimber is the main raw materialinput for the
production of cellulosepulp. Presently, we supplyour production facilitiesprimarily with local timber acquiredfrom
third-party suppliersin Spain

If there isaninsufficientsupplyof eucalyptugimber to meet our demandin the regionsof Spainin which our facilities
are located, we may be required to sedlknber from alternativemarkets atincreasedpurchasepricesand/or with
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increasedlogistical costs, which was a particular issuefor our former pulp producton facility at Huelvadue to its
location. In addition, any scarcityin a particular area of a preferred speciesof eucalyptuscan negativelyimpact the
yield of our pulp productionfacilities. A number offactorscanaffect the supplyof availabletimber, includingclimate
conditions, fires, droughts, floods, pests, disease,ice, wind storms and other natural and manmade causes,
substantial changem the demandfor pulp or other products whosaaw material istimber, environmentallitigation
aimedat protectingforestsand specieshabitatsand/or regulatoryrestrictionswhichmayimpact the amount ofimber
availablefor commercial harvest. Iaddition, future claimsand regulationsconcerningthe promotion of forest health
andthe responseto and prevertion of wildfires could affect timber suppliesin the jurisdictionsin which we operate.
Anychangesor disruptionsin the supplyof timber due to theseor other factorscouldincreasethe price of timber and,
dependingon availability of alternative soures, makeit difficult to find replacementsupplychannels.n addition, in
accordancewith our focuson corporateresponsibilityand the promotion of sustainableforest managementwe aim
to source asignificantproportion of the timber we usefrom forestswhich havebeen certified asmanaged according
to certaininternational standard®of sustainability.In the event of pulp capacityincreasesor supplydisruptions we
may face difficulties finding alternative sourcesof certified timber in particular. Moreover, increasesn the price of
timber, whether certified or not, mayhavea materiallyadverseeffect on our profits and cashflows.

Further,approximately60% of the chemicalausedfor the cookingand bleachingprocessof our productstend to have
their pricescloselylinkedto that of electricity. Significanincreasesn our Wood Coststhe costof petroleum,including
the costsof chemicalsvhosepricesare linkedto it, the costof other chemicalssuchascausticsodawhichis necessary
to complete the pulpingprocessor the costof energy,aswell asthe costsof other inputs necessaryor our business,
includingreplacementparts suchasbearingsand filters, or shortagesin the supplyof any suchproducts, coulchavea
material adverseffect on our businessfinancialconditionandresults ofoperations.

We may not be able to adjust pulp production volumesdn a timely or costefficient mannerin responseto changesin
demand.

If we haveto operate at significantidle capacityduring periods ofweak pulp demand,we may be exposedto higher
unit production costssincea significantportion of our coststructureis fixed in the short term due to the high capital
investmentrequired forour pulp operations.In addition, efforts to reducecostsduring periodsof weakdemandcould
be limited by labour regulationsor previouslabour or government agreementsConverselyduring periods of high
demand our ability to rapidly increaseproduction capacityis limited, which could render us unable to satisfythe
demandfor our pulp products. Ifwe are unableto satisfyexcesscustomerdemand we maylose market share which
couldhavea materialadverseeffect on our business.

Ourexportsof pulp exposeusto economicpolitical and socialrisksin foreign countries.

Our pulpsalesoutside of Spain primarilyto other countriesin the EuropeanUnion, accountedfor 82% and 83%f our
total revenue from pulp salesduring 2016 and 2015 respectively.Our exports expose us to risks not faced by
companiesoperating solelyin Spainor in anyother singlecountry. For example our exportsmay be affected byimport
restrictionsand tariffs, other trade protection measures, import oexport licensing requirementgayment collection
difficulties,and the absence|ossor non-renewal offavourabletreatiesor similaragreementswith localauthorities,or
political, social andeconomicinstability. Our future financial performancewill depend significantlyon economic
conditionsin our principalexport markets Other risls associatedwith our internationalactivitiesinclude:adapting to
the regulatoryrequirements offoreign countries; lowerglobaldemandfor pulp, which could resultin a reductionin
our sales,operatingincome and cashflows; changes irforeign currencyexchange rategarticularly against théJ.S.
dollar), currency control measures and/or inflation irthe foreign countriesin which we operate; exchangeand
international trade controlsand/or customstariffs, particularlyin developingmarkets; changem a specificO 2 dzy’ (i NBE Q &
2NJ NBIAz2yQa SO2y2YAidde@byngmaikdts? giidielseohdeqidnded@raanglfidth éhanges in
regulatory requirements,including environmentalrules, regulations and certification requirements;difficulties and
costs associatedwith complyingwith, and enforcingremediesunder, awide variety of complexinternational laws,
treaties, and regulations;adverseconsequences fromshangesn tax laws;andincreased logisticeosts,disruptionsin
shippingor reduced avdability of freight transportation.Whilst we attempt to managecertain of theserisksthrough
the useof risk management programmeshey cannotand do not fully eliminate theserisks.An occurrenceof any of
theseeventsmay negatively impacbur abilityto transactbusiness ircertain existingpr developingmarketsand have
amaterialadverseeffect on our business.
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We face significantcompetition, which may adverselyaffect our market shareand profitabilit y.

The pulp industry is highly competitivie the international pulp market, certain of our competitors may have greater
financial strength and access to cheaper sources of capital, and consequently have the ability to support strategic
expenditures directed to increase their market sha@ur marlet share may beadverselyaffected tothe extent we
areunable tosuccessfullgontinue toexpand our production capacity at the same pace as our competitors.

In addition most markets forpulp are servedby several suppliersoften from different countres Many factors
influence our competitive position, including mill efficiency and operating rates and the availability, quality and cost of
wood, energy, water, chemicals, logistics, labour and exchange rate fluctuations. Some of our competitorsemay hav
greater financial and marketing resources, operate mills that are lower cost producers of pulp products than our pulp
production facilities, receive government subsidies or have a greater breadth of product offerings than we do. Some of
our competitors nay also havether advantage®ver us, including lower raw materjanergyand labour costs and

fewer environmental and governmenteggulations tocomply with. As a result, we cannot assure you that each of our
pulp production facilities willlemain comptitive or that we will be able to take advantage ofconsolidation
opportunities which may arise, or that any failure to exploit opportunities for growth would not make us less
competitive. If we are unable to remain competitive with these producers inftitere, our market share may be
adversely affected. For example, although we have undertaken continuous improvement processes at our pulp
production facilities irNaviaand Pontevedra in order to comply with environmental regulations and to maintain our
competitiveness, in the future, we may not be able to compete successfully against pulp produced by facilities that are
newer, more technologically advanced and/or better equipped to respond to changing customer demands than our
facilities. Furtherjncreagd competition including adecrease inmport dutiesin accordance with the terms of free

trade agreementscould cause us to losearket share increase expenditures aeduce pricing any of which could

have amaterial adverseeffect on the results obur operations In addition, competition may result in our inability to
increase selling prices of our products sufficiently or in time to bffee effects of increasedcosts without losing
market share. Aggressive pricing by competitors may force wdetoease pricegn an attempt tomaintain market

share

Although we endeavour tomaintain our competitiveness, noassurance carbe given that we will be able to
successfully do so in the face ofirrent or future competition Any such failure to competeuscessfully would
negatively impact our ability to grow our business and generate revenue, which could have a material adverse effect
on our business, financial condition and results of operations.

Our Pontevedra facilities are constructed on land subjextan administrative concession thatas expected to expire in
2018, and which has been renewed until 2073. The reversion of the extension of our concession mayahaaerial
adverse effect on our operations.

Our Pontevedrafacilities are constructedon a maritime terrestrial public concessionawarded to us under a
Ministerial Order issued in 1958. The concessiondeed did not specifya fixed term for the concessionitself,
althoughpursuantto the CoastAct of 1988 (the W W/ 2AttEGine ®xpiry date for the concessiorwould have
beenin July 2018. However in May 2013 the SpanishParliamentapprovedan amendmentto the CoastAct
which stipulated that there would be new regulationsaffecting the terms of, and any extensionsto, such
concessionsRoyal Decree 876/2014subsequently caménto force in October 2014, amendingthe CoastAct and
establishing thelegal framework governingthe renewal of concessions located omublic domain coastal land.
Pursuantto this new law, we hadthe right to apply for an extension of the concessiorgrantedin 1958, which, if
granted would run for a maximum of 60 yearsfrom the date when the extensionapplicationis filed.

As a result of anadministrative and judicialprocess followinga challenge to our publiconcessiorat Pontevedra,
the Ministry for Agriculture, Food and the Environmentissued adecisionon July 30, 2015 ruling that the
concession shouldnly be partially terminated, with the land subject to such termination only comprising a
wastewatertreatment facility operatedby a third-party utility, a submarine pipelineand sportsfieldsandthus not
affectingthe land on which our Pontevedrgpulp productionfacility is locatedor that is otherwise essentiaio our pulp
productionactivitiesat Pontevedra Asa result of this decision,on July31, 2015we reactivatedour applicationto the
administrativeauthoritiesfor the concessiorio be extended.

Finally, the concession was extended by virtue of a ruling issued by the Director General of Coastal and marine
Qustainability, at the behest of the Ministry for Agriculture, Food and the Environyestified to the Company on
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January 25,2016. The extension has beeragted for a period of 60 years, starting from the extension application
date, November8, 2013. e additional term ganted beyond the initiallycontemplated maximum term of 50 years,
i.e., 10 years, is tied to execution of a series of investmentILINI A & S Rillion. (Thesednvedtment¥ are already
contemplated in the business plan announcedtiy Gmpany onNovemberl2,2015.

We can provide no assurance, however, that the litigants who initially challenged our concession rights under the
process for the early termination of the concession and/or the litigamt® have challenged the extensiari our
concession will not seek judicial review of the decisions by the Ministry for Agriculture, Food and the Environment date
on July 30, 2015 and January 25, 2016 and such appeals, if successful, could ultimately reverse all or part of any
extension ofour concession which will have material adverse effect on our business, financial condition and results of
operation.

Competition for land for use as eucalyptus forests for purposes of pulp production or for other crops, such as
soybeans, sugar cane anather commodities, as well as difficulties sourcing sufficient quantities of certified wood,
may affect our access to inputs to produce pulp.

Greaterglobaldemand forcertain commoditiesespeciallyfor grainsand biofuel, may impact our forestry operatons

in that greater competition for agriculturalland could impact the availabilityand price of suchland, and thus the

guantity and price othe crops growron the land,includingthe eucalyptuswvhichis cruciako our PulpBusinessGrain

and biofuel production generallyare economicallysuperior toforestry activities,and asa result, prospectiveincreases
in land valuesmay inhibit the expansionof existingforestsor the growing ofnew forestsby our existingor potential

suppliers.For similar reaons, we may face difficulties in convincingthird-party partnersto beginor to expandthe

production of eucalyptus for use in the pulp industry. Certain parties have also raised concerns aboutthe

environmentaland other impactsof usingland for the cultivation of eucalyptus forestswhich could havereputational

consequencefor suchthird-party partnersandus.

In addition, difficulties in sourcingwood, and in particular eucalyptuswood, certified to the standards ofthe Forest
StewardshipCouncil(a non-profit organisation dedicatedo promoting responsibldorest managementvorldwide)
could impact our abilityto ensurethe use of suchcertified wood, which is requiredy certain clients,in our pulp
productionprocesses. Therare onlya limited number of wood producersn the Iberian peninsulaghat complywith
the standardssetby the FSCsoif sufficientquantitiesof certified wood are not availablefrom suchproducerswe may
be required to sourcecertified wood from other areas,which couldleadto a significantincrease inour logisticaland
other costs.Thiscouldhavea materialadverseeffect on our businessandresultsof operations.

We rely on certifications by industry standasgetting bodies

We obtain and seekto adhere to certain certifications, particularlythose issuedby the FSChecause we seeko

conduct ouractivities with respectto the environmentand because certairof our customershave required us to

obtain suchinternationally recognisedcertificationsfor our products, orwe complyon a voluntary basisbecausewe

believethat it confers advantageen sellers whaare so certified. We incur significantcostsand expensego comply
with and maintainour certifications includingassessmentsveryfive years,annualmonitoring and implementationof

the FEXQ &ecord-keeping requirementslf we fail to maintain anyof our certifications becausethe FSX2 @olicies
become more onerousor through nofault of our own, our businessmay be harmed becauseur customers that
require orencouragesuchcertificationsmay cease buying pulp products fram, whichin turn could havea material
adverseeffect onour businessfinancialconditionandresultsof operations

We are subjectto risksin connectionwith divestitures.

We are examimg the potential sale of some of our forestry, restate andindustrial asset$a significant percentage

of which areassociated withour former pulp production activities at Huelyaall of which arelocated inSpain. As at

December 312016, certain ofthese assets with a book valwé €6.9 million are classified under IFRS 5 (Monrent
raasSia KStR F2N) {FftS FTYR 5Aa02yGAydzSR hLISNIGA2yan o6wwl
complete the sale of such assets and their sal@isonger highly probable, they will cease to be classified as held for

sale in our financial statements and will be measured at the lower of their recoverable amount and their net carrying
amount recalculatedf they had not been classified as held fodesaPursuant to IFRS 5, assets held for sale must be
measured at the lower of their carryingmount andtheir fair value less costs of sell. In light of tbentinuing
economiccrisis in Spain, we may be unable to realise such divestitures at all ortdolyes than anticipated valuation
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levels. These risks could have material adverse effects on our business, financial condition and results of operations.

Our electricity generating operationsn our Pulp Businessmay be adversely affectedoy any adversecircumstances
affecting our pulp productionoperations.

Duringyear ended December 32016 and the year ended December 31, 3)12.9% and12.P%, respectively, of our
electricity generation activities were connected with the production of pulp. Consetyem shutdown interruption

or reduction in the rate of pulp production at any of our facilities could mean a reduction in the volume of electricity
production and, as a result, a reduction in the levelhabme wegenerate from ouelectricity generatig operations

RisksRelating Exclusiveljto Our EnergyBusiness

Financing conditions for biomass projects may change, affecting the growth and profitability of our electricity
generatingoperations.

Implementation of any electricitgenerating biomassgrojects which we may decide to pursue in the future,
particularly in jurisdictions outside of Spain, requires the negotiation and closing of project finance structures, reducing
future capital commitments. Currentlylow interest rates favour the profitalbty of renewable energy projects
including biomass, antimit the financial attractiveness of alternativénvestments. In the past, we have been and
believe that we wilcontinue tobe able to reach project finance agreementsfaxourable termgo us.However, any
change in the expected project finance conditions and a change in the low intettestscenario could lead to a
reduction of the profitability of new biomass projects and, as a result, negatively affect the prospects for developing
this growth opportunity.

Our Energy Business requires substant@pital investments, suitable sites, qualified supplieesd administrative
permits and authorisations,and we may fail to satisfytheserequirements.

Thedevelopmentof electricity productionrequires a substantialinvestmentof capital and the periodto recoverthis
investmentmay be long. Underconcessiongind other agreementswe havecommitted to makecertainfuture capital
expenditures.Any recovery of our capital expendituresand researchand development,especiallythose made in
respectof our concessionswill occurover a substantialperiod of time. Moreover, we may be unableto recoupour
investmentsin these projects due to delays, cost overrunsand generaltiming issuesas to when reverue can be
derived from these projects Electricity production also requires the supply and assemblyof several technical
componentssuchas turbines andiomassboilers,which are suppliedby a small numberof suppliers,and largeareas
of land, whichenale the cultivation ofbioenergyproducts agaw materials forthe productionof energy.A significant
increasein the developmentand constructioncostsof new installations,difficultiesin acquiringor repairingtechnical
equipmentand difficultiesin finding suitablesites for electricityproduction could havea significantadverseeffect on
our businessresultsof operationand financialcondition.

We are also required to obtain administrative permits and authorisationsto conduct activities within our Energy
Businesdrom variouscentral, regionaland local governmentbodies We cannot guaranteethat the corresponding
authoritieswill approve orgrantthe necessaryermits, licencesand authorisationsfor our activitiesor that legislation
will not be amendedor interpreted in a manner which increasesthe costsof complianceor causesdelaysto our

projectsandinvestmentplans.

In particular, our biomassfacilities are subjectto strict international, national, stateand local regulationsrelating to
their development, constructiomnd operation (including,amongstother things,land acquisition,leasingand useand
the corresponding building permits, landscape conservation, noise regulation, environmental protectiorand
environmental permits and energy transmissionand distribution network congestionregulations).In addition, the
turnover that we generatefrom our biomassrenewableenergyprojectsis significantlydependenton regulatedtariffs.
Under ouragreementswith the Spanishpublicadministation, a tariff structureis establishedand wehavelimited, or
no, possibilityto independentlyraisetariffs beyondthe establishedrates. In addition, we may be unableto adjustour
tariffs asaresult of fluctuationsin pricesof raw materials exchaxgerates,labourand subcontractorcostsor any other
variations which may reduceour revenue.Moreover, in somecasesjf we fail to complywith certain preestablished
conditions the Spanishlgovernmentmay reducetariffs payableto us. In addition, during the life of a concessionthe
Spanishgovernmentmay unilaterallyimposeadditional restrictionson our tariff rates. The Spanishgovernmentmay
alsopostponeannualtariff increasesuntil a new tariff structureis approvedwithout compensatingisfor lostrevenue.
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If anyone or more of theseeventsoccur,this couldhavea materialadverseeffect on our business financial condition
and results of operation.

In addition, we may decide to pursue biomassrenewable energyprojectsin the future in countries other than
Spain. Regulationsapplicable tothe generationof electricity in such countries mayvary substantiallyvis-avis
Spain,and may be more restrictive orunfavourableto us.

Oursales fromour EnergyBusinesare partially exposedto market electricity prices.

In addition to regulated incentivessalesfrom certain of our projects partially depend onmarket pricesfor salesof
electricity. Market pricesmay be volatile and are affected byvariousfactors,includingthe costof raw materialsused
asthe primary sourceof energy,userdemand and, if applicablé¢he price of greenhouseyasemissionrights.

We are exposed toemunerationschemes which contain both regulated incentive and magkate componentsThe
regulated incentivecomponern may not compensate for fluctuations in the market price component,and,
consequentlytotal remunerationmay be volatile. Generally, those facilitibsit benefited froma feed-in tariff regime
at July 14, 2013 will receivea W WNEB | &adteyoF rethrr&) kasedon the pre-tax return on the secondary market
average yieldn the ten yearsprior to the entry into force of Royal Decree Law 9/2013 governmentbonds,plus 300
basispoints. For new renewable cogeneration andwvaste facilities, the specificemuneration will be granted bya
competitivetenderingprocessespectingtransparency, nosdiscriminationand objectivity principles.

Therecan be no assurancehat market prices willremain at levelsvhich enable usto maintain profit marginsand
desiredrates of return on investment. Adeclinein market prices below anticipated levelscould have a material
adverseeffect on our businessfinancialcondition andresults ofoperations.

Thesocial, economi@nd environmentalimpact of our electricity generathg operationsmay have an adverseeffect
on our business.

Our electricity generatingperationsmay produceenvironmentalside effects.For example the forestry componenbf
theseprojectsrequires devotindarge areas oforest for the cultivationof bioenergyproducts,which occasionallycan
displacetraditional economic activitiesnd affect the local populations,as wellas thenative animaland plant species
of the area.In addition, forest activitiesnecessaryfor producing timber,suchas clearingforests, fellingtrees and
applyingchemicaltreatmentsto timber, canleadto the lossof natural habitatsfor localwildlife. Moreover, electricity
production facilities may producenegative effectn the environmentin the form of atmosphericemissionswaste,
water and noiseOur existingpermits andauthorisationsmay be subjectto legalchallenges bypersonswho consider
that they have beenprejudiced byour projects, whilstpublic and political opposition to any futureelectricity
generating project based on their real operceivedeconomic,social andenvironmentalimpact may obstruct or
increasethe cost of obtaining necessarypermits to implement projects. Theeal or perceivedeconomic,social or
environmentalimpactof our activitiesmay exposeusto negativepublicityandto compliance, litigatiorand reputation
costsand,asaresult,havean adverseeffect on our businessresultsof operationandfinancialcondition.

As a result, we cannotguaranteethat any biomasdacilities that we may evelop inthe future will ultimatelybe
authorisedby the localauthoritiesor acceptedby the local population. Br example the local populationcouldoppose
the constructionof a biomassfacility atthe localgovernment levelwhich couldin turn leadto the impositionof more
restrictiverequirements.

In certain jurisdictions,includingjurisdictionsoutside Spain,if a significantportion of the local population were to

mobilise against theonstructionof a biomasgower facility, itmay become diffiult, or impossiblefor usto obtain or

retain the required buildingpermits and authorisations.Moreover, suchchallenges couldesultin the cancellation of
existing buildingpermitsor even, in extreme&asesthe dismantlingof, or the retroactiveimposition of changes irthe

designof, existingbiomasdacilities.
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RisksRelated to the Notes and Our Structure

Market perceptionsconcerningthe instability of the euro, the potential reintroduction of individual currencieswithin
the countriesthat utilise the euroas an official currency(the W W9 dzN.R dr the/ ®@rfial dissolution ofthe euro
entirely, couldadverselyaffect the value of the Notes.

As a result of the credit crisis in Europe, particularly in Greece, Italy, Ireland, Portuy&pam, the European

/I 2YYAaaArzy ONBFGSR GKS 9dzNPLISIY CAyFyOAlLf {dlFoAftAGe
aSOKI yAayY oibgrévidefuidihgte Eusogbfscountries infinancialdifficultiesthat seek support. In March
2011,the EuropeanCouncilagreedon the need forEurozonecountriesto establish gpermanentstability mechanism,

the EuropeanStability Mechanism (the YBSM) Q@ a&ssume therole of the EFSRNd the EFSMn providing external
financialassistancéo Euiozonecountriesafter June 2013.

OnFebruary 2,2012,the Treaty Establishing thEuropearStabilityMechanismthe WW 9 { a Q @asBignédy each
member stateof the Eurozone. The ESMTreaty includesa packageof measuresjncludingthe provisionof financial
assistanceo its signatories experiencing dseing threatened by severe financing problems, where such financial
assistanceés necessary fothe safeguardingf financialstability in the Eurozoneasa whole, and enteredinto force on

September27,2012.0nMarch 2, 2012,a new fiscalcompact,the Treaty on Stability,Coordinationand Governancen

the Economidvlonetary Union (the YFgcal Compac® (vasSignedby all Member Statesof the EuropeanUnion (the

UNMemberState) (eficeptthe CzechRepublicand the United Kingdom). Théreaty enteredinto force on January 1,
2013for the 16 Member States that hadompleted itsratification prior to this date, and, byApril 1, 2014, had been

ratified and enteredinto force within all of its 25 signataies. TheFiscalCompactplacesdeficit restrictionson Member
Statebudgets(other than theUnited Kingdom, the CzedRepublic andCroatia), withassociated sanctions fahose
Member Stateghat violatethe specifiedimits.

Recentdevelopmentsin the Eurozonehave exacerbatedthe economicsituation. Financialmarketsand the supplyof

credit may continue tobe negativelyimpacted byongoingfearssurroundingthe sovereigndebtsand/or fiscaldeficits
of severalcountries inEurope,the possibility of further downgrading ofor defaults on, sovereigndebt, concerns
abouta slowdownin growth in certaineconomies andincertainties regardinthe overallstability of the euro andthe

sustainability of the euro as a singlecurrency giventhe diverseeconomicand political circumstancesn individual
Member States.Governmentsand regulatorshaveimplementedausterity programsand other remedial measureto

respondto the Eurozonedebt crisisand stabilisethe financial system,but the actualimpact of such programsand
measuresaredifficult to predict.

For example, aranti-austerity party won the parliamentaryelections inGreeceon January25, 2015and subsequently
formed a governmentwith another anttausterity party. The breakdown ofnegotiationsbetween the new Greek
governmentand its creditorsled to a temporary closure ofsreek banksnd the imposition of capital controls.The
evolvingsituation could resulin D NB S O Sf@m theSHarbzidnewhich could, in turn, undermineconfidencein the

overallstability of the euro.

In Italy, aconstitutional referendum was heldn December4, 2016. Voters were asked whether they approve a
constitutional law that amends theltalian Constitutionto reform the composition and powers of thHearliament of

ltalyd ¢ KS& @2GSR ay2¢ G2 GKS ySg NBSghaud afihe Prijh&MiniskeSandritie NA (i
uncertainty that this entails

Elsewhere, the political agenda is set to remain at the forefront in 20aiked by the start of Brexit negotiations and
general elections in Netherlands, France and Germany

Theseand other concernscouldleadto the reintroduction of individualcurrenciesin one or more Member States, or,
in extraordinarycircumstances, theossible dissolutionof the euro entirely. Should thesuro dissolveentirely, the
legal and contractual consequencefr holders ofeuro-denominated obligationsvould be determined by laws in
effect at suchtime. Thesepotential developmentspr market percegions concerningthese andrelated issues,could
adverselyaffectthe valueof the Notes.

26


https://en.wikipedia.org/wiki/Constitutional_laws_of_Italy
https://en.wikipedia.org/wiki/Constitution_of_Italy
https://en.wikipedia.org/wiki/Parliament_of_Italy
https://en.wikipedia.org/wiki/Parliament_of_Italy

Our substantial indebtednessnay makeit difficult for usto serviceour debt, including the Notesand to operate our
business.

We have,and after this Offeringwill continue tohave,a significantamount ofindebtednessAsat December31, 2016
asadjusted togive effect to the Refinancing,the aggregateprincipalamount of our indebtednesswould havebeen
€437.8 million (of whiche316.8 million aggregate principal amount would have corresponded to the Restricted Group,
including €250.0 million which would have been represented by the Notes). We anticipate that our substantial
indebtedness will continue fothe foreseeablefuture. Our substantialindebtednessmay have important negative
consequencefor you,including:

w makingit more difficult for us and our subsidiariesto satisfy our obligationswith respectto our debt,
including theNotesand other liabilities;

w requiringthat a substantialportion of the cashflow from operationsof our operatingsubsidiariese
dedicatedto debt service obligations, reducing the availabilitpf cash flow to fund interna growth
through working capital andcapitalexpendtures and for other generalcorporate purposes;

w increasing ourvulnerability to economicdownturns inour industry;
w exposingus to interest rateincreases;

w placing us at a competitive disadvantage comparedo our competitors that have less debt in
relation to cashflow;

w limiting our flexibility in planningfor or reactingto changesn our businessand our industry;

w restricting usfrom pursuingstrategicacquisitionsor exploiting certain businessopportunities; limiting,
amongst otherthings, ourand2 dzNJ & dzo & A Rtd bai@&wSddiional furid$ ok taBseequity capital
in the future and increasingthe costsof such additional financings.

In the worst case,an actual or impendinginability by us or our subsidiarieso pay debts asthey becomedue and
payable couldesult inour insolvency.

In addition, the Indentureandthe Revolving Credit Facilippntainrestrictionsthat substantiallimit our financialand
operationalflexibility and that of our subsidiariesIn particular, these agreemeits placelimits on our ability to incur
additionalindebtednessgrant securityintereststo third persons disposeof material assetsundertake organisational
measures suchas mergers, changes ofcorporate form, joint ventures or similar transactions,and enter into
transactionswith related parties. In addition, the Bankia Loarelso contains certainrestrictive covenants,including
financialcovenants, which carestrict ourability to operateour business.

Despiteour current substantial indebtednessye may be able to incur more debt in the future, which could further
exacerbatethe risksof our indebtednessSuchadditional debt may be structurally seniorto the Notesor secured.

We may incur more debt in the future. TheRevolvingCredit Facility providesfor total commitmentsof up to €90.0
million, with an additionaluncommittedamount ofe 10.0 million, and itis expectedthat no cashdrawingsunder the
RevolvingCredit Facility will be outstandingon the date the Notesare issued.The Indenturewill limit our ability to
incur additional debt but will not prohibit us from doing so. We may incur additional debtin the future, including
secureddebt, that couldmature prior to the Notes,thus becomingstructurally senior tdhe Notes. Anynon-Guarantor
subsidiarycould alsoincur additional debt, andthe Notesand Guaranteesvould be structurally subordinatedto any
suchdebt. In addition, thelndenturewill allow usto incur certainother indebtednessin the eventof any liquidation
of our assetsin any bankruptcy, liquidatioror dissoldion, holders ofsecuredindebtednesswill havea claimprior to
that of holders ofthe Notesto the assetsthat constitute suchsecuredR S 6 i 2 NBA Q Hdluaré éfthe(NStéslwill @
participateratably with all holdersof our unsecured indebtedneshat ranksequalto the Notes,and potentially with
all of our general creditors imelation to our remaining assetbasedon the respectiveamounts ownedo eachholder
and creditor. Further,we havein the past, andmayin the future, engagein factoringand securitisation transactions
whichthe terms of the Indenturewill permit, and suchtransactionsmay haverecourse tothe receivablessoldto the
factoringcounterparties Asat December31, 2016 we hade47 2 million in nonrecoursefactoring ande56.5 million in
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confirmingtransactions outstanding.

Theclaimsof holdersof the Noteswill be effectively subordinatedo the rights of any future secured creditorso the
extent of the value of the assetssecuringsuchindebtedness.

The Notes and th&uaraneeswill not be secured byany of our assets Althoughthe Indenture will provide for a
negativepledge,it will nonethelessallow the Issuerand its RestrictedSubsidiariessubjectto certain limitations, to
incur securedndebtednesshat will be effectvely senior to the Notes anithe Guaranteeso the extent of the valueof
the assets thasecure suclindebtednessin the eventof any distributionor payment of our assetm anyforeclosure,
dissolution, windineup, liquidation, administration, reorgasation or other insolvencyor bankruptcy proceedinghe
proceedsfrom the sale of assets securing anysecuredindebtednesswill be availableto pay obligationson the
Notesonly after all such securedindebtedness(including claimspreferred by operation of law) has been paid
in full. As aresult, holders of the Notes may receive less,ratably, than holders of secured indebtednessAs at
December3l, 2016, we had no securedindebtednessoutstanding other than € 107.7 million in debt related to
projectfinancingE | Y R € mp @ pall of wWhich waghgld Hy BriregtéictedSubsidiaries.

Following the Offering, the RestrictedGroup will continue to engagein certain transactionswith the Unrestricted
Group.

Following the Offering,the RestrictedGroup wil be subjectto the restrictive covenant®f the Indenture, whilst the
UnrestrictedGroup willnot. We intend to developboth our PulpBusines@and ourEnergyBusinessn accordancewith
the separatestrategiesarticulated by our Board ofDirectorsand discussedelsewherein these Listing Particulars.
However,due to operationaland practicalrequirements, certain transactionsetweenthe RestrictedGroup andthe
UnrestrictedGroup willcontinue totake place.Whilstthe Indenturewill impose therequirement that all transactions
betweenthe RestrictedGroupand UnrestrictedGroupbe conductedon anl- NJ¥l€hgth basis there are a number of
exceptionsand qualificationsfor certaintransactionsthat are of a routine or ongoingnature, orthat we estimate wil
take placein the near future. Includedamongst suchransactionsis a cashpooling arrangement pursuant tavhich
certain cash(ranging from approximately €10.0 million to €20.0 million at any given time) belongingto the
Unrestricted Group is held by the Issueruntil such payableis settled between 30to 60 days from the date of
incurrence Moreover, asat December 312016 €73.6 million was outstandinginder an intragrouploan betweenthe
Issuer, asender,and EnceEnergiaS.L.U.asborrower. The Issuer haalsoagreedto compensateEnceEnergiegHuelva,
S.L.Uand EnceEnergicExtremaduraS.L.Ufor any detriment that they may suffer asa result of their inclusionin the
tax group of the Issuerfor corporate tax purposes.We cannot assureyou that the operation of our business as
separate Restrictecand Unrestricted Groups willbe operationally optimal,which could constrain our ability to
implement our businessstrategy forboth our Pulp Businessand our EnergyBusinessand could have a material
adverseeffectin our businessandresultsof operations.

We havethe flexibility to reinvestthe proceedsrom certain assetsales intothe UnrestrictedGroup.

The Indenture will placecertain limitationson our ability to make distributions, pay dividendsor makeinvestments
with the net proceedsof the saleof certainassets However,theselimitations will be subjectto certainexceptions. In
particular,we will havethe flexibility to reinvestthe net proceedsgenerated fromsalesof RestrictedGroupassetswith
an initial total bookof €6.9 million at December ,31, 2@lclassifiedasheld for saleasat December31, 2016 into the
UnrestrictedGroup, towhich the holders ofthe Noteshaveno recourse,without reducing the debt othe Restricted
Group ormakingan offer to purchas¢he Notes.

TheIssueris dependenton paymentsfrom its subsidiariesin order to be able to make paymentson the Notes,and
thelL a & dasbdidizgies mayot be permitted or otherwiseable to make paymentsto the Issue.

Evenif our subsidiariegyeneratesufficient cashfrom their operations,their ability to provide fundsto the Issueris
subjectto, amongst othetthings,localtax restrictionsandlocalcorporatelaw restrictions relatedo earningsthe level
of legal or statutory reserveslossesfrom previous years andapitalisation requirementgor our subsidiariesAs a
result, although wemay havesufficient resources, ma consolidatedasis,to meet ourobligations, our subsidiaries
may notbe ableto makethe necessarytransfers to usto permit usto satisfyour obligations under the Notes or
otherwise. Inparticular, oursubsidiariesmay be restricted from providing fundsto us under somecircumstances.
Thesecircumstances include:
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w Restrictionsunder thecorporatelaw of the jurisdictionsin which our subsidiaries are based@herelevant
laws could require, amongsbther things, that our subsidiaries retain &ertain percentage ofannualnet
income ina legalreserve that our subsidiariegnaintainthe sharecapital ofa limited liability companyand

that, after paymentof any divided,the NB t S @I y (i

3 K0 NS\ KR - RNROEBEIBs sharkg cddital. &

For example Spanishlaw limits our & dzo & A R A | halp@dde funidsioitie Asduérdue to restrictions
which require, amongsbther things, eachof our Spanishsubsidiariedo retain at least 10%o0f its annual
net incomein a legalreserveuntil the reservereachesat least 20%of suchO 2 Y LJI sfidreRapital and
that, after paymentof anydividend,a K I NB K éqyfitR(&fthiBuBtractinggoodwilland start-up expenses)
must exceedthe O 2 Y LJI shiare@apital. Moreover, the by-laws of eachof our Spanishsubsidariesmay
providefor additionalreserveshat mustbe retainedprior to providing fundsto us;

Restrictionsunderforeignexchange lawand regulations that could limit dax the remittance ofdividends
or transfer payments abroadind Existingand future contractualrestrictions, includingestrictionsin credit
facilities, castpooling arrangementsand other indebtednessthat affect the ability of our subsidiariezo

paydividendsor make other paymento usin the future.

We requirea significant anount of cashto serviceour debt and for other general corporate purpose®ur ability to
generate sufficienttashdependson a numberof factors, many of which are beyondour control.

Our ability to make paymentson our debt, and to fund working capitaland capital expenditureswill dependon our
future operating performanceand ability to generate sufficient cash. This depends,to some extent, on general
economic financial,competitive, market, regulatory andother factors,manyof which are beyondour control, aswell
asthe other factorsdiscussedn theseW Ww A a | and élsviheréitiih@saLl istingParticulars.

Our business mawot generatesufficient cashflows from operations,and additional debt and equity financing may
not be availableto usin an amount sufficiento enableusto payour debtswhen due, includingthe Notes,or to fund
our other liquidity needs.

If our future cashflows from operationsand other capital resources arensufficientto pay our obligationsasthey
mature or to fund our liquidity needs,we maybe forcedto:

w

w

w

w

Reduceor delayour businessactivitiesand capitalexpenditures;

<l assets;

Obtain additional debtor equity financing;or

Restructureor refinanceall or a portion of our debt, including theNotes, onor before maturity.

We may not be able to accomplish any of these alternatives on a timely basis or on satisfactory terms, if at all. In
addition, the terms of our debt, including the Revolving Credit Facility and the Notes, and any future debt thatywe m

incur, may limit our ability to pursue any of these alternatives.

TheGuaranteesare significantly limited by applicablelaws and are subjectto certain limitations or defences.

The Guarantorswill guaranteethe payment of the NotesThe Guaranteesprovide the Holdersof the Noteswith a
direct claim againstthe relevant Guarantor.However,the obligationsof eachGuarantorunder its Guaranteewill be
limited underthe Indentureto an amount which hasbeendeterminedsoasto ensurethat amountspayable will not
result in violations of laws relating to corporate benefit, capitalisation,capital preservation(under which, amongst
others, the risks associated witha guaranteeon accountof a parent O 2 Y LJI get fed to be reasonableand
economicallyand operationallyjustified from the 3 dzI NJ y @ANNY & 2 ANRIA  thidSchlkalidstion) dop&aies
purpose, financiahssistance otransactionsunder value,or otherwise cause theGuarantorto be deemedinsolvent
under applicable lawer suchGuaraneeto be deemedvoid, unenforceableor ultra vires or causethe directors ofsuch
Guarantorto be held in breach of applicablecorporate or commercial law for providinguch Guarantee.If these
limitationswere not observed, theGuaranteesouldbe subjed to legalchallenge.
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amounts of its other obligations and upon applicable laws. In particular, in certain jurisdictions, a guaranéee s/

- 02YLIye GKIFG Aa y20 Ay GKIG O2YLI yeQa O2NLIER2NYGS Ay
company may not be valid and enforceable. It is possible that a Guarantor, a creditor of a Guarantor or the insolvency
administrator, inthe case of an insolvency of a Guarantor, may contest the validity and enforceability of the respective
Guarantee and that the applicable court may determine that the Guarantee should be limited or voided. In the event

that any Guarantee is deemed invabid unenforceable, in whole or in part, or to the extent that agreed limitations on

the Guarantee apply, the Notes would not be guaranteed by such Guarantee.

Formore information on the specific limitations under applicable law of the respective jurisdgctif incorporation of
the Guarantors and certain contractual limitations to be contained inltickenture.

Fraudulent conveyanckws may limit your rights asa holder of Notes.

Although laws differ amongst variougurisdictions, ingeneral, underfraudulent conveyancelaws, a court could
subordinate rescind orvoid a Guarantedf it found that:

w The Guaranteewasincurred withactualintent to hinder, delayor defraud creditorsor shareholders othe
Guarantor;

w The Guaranteewasgrantedwithin two yearsprior to the insolvencydeclarationof the Guarantor andt is
detrimentalfor the D dzI NJ gtate2olD) &

w The Guarantordid not receivefair considerationor reasonablyequivalentvaluefor the Guarantee andhe
Guarantor:was insolvent or was renderad insolvent becauseof the Guarantee;was undercapitalisedor
becameundercapitalisecbecause othe Guarantee; or intendedo incur, or believedthat it would incur,
debts beyondts ability to payat maturity.

Themeasure of insolvendpr purposesof fraudulentconveyance lawsariesdepending on the law applie@&enerally,
however, a Guarantorwould be consideredinsolventif it could not pay its debts as they becomedue. If a court
decided that anyGuaranteewasa fraudulentconveyance and voideslichGuaranteepr heldit unenforceablefor any
other reason,you would ceaseto have any claim in respectof the Guarantorof such Guaranteeand wouldbe a
creditor solely othe Issuerandthe remaining Guarantors.

In an insolvencyproceedingiit is possble that creditorsof the Guarantorsor the appointed insolvency administrator
may challenge theGuaranteesand intercompanyobligations generally, asaudulenttransfersor conveyance®r on
other grounds.If so, suchlawsmay permit a court, if it makes certainfindings,to: (i) void orinvalidateall or a portion
of aD dzI NJ ghligathdidnderits Guaranteefii) direct that Holdersof the Notesreturn anyamountspaid undera
Guaranteeto the relevant Guarantoror to a fund for the benefit of the D dzI NJ yéréddxshand(iii) take other
actionthat is detrimental to you.

Localinsolvencylaws may not be as favourable to you as U.S. bankruptcy laws or the insolvencylaws of other
jurisdictionswith whichyou may be more familiar.

The Issuerand the SpanishGuarantorsare organised undethe laws of Spain,whilst the Portuguese Guarantois
organisedunder the lawsof Portugal. Accordingly, anyinsolvencyproceedings againdhe Issuerand the Spanish
Guarantorswould likely be based on Spanishinsolvencylaws or, in the caseof the Portuguese Guarantomn
Portugueseinsolvencylaws. The insolvencylaws of Spainand Portugal maynot be as favourableto Holdersof the
Notes as the laws of the United Statesor some other jurisdictions. Certain provisions of Spanishand Portuguese
insolvencylaw could affect the ranking of the Notes and the Guaranteesor claimsrelating to the Notes and the
Guaranteeson an insolvencyf the Issueror the Guarantorsasthe casemay be. In particular, under Spanistand
Portugueselaw, a O NB R Xigh® NilD e subordinatedto the preferential and ordinary debts of a debtor in an
insolvencyproceedingf suchcreditoris determinedto beaW W a LISIB X II fiaf§& @debtor. Under Spanistaw,
one factor consilered in determiningif a party is ¥ W & LINGA I igf@aRI@Mer such party holds, directly and
indirectly, more than 10%of the capital ofthe debtor (forcompanieghat are not listed) or5%(for companieghat are
listed, asin the caseof the Issuer) atthe time the credit rightunder disputein the insolvencyscenarioarisesor (ii)in
the event of companiesbelongingto the same group as the insolvent debtor and their common shareholders,
providedthat suchshareholderaneet, directly or indirectly, the minimum shareholding requirementset out before.
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UnderPortuguesdaw, a party will be deemed tobe WW & LIS O A | i if cdntra\sBhiedelitod 6t i©d@@ntrolled bythe

debtor, either directly or indirectly (control is deemed teexistif a given party (i) holds the majority of the votesin

a K| NB KmiadetRd@ Mi¥is@ntitled to castthe majority of the votesunderad K I NS K 2 f RS NfiljdsalleBNB SY Sy
appoint ordismissthe majority of the members ofthe managementor supervisory bards or (iv)is otherwiseableto

exert a controlling influence on the other party). A party will alsobe deemedto be ¥ W& LINGX | ffi iS@rrs@

groupwith the debtor (agroupis deemedto exist, inter alia, if a givenparty holds 100%of the other LJ- NXEh&resi

Under both Spanishand Portugueselaw, payments made underan equitably subordinated loanprecedingthe
bankruptcyof an obligormayin certaincircumstances belawedback.

Not all of our subsidiarieswill guaranteethe Notes,and any claim by usor any of our creditors,includingthe Holders
of the Notes, against such nouarantor subsidiarieswill be structurally subordinatedto all of the claims of
creditorsof thosenon-Guarantorsubsidiaries.

Not all of our existing and futuresubsidiaries will guarantee the Notes. On a consolidated basis Bscamber31,

2016 we had total assets @f1,229.5 million and total debt 0£437.8 million. On an aggregated basés atDecember

31, 2016, the Issuer and the Guarantors together would have gener®8é® %2 F (KS [/ 2y az2ft ARl (¢
aggregated revenug5.9: 2 F G KS / 2y a2t AtedHBSRA abdNd Becambers3l, 0B NBEhave

held928> 2F GKS /2yaz2fARIFIGSR DNRdzZLJQa F3I3INBIFGSR aaSiao ¢
the making of investments in, any of our Restricted Group members, including os®Burantor subsidiaries.

Ournon-Guarantorsubsidiaries wilhaveno obligation tomakepaymentswith respectto the Notesor to makefunds
availablefor that purpose.In the event that any of our non-Guarantor subsidiariesbecomesinsolvent, liquidates,
reorganisesdissolver otherwisewindsup, the assetof suchnon-Guarantorsubsidiarywill not be subjectto claims
from the Holdersof the Notesto satisfytheir respectivecreditsagainstusandwill be usedfirst to satisfythe claimsof
the non-Guarartor & dzo & A BrédlitonsBn@ulingtrade creditors,banksand other lenders.Consequentlyany claim
by us or our creditorsagainsta nonGuarantorsubsidiarywill be structurally subordinatedto all of the claimsof the
creditorsof such nonGuarantorsubsidiary.

Our UnrestrictedSubsidiarieswill constitute UnrestrictedSubsidiarieaunderthe Indenture governingthe Notes, and
will therefore not be subjectto the restrictive covenantsthereunderand may incur additional indebtedness without
limitation in the future.

Our Unrestricted Subsidiariesfwo of which have outstanding project finance debt as at the Issue Date, will be
Unrestricted Subsidiariesand we will designate all futuresubsidiaries inour EnergyBusinessas Unrestricted
SubsidiariesThs meansthat, for solongas,andto the extentthat, suchsubsidiariesemain UnrestrictedSubsidiaries,
the restrictive covenants contained in the Indenture governing the Notes will not apply to suchsubsidiaries.
Accordingly,UnrestrictedSubsidiariesamongst otherthings, may incur unlimited project financeor other debt, will
not be limited in their ability to pay dividendsor make other distributions tothird partiesand may encumberor sell
their assetswithout any restriction of the use of proceed therefrom. The claims of holders of the Notes are
structurally subordinatedto claimsmade by creditorsof the Unrestricted Group. We are not obliged underthe
Indenture to provide separate standalondistorical financialinformation for the Unrestricted SubsidiariesFor the
twelve months ended December 312016, on an aggregatedbasis,the subsidiaries othe Issuerbelongingto the
Unrestricted Group generatethb.7%of the D NP dabdfegatedevenue,24.1%of the D NB dabdtegatecEBITDANd
asat Deember 31, 2016, represented7.2 % of the D N2 dadfegated assetsand would havehad €121.0 million in
indebtedness outstandingfter givingeffect of the Refinancing,none of whichis, with the exceptionof a €73.6 million
intragrouploan, whichis currently fully drawn, betweerthe Issuer,aslender,and ENCE Energi8.L.U.asborrower.

We may not havethe ability to raisethe fundsnecessaryo financea changeof control offer.

Uponthe occurrenceof certain changeof control eventsasdescribedin the Indenture,we will be requiredto offer to
repurchaseall of the Notesin cashin an amount equalto 101%of the principalamount thereof, plus accrued and
unpaid interest,if any, to the date ofrepurchase.The requirementthat we offer to repurchag the Notesupon a
changeof controlis limited only to the transactionsspecifiedin the definition of W W/ Kof A" A6 (i iNfRef Irdedture.
We maynot havesufficientfundsat the time of anysucheventto makethe requiredrepurchases. Additionallgertain
changeof control eventswould be prepaymenteventsunder the RevolvingCreditFacility. In the eventthis resultsin
an eventof defaultthereunder,the lendersunder the RevolvingCreditFacility may acceleratesuchdebt, whichcould
alsocausean eventof defaut underthe Indenture.
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The sourceof fundsfor anyrepurchaserequired asa result of any sucheventwill be availablecashor cash generated
from operatingactivitiesor other sources,ncluding borrowingssalesof assetsand salef equity or funds provided
by subsidiaries. Sufficierftindsmay not be availableat the time of any sucheventsto make anyrequiredrepurchases
of the Notestendered.

You may be unableto enforce judgmentsagainstus,the Guarantors, orour respectivedirectors and officers.

Neither thelssuernor any of the Guarantorsare incorporatedwithin the United StatesIn addition, allof the D N2 dzLJQ a
assetsare outside the United Statesand all of the D NB ddir#etars and officers live outside the United States,
primarilyin SpainTheL & & da®iM®Rdzl NJ dudiaie@lsoorganisedoutsidethe United StatesAsaresult, it

may be difficult or impossibleto serve processon any of these personsin the United States.Further, as all or
substantially albf the assetsof thesepersons ardocatedoutsidethe United States, imay not be possibleto enforce
judgmentsobtainedin courtsin the United States predicatedipon civil liability provisionsof the federalsecuritiedaws

of the United States againsthese persons.Additionally, there isdoubt as to the enforceabilityin many foreign
jurisdictions,includingSpainand Portugal, of civil liabilities basedon the civil liability provisionsof the federal or state
securitieslaws of the United States agairtsthe Issuer, the Guarantors,the directors, controllingpersons and
managementnd any expertsnamedin theseListingParticularavho are not residentsof the United States.

Oursignificant shareholdersnay decideto sell their stakein the near future,which may ultimately affect ourresults
of operationsand increasethe volatility of our shareprice.

Someof our current significanshareholdersnay suffer financialdistressand decideto selltheir stakein the Issuerin
the market. In order to avoid negativedistortions to and minimisethe volatility of our shareprice asa result of any
suchsales,we may decidefrom time to time to acquiresuchsharesfor our treasury stock, which would resultin a
substantialcostfor usand may affect our resuts of operations.

There are risks related to Spanish withholding tax, including in conjunction with the collection of certain
documentationfrom the Paying Agent.

Under Spanishtax regulationsestablishedby Royal Decree 1065/2007 (adefined in YGértan Tax Consideratiorns
SpanishTax Consideration@ Qncdme paid by the Issuerin respect of the Notes will not be subjectto Spanish
withholdingtax only if certainrequirementsare met, including thathe Notesare admittedto listingon the OfficialList
of the LuxembourgStockExchangend admitted to trading on the EuroMTFMarket on the relevantinterest Rayment
Dates,and that the Paying Agent providesus, in a timely manner, witha duly executed and completedtatement
providing certain details relating to the Notes (the W Wt | & Y Sy (i Q QAjcdrdingBifvvd\dd not receive the
Payment Statementfrom the Paying Agentin a timely manner,incomein respectof the Noteswill be subjectto a
current19.0%withholdingtax. Thelssuerwill not grossup paymentsin respect ofany suchwithholdingtax.

It is expectedthat the PayingAgentwill follow certainproceduredo facilitate the timely provisionby the PayingAgent
to us of a duly executedand completed Payment Statementin connectionwith each paymentof income under the
Notes.If suchproceduresare not followed, however,the Issuerwill makethe relevantSpanish withholding taat the
applicable ratefrom anyincomepaymentin respect ofthe Notes. Suchproceduresmay be revisedfrom time to time
in accordance wittchanges in the applicab@panisHaws and regulations oradministrative interpretations thereof.
Accordingly whilst the Notesare representedby a GlobalNote, Holders ofthe Notesmustrely on such proceduref
order to receivepaymentsunder the Notesfree of any Spanistwithholdingtax, to the extent applicable.Prospective
investorsshouldnote that none of the Issuer the PayingAgent,the Trustee northe underwriterswill be liable for any
damage orosssufferedby any Holer of the Notes whowould otherwisebe entitled to an exemption from Spanish
withholdingtax because thesprocedures proveéneffective. Moreoverthe Issuer wilhot pay any additionalamounts
with respect toany suchSpanishwithholdingtax. Therefore,to the extenta paymentof incomein respectof the Notes
is not exemptfrom Spanistwithholding tax,includingdueto anyfailure bythe PayingAgentto delivera duly executed
and completedPaymentStatement,beneficialownersmayhaveto applydirectlyto the Spanisttax authoritiesfor any
refund towhichthey maybe entitled.

We may incur additional tax liabilities as a result of our operationsin the various countriesin which we conduct
business.

We may be exposedto unforeseenadditional taxesthat are identified through futuretax audits or other review
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actionsof the relevant taxauthorities, which could lead to an increasein our tax obligations.Thismay result from
either a tax payment beinglevied directly on us or indirectly where we becomeliable as a secondaryobligor for a
primary2 0 f A fAilaréiti@ay (for example,anS Y LJ 2 &ifsird 1@ pay). Spanishtax authoritiesand tax authorities
in other Europeanjurisdictionsare routinely challengingcorporate transactionsincludingfinanchgssuchasthe issue
of the Notes.Anyfuture tax audit mayrequire usto payadditional taxegincludinganyaccruedinterest andpenalties).
Economic instabilityand difficult economicconditions inSpainhaveresulted ina declinein tax revenuecolleded by
the Spanishauthorities, which in the past hasresulted in,and in the future may alsoresult in, higher effective tax
rates.Suchanincreasen tax rates mayultimately be passed orto businesses.

Thereare risksrelated to the proposedFnancial TransactionsTax6 WWC¢ ¢ QQ U0 @

On February 14, 2013, théeuropeanCommissionpublished the/ 2 Y Y A a Brépasdl Qasdefined herein) fora
Directive foracommonFTTin the participatingMember States(asdefinedherein).

The/ 2 Y Y A & prapasydl dasvery broad scopeand could, if introduced, apply to certain dealingsin the Notes
(including secondarymarket transactions)under certaincircumstances.The issue and subscriptionfor the Notes
would, however,be exempt.

Underthe/ 2 Y Y A & Brdp@syl,QrieFTT could apply in certain circumstanceso personsboth in and outside the
participatingMember StatesGenerally, itwould applyto certain dealingsin the Noteswhere at leastone party is a
financialinstitution, and at leastone party is establishedin a participating MemberState.A financialinstitution may
be, or be deemed tobe, WW S & { | in & pardicip&iRyNEémber Statein a broad rangeof circumstancesincluding(i)
by transactingwith a personestablishedn a participatingMember State oiii) where the financialinstrumentthat is
subjectto the dealingds issued ira participatingMember State.

Jointstatementsissuedby participatingMember Statesindicate anintention to implement theFTT by Januatdy, 2016.
Howeverthe/ 2 Y Y A & Bropé&ssl @mainsubjectto negotiationby the participatingMember Statesandthe scope
of anysuchtaxisuncertain. Alditional EU Membe States maylecideto participate.

Prospectiveinvestorsare advisedto seekprofessionabdvicein relationto the FTT.

The Noteswill initially be held in book-entry form, and therefore you must rely on the proceduresof the relevant
clearingsystemsto exerciseany rights and remedies.

Unlessand until Notesin definitive registeredform ¢ Bé&fhitiveRegisteredNote2 @Qrg issuedin exchangefor book-
entry interests(which may occur only iwery limited circumstances)pwners of book-entry interests willnot be
consideredownersor holdersof Notes. Theecommondepositary(or its nominee) for Eurocleaaind Clearsteamwill be
the sole registeredholder of the Global Notes. Paymentsof principal, interest and other amounts owingon or in
respectof the relevant GlobalNotesrepresentingthe Noteswill be made to DeutscheBankAG, London Branch,as
payingagent,which will make paymentsto the commondepositary,who will then makepayments to Euroclear and
/I £t SIENRGNBFY®D ¢KSNBFFIGSNE GKS&S LI eYSyda g-antnfintetleSsSnONBRA (
the GlobalNotes representindhe Notesand cralited by suchparticipantsto indirect participants.After paymentto
the commondepositaryfor Euroclearand Clearstreamnone of the Issuer,the Guarantorsthe Trustee r the Paying
Agentwill haveanyresponsibilityor liability for the paymentof interest, principalor other amountsto the ownersof
book-entry interests. Accordingly,if you own a book-entry interestin the Notes,you mustrely on the proceduresof
Euroclearand Clearstreamand, if you are not a participantin Euroclear and/or Cleanstam, on the proceduresof the
participantthrough which you own your interest, toexerciseanyrights and obligationsof a Holderof the Notesunder
the Indenture.

Unlikethe Holdersof the Notesthemselvespwnersof book-entry interestswill not haveany direct rightsto act upon
any solicitationsfor consents requestsfor waiversor other actionsfrom Holdersof the Notes.Instead if you own a
book-entry interest, you will be permitted to act only to the extent you havereceived appropriatgroxiesto do so
from Euroclearand Clearstreamor, if applicable from a participant. Therecan be no assurancethat procedures
implementedfor the grantingof suchproxieswill be sufficientto enableyou to vote on any matters or on a timely
basis

Similarly,upon the occurrenceof an event of default under thelndenture, unlessand until the relevant Definitive
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RegisteredNotes are issuedin respect ofall book-entry interests, if you own a book-entry interest, you will be
restricted toactingthrough Euroclearand Clearstream. W cannotassureyou that the proceduredo be implemented
through Euroclearand Clearstreanwill be adequateto ensurethe timely
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION ANDOHERATIS NS

The following is a discussion of our financial condition and results of operations as of and for the years ended
DecembeBl, 205 and DecembeBl, 205 .This discussion should bead in conjunctionwith the sectionsentitled

YWt NB a SfyFidahciall 3/yF 2 NI Wi { d8zyt BenEdary Consolidatedhinancial, Operatingand h § K SNJ 5 G Q
and W W{ S tFABaBdaB5RI (i la Qe Interim ConsolidatedFinancial Statements and ConsolidatedFinancial
Statementsand the relatednotesthereto. Amongstother things,thosefinancial statements,which wereprepared in
accordance withlIFRS include more detailedinformation regardingthe basis of presentation forthe following
information.

The following section discussesthe results of operations and financial condition of the Consolidated Group,
includingthe contribution of the UnrestrictedGroup. Howeve, we also present additionaldisclosurerelatedto the
RestrictedGroupto assistpotential investorsn analysingour business, afvhich the RestrictedGroupwill be subjecto
the restrictivecovenantsof the Indenturefrom the IssueDate and will be operatedindependentlyfrom our standalone
EnergyBusiness.

Thefollowing discussion contains certaiiorward-looking statements that reflectour plans, estimates and beliefs.
Our resultscould differ materiallyfrom those discussedn theseforward-lookingstatements.Factorsthat could cause
or contribute to such differencesnclude, but are not limited to, those discussedelow and elsewherein these
Listing Particulars,includingin the sectionsentitled YRskward-Looking{ i I ( S Y@YW R |2REWW. dza Ay Sa a e Q

Overview
Our Company

We are a pulp and energy production companyand rank amongst thelargestpulp businesses ifeurope.Our Pulp
Busnessis the largestproducerof BHKHrom eucalyptusin Europe, measuretly capacity,with an annualmaximum
installed capacityof 1,07Q000tonnesof pulp asat December31, 2016. Duringthe twelve months ended December
31, 2016 we produced 931,443 tonnes of pulp acrossour two pulp production facilities located in Navia and
Pontevedra,Spain.Our pulp-linked energygeneration and cogeneratioactivity, through which we produce energy,
sellit to the grid andthen repurchaset to power our pulp production facilities,had aninstalled capacityf 112 MW as
at December2016. In addition, asat December 312016, we owned or managed pursuantto long-term arrangements,
67,752hectares offorestland.

Our standaloneEnergyBusinesswhich is run separately fom our Pulp Businesshad an installed capacity as at
December31, 2016 of approximately #3 MW acrossthree energygenerationfacilitieslocated inHuelvaand Mérida,
Span and including the two new facilities acquirelEnel Green Power

We are publidy listed on the Madrid, Barcelona,Valencia and Bilbao Stock Exchanges, throtlgh Automated
Quotation SystenfContinuousMarket) (Bolsas de Valores de Madrid, Barcelonayalenciay Bilbao, a trags del
Sistema de Interconedm Bursitil espaiol, Mercado Continuo) with a market capitalisation ofe628.2 million as at
December3l, 2016. For the twelve monthsended December 32016 we generated ConsolidateGrouprevenueof
€605.4 million, ConsolidatedGroup Adjusted EBITDA o 88.0 million and Consolidated Grougcurrent free cash
flow (excludiy one off payments, expansion and environmental capex and divestments and shareholders
remuneratiory  208.1 raillion.

Key Factors Affecting Our Results of Operations

Our results of operations are driven by a combination of factors affecting the pulgrerdy industries, includingin

addition to general macroeconomic conditions, cyclicality in the pulp industry, costs of raw materials such as wood,
non-biomass fuels and chemicals, energy costs, the effects of currency fluctuations and governmetitéaaefating

to renewable energy production and generation. Our results of operations are also impacted by comgaegific
structural and operational factors, as well as acquisitions, dispositions and changes in business focus. Set forth below is
an overview of the key drivers that have affected the historical results of operations of our business and/or are
expected to affect our consolidated results of operations in future periods.
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Pulp Business
Pulp Demandand Prices

Longterm demandfor pulp isdriven by global economic andiemographictrends, technological developmentand
trends inend-user preferences,includingdemand for papemproductsand the adjustmentof production capacityin
responseto changesn suchdemand.In addition, greaterpulp productioncapacity,and hencean increasecamount of
availablepulp supplies,on a global basiscan also impact the supply and demand balance.Profitability in the pulp
industry is highly sensitiveto changesin prices,and industry cyclesreflect the constantly shifting balancebetween
supply and demand for pulp, as well as changesin inventory levels. Periods of industrywide investmentin new
productioncapacityand/or significantcontractionsin demand due toveakeconomicconditionshaveled to decreases
in productpricesduringprevious industry cycles.

In Europe, BHKP prices fluctuated from approximately $649 per tonne to $786 per tonne during 2012; from $768 per
tonne to $821 per tonne during 2013; from $724 per tonne to $771 per tonne during; 20i4from $743 per tonne

to $790 per tonne during 2015nd from 82 per tonne to $53 per tonne during 2016During the periods under
review, our results of operations were affected by the interaction of these variables affeatigrelating to, pulp

prices and production.

Theresultsof operationsof the RestrictedGroup aredependenton pulp saleswith pulp salesaccounting foi83.4% of
Restricted Group revenues durirmgn December 31, 208 The international market prices for pulp have historically
fluctuated significantly,and we believe that they will continue to do so due to global economicdevelopments.
Significantincreasesin the international market price for pulp, and, consequentlythe pricesthat we are ableto
charge customersare likely to increase ourRestrictedGroup revenuesand RestrictedGroup resultsof operations.
Converselysignificantdecreasesn the internationalmarket price of pulp and, consequently, thepricesthat we are
ableto chargecustomersarelikelyto reduceResticted Grouprevenuesand RestrictedGroupresults ofoperations.

Effect of CurrencyFluctuations

Our saleof pulp are primarilydenominatedin U.S. dollarsBecause our principg@iroduct, pulp, iss commoditywhose
referencesalepricein the international marketis denominatedin U.S.dollarsper ton, Restrictedsrouprevenuesfrom
pulp salesare impactedby the U.S.dollar/euro exchangerate sincethe price of pulp evenwhen denominatedin euro
per tonne isa reflection of this price in U.S.dollar per ton. RestrictedGroup salesof energy,as well as most of
RestrictedGroupcosts,are primarilydenominated in euro.

As such, when the U.S.dollar appreciatesagainst theeuro, assumingnternational market pricesof pulp remain

constant in U.S. dollars, Restricted Group revenue from pulp salesincreases.However, whenthe U.S. dollar
depreciatesagainst the euroRestrictedGrouprevenue frompulp saleslecreasesOur CashCostsare denominatedin

euro and therefore the effect of currencyfluctuations, particularly during periodsin which the euro is appreciating
againstthe U.S.dollar, canaccentuate theampact ofchangesdn pulp pricessincethe transactionexposuremay make
our saleslesscosteffective; however, during periodsin which the euro is depreciatingagainstthe U.S.dollar, the

transactioneffect can contributeto our results ofoperations. Br example, based 2016, a 5% appreciationof the

dollaragainst theeuro would haveincreasedRestrictedGroup revenue (before hedgesy approximately 4.1%

We continuouslyanalyseour U.S.dollar/euro exchangeate riskbasedon our net cashflow expectationsn U.S.dollars

over the subsequenttwelve months, andselectivelyenter into hedgingagreementsto mitigate this risk. Our risk
managementpolicy with respectto hedgingtakesinto accountour financial position and investment plans, the
mediumterm outlook for exchangeatesandthe estimatedreturnsfrom lockingin exchangeatesthrough the useof
currencyderivativesto hedgefuture pulp sales.Our strategyis to closemonthly hedgesfor a eighteenmonth period
(althoughthis canextend to up to 24 months,dependingon exchange rate levels) through the usedefrivatives that

are consideredhedginginstrumentsfrom an accountingperslS O G A @S 6 ¥ 2 NJ S E I ViAbt ySaptibAS)@iizNS &
We are currently hedgingapproximately70%-75% of our expectedpulp salesfor the twelve -month period ended
December31, 2017 and 50%60% of the nexthree months (January, 2018larch 2018) and10% of the period April
2018December 2018.
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OperationalProductivityand Efficiency

Our profitability can be affected by the productivity and efficiency of our operations. Acordingly, we have

implementedour Total Quality Management programmand, begnningin May 2014, ourCompetitiveness &overy

Plan, acrossour different businessactivitiesin order to optimise our cost structure and increasethe productivity,

efficiencyand fully leveragethe complementarynature of our pulp manufacturing, energgenerating and forestry
activities. For example, as a result of the above initiatives, our Cash Costs decre&@@® byom355 per tonne for

the year ended December 31, ZBtb 341 per tonne at ended December 31, 201

Costsof Raw Materials

Ourresults of operationsare impactedby the priceswe pay for the raw materialsusedto manufacture oumproducts,
including, in particular, for wood and chemicals(including causticsoda). Raw material costs are a significant
componentof our CashCostydefinedas Wood CostplusOther CaslCosts).

The principal rawmaterials usedn the manufactureof our pulp are woodand chemicalswith the cost dynamicsof
eachsuchinput briefly describedbelow.

wWood. Wood Costsaccountedfor slightly more than 50%of our CashCosts Eucalyptus woodis the principal raw
materialusedby usto manufacturepulp. Of the total amount ofwood supplied,97.3% and 98.6% wasobtainedfrom
local suppliersor landowners irthe IberianPeninsuladuringthe 2015and 2016respectivelywith the wood for these
same period®.5%and 1.4%, respectivelyheingsourcedfrom ourown plantationsin the IberianPeninsula Theprice
we payfor wood is dependenton a number of factorsrelated to local supplyand demanddynamics(includingthe
demand for wood from other industrieghat consumewood and the potential impact on wood supply of natural
phenomenasuchasforest fires and insectinfestations)aswell asthe specieof eucalyptus from whichhe wood was
obtained (with certain speciespreferred as a result of their higher production yieldsand other characteristics), the
characteristicof the land the wood is grownupon, the type of forestry sustainabilitycertificationsprovided andmore
generally, pulgriceson the currentlocalmarket

w Chemicals Chemicalsaccountedfor approximately8.0% and 7.9% of our CashCostsduring the years ended
December31, 2015 and during December 312016, respectively.We use a number of chemicals,ncluding caustic
soda,cryogenic oxygergthylenediamnetetraaceticc O A FEDTR @ W3 & 2 R Ahgdiogepkrox@iéyBuilpiate and
lime, during the conversion ofwood into pulp, particularlyduring the cookingand bleachingstagesof this process A
smallamount ofvariousantifoamingand dispersionagentsis alsonecessaryo complete thepulp productionprocess.
Approximately60%of the chemicalsve usetend to havetheir pricescloselylinked tothat of electricity.

We are focusedon tightly controllingour raw material costsaswell asdiversifyingour supplier baseand reducingour
dependency onimports. We have implemented a number of costsaving measuresfocused on the continuous
improvementof our operations,includingasa part of our Total Quality Management programmdirst introducedin
2011 and our Competitiveness &overyPlanintroduced in May 2014. Our Total Quality Managementprogramis
designed toensure maximum efficiencgnd quality inall of our businessprocesses, includingprough thereductionof
wood, non-biomassfuel, chemicaland energy costs as well as the total consumptionthereof. For example, the
programmeintends to continue the diversificationof our local supply sourcesthrough the increaseduse of small
suppliers, as well as increasingthe volume of standing timber purchaseddirectly from landowners and forest
LINE LINK S (i 2 NEThesém@as@ed allowisko2ogtt@raontrol our harvestingand transportation logisticscosts
which would otherwise be included in the price of alreadycut wood purchasedby usfrom other suppligs. Our
Competitiveness &overyPlanintroduced in May 2014 also includescertain measuresaimed at reducingour raw
material costsjncludingthrough increasedefficiencyin our pulp production processesand further reductions inthe
costsof certainchemicals.

As a result of our focus on controlling our costs, we have managed to reduce Cash ChSt%hyetween the year
ended 205 and theyearended December 31, 281as illustrated by the graphic below.
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EnegyBusinesses
EnergyCosts

Ourenergycostsincludethe costof electricityandthe costof non-biomass andiomassfuels. Thecostof electricity in
particular constitutes asignificantcomponentof our costs particularlyfor our pulp productionprocesses. During the
yearDecember 312016, electricity costsvere equivalentto 5.2% respectively pf our Consolidatedsrouprevenues.

The principal energycostsincurred inthe manufactureof our productsare as follows:

wElectricity Duringthe yearsended December 31, 281 energy costs were equivalent 80%, of our consolidated

Cash Costs. We currently do not enter into hedging activities with respect to electricity costs for our Pulp Business,
since we have a natural hedge in that the market dfemn the electricity that we buy to operate our Pulp Business

are also applicable to the electricity that we sell as part of our Pulp Business. However, we entered into hedging
activities in relation to electricity costs for our Energy Business duringebhe ended December 31, 20hedging all

of the electricity generated by our Energy Business for the first half of 2045.25MWh and for the second half of

2017 at 44.93MWh).

wNonbiomass fuelNonbiomass fuels accounted for approximat&lyP3¥ and 3.6 % of our consolidated Cash Costs
during the yearsended December 31, 28 and December2016, respectively. Although we believe that we have a
reliable supply of energy for our pulp production facilities as a result of the electricity generated Isyaodalone

facility at Navia and the heat produced by our cogeneration facilities, our energy production activities require us to
supplement the biomass being used as fuel with certain fossil fuels which, unlike biomass, are not generated through
our other activities. The noiiomass fuels that we use in our operations are comprised primarily of fuel oil, propane
and petroleum coke.

wBiomass fuel.The cost of biomass fuels, mainly forestry and agricultural waste, constitutes the primary component
of the costs of our standalone Energy Business. During the years ended and December53an@@lrring 2086,
biomass fuel costs were equivalent38.0% and34.0%, respectively, of our Unrestricted Group revenues.

Factors Affecting the Comparabilityof Our Results of Operations

Change in the Presentation of Our Segments

Prior to January 12015, we presented our businessin our consolidatedfinancialstatements through separate
reportablesegmentscomprised ofBiomassenergy projects, Pulp & Energy,Pulp forest assetsand Forest services
& other.

Asa result of our continuing processof transformationand adaptationto the new market environment andto our
businessstructure, effective January 2015 we began presenting grouped together @ur consolidatedfinancial
statementsthose segmentswhich are closelylinked to our pulp business.We believe that this new presentation
enhances thedisclosureof the way in which our businessesare managed,including through the presentation of
separate informationabout the nature and the financial resultsof our businessesand we intend to continue to
presentour businesghroughthese segments goinfigrward.

Consequentlypur segmentsof Pulp (whichwas calledPulp & Energyprior to December31, 2014),Pulpforest as®ts
and Forest services& other, which have historically been presented on a separatebasis,now compriseand are
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presentedasthe Pulp Business. Our segmenttafergy (whictwascalledBiomassnergyprojectsprior to December
31,2014),which comprisesour standaloneenergygeneration business)ow comprisesandis presentedasthe Energy
BusinessWe have not aggregated oureportable segmentsinder the Pulp Businesbecausethey do not meetthe
aggregation criterigstablished in IFRS @eratingSegmats).

Prior to Januaryl, 2015, the results of operationsof CelulosaEnergia S.A.U.were classifiedin the Pulp & Energy
segment,becausethey correspondedto our pulp production activitiesat Huelva,including,in addition to a 50 MW

cogenerationfacility with gas,the 41 MW energygenerationfacility in Huelvawhichwasshut downduringthe second
half of 2014followingthe discontinuationof pulp productionat our facility in Huelva inOctober2014and wasthen re-

openedas a standalonebiomassenergyfacility in November 2014With effect from January 12015, we beganto

report the results of operations of our subsidiaryCelulosaEnergia &.U. in our EnergyBusiness.This segment
currently includesour 50 MW and 20 MW standalonebiomassenergy genemtion facilities at Huelva andMérida,

Spain respectively,as well as our 41 MW standalonebiomassenergy generationfacility at Huelva.As a result, and
with a view to facilitating comparisonsacrossperiods, theresults of operationsof CelulosaEnergiaSA.U. for the

endedDecember31,2014have alsdeenclassifiedn the EnergyBusinessegmentfor comparativepurposes.

Renewable Energy Production Incentives

Our energygenerationactivitiesdependsignificantlyon regulations andeconomicincentives and subsidiesaimedat
promotingthe greateruseof renewableenergies Revenuegeneratedfrom our production ofelectricitydepends toa
large extent on the economic regime establishedin Spain to incentivise renewable energy generation and
cogeneration which underwentsweepingreformsduring recentfinancialperiodsasthe Spanisitgovernment sought
to reducethe amountof subsidiest wasspendingon the renewableenergysector. Thenew regulationsreduced and
eliminated certain of these incentives,which adverselyimpacted our financial condition and result of operations
duringtheseperiods.

Law 24/2013 (26 November 2013), the Electricity Sector Act, establishes the economic and financial stability of the
electricity system, limiting structural tafifleficits, as the governing principle. This piece of legislation abandons the
former distinction between the 'ordinary', or conventional, and 'special’, or renewable, regimes, introducing a single set
of regulations, without prejudice to unique conside@is potentially requiring regulation, and it establishes a
remuneration regime applicable to electricity generated from renewable sourcegeneration and waste based on

the pool prices fetched by these facilities in the market, topped up by spectidated remuneration designed to
enable these technologies to compete with the other generation technologies on an even footing.

Framed by the overriding principle of ensuring the electricity system's economic and financial sustainability, any
regulatorymeasure that drives an increase in system expenditure or reduction in its revenue must be associated with a
balancing measure to ensure the system's equilibrium. As a result, the possibility of a new tariff deficit is ruled out, by
means of the introductin of the obligation to automatically revise, from 2014 onwards, system tolls and royalties if the
temporary mismatches between revenue and expenses in the electricity system exceed: 1) 2% of estimated system
revenue in a given year; or 2) the debt accuatedl in prior years exceeds 5% of the system revenue estimated for a
given year.

The portion of any mismatch that, without exceeding the above thresholds, is not offset by increases in tolls and
royalties, must be financed by the parties covered by thétlesment system in proportion to the revenue
corresponding to them for the activities they carry out. Any amounts so financed will be repaid in the settlements
corresponding to the following five years and shall be entitled to interest.

Royal Decree 413/2@1 was published on 10 June 2014, regulating the production of electric power by means of
renewable sources, egeneration and waste, establishing the methodology underpinning the specific remuneration
regime applicable to facilities that fail to cover theosts by enough of a margin to enable them to compete with the
rest of the generation technologies in the market on an even footing, thereby generating a reasonable return based on
benchmark facilities for each affected class of technology. The newrreration regime consists of the sum of:

1 bwSYdzySNI GA2y 2y Ay@SadySyildb odexka20rX sKAOK A& RSa
recouped by selling electricity in the market;
1 bwSYdzySNI GA2y 2y 2LISNIGA2Yyab 6eka2 Ko gKAOK Aa RSa

the revenue obtained in the electricity market.
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The new remuneration system is calculated on the basis of a standard facility throughout its useful life for regulatory
purposes and benchmarked against the activities of an efficient andmaibged companyrtculated around the
following parameters: 1) the revenue derived from the sale of energy; 2) the operating expenses needed to run the
business; and 3) the amount of the upfront investment.

The premise underpinning this remuneration system is the prowisif a reasonable return on investment, which is
defined on the basis of the yield on the-§$8ar Spanish government bond plus a spread, initially set at 300 basis points

for the first regulatory period, which ends on 31 December 2019 (i.e.,taprRObf 7.398%).

The regime establishes regulatory periods of six years and stub periods of three years. The remuneration parameters
related with pool price forecasts can be revised every three years, factoring in any mismatches arising during the stub
periodin question. Every six years the authorities can revise the standard facility parameters other than the amount of
AYAGALE Ay@SadyYSyd FyR GKS FIFLOAEAGASAQ NB3Idz F G2NE dzaS¥
envisages the possiliif of revising the interest rate used for remuneration purposes every six years, albeit only
prospectively. The remuneration provided for operating a given technology depends on fuel prices and can be adjusted
at least once a year.

The 'interruptibility demandside management service, for which the Pontevedra and Navia plants are signed up,
consists of reducing their active power consumption in response to a power reduction order from the system operator.
Such an order is given depending on the needsirag in the operation of the electricity system and is based on safety
and lowest cost criteria. The interruptibility service is allocated using a competitive auction mechanism managed by the
system operator, as stipulated in Ministerial Order IET/2013&0thereby guaranteeing effective provision of the
service and its provision at the lowest cost for the system.

Dispositionsand Changesn Busines$ocus

Dispositions carave a substantialimpact on our results of operations.During theperiods underreview, we have
disposedof significant assets, particularly assets used in conjunatih our forestry activities. For example, in 2012,

we divested forestryrelated assets in Uruguay and, in December 2013, we divested foresated assets in
Portugd. These disposals are in line with our strategy to optimise and diversify our local forestry supply management
with a focus on reducing wood impor@nd fixed assets. We intend to continue to look for opportunities to reduce
our forestry asset base, pattilarly our remaining forestry lands in southern Spain where we no longer engage in
pulp productioy ® 5dzNAyYy 3 Hnanmc B HilioK larfd wefiave daSriduncedo an intention to raise

I LILINE E A20Imilliéntderinge2017 through disposals from the sale of energy crop assets

We are alsocontinuingthe procesf gradualdisengagementrom our foresry activity, whichincludes,n additionto
a focus on reducing fixed assets(as evidencedby our December2013 divestiture of forestry-related assets in
Portugal),the exitingof the forestry consultancyservicesusiness.

Explanationof Key Lineltems
The followings a briefdescriptionof the lineitems thatare includedin our consolidated income statements.
Revenue

Revenuefrom pulpincludesrevenuegeneratedfrom pulp salesenergysalesfrom generation facilitieselated topulp
production and revenuesassociated withforestry management. Bvenue from pulp salesis calculatedfrom the
volume of pulp soldin the period multiplied bya net price in euros. Thenet price, in turn, is calculatedthrough the
conversionof the reference price in U.S.dollars agreed with the customerinto euros and applying the agreed
commercial discountRevenue fromenergysalesis calculatedhe sameway asper our EnergyBusinesgnoted below).
Revenuefrom forest managementrelatesto our salesto third parties andis comprised ofrevenuesderivedfrom our
forestry services.

The Ministerial Order IET/1045/2014emuneration scheme(which impacted retroactively ourresults sinceJuly 14,
2013),power facilitieswill be entitled to the Regulated Remuneration. Currerggulations permitusto sell 100%of
our electricity productionat the regulatedprice and buy the energywe consumefrom the grid at market prices(plus
an accesgoll). We currently sell 100%o0f the energygeneratedby our PulpBusinesgo the grid andrepurchasel00%
of the energy requiredfor our Pulp Businessfrom the grid. During 2016, we produced within our Pulp Business
approximately 143 Timesthe amountof electricitythat we consumed.
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Gainsor losseson hedgingtransactions

Gains orlosseson hedging transactions representshe results of our hedging operations, primarily our foreign
exchangehedgingoperations,which we enterinto to protect againstexchangerate volatility betweenthe U.S.dollar
(the currency inwhichour pulp salesare condwcted) andthe euro. We alsohedged energysalesin order to counteract
fluctuationsin the pricesof certain types of energythat we usein our EnergyBusinesghat impactsour costs of
production.

Changesn inventoriesof finishedgoodsand work in progress

Changesin inventoriesof finished goodsand work inprogress consistsof variations in the level of inventories of
finished goodsand work in progressat the end of the most recent period comparedwith the end of the prior
period.

Purchases

Purctasesare comprised primarilyof costsrelatingto purchasesof raw materials,includingwood, from third-party
suppliers,as well as non-biomass fuelsand chemicals.

Ownwork capitalised

Own work capitalisedprimarily includes thecapitalisationof expersesrelated to biological assets(eucalyptus
plantations)ltems capitalised include rental properties,treatments related to the clearing andpreparation of
land, irrigation, the phytosanitationof land,the plantingand replanting ofland, herbicides andfertiliser.

Otheroperatingincome

Other operating income includesrental income and other extraordinary income, compensation provided by
insurance onproperty damagefor lossof profits and reversalsof provisionsthat were not applied.

Governmentgrants taken to income

Capital grants transferredto profit and lossrelate to investmentsin our production centres and, to a lesser
extent, to subsidiesfor operations.We also receivefree C@ rightson an annual basis pursuantto the Spanish

National Alleation Plan (Law 1/2005). These are recordedas a capital grant at the value of the COQ rights as
at Januaryl of each year.

Employeebenefitsexpense

Employeebenefits expense includes wagesand salaries, social security costs and other personnelcosts. Staff
costs also include the termination benefits to employees terminated under certain circumstances.The
termination benefitsthat can be reasonably quantifiedare recognised asan expense inthe year in which the
decisionto terminate the employmentrelationshipis taken.

Depreciationand amortisation

Depreciationand amortisation charges are comprisedprimarily of the depreciationof our industrial assets,
together with the depreciationof wood originating on our own plantations,which is considereda reductionin
the value of our biological assets,also known as forestrydepletion.

Depletionof forestreserves

Depletionof forestreservesepresentsthe valueusedup whenthe plantationsare harvested, recognisedsan
expensedzy R S NJ W WiRdesINS & § myhéisconiestatementat incurredproductioncosts.Thecriteria for

allocatingcoststo treesfelled takesinto considerationtotal costsincurred asat the datethe wood is cut andthe
residualvalueof the plantation.
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Impairment ofand gains/(losses)n disposalsof intangible assetsand property, plant and equipment

Impairmentof and gainor losseson disposalof intangibleassets and property, plant aretjuipmentrelatesto the
impairmentlossin respectof, or gains/lossesipon disposalof, intangibleassetsproperty, plant and equipmentand
investmentproperty.

Otheroperating expenses

Other operating expensesincludesthe cost oftransport, freight and marketing, utilities, repairsand maintenance,
leases and royalties, insirance, costsassociatedwith the CQ@ emission rightsused, professional services,
communicationand indirect taxes. The key line items included in the other operating expensesare: (i) transport,
freight and marketing costgprimarily comprisingthe delivery cost of wood and other raw materialsto our industrial
facilities, and the supplyof finished pulpto our end-customers);(ii) utilities and supplies (primarily comprising
electricity costsincurred to run our industrial operations);and (iii) repairs and maintenancecosts (incurred for the
general upkeep anthaintenanceof our production facilities).

Hnanceincome

Financencomeincludes incomdrom cashdeposits.

Changaen fair value of financialinstruments

Changen fair valueof financialinstrumentsincludesthe gainsor lossesdderivedfrom changesn the fair valueof
financialinstrumentsmainlyrelated tointerestrate swap derivativesisedto hedgeour floating rate bankdebt related
to our project financingarrangementdor our facilitiesin Huelvaand Mérida.

Hnancecosts

Finance costdnclude expensesdue to interest and similar expenses,including interest on our outstanding
corporate indebtednessFinancecosts also include theinterest related to factoringand confirminglinesentered
into in the ordinary courseof business.

Exchange differences

Exchangadlifferencesincludegainsandlossesoriginating fromexchangealifferencesrelatedto assetsandliabilities
denominatedin currenciesother than euro (primarilyrelatedto our Uruguayoperations andpulp salesmadein U.S.
dollars).

Incometax

Income taxincludesall currentand deferredtaxes,ascalculatedin accordancewith relevanttax lawsin forcein the
jurisdictions inwhichwe operate.
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Results of Operatins

Year Ended Decemb@&d, 2015 Compared to the Year Ended DecembBEr20b6

The following table sets out selected items from our consolidated income statements for the periods indicated and the
percentage change from period to period, and shows thesm#t as a percentage of total revenues.

12 months ended December 31
Percentage

2016 2015 change
Revenue. . . ... 605,4 663,9 -8,8%
Of which: Restricted Group Revenue. . ........... ... ... ... ..... 514,3 569,8 -9,7%
Of which: Unrestricted Group Revenue. . . ....................... 96,0 97 -1,0%
Gain/(loss) on hedging transactions . ............ ... ... ... 1,0 -1,6 -160,7%
Changes in inventories of finished goods and works in progress ... ... 11 4,8 -76,9%
PUrchases . ... -268,3 -273,3 -1,8%
Gross Profit/(LOSS) . . .« oot e 339,3 394,1 -13,9%
Own work capitalised ......... ... .. . 6,5 9,5 -31,1%
Other operating income . . ... i i e 52 6 -13,1%
Government grants takentoincome . ............. ... . ... 2,4 2,6 -6,3%
Employee benefits expense ... .. -68,4 -62,5 9,5%
Depreciation and amortisation .............. ... .. ... -69,7 -59 18,2%
Depletion of forestreserves . . ... ... . i -7,2 -8,2 -12,8%
Impairment and gains/(losses) on disposals, intangible assets and
property, plant and equipment . ......... .. ... ... . . ... 24,0 8,6 179,5%
Other operating eXpPensesS . . . . ..ottt e -159,5 -157,9 1,0%
Operating Profit/(LOSS) . . . .o oo 72,7 133,2 -45,4%
Finance income . .. ... . 0,3 0,3 -5,0%
Change in fair value of financial instruments . .. .................. -0,1 -14 -99,3%
FINanCe COStS ... o e -20,4 -53,9 -62,2%
Exchangedifferences . ......... ... ... . .. -1,4 1,4 -203,3%
Financial gain/(Ioss) . . . . ..o -21,6 -66,2 -67,3%
Net result from sale of non-current assets classified as held for sale . ... 1 T
Profit/(Loss) before tax . . ........ . 51,1 67 -23,7%
INCOME TaX . .. -12,4 -17,2 -28,0%
Profit/(Loss) for the period from continuing operations . . ........... 38,7 49,9 -22,4%
Profit/(Loss) forthe period ... ......... ... . . 38,7 49,9 -22,4%
Consolidated Group Adjusted EBITDA ... ......... ... ......... 138,0 199,5 -30,8%
Restricted Group Adjusted EBITDA. . . ... ... .. ... 104,0 169,6 -38,7%
Unrestricted Group Adjusted EBITDA. . ... . ... .. it 34,0 31,2 9,0%
Revenue

Our revenuesdecreased by58.5 million to €6054 million as atDecember 31, 208, ¥ N2 Y .9entllioroa 8.8 %
decrease. This decrease was primarily attributable to a drgpulp revenuesnade during thetwelve months ended
December3l, 2016 as a result oh decrease in the pricef pulp duringthis year anchas been partially offset with the
growth in sales volumes in 2016 in line with the growth in pulp production in the wake of two successivet?0,8890
capacity expansions at the Navia.
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RestrictedGroup revenue

The following table sets out Restricted Group revenue byproducts andservicesin the periodspresented:

2016 2015
Revenue by Revenue by Revenue by Revenue by Percentage
activity activity activity activity Change

06e AY YAt {®2Yyavoce AYy YAff{@®2yao (%)
Pulp sales 431,7 84,0% 484,2 85,0% -10,8%
Electricity sales 66,6 13,0% 72,2 12, 7% -7,8%
Wood and forestry services 15,9 3,1% 13,3 2,3% 19,2%
Revenue 514,3 569,8

Restricted Group revenue decreased eyp.pmillion to €514.3 million in the twelve months endedDecember31,
2016 from €569.8 million in thetwelve months endedDecember3l, 2015, a9.7% decreaseThis decreasetias been
balanced with the increased in the production-psoduct of the new capeity insatalled in our Navia facility.

The geographic distribution of our pulp sales during®@&re primarily outside Spain (which comprisegpdof our
total pulp sales by volume in 26lcompared tal 7% during 20%), with the percentage of pulp saley bolume made
to Italy and Polandmarketsincreasing slightly compared to thy@ar2015and the percentage of pulp sales by volume
made toGermany and Western European markets decreasiigitly.

Unrestricted Groupevenue

Unrestricted Group revenuedeaeased by €1.0 million to € 96.0 million as at December 31, 261from €97.0
million as at December 312015, a 1.0% decrease This decrased hasbeen limited thanks to the growing
contribution ofthe Mérida 20MW plant

Gains or losses on hedging operati®

We recorded a&1.4 million loss on hedging transactions in the period ended December 35, 20impared toan
impact2 ¥ € m dn2018 The §6ss in the in the period ended December 316204s primarily attributable to the
maturity of certain outsanding currency options

Changes in inventories of finished goods and work in progress

Changes in inventory of finished goods and works in progteseeasedy 76.9% toel.1 million inas atDecember
31, 2016 compared toe n @nilion in 205, which wasprimarily attributable to the shutdown of the Huelva pulp
production facility in October 2014 and the sale of its pulp inventories.

Purchases

Purchaseglecreasedby €5.0 million to € H Byn the period ended DecembeB1, 2016 from €  H Tnullidroin the

period ended December 312015, a 1.8 % decreaseThisdecreasewaslargely attributableto the timber supply costs

that were 4.7% lower yeawver-year thanks to the decision in the fourth quarter of 2015 to tie timber prices to pulp
prices, triggering tNS S LINA OS NBRdzOGA2ya 2F emki2yyS 20SN) §KS 02 dz\
was partially offset in cash cost terms by increased consumption per tonne due to the use of less productive eucalyptus
varieties.
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Thefollowingtable setsout the itemsthat constitutedour purchasesn the periodspresented:
Year ended December 31,

2016 2015 Percentage
chanage
6e AY YAtTfA (%)

Purchases 235,7 239,5 -1,6%
Changes |.n inventories of raw materials, other materials ¢ 26 0.6 328,7%
merchandise

Other external expenses 30,0 33,2 -9,8%
Total 268,3 273,3

Own work capitalised

Own work capitaliseddeaeasedo € .@ million to € & million during 2016 from €9.5 million in 205, a 31.1%
decreased This decrease wagrimarily due to reduced investmentn energycrops and theselectivelydivestingour
ownedforestry asset

Other operatingincome

Otheroperatingincomedecreasedy €0.8 million to €5.2 million in 2016 from €6.0 million in 2015 a 13.1%decrease.
Governmentgrantstaken to income

Governmentgrants takento incomedecreasedby € n @nilion to € Wt as atDecember31, 2016 from € 6 million in
2015, a 6.3%decreaseprimarily attributableto a decreasen the number andvalueof CQ rightsreceivedin previous
years

Employeebenefits expense

Employee benefits expensacreasedby €5.9 million to €68.4 as at December 312016 from €62.5 million in 205, a
9.5%increase

The following table sets out that constituted our employee expsms¢he periods presented:

Year ended December 31,

2016 2015 Percentage

change
6e AY YAffEA (%)
Wages and salaries 51,1 452 13,1%
Social security costs 14,8 13,6 9,2%
Pension contributions and other employee benefit costs 1,0 3,3 -70,5%
Termination benefits 15 0,4 281,1%
Total 68,4 62,5

Depreciationand amortisation

Depreciationand amortisationincreadesby € 10.7 million to €69.7million as at DecembeB81, 2016 from €59.0million
in 2015, a 18.2%increasedwhichwasprimarily attributableto a largewrite-down for impairmenton certainindustrial
assetsat our pulp productionfacility inHuelvafollowingits closurein October 2014

Depletion of forest reserves

Depletionof forest reservesdecreasedoy € 1.0 million to €7.2 million as at DecembeBl, 2016 from € 7.2 million in
2015, a12.8% decrease.
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Impairment of and gains/(losses)on disposals,intangible assetsand property, plant and equipment

We recordeda €24.0 million gainas at DecembeBl, 2016 comparedto a €8.6 millionin 2015, a 179.3%increaseboth
of whichwere primarily dueto divestments oftertain forestryassets

Other operating expenses

Other operating expensdacreaseddy €1.6 million to € MI® millionduring 206 frome mp T ®p YA [ 1R Y A Y |

increased Thisincreased Include consulting expenses fbe improvement of plant efficiency and the impact of
extraordinary machinery failures.

Externalservices

Year ended December 31,
2016 2015 Percentage
change
(G in milli (%)

Outside services:

Transport, freight and marketing costs 32,9 33,9 -2,9%

Utilities 32,1 37,9 -15,3%

Repairs and maintenance 21,3 21,0 1,2%

Leases and royalties 50 4.8 3,8%

Insurance premiums 34 39 -13,4%

Independent professional services 4.1 4.8 -14,0%

Banking and similar services 1,2 14 -16,1%

Advertising, publicity and public relations 0,7 0,7 -8,4%

Research and development expenses 1,6 14 14,8%

Other services 26,7 25,4 5,1%
Total outside services 128,8 135,2 -4,7%
Use of emission allowances 1,6 1,7 -2,8%
Taxes other than income tax and other management charges 3,5 3,5 -1,1%
Electricity generation lewy 11,3 11,8 -4,1%
Change in impairment provisions for inventories and bad debt -0,2 0,5 -142,9%
Other non-recurring charges 14,5 5,3 172,6%
Total 159,5 1579 1,0%

Operating profit/(loss)

Profit from operationsdecreasedvy 45.4 %to €72.7 million from € m @ onillion 2015 to 2016. Thisdecreasedwas
primarily attributable to decreasedn pulp prices

Fnanceincome

Financeincom&l & Yl yG+FAyYySR & € ndo YAttA2y> | a GKS alys$s
Changein fair value of financial instruments

We recorded &0.1 million lossin 2016 compared to &14.0million loss in 20%. The loss in 2015 wasimarily dueto
and theinterest rate swaps associated with the project finance facilities funding theI\BOproject in Huelva and the
20-MW project in Mérida qualified as accounting hedges at 31 December. 2014

Finance costs

Finance costdglecreasedoy € o.®million to €20.4 million in 2016 from € p.®million in 2015, a62.246decrease. This
decrease was attributable to the margin reduction of ffr®ject financedebt and the margin in thexisting notes.

Exchangedifferences

We recordeda € m @nitlion currencyexchangeossin 2016 comparedto a gainof € M million 2015 Thislosswas
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primarily attributable to our accountreceivables ant¢rade creditors.
Fnancial gain/(loss)

Financialloss decreasedby € n nrdiliion to €21.6 million in 2016 from € c.Z million in 2015, a 67.3% decrease
primarily dueto lower financecosts.

Profit/(loss) before tax

Profit/(loss) beforetax decreasecdby 23.7 %to € p mndillion gainsin 2016 from ae ¢ million lossin the 2015. This
decreasedvasprimarily dueto lower pulp prices.

Income tax
Incometax decreasedy 28.0%to a€12.4 million expensean 2016 from acreditofe m T #illign in 2015.
Profit/(loss) for the period from continuing operations

Profit from continuing operations decreasdny 22.4%to a €38.7 million profit in 206 from ae n Py IB8dihf A 2y
2015.

ConsolidatedGroup Adjusted EBIDA

ConsolidatedsroupAdjustedEBITDAlecreasedy 61.5t0 €138.0million during2016 from € M ¢ doifiign in 2015. The
decreasedvasprimarily attributable to the lower pulp prices

Restricted Group Adjusted EBIDA

RestrictedGroupAdjusted EBITDAlecreasedy €65.6 million to €104.0million as at DecembeBl, 2016 frome mc P c
million in2015. Thedecreasedvasprimarily attributableto the decreasedn pulp prices

Unrestricted GroupAdjusted EBIDA

UnrestrictedGroupAdjusted EBITDAncreased by 2.8 millionto € d4.0millionin 2016 from € o vndillion in2015. This
increasewas primarily attributableto the contributions of the new 20 MW standaloneenergy generation facility at
Mérida beginningin September2014and the 41 MW biomassenergygenerationfacility at Huelvawhich was part of
the Restricted group since December 2015

Liquidity and Capital Resources
Overview

Liquidity and capital resources descridthe ability of a companyto generatesufficient cashflows to meet the cash
requirements of its business operations, including working capital needscapital expenditures, debt service
obligations, other commitments, contractualobligationsand acquisitins. Our principal sourcesof liquidity have
historically been cash generated from our operating activities, cash raised through bank borrowings, factoring
operations,and, from time to time, the debt and equity capitalmarkets.In October2015, we issuedthe ExistingNotes
andraisede250.0 millionof proceedg(beforetransactionfeesand expenses irtonnectionwith the offering)whichwe
used toreduceour indebtednessand repay existinginterest rate swapsrelated to our existingcredit facilities. Our
principal usesof cashare for working capital needs, capitalexpenditurerelated to the maintenanceof our pulp
productionand energygeneratingfacilities,the improvementof the productivity and efficiencyof our pulp production
facilities,our further expansiorinto the biomassenergy sectorand distributionsto our shareholders.

Cash flows

Followingthis Offering,we believethat our operatingcashflows and our borrowing capacityunder our credit facilities
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will be sufficient tomeetthe cashrequirementsof our businesperations.

However,our ability to generatecashfrom our operationsdependson future operating performancewhichin turn

depends,to a certain extent, on general economic, financiatompetitive market,legislative,regulatory andother

factors, many of which are beyondour control, aswell as other factorsdiscussedn the sections¥ WwA a 1 ar@l OG 2 N&
WYY, dza Merébved weRddnotassure youhat future debt or equity financingwill be availableto us. If our cash

flows are lower than expectedor the cashrequirementsof our businessexceedour projections, wemay berequired

to seekadditional financingwhich may not be availableon commerciallyreasonableterms, if at all. Our ability to

arrange financinggenerally and our cost of capital depend onnumerous factors, including general economic
conditions,the availabilityof credit from banks.other financialinstitutions,andthe capitalmarkets,restrictionsin the
instrumentsgoverningour debt andour general financigberformane.

Thefollowingtable setsout our cashflow datafor the periodspresented:

Year ended December 31,

2016 2015 Percentage
change
6e AYy YAf ) (%)
Cash Flow Data:
Cash flows from/used in operating activities:
Consolidated profit for the year before tax 51,1 67,0 -23,8%
Adjustments for:
Depreciation and amortization charge 67,2 57,2 17,6%
Depletion of forestry reserve 7,2 8,2 -12,6%
Amortization of intangible assets 2,5 1,8 38,6%
Changes in provisions and other deferred expenses (net). 57 2,8 105,6%
Gains/losses on disposal of non-current assets (24,0 (9,0 167,3%
Finance income (0,3 0,3 -17,2%
Finance costs 21,8 66,9 -67,4%
Grants and subsidies transferred to profit and loss 1,7 (2,0) -14,2%
Changes in working capital: i
Trade and other receivables 37,1 (22,1) -267,9%
Current financial and other assets (0,9 (0,2 437,2%
Current liabilities (11,4) 9,2 24,1%
Inventories 0,8 (4,1) -119,7%
Other cash flows from operating activities:
Interest paid (24,3) (47,5) -49,0%
Interest received 0,3 0,3 -17,2%
Income tax recovered (paid) (8,3) 0,7 -1217,3%
Net cash flows from/used in operating activities 122,8 110,6 11,0%
Cash flows from/used in investing activities:
Investments:
Property, plant and equipment (61,0 (54,0 13,1%
Intangible assets (6,5) (5,2) 24,3%
Other financial assets (30,1) (0,1) 42287,3%
Disposals:
Property, plant and equipment 38,7 32,3 19,9%
Other financial assets 0,0 0,0 n/a
Net cash flows from/used in investing activities (58,9 (27,0) 118,4%
Cash flows from financing activities:
Proceeds and payments relating to equity instruments:
Purchase of treasury shares (39,4) (1,1) 3503,6%
Disposal of treasury shares 30,3 5,0 504,0%
Proceeds and payments relating to financial liability instruments:
Increase/(decrease) in bank borrowings, net of loan arrangement costs 26,9 37,6 -28,6%
Grants and subsidies received (0,4) 2,0 -120,7%
Dividends (32,7) (35.,8) -8,7%
Financial instruments (equity swaps) 0,0 (5,3 -100,0%
Translation difference 0,0 0,1 -100,0%
Financial deposit 0,0 0,0 n/a
Net cash flows from financing activities (15,3) 2,5 -716,0%

Net cashflows from/(used in) operating activities

During thetwelve monthsended December31, 2016, our net cashflow from operatingactivitieswase 22.8 million,
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compared to€110.6 million during the twelve months ended December31, 2015, an increaseof €12.2 million. This

increasewasprimarily duelower finance cost.

Net cashflows from/(used in) investingactivities

During thetwelve months endedDecembeBl, 2016, our net cash flow useih investing activities was58.9 million,
compared toe H T rmdillion used during the twelve months ended December31, 2015. Thiswas primarily due the
acquisitionto Enel Green Powe4.07% of the share capital of Energia La Loma, S.A. And 68.42% ch<Ederts

Mancha ENEMAN, S.A., both dedicated to the generation of energy with agricultural biomass mainly from the olive, for

anamountot HH®p YAffAZ2Yy O

Net cashflows from/(used in) financing activities

Duringthe twelve monthsended December3l, 2016, our net cashflow from financing activities was- 15.5million,
comparedto € b dillion for the twelve months ended December31, 2015.0ur principal sourcesnd usesof cashin

the financing activitiesvere:

w ae32.7 million dividendpaymentto our shareholdersduring 2056

w ae7.5milionBankinterloanl Y R € T ®p ®Y A fLdait@fiffandetheyadquingrRestdd the two standalone

to Enel Green Power
w ae9.1millionrelating to equity instruments.

Working Capital

Themovementin componentsof net workingcapitalis asshownin the table belowfor eachof the periods indicated.

Inventories

Trade and other receivables

Receivables from public authorities

Other current financial assets

Other current assets

Trade and other payables

Corporate income tax payable

Other accounts payable to public authorities
Other current liabilities

Working capital

Change in working capital as per cash flow statement

Year ended December 31,

2016 2015 Percentage
change

6e AY YAt (%)
43,6 40,2 8,4%
80,2 122,0 -34,2%
8,8 9,0 -2,5%
9,6 8,7 10,1%
3,6 0,5 654,8%
(158,8) (168,4) -5,7%
(0,1 (0,1 105,3%
(10,7) (7,0 52,2%
(0,0 0,0 -147,1%
(23,8) 5,0 -580,0%
25,6 (35,5) -171,9%

We defineW Wg 2 B AJfaBihvéntdies, plugrade andother receivables, plugeceivablesrom public authorities,
plusincometax receivablefrom the taxauthorities, pluscurrent financialassets plusother current assetslesstrades
and other payablesjncometax payableto the tax authorities,lessother accountspayableto public authorities,less
other current liabilities. Our workingcapital levelsvary as a result of severalfactors, includingthe impact of raw
material pricesand sellingprices,productionstoppagesand maintenancavorks,changesn payment termsn the case
of key suppliers foreign exchangeates, our decisiongo hold inventories andthe operatinglevel of our businessWe
believethat our workingcapital requirementsre inverselyrelatedto the pulp pricecycle.

Asat December3l, 2016, we had non-recoursefactoringfacilitiesin placeunder whichwe are allowedto factor up to
€70.0 million, of whiche47.2 million wasdrawn. Asat Decembei31, 2016 we alsohad confirminglinesin placewith an
aggregatdimit of €105.0 million, of whiche€57.4 million wasdrawn.
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Financial and Other Material Contractual Obligations
Fnancial Obligations
Thefollowing table summariseshe aggregateprincipalamount ofour financialliabilitiesasat December,32016 and

the related amounts fallinglue within the periodsindicated,asadjustedto giveeffectto the issueof the Notesoffered
herebyandthe useof the proceedstherefrom:

Maturities of Financial Liabilities Payments Due by Period

2017 2018 2019 2020 Beyond
Loans and credit facilities 5,3 5,4 22,7 5,6 6
Project Finance 12,7 13,4 13,6 13,6 54,4
Bono High Yield 250
CDTI and other indebtedness 1,3 1,2 1,2 6,1 315
Total Financial Liabilities ’ 193 20 375 253 341,9

1) Representshe project finance arrangementsfor the Huelvaand Mérida standalonebiomassenergy facilities, which are part of the
UnrestrictedGroup.

(2) Representstwo bilateral loans,each of which amounts toe 7.5.millionwich are part of theJnrestrictedGroup

Other Material Contractual Obligations

We are party to a longerm contractfor the supply of natural gas. Undtre terms of this contract, we are committed

to acquire 206 GVof natural gas per annurgwith the flexibility to eitherincreaseor decrease this amount by 20%).

The contractexpires in December 2017; if we have not consumed 80% of the total volume of natural gas we have
committedto acquire undethe contractby thistime, we may either extend the length of the contramtpay a small
penalty.

In addition to the above obligationye enterinto a large number of shortand longterm agreements forthe
purchaseof standing timber or biomassiowever, we do not considéhat any of these agreements individually to be

a materialobligation.

Our ability to makescheduled paymentsf principalof, or to pay thentereston, or to refinancepur indebtedness
(including the Notes), or to fund our other contractual obtigas, will dependon our future operatingperformance,
which in turn depends, to a certainextent,ongeneral economic, financial, competitive market, legislative,
regulatoryand other factors, many of which are beyond our control, as well as other faaiscussed y¥ wWR a |
CFHOU2NRQQ YR WW. dZAAySaaoQQ

Off-Balance Sheet Arrangements

Under the Spanish Greenhouse Regulations we are reqtorefitain certaingreenhouse gas emission authorisations.
From January 2013 to January 2020, our regulatory allmcaif COZightswas reduced from an averagé 657,970
tonnes annually in the period from 2008 to 2012, to an average of 107,848 tonnes annually, which cisfiei for
our operational requirements. Howevewne securedsufficientemissions rights toconduct our activities and are
contractuallycommittedto the forwardpurchaseof allowances covering a total of 551,000 tonniesjuding 401,000
tonnesl G | LINAOS 2F empodyTkii2yyS SESNOANEI octvP dlyyp k5 S HY B0 SN
December 2018. Following the termination of the pulp production activity in Huelva, incladyas cogeneration
facility with a capacity of 50 MW (thmain consumebpf CO2emission rights in our group), it is estimated tisatmeof
the rights which v have committed to purchasemountingto approximately234,672 tonnesf rights,will not
be usedduringthe period of the currenEU plan for 201&020. Therefore, for accountimurposesa
marketvaluation has been used, which has led totherecogniti 2 ¥ | LINB@#idna A2y 27F ¢

We are exposedin varyingdegreesto a variety of market risks.The Boardof Directors,with the assistanceof senior

managementdefinesour risk managementcriteria and approvesthe specificpoliciesappliedto managecommaodity
price, exchangerate, interestrate, credit and liquidity risks,and the use of derivative financialinstrumentsfor risk
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managemenpurposes

Thefollowingtable summarise®ur estimatedderivativepositionsasat December31, 2016, asadjustedto give effect
to the issueof the Notesoffered herebyandthe useof the proceedstherefrom:

As at December 31, 2016

Non-current Current

Liabilities/Assets Current Assets liabilites Liabilities
0e AY YAfftAZ2yao
IRS Swap-Project Finance 0 7.8 2.7
Currency Hedges 0 3.9 10.5
Hedging Pool Price 0 0 1.6
Total 0 0 14.8

Themainfinancialrisksfacingthe Group,andthe policiesand controlsadoptedto mitigate them, are asfollows.

Commodity Price Riks
Pulp price

Theprice of pulp is establishedn an activemarket, theevolution of which significantlyaffectsour revenues. Changes
in pulp prices affect the cashflows obtained from sales.Pulp pricesdisplaya cyclical nature, and there hdseen
consicerablepricevolatility in recent yearsPrice movements arassociatedvith changesn volumesor the conditions
dictatingsupplyanddemand, asvell asthe financialsituation of firms operatingin the market.

In order to mitigate this risk, we have made significantinvestmentsin recentyearsto raise productivity and improve
the quality of the products we setb the market. We estimatethat a 5% increase ithe internationalpulp pricein
euro would haveincreasedour Consolidatedsrouprevenuesby approximately3.5%in the year ended December 31
2016.

Energyprice

For purposesof our Energy Business, wiad previously hedged electricity prices througthe use of derivative
instruments.Based onGroup’s revenue, a 5% change in the tariffs that detee the revenue generated by the
energy business would have an impattevenue of approximately 3%in the year ended December 34016.

Timber supplies

Eucalyptus timbers the main raw material input in the productionof pulp, and itsprice is subjct to fluctuationsdue
to regionalchangesn the balanceof supplyand demand,andthe needto accessnarketsin other regionswhenlocal
suppliesare insufficientto meet demand, resultindn higherlogisticalcosts.We alsomaximisethe valueadded inour
products byincreasing ouuse of certified timber, whichis more costly. We estimatethat a 5% increasén the price
per cubic meterof eucalyptustimber usedin the productionprocesswould have reducedour operating margin by
approximatelye9.1million in the year ended December 32016.

Foreign Exchange Risk

Although themajority of our salesare made inthe Europeanmarket, revenues fromsalesof pulp are affected by the
U.S.dollar/euro exchange ratdecausethe benchmarksaleprice of pulp onthe internationalmarketis calculatedin
U.S.dollarsper tonne. Sinceour coststructureis primarilyin euro, changesdn the U.S.dollar exchangeate canhavea
significantimpact on earnings volatility We estimatethat a 5%increase irnthe international pulp price in euro would
haveincreased ouConsolidated Groupevenues byapproximately3.1%in the year ended December 32016.

We continuously monitorour foreignexchange risland, from time to time, enter into certain hedging transactions
when deemed appropriate in order to eliminate the uncertainties arising from fluctuations in foreign currency
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exchangeaates, andn particularto fluctuations inthe valueof the U.S.dollar and the euro. Whilstthe majority of our
salesare made inthe Europeammarket, revenues fronsaleof pulp are affected bythe U.S.dollar/euro exchangeaate
sincethe benchmarksaleprice on the international marketis in U.S.dollars pertonne. As ofDecember 312016, we
arrangedtunnel structure options for the period from January 2017 tdecember2018 over U.S.dollarsto hedge
future revenue benchmarkedto that currencyin a notional amount of $541.7 million; the exercisepricesfor the
options purchasedrange between b k @989 and b k £132 and, for the options sold,between $/e 1.180 and P K €
1.100.

All hedging schemes are subject to the approvaloaf Board of Directors. The negative market value of these
AYyadNHzySyida a 2F 5SOSYmiioll omX Hnamc | Y2dzyida G2 € wmnop

Interest Rate Risk

Followingthe Offering,the RestrictedGroup willhavelimited exposureto floating interest ratedebt sinceits primary
obligation will be the Notes offered hereby. However, theUnrestricted Group is exposedto floating rate debt,
primarily due to its project financingarrangement. & use interest rate swapcontractsto manage ourexposureto
interest rate movementson portions ofsuchexistingdebt. Asat December3l, 2016, our hedgesassociatedvith the
projectfinancingof our Hudvaand Mérida facilitiescovered84%of the Project FinanceAmount.

Credit Risk

We are exposed to credit risk in respect of outstanding balances receivable from customers, particularly in our pulp
business. We manage this risk by entering into creditirassce policies, which assign credit limits to each of our
customers based on their credit quality as determined by the insurer. These policies provide cover for between 75%
and 90% of our trade receivables associated with the sale of pulp. Provisionsadee for overdue balances where

there is evidence of impairment, as well as for all receivables overdue by twelve months or more that are not covered
by credit insurance policies. With respect to credit risk relating to our energy generation businesgnpéyobtained

from the Iberian electricity system.

Liquidity and Asset Management Risk

We are exposed to both liquidity and asset management risk. We manage these risks by closely monitoring the
maturities of our bank borrowings and ensuring that themee sufficient committed loan facilities (including
refinancing, if necessary) to cover forecasted cash requirements, as well as taking such risks into account in our
consideration of any dividends to be distributed.

Critical Accounting Estimates and Judgnts

Our consolidatedfinancial statements are prepared in accordancewith IFRS.The preparation of these financial
statementsrequires managementto make estimatesand judgementshat affect the reported amounts ofassets,
liabilities, revenueand expenss. Changes ithe economicenvironment, financiamarketsand any other parameters
usedin determiningsuchestimatesandjudgementscould causeactualresultsto differ.

Our accounting policieare more fullydescribedin Note 4 to our audited consolidded financial statementgor the
year ended December31, 2016. We believe the following policiesto be the most significantpoliciesthat require
managemento consider matterghat areinherentlyuncertainor to makesubjectiveand complexjudgements.

Assessment of Possible Impairment Losses on Certain Assets
We test tangible and intangible assets for impairment to determine whether the recoverable amount of the assets has

been reduced below their carrying amount. The recoverable amounts are calciditatedch of our caslgenerating
units. The recoverable amount is the higher of fair value less costs to sell and value in use. In order to calculate value in
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use, the estimated cash flows from the cagtnerating unit are discounted applying a discouneregpresenting the

cost of capital, taking into account the cost of borrowing and business risks. Where it is estimated that the recoverable
amount of an asset is less than its carrying amount, the latter is written down to the recoverable amount and an
impairment loss is recognized in the consolidated income statement. If an impairment loss subsequently reverses, the
carrying amount of the caspenerating unit is increased to the revised estimate of the recoverable amount such that
the increased carryingnaount does not exceed the carrying amount that would have been determined had no
impairment loss been recognized in prior years. A reversal of an impairment loss is recognized as income.

Useful Life of Property, Plant and Equipment and Intangible Assets

We calculatethe depreciationof our property, plant and equipmenton a straightline basisat annualratesbased on
the yearsof estimatedusefullife of the assetsasfollows:

Estimated Years of

Useful Life
BUIIdINGS. . . . o 25¢60
Plantandmachinery . . ...... .. . 8¢25
Other fixtures, tools and furniture. . . ... ... . . . e 5¢l12
Other items of property, plant and equipment. . . ................. ... ........ 5¢10

Whilst land is consideredto have an indefinite useful life and is therefore not depreciated, investmentsnade in
buildingsconstructedon land granted under administrativeconcessionsre recognisedunder W . dzA fTiRskcgstd & ® Q Q
and thecostof any otherpermanentfixtures locatedon concessionand is depreciatedoverthe shorterofthe 8 8 S Q&
usefullife or the term of the concession.

Fair Value of Financial Assets, Financial Instruments and Derivatives
Financial Assets
We classify our financial assets into twategories:

l. Loans and receivablegade receivables and financial assets with fixed or determinable payments arising from
non-trade operations arising from the sale of goods or the provision of services.

Il.  Availablefor-sale financial assetghese include dbt securities and equity instruments of other companies
that are not classified in any other category.

Financial assets are initially recognized at the fair value of the consideration given plus any directly attributable
transaction costs. Loans and regables are measured at amortized cost. We also recognize impairment losses in the
consolidated income statement where it is determined that the financial assets present recoverability risks.
Availablefor-sale financial assets are measured at fair value, the gains and losses arising from changes in fair value
are recognized in consolidated equity until the asset is disposed of or it is determined that it has become permanently
impaired, at which time the cumulative gains or losses previously recogaieetaken to the net consolidated profit

or loss for the year.

We derecognize a financial asset when it expires or when the rights to the cash flows from the financial asset have
been transferred and substantially all the risks and rewards of ownership lbeen transferred. However, in transfers

of financial assets in which substantially all the risks and rewards of ownership are retained, we do not derecognize
such financial assets and recognize a financial liability for an amount equal to the coneitlezagived.

Financial Liabilities

Financial liabilities include accounts payable by us that have arisen from the purchase of goods and services in the
normal course of business, and those which, not having commercial substance, cannot be classifiedatised
financial instruments.
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Accounts payable are initially recognized at the fair value of the consideration received, adjusted by the directly
attributable transaction costs. These liabilities are subsequently measured at amortized cost. We dieefiogncial
liabilities when the obligations giving rise to them cease to exist.

Derivative financial instruments and hedge accounting

We use financial derivative instruments to hedge against exposures to certain financial and market risks, including
foreign exchange, commodity and interest rate risks. These financial instruments are initially recognized at their cost of
acquisition and the necessary valuation adjustments are subsequently made to reflect their fair value at any given
time. Writedowns a6 NX 023y AT SR dzy RSNJ a5SNA DI G§APS&aé Ay (KoScksD2y a2t
FNB NBO23yAl SR dayRENWE @I CANYD §20ME ¢ K aPBliaya 2N t2aa8a 2y
the consolidated income statement, unletbee derivative has been designated as a hedging instrument, in which case

it is recognized as follows:

() Fair value hedgeshoth the hedged item and the hedging instrument are measured at fair value, and any
changes in the value of either are recognizedhe consolidated income statement. Effects are offset in the
same caption of the consolidated income statement.

(i) Cash flow hedgés / KIFy3Sa Ay GKS FIFAN @I ftdzS 2F FAgluagodA I § F
I R2dza G YSyYy (i & ®¢ os$ & FainQatnguizied undeilis heading is transferred to the consolidated
income statement to the extent the underlying has an impact on the consolidated income statement, so that
both effects are offset.

In order for these financial instruments to qifglfor hedge accounting, they are initially designated as such and the
hedging relationship is documented. We also verify, both at inception and periodically over the term of the hedge, that
the hedging relationship is effective, i.that it is prospedt/ely foreseeable that changes in the fair value or cash flows

of the hedged item (attributable to the hedged risk) will be almost fully offset by those of the hedging instrument, and
that, retrospectively, the gain or loss on the hedge was within a raid@®;125% of the gain or loss on the hedged

item. The part of the hedging instrument that is determined to be ineffective is immediately recognized through the
consolidated income statement.

The fair values of the different financial derivative instrungeig calculated by discounting expected cash flows based
on conditions in both spot and futures markets at the calculation date. All of the methods used are generally accepted
by financial instrument analysts.

Hedge accounting is discontinued when the hedgno longer highly effective. In this case, the cumulative gain or loss
arising on the hedging instrument that was recognized directly in equity is maintained until the expected commitment
or transaction materializes, when it is transferred to the cdiggded income statement. Where the commitment or
transaction envisaged is not expected to occur, any accumulated gain or loss previously recognized in equity is taken to
the consolidated income statement.

The fair value of financial instruments of thisi&iwhich are not traded on an active market is calculated applying
measurement techniques that maximize the use of observable market data, and to a lesser extent, estimates. On this
basis, the measurement techniques applied to derivative financial instngsnare, in general, secoddvel methods,
because the key data employed to calculate fair velinéerest rate curves and the cellulose pulp price curve) are
observable.

Equity instruments

An equity instrument represents a residual ownership intereghimequity of the Issuer once all of its liabilities have

been deducted. The equity instruments issued by the Issuer are recognized in equity for the amount of the proceeds
received, net of issuance costs. Treasury shares acquired by the Issuer arezeg@grihe value of the consideration

paid and are presented as a reduction in equity. The gain or loss arising on the purchase, sale, issue or redemption of
treasury shares is recognized directly in equity. No amounts are recognized irctimedrstatemenin this respect.

Commitments with Employees

The fair value of the SpecialVariable ExecutiveaCompensationPlan, our managementincentive plan, has been
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determinedusingthe BlackScholesnethod, whichis generallyacceptedfor financialinstruments ofthistype.
Provisions

The consolidated financial statements include all provisions where there is a likelihood an obligation will have to be
settled. Contingent liabilities are not recognized in the consolidated financial statements but rather are digclteed
accompanying notes, unless the possibility of an outflow in settlement is not considered remote.

Provisions, including variable employee remuneration, are measured based on the present value of the best estimate
possible of the sum necessary to cehor transfer the obligation, taking into account the information available on the
event and its consequences. Adjustments to provisions are recognized as finance costs as they are accrued.

Deferred tax assets

Deferred tax expenses or income relate t@ tfecognition and derecognition of deferred tax assets and liabilities. These
amounts are measured at the tax rates that are expected to apply in the period when the asset is realized or the liability
settled. Deferred tax assets are recognized to the eixthat it is considered probable that the Group will have taxable
profits in the future against which the deferred tax assets can be utilized. Deferred tax assets and liabilities arising from
transactions charged or credited directly to equity are alsmgmized in equity. The deferred tax assets recognized are
reassessed at the end of each reporting period and the appropriate adjustments are made to the extent that there are
doubts as to their future recoverability. Also, unrecognized deferred tax assetseassessed at the end of each
reporting period and are recognized to the extent that it has become probable that they will be recovered through
future taxable profits.
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BUSINESS

We are a pulp and energy production company and rank amongst the largest pulp businesses in Europe. Our Pulp
Business is the largest producef market BHKP from eucalyptus in Europe, measured by capacity, with an annual
maximum installed capacity df,07Q000 tonnes of pulp as at December 31, @0During the twelve months ended
December 31, 23, we producedd31,433tonnes of pulp across our twpulp production facilities located in Navia

and Pontevedra, Spain. Our ptipked energy generation and cogeneration activity, through which we produce
energy, sell it to the grid and then repurchase it to power our pulp production facilities, hadstalled capacity of

112 MW as at December 31, 261In addition, as aDecember31, 206, we owned or managed, pursuant to leng

term arrangements71,340hectares of forest land.

Our standalone Energy Business, which is run separately from our Pulp Budiael an installed capacity as at
December 31of approximately 143 MW across three energy generation facilities located in Huelva and Mérida, Spain
and including thewo new facilities acquired from Enel Green Powe€iudad Real and Jaén.

We are publicly listed on the Madrid, Barcelona, Valencia and Bilbao StockExchangesthrough the Automated

Quotation System(ContinuousMarket) (Bolsas de Valores de Madrid, Barcelona, Valencia y Bilbao, és tdzl

Sistema de Interconedi Bursitil espdiol, Mercad Continuo)with a market capitalisation of €628.2 million asat
December3l, 2016. For the twelvemonthsendedDecembel31, 2016 we generated ConsolidateGrouprevenueof

€ c np dn, Cotsdlidatedss6up Adjusted9 . L ¢ 5! 2F emoy ®n ted Glodpleduyentfreé Rash 2 y & 2 f
flow (excluding one off payments, expansion and environmental capex and divestments and shareholders
remuneratiord  20B.1 raillion

BusinessAreas

We currently organise oureconomic activitiesinto two business areascompising our Pulp Business and our
standalone Energy Business. The Issuer and its subsidiaries engaged in our Pulp Business will comprise the Restricted
Group and will be subject to the restrictive covenants under the Indenture. The subsidiaries of theeBgaged in

our Energy Business will be designated as Unrestricted Subsidiaries within the meaning of the Indenture and will
therefore comprise the Unrestricted Group and not be subject to the restrictive covenants under the Indenture.

Pulp Business

We ae the largest BHKP producer in Europe, focused on eucalyptus pulp, with an annual maximum installed capacity
of 1,070,000tonnes as at December 31, Z)Imore than 18% above that of the next largestrket BHKP producer in
Europe. For the twelve months ead December 31, 2@l our Pulp Business generated Restricted Group revenue of

€ 514.3 million (representingB4.9% of our Consolidated Group revenue), Restricted Group Adjusted EBIEDSM.6f

million (representingr5.4% of our Consolidated Adjusted EBITDA), comprised asseisldf.5 million (representing

92.6% of our ConsolidateGroup assets).

Our activities within our Pulp Business are organised into three segments: Pulp, which includes dimkpdlpnergy
generation and sales activities; Pulp forest assets, which includes our forestry management and eucalyptus timber
procurement activities;and Forestservices other.

We have two pulp production facilities in Navia and Pontevedra, Spain. During the twelve months ended December 31,
2016, we produced an aggregate &f31,433tonnes of eucalyptus pulp from our pulp productidacilities,
representing a utilisation rate @&7.05%

We principally sell our pulp to customers in western European countries (particularly Germany, Italy, Spain and France)
where we are able to leverage our logistical advantages which we believe makbighquality products cost
competitive with foreign imports of pulp into the European Union. During2@le exported approximately8% of

our eucalyptus pulp production to the western European market (excluding Spain). Including Spain, we hold a
estimaed 11% market share in Western Europe, which is the largest global pulp naftkeChinaand a net importer

of market pulp. We hold leading positions in market share by volum8ftKP in each of Germany, Ibeitaly, Poland

and France, the principaharkets for our pulp products, which accounted f@%, B%, B%8%and 7% of our sales
volume, respectively, for the twelve months ended December 3162D1uring the same period, we also exported our

pulp products to other western European countrid8%) andto eastern European countrigd0%)as well as, on an
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opportunistic basiso countries outsidef Europe 4%).

The following chart shows the sales (by volume) of our pulp products by country for the twelve months ended
December 31, 208

Other Western
Europe
France 18%
7% Other

Poland - T 4%
8% =

Germany
23%

Italy
13%

Eastern Europe
10% Iberia

18%

SourceCompany records.

Our sales are focused on emuharket paper segments with high forecasted growth rates. Our biggestrarétet by

volume is the tissue segment (generally used for the production of household and hytjspusable products), which
represented 8% of our pulp sales by volume during BORAccording to RISI, the tissue segment benefits from a
resilient and stable endustomer demand, and is forecasted to grow globally at a CAGR by volun#wfr8m2016

to 2021, which is, according to RISI, the highest forecasted CAGR amongst the various paper segments by global
demand during that period. Of the remainind% of our pulp sales by volume for B)B1% came from specialty

paper and packaging segments, inchglibeauty products and whiteop packaging, whils8% came from the P&W
segment. According to RISI, the specialties and packaging and the containerboard segments are expected to grow
globally at a CAGR by volume 2% and %%, respectively, fron2016 to 2021, whilst the P&W and newsprint
segments are expected to shrink globally at a CAGR by voludé26fand3.6%, respectively, from 26 to 2021.

The following charts show the percentage of our sales by volume generated from eachaeket for 205:

Uncoated P&
Specialties N WCoated P&W
7% 1%
31%

Packaging
2%

Tissue
59%

Source: Compamgcords.

As part of the pulp production process, the eucalyptus wood is separated into fibre, water and lignin. To produce
energy, we burn the lignin to heat water, creating steam that is then converteddiectricity, which is in turn sold to

the grid and repurchased for use in the pulp production process. This use of such energy is referred to as
YYo23aSYSNIGA2YyQQ YR Aa |y AyGS3aINIE LI NI 2F 2dNbet dzf LI
wasted and convert it into electricity to power our pulp production facilities. We also independently generate energy

at an energy generation facility in Navia to supplement, when necessary, the energy cogenerated in the pulp
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production process at auNavia pulp production facility. Our two cogeneration facilities at our Navia and Pontevedra
sites are fully integrated into our respective pulp production facilities at those sites and are primarily fuelled by the
lignin produced during the wood separaii process, whilst our independent energy facility at Navia is fuelled by waste
and agricultural residue (consisting of both wood barks and other wmaskd residues related to our own harvesting
activities and purchased from third parties). We currenthvé a total installed energy generation and cogeneration
capacity of approximately12 MW within our Pulp Business.

LEf 2F 2dzNJ 3SYSNIci A2 OFTRAOASA G VR LEADKIESYRRETL SYS adzOK
is sold at aspecific level of remuneration that includes the price obtained in the Spanish wholesale market, as well as
an amount intended to cover the costs (both in terms of our investment in the facility itself and our operational costs)
that we are otherwise unabS (2 NBO2@GSNJ 2y GKS {LIyArakK StSOGNROAGER
electricity required to power our pulp production processes is subsequently repurchased at a market rate (plus an
access toll). For more information on the regulationyegming our renewable energy generation activities, Sahe

the waste and agricultural waste that we use to fuel our independent energy facility at Navia is waste from harvesting
activities related to forestry management activities.

Finally, our two othersegments within our Pulp Business consist of: (i) the management of eucalyptus plantations
(primarily comprised of the globulus variety of eucalyptus) owned by third parties pursuant tedomgforestry
management contracts; and (i) the sourcing, pasd and supply of timber to our facilities, both through the
purchase and supply of such timber from third parties in Spain or Portugal, as well as from our own forestry assets,
including through overseeing the harvesting and/or transport of this timbesur facilities.

We have over 55 years of experience in the forestry business. As at December @1lw20hanaged approximately
71,340 hectares of forest plantations, of which we owned approxima@9o, with the remainder being managed in
collaborationwith third parties. Under typical management arrangements, the land continues to be owned by a third
party, whilst we manage the preparation, planting and maintenance of the land. These arrangements usually have a
duration of two to three rotation cycle§he period necessary for a tree to grow and reach a harvestable maturity), or
approximately 30 years.

Our increasing ability to source wood at competitive prices from local wood suppliers and landowners and the low
contribution of our owned plantationshithe supply mix for our Pulp Business (wood from our plantations accounted

for only 1.4% of our total wood supply as at December 31, 804as led us to look for opportunities to divest our

forestry asset base and move towards an adiggtt forestry mangement model. We divested 27,780 hectares in
Uruguay and an additional 2,608 hectares in Portugal, both of which closed in 2013. We intend to continue to look for
opportunities to reduce our forestry asset base in Spain, particularly in our remainingrjolasds in southern Spain

where we no longer engage in pulp productigndzNA y 3 Hnamc S KFR NIAaSR e€oydTt YA
AYyiSyidazy G2 N2OnEl®n durinl 2027 thioxgh disBdsals frem the sale of energy crop assets.

Enegy Business

Our other core business is our standalone Energy Business, which corresponds to our reportable segment. Our Energy
Business will be operated by subsidiaries designated as Unrestricted Subsidiaries under the Indenture and therefore will
not be subject to the restrictive covenants of the Indenture.

Our Energy Business, which is primarily fuelled by agricultural and forest waste residues (consisting of both wood
barks and other woodbased residues related to our own harvesting activities anccipased from third parties),
generates renewable electricity independently from the plifked energy we produce as part of our Pulp Business.
We sell all of the electricity that we produce in our Energy Business to the national electricity grid in Spain.

We currently operatdive standalone energy generation facilities in Spain, located in HuMésda, Ciudad Real y

Jaén Our two standalone energy generation facilities in Huelva are comprised of a 50 MW biomass energy generation
facility, which we to& possession of in February 2013 following the completion of its construction, and a 41 MW
generation installation that was reactivated after the shutdown of our pulp production facility at Huelva. We also
operate a 20 MW biomass energy generation facilityMérida, which we took possession of in September 2014
following the completion of its constructio®on December 29, 2016se acquiredto Enel Green Powed4.07% of the

share caital of Energia La Loma, S.Ada68.42% of Energias de la Mancha ENEMAN, i#th dedicated to the

generation of energy with agricultural biomass mainly coming from the olivésf 2 F (KSa$S &It ® QA @A $:
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and purchase system and are entitled to preferential Regulated Remuneration as well as guaranteédhsaénergy
generated.

Our Energy Business currently has a total installed capacity of approximd®MW. For the twelve months ended
December 312016 our Energy Business produced revenues ob p mithign (representindl4.7% of our Consolidated
DNR2 dzLJ NB @Sy dzS0v | y R34.17Rdlidea(igdeRenti®g24.64%% of ou Gonselidated Group Adjusted
EBITDA).

Industrial Footprint
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We have a higlguality asset base underpinning owstrong operating and environmental performance, having
invested, between 2009 and December 31,@01 2 PI3XNA et A2y Ay 2dzNJ O2y a2t AR2M4ISR | 3
million was invested in our pulp production assets, including in our pulp producticitity at Huelva which is no

longer operational).

We support internationally recognised standards on health and safety and voluntarily adhere to applicable
environmental and pollution prevention best practices, and also adhere to internationally reedggisdelines on

corporate responsibility and sustainability. As at December 316,28(dproximately65% of our owned forestry assets

GSNBE OSNIATASR dzy RSNJ GKS t NPINIYYS F2N (iKS 1®0/uRdeNER S Y Sy i
Forest{ 1 S NRaAKAL) / 2dzy OAf oOoWWC{/ QQ0 &OKSYSs o0620(K 2F 6KAC
promoting sustainable forest management. We intend to continue focusing on the sustainability of our production as

well as to continue complying withrgt environmental standards.

Our History

Formation

The origins of our company date back to 1957, when Empresa Nacional de Celulosa de Pontevedra, Empresa Nacional
de Celulosa de Huelva and Empresa Nacional de Celulosa de Motril were created biitthe Macional de Industria

(an industrial holding institute owned and managed by the Spanish government). In 1968, these companies merged,
creating Empresa Nacional de Celulosa, S.A., our predecessor company. Our predecessor company was set up at its
inception with an export focus that we maintain today. In 1987, the Motril facility was sold and, in 1999, we acquired

full ownership of Celulosa de Asturias, S.A., which owned the Navia facility. We underwent two partial privatisations in
1990 and 1995 (whitincluded public listings), followed by a full privatisation in 2001. The configuration of our pulp
production and forestry activities took place in 1995. We began generating renewable energy in 1997.

Group Efficiency Initiatives and Optimisation of Praction
Our company has faced significant market, regulatory and other external changes and demands. Our management has
taken action to align our operations to such conditions, including undertaking significant transformation of, and

changes in, our stratgy over the last eight years, thereby demonstrating our ability to quickly adapt to the changing
economic and regulatory environment.

Prior to 2009, our management was focused on several capihsive growth projects running in parallel (including
a brownfield pulp and energy capacity expansion at Navia and Huelva, Spain, a greenfield pulp production project in
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Uruguay, as well as, in line with the theristing renewable energy regulatory regime in Spain, a pipeline of biomass
projects), which were mezaged with internal financial and construction resources. During this period, our revenue
from our energy generation business represented less than 10% of our total revenue, and we financed our biomass
expansion projects on our balance sheet. As a consetpief this focus on growth, we were highly leveraged. We also
operated a forestry ownership business model with only a limited focus on sourcing wood from third parties.

FomHnamn 2y &l NRasx 2dzNJ YIyI3ISYSyidQa ¥F2 Odsiitotost Bptindisated ahd 3 & & ¢
efficiency improvements across our pulp production facilities to exploit the business cash flow potential and to better
protect our financial performance during challenging macroeconomic periods. As a result, we reduced gtseahdo
introduced our Total Quality Management programme in 2011, designed to drive operational efficiencies, balance
maintenance capital expenditure requirements across our facilities and significantly improve utilisation rate and
productivity levels. IrMay 2014, we introduced our Competitiveness Recovery Plan aimed at offsetting the negative
impact of regulatory changes in Spain that eliminated cogeneration premiums (which we estinggd@ million on an
annualised basis based on the historical perfarmce of our facilities). As part of this strategy, we shut down our pulp
production facility in Huelva in October 2014 (which had a-2re ¥ y S3F G A PGS AYLI OG 2y 9. L¢5
GKS aSO02yR KFfF 2F wnmnoO |y Rat&uf remaiiggpilSpRoductiarcfaciitigstint Naxgay A Y
and Pontevedra and at our headquarters in Madrid, 90% of which had been realised as at Decembet.31, 201

LY FRRAGAZ2Y S RdzMNmiBn im resirgcliringscdsts kedlatedRto the shutdowri our Hueba pulp
production facility. Theseestructuringcosts related primarily to the cancellation of contracts in relation thereto

We also made efficieneMB f I G SR A y @B8milliwnSdyiringi 208 & ouk fadlities in Navia and Pontevedra
During 2016 wefinisheda capacity increase @D,000 tonnes at our Navia pulp productiacility.

As a result of our adaptation process, we have been able to significantly reduce our net debt as well as successfully
adapt our business, strategy and fodosmovements in pulp prices, changes in the regulatory environment and cost
pressures. We have also put in place a conservative financial policy, characterised by low leverage and adequate
liquidity, which is a fundamental element of our strategy to funtlenhance the resilience of our business.

Our Key Strengths
Leading MarketPositions

We are the largest BHKP producer in Europe, focused on eucalyptus pulp, with amhraarimaum installed capacity

of 1,0700,00. tonnes as at December 31, Z8)Imore than 18% above that of the next largest BHKP producer in Europe.
During 2086, we exported approximately32% of our eucalyptus pulp production, primarily to customers in the
western European market, the largest global pulp markiér Chinga where we have mestimated market share of

11%. We hold a leading market position in terms of market share by volume for our pulp products iof G&etmany,

Iberig Italy, Polandand France, the principal markets for our pulp products, which accounted for 23%, 18%%d3%

and 7% of our sales volume, respectively, for the twelve months ended December 31, 2016. During the same period,
we also exported our pulp products to other western European countri8%ofand to eastern European countries
(10%@s well as, on aopportunistic basigo countries outsideof Europe (4%).

We believe that our leading market positions provide us with significant economies of scale and flexibility, and thus a
competitive advantage over South American pulp producers in particular. In additienadaptation of our pulp
production processes to the changing demands of customers for certain types and grades of pulp and for the use of
either the elemental chlorine free (ECF) or the totally chlorine free (TCF) bleaching method helps us towetain o
leading market positions.

Focuson Key Growth Segment®f the Paper Market

The type of pulp that we produce, BHKP, is made from hardwood (eucalyptus), whose shorter fibres make this type of
pulp generally better suited to the manufacturing of tissueppr, which is a segment that exhibits particularly strong
growth potential in our core markets. Short fibres are also the best type for the manufacturing of-fnesogaper

with good printability, smoothness, opacity and uniformity. By contrast, pulp nfiahe softwood (or long fibre), such

as pine, spruce or fir, has longer fibres and is generally better suited for the manufacturing of paper that requires
durability and strength.
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The global BHKP market grew at a CAGR by volume of approxirBa@#yoverthe period from 2006 to 2016,
compared to the market for BSKP, which grew at a lower CAGR%f dver the same period. According to RISI,
growth in the BHKP market is expected to continue over the period frord 802021 at a global CAGR by volume of
3.0%, including by a CAGR 2% in Europe, primarily driven by continued underlying growth in the demand for
tissue.Our hardwood eucalyptus pulp is highly suited to the tissue segment in particular, which accounf&eforf

our pulp sales by volume foi026. According to RISI, demand in the tissue segment is forecasted to grow globally at a
CAGR by volume of536 per annum over the period from 2810 2021. We believe that our ability to adapt our pulp
production process to create specialty pulp produgarticularly products intended for the tissue segment, leads to a
differentiated and less commoditised product and hence increased customer satisfaction and retention. For example,
different customers require different degrees of whiteness or softnesthénpulp they use to manufacture various
products including decorative paper, cigarette paper and paper for money, which we are able to adapt our production
processes to produce. We are also able to produce pulp with different levels of bulk and paxesitg|l as types of

pulp that do not require significant amounts of processing by-emstomers.

Of the remaining 4% of our pulp sales by volume for, H)B1% came from certain specialty paper and packaging
segments, including beauty products and whitg packaging, whilsB% came from the P&W segment. According to

RISI, the specialties and packaging and the containerboard segments are expected to grow globally at a CAGR by
volume 0f2.4% and 6%, respectively, from 2@lto 2021, whilst the P&W and nesprint segments are expected to

shrink globally at a CAGR by volume dP®and3.6%, respectively, from 2@lto 2021. We also believe that because

short fibre pulp is primarily used to make household paper products, the BHKP market has been affediedrgign

less by the trend towards digitalisation that has adversely affected the market for paper used for newspaper, office
products and advertising.

StrongFocuson CostLeadership

Our focus on cost reduction across all of our business activitiekjding through improving the cost base and
production efficiency of our pulp production facilities, shifting from a forestry ownership to a forestry management
business model, divesting narore assets, increasing and stabilising production and reducieghead costs, has
allowed us to optimise our business and run it more efficiently. For example, we introduced our Total Quality
Management programme in 2011, which is designed to drive operational efficiencies, balance maintenance capital
expenditure reqirements across our facilities and significantly improve utilisation rates and productivity levels. More
recently, our Competitiveness Recovery Plan, introduced in May 2014, enabled us to quickly and effectively respond to
the evolving regulatory environnmt in Spain, and, in particular, to offset the negative impact of certain regulatory
changes resulting from the completion of a structural reform of the Spanish energy industry undertaken by the Spanish
government during 2012 and 2013 and which we belieas established a stable energy generation framework under
which we can develop our business in the meditolongterm, through the implementation of a comprehensive cost
optimisation strategy. As part of this plan, we completely shut down our pulp mtémtu and energy cogeneration
activities at Huelva in October 2014, which were no longer profitable due to a reduction in cogeneration premiums,
cost inefficiencies at this particular facility and a lack of local timber supplies. At our other factlitievia and
Pontevedra, we have also increased our focus on automation, which has enabled us to reduce our workforce and
other costs, and plan to continue to work to reduce raw material usage and, more generally, to increase operational
efficiencies at tiese facilities

As a result of these initiatives, our Cash Costs decreas8®byT N 354.8per tonne in thefourth quarter 2015to

€340.9per tonne in the fourth quarter 2016. In addition,our TotalAverageCosts in the year ended December 31,
2015 and in December 31, 2615 S NE59.04.JS NJ (i 2 y3%6S pelr tgniRe, respectively.
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StrategicallyLocated Productiorfracilities

Our two pulp production facilities are strategicallyjocated along thenorthern Spanish coast, irtloseproximity to
a significantsupply of wood, our core customer baseand port terminals. The strategiclocations of our pulp
production facilities, and our abilityto manage the logisticand supplychainelements ofshipping and delivery to
13 different ports, givesus an advantageover South Americanpulp producersin particular,sincethis enables us
to (i) maintain lowtransportation costs (using a combinationof trucks, trains, vesselsand barges), (ii) reduce
inventory levelsand (iii) provide quality customerservicesincewe are able to respond quicklyto our Odzad i 2 Y S NA Q
specific product and delivery needs, thus deliveringa higher valueadded, more specialisedand hence less
commoditised product directly addressingcustomer requirements on a timely basis. For example,it would
typically take only four days for pulp we ship to reach a cusbmer in Amsterdam, as opposed to the
approximately twenty days that we estimate would be required for a competitor located in southern Brazil to
ship a similar order of pulpto Amsterdampnot including thetime required to processand packagethe order.

Well-Investedand Efficient Fcilities Benefitingfrom SignificantBarriersto Entry

Having invested ovee711 million in our consolidated asset base between @{@f which overe424 million was
invested in our pulp production assets, including in our pulp production facility at Huelva which is no longer
operational), we now have costefficient, low-maintenane production facilities with improved environmental
performance.Asa result, we had a 85.7% utilisation rate (excludingroutine maintenancestoppages)uring the

twelve months endedDecember3l, 2016 at our pulp productionfacilitiesin Naviaand Ponteveda.

We alsobenefit fromsignificantbarriers toentry in our market,whichincludethe complexityand costof wood supply,
the highinvestmentrequired inindustrial equipment,the significantlead times and financingnecessaryto build new
production facilities, the required regulatory consents, theestablishment ofcustomerrelationshipswith large paper
companies andhe developmentof the necessaryogisticsexpertise toprovide certainty of supplyto suchcustomers.

Due in large part to the shutdown of the pulp production facility in Huelvain October 2014 and the capital
improvementsat our facilitiesin Naviaand Pontevedra,we expect ourmaintenancecapital expenditure (excluding
expansionprogrammesand restructuringcostsrelated to the shutdownat Huelva)for our Pulp Businessto remain
low, at approximatelye20.0 million to €30.0 million per annum

CashGenerationUnderpinnedby a StrongBalanceSheet

For the twelve months ended December31, 2016, we generateda ConsolidatedGroup recurrent free cash flow
(excludingone off paymentsexpansionand environmental capex and divestments and shareholders remunejation

€ 9.1 million.

We have successfully reduced oGonsolidated Groumet debt from €241.2 million as at December 31, 2810
€218.3 million as atDecembei30, 205.

Experiencednd ProvenManagement am Complementedy a SupportiveShareholdeiBase

We have arexperienced,proven andfully committed managementteam with a history of successfully managing
both our Pulp Businessand our EnergyBusinessthrough severalindustry cycles.Our managementteam hasan
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averageoperating experience of over 14 years in both the pulp and paper and renewable energy sectors,
includingwithin highly rankedmultinationals. Our senior managementteamalsoincludesindividualswith strong
backgroundsn applyingcost reductiontechniquesand cost efficiencyinitiativesin an industrial setting, aswell as
significant experiencein treasurymanagementand financialreporting.

Our major shareholdersas at the date of these Listing Particularsremain fully committed to the businessOur
largest shareholder,Retos OperativosXXI, S.L.,has held a shareholdinginterest in excessof 20% of our shares
since 2007. In addition, Juan LuiArregui, who represents the interests of Retos OperativosXXl, S.L.,which
currently owns 26.7% of our shares,iscurrently the Chairmarof our Board of Directors.

Our Strategy

For our Pulp Business, our strategy to conservativelygrow this businessorganically using only local timber
suppliesand with a focus on harnessingperational efficienciesfrom our pulp production and cogeneration
facilities.We intend to achieve this strategy througithe continualimprovement of the operational performance
of our existing pulp production facilities and by focusing on strict cost reduction and efficiency, stability of
production, delivering superior customer satisfaction and maintaining an efficient equilibrium between pulp
production and forestry supply management. In addition, we intend to continue maximising cashflow
generationthrough strategiccapital expendituresand a conservativeinancialpolicy. We also intend to continue
to exploreopportunitiesto grow our Pulp Businessthrough limited capacity expansions irorder to optimise the
balance ofefficiencyand cost reductions.

For our standaloneEnergyBusinesswe intend to employ a separatestrategy of selectiveexpansion,aswell as
to leverage our extensive experiencean building andoperating standalone biomassbased renewable energy
generationfacilities in order to optimise efficiencyat our existingfacilities.

Maintain Low-Cost,Efficient Rilp Productionwith a Focuson International Markets

We believethat we are amongst thdowestcost pulp producersin Europe,largelyas a resuliof our significantpast
investmentsin our production facilities, resulting in well-invested, costefficient production facilities with high
utilisation rates and expectedow maintenancecapital expenditures.Our costleadershipis als underpinnedby the
strategiclocationof our productionfacilities.We seek tofurther optimiseour productionprocessandimprovethe cost
efficiencyat all of our facilities. Our strategyis to do so by leveragingthe operationaladvantages thabur integrated
businessmodel, including our pulp-linked energy generationand forestry activities,provide, thereby reducingthe
needfor further investmentsand further enhancing oucompetitivenessprofitability and cashgeneration. V¥ strive
to continuouslyincreasethe productivity of our PulpBusinesgasmeasuredby tonnesproduced peremployee)and at
the sametime maintainthe competitive performanceof our productionfacilitiesagainstinternal andexternalindustry
benchmarksrelating to key operatioral indicators and raw material consumption, includingthrough strong
management attentiorto theseindicators andthrough internal processewhich ensurethe sharingof best practices
acrossour facilities.

In May 2014, we introduced our Competitivenédscovery Plan, aimed at offsetting the negative impact of regulatory
changes in Spain that glinated cogeneration premiumsn October 2014, as part of this strategy, we shut down our
pulp production facility in Huelva, Spain in the wake of losses Hoget consecutive quarters as a result of the
reduction in cogeneration premiums, cost inefficiencies at this facility and the lack of local timber supplies. This
resulted in a reduction of our installed annual pulp production capacityl,@/0,00tonnes fom the previous
1,340,000 tonnes. Whilst ye@n-year energy sales had increased between 200924018, the shutdown also resulted

in the loss of 77 MW of cogeneration capacity, thus reducing our total energy generation capacity from our Pulp
Business td. 12 MW. As part of the Competiveness Recovery Plan, we have also implemented a 20% reduction in our
workforce, as well as a reduction ©16 million of annual costs at our remaining pulp production facilities in Navia and
Pontevedra and at our headquartersMadrid, 90% of which had been realisedezembey 2015.

In addition, during2015,4 S LJAS\nRlliore in restructuring costs related to the shutdown of our Haepulp
production facility.Theserestructuringcosts related primarily to the canceliah of contracts in relation thereto.

We also made efficiencyrelated investments ofe35.8 million during 2016 at our facilitiesin Naviaand Pontevedra
During2016 we finishedimplementeda capacityincreaseof 40,000tonnesat our Naviapulp production facility.
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Additionally, weseekto maintainand strengthenour leadingmarket positionsacrossEurope, maintaining diversified
clientbase withlong-standing customerelationshipsn suchkeycountriesasGermany Spaintaly Polandand France,
expanding pulp salesin the high growth tissue market andmaintaining aselective approactio other international
markets suclasEasternEuropeand China.

ContinueShiftto AssetLight ForestrySupplyManagementModel

As part of abroader move towards arassetlight forestry supply managementmodel, we intend to continue to
focus on selectivelydivesting our owned forestry asset base and managingplantations owned by third parties
whilst at the sametime increasingour direct purchases ofstandingtimber from locallandowners, whichwe believe
will enableus to reduce costs derivedacrossthe entire wood value chain.Leveragingour 55 years of experience
in the forestry business, we aim to increase our collaboration with plantation owners through longterm
agreements and shared knowhow on forestry management and logistics, thereby ensuring the longerm
availability of wood from local supplies.We alsointend to continue to focus on increasedpurchasesfrom small
suppliersin order to leverageour purchasig powerand diversifyour wood supplysources.Currently,we are able
to source 100%of our wood supply from the open market, principallyfrom suppliersin Spainand Portugal. We
have also already eliminatedthe percentageof imported wood (which can be up to 50% more expensivethan
wood sourced from Spainand Portugal due to transportation costs)within our wood supply, which has further
reduced costsandimproved our efficiency.

Continueto Focuson StrongCashFlow Generationunder a Conservative fhandal Policy

Our strategyacrossall of our business activitiesinderpinsour focuson continued strong free cashflow generation
whilst maintaininga conservativefinancialpolicy, which includesthe continuing divestitureof certain non-core assets
and cost optimisation.In pastyears,we havesuccessfullyeduced oumet debt by usingproceeds frondisposalsfrom

our Uruguayarand Portuguesdorestry assetsWe seek tdfurther optimise capitabxpendituresand working capitaih

orderto maintainour leadng caslconversioncapabilitiesamongstour Europearpeers.

Selective Brther Expansiorof Our EnergyBusiness

We will operate our Energy Business throudbnrestricted Subsidiarieswithin the meaningof the Indenture
governing the Notes offered herebyMe aim to leverageour extensive experience inbuilding and operating
standalonebiomassbased renewable energy generationfacilities to optimise efficiencyat our existing facilities
as well as to grow selectivelyin the biomass renewable energysector by developingprofitable opportunities
both domesticallyand internationally that fulfil our disciplinedreturn-on-investment and operational criteria.
We alsointend to continueto selectively exploreand potentially pursueopportunitiesfor further expanson in the
biomassrenewableenergy sector in Spainaswell as in other jurisdictions that offerattractive regulatory regimes
for suchinvestments.

Going forward, we expect that the UnrestrictedGroup will be financed independentlyfrom the Restricted
Group usingli KS 9 y S NH@wn cashilowy #hd ciefit fundamentals,as well as through proceedsfrom the
sale of certain assets (currently classifiedas W W Kf& taR tw8hihur financial statements)that we no longer
consider central to our busines model.We intend to finance anyotential expansionopportunitieson a non-
recourseproject finance basisand transfer the execution risk to engineering,procurement and construction
OEP@ QO  LINGRdIWe RrifidiidatE approachinginternational opportunities through carefullyvetted strategic
partnershipsin order to reduce our equitycontribution whilst proactively managingassociatedisks.

On December 29, 2016, Ence Energia, S.L.U., 100% owned by Ence energia y Celulosa, S.A. And holdisgesshe "Bu
Energy" acquiredo Enel Green Powe4.07% of the share pital of Energia La Loma, S.Ad#&8.42% of Energias de

la Mancha ENEMAN, S.A., both dedicated to the generation of energy with agricultural biomass mainly from the olive,
foranamountok HH®Pp YALTAZ2Y P
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Our Businesses
Pulp Business

Our pulp activitiescomprise managing th@roduction of pulp at our two pulp production facilities in Navia and
PontevedraSpain(and,until October 2014at our former pulp productionfacilityin Huela, Spain).

Thecombined nominaproduction capacityof our two pulp production facilities is1,070,0® tonnes per annum and,
during thetwelve monthsendedDecember31, 2016, the combined utilisation levedf thesetwo facilitieswas87.05%.

The pulp that we produce is used for the manufacture of tissue (including hygienic tissues, facial tissues, kitchen
tissues, wrapping tissue, toilet paper and table napkins), specialty paper and packaging (including packaging for beauty
products, labels, cigarettegpers, currency, coasters and decor paper), and P&W paper, with the principal western
European paper producers being our primary clients.

Pulp Productionand Sales
Pulp Production
We produceshortfibre chemical pulp exclusivelyfrom eucalyptustimber.

Two types of wood pulp can be produced. Pulp made from hardwood (or short fibre), such as eucalyptus,
aspen, birch oracacia, hashorter fibresand is generally better suited for the manufacturing of, for example,
tissue papers andP&W papers. Shortfibres are the best type for manufacturingwood-free paper with good
printability, smoothness,opacity and uniformity. Pulp made from softwood (or long fibre), suchas pine, spruce
or fir, has longer fibres and is generally better suited for manufacturingpape that requires durability and
strength.

We use the Kraft processwhich consistsof treating wood chips with a mixture of sodium hydroxideand sodium

sulphide to break the bonds linking the lignin to the cellulose, in our pulp production facilities. Our pulp

production facility in Navia, Spain, produces pulp by using the ECF process, technique that useschlorine

dioxide instead ofelementalchlorine gasduring the bleachingprocess, preventingthe formation of dioxins and

other carcinogens. Oypulp production facility in Pontevedra, Spain, onthe other hand, producespulp by using

the TCF process, technique that bleachespulp through theuse of an oxygen bleachingrocess (typicallyusing

hydrogen peroxidejnstead ofthe chlorinedioxide that is usedin the ECHorocess. Both the ECF and Tpedcesses
were developed during the 1990s to replace a chlorine gasbased process,which was more harmful to the

environment.

The installed capacityproduction and percentage utilisation asat and for the twelvemonths ended December
31, 2016 for each of our facilities are detailed below:

Facility Lr;sgzgis Production Z(;:;:ert‘it:r?e
Navia 605.0 509.2 84.2%
Pontevedra 465.0 4222 90.8%
Total 1,070,0000 931.4 87.0%

Pulp productioninstaled capacityfor a particularperiodrepresentsthe averageinstalledcapacityduring such period

In addition to eucalyptus timber, received in the form of logs (mainly with bark) or in the form of chippings, the
principal raw materials used in the pulpgaluction process are as follows:

o Nonbiomassfuels. Thesefuels consistprimarily of fuel oil. Smallamounts ofpropaneand petroleum coke
are also used.

o Chemicals.These primarilyconsist of oxygen producedon site and cryogenicoxygen, oxygenatedwater,

causticsoda,sulphuricacid, sodiumchlorate, EDIA, lime and sulphur dioxideln addition, small quantities
of additives such as talc, and antifoaming anddispersion agentare also used.
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oo Lignin. The timber receivedat the facility is debarked and chipped prior to being subjectedto a controlled
steaming process, whicluses an alkali additive produced on site. The steamingdissolvesthe lignin (a
componentthat holds together the cellulosefibres) presentin the wood, thus causingthe cellulosefibres
to separate. The resultingmixture is washed with water in a virtually closed circuit, separating the
dissolvedlignin from the suspended celluloséibres and leavinga residual cellulosepaste. The cellulose
paste isthen subjected toa bleachingprocessprior to beingdried, cut and packaged inorder to facilitate
its transportation to its point of use as a raw material in the production of paper, cardboard, card,
packaging andelated materials.

The separated lignin together with the chemical prodcts used inthe steaming ofthe wood are
concentratedin a multiple-effect evaporation train in order to facilitate combustion. We harnessthe
energy generatedduring the combustion processjn the form of steam, in our cogenerationfacilities.
Additionally, we use the bark of the wood as fuel for our biomassgeneration facilities. Finally, the
processeswe use allow us to regeneratethe alkali componentnecessaryfor the steaming of the wood
from our waste streamswith minimumcontributionsto the circuit to replacelosses.

Each pulp production facility undergoes, on an annual basis, an approximategyldng maintenance shutdown.
Customers

Duringthe twelve monthsendedDecember31, 2016, our top ten customersby pulp volume sold accountedfor
53.2%, and our top 50 customersaccountedfor 92.9 %, of our consolidatedrevenuesfrom salesof pulp.

We principally sell to customers in western European markets where we are able to leverage our logistical advantages.
Our most important mekets are Germanyitaly, Iberia, Polandnd Francavhich accounted for 23%, 18%, 1.8%and

7% of our sales volume, respectively, for the twelve months ended December 31, 2016. During the same period, we
also exported our pulp products to other western European countri886] and to eastern European countries
(10%@ps well as, on aopportunistic basiso countries outsideof Europe (%6)

We have longstanding saleselationships with mosbf our pulp customers in the domestic and international markets.
Generally, we signontractswith customers during the last quarter of the year to supply their requirements during the
following year, which can account for up to 100% of our yearly pulp sales. These contracts outline agreed sales
volumes and product specifications (inclogi certifications), and provide the basis for any agreed commercial
discounts that will be applied to any purchases by a particular customer. These contracts also typically provide for
prices to be reviewed on a monthly basis and linked to a certain beadhsuch as the listed market price of the pulp

or a foreign exchange rate. Annual pulp contracts for larger customers usually specify a total volume in tonnes and the
RAAGNAROGdzGAR2Y 2F RSEAGSNASA (2 GKS NREMthSe@ymgni ger@caly SetletS NI &
0SG6SSyYy on G2 on RIFH&a F2ft26Ay3 adzOK Ay @2A0SzI RSLISYRAY
Delivery logistics are coordinated centrally in Madrid. Because our prices are usually set on a Ceastcdnand

Freight (CIF) basis, i.e. including freight and insurance, if a certain customer wants us to arrange the logistics for the
actual delivery of the pulp, an additional fee is charged to that customer. Under these circumstances, we retain the risk
of loss for our products until delivery is made at the point of delivery specified by the customer.

Logistics

Most of our pulp deliveries are to customers in Europe and we use third parties to transport our products in Europe by
sea, truck or rail. We adsuse third parties to ship our products by sea to customers outside Europe.

Our pulp production facilities are strategically located near iwelésted port terminals to cover the European market.

Due to our presence on the ground in Europe, we can aféetain logistical solutions that increase our competiveness

over Latin American producers, such as the use of coastal vessels of a size more adapted to customer demand,
enabling a quicker response to their needs. Further, the flow of goods from nortBerape to southern Europe

around Spain and Portugal is greater than the reverse, which enables us to operate in a market with a surplus of
logistical resources, including ships, that would otherwise be forced to return to northern Europe empty or ddbfille
capacity, enabling us to obtain lower logistics costs when shipping our goods to northern Europe.

Our Pontevedra pulp production facility is located two kilometres from the port ofitMahere there is a covered
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terminal, which enables large cargoifgh to be loaded on arrival, regardless of weather conditions. There is also
container shipping capacity in this port. Finally, the Navia pulp production facilgy Islometres from the port of
Ribadeo, which has acted as the logistics base for thattispf products sold by this particular facility.

These facilities are designed to provide us with the manufacturing flexibility to tailor our pulp products to the
specifications of each individual client. This, and our relative proximity to the majfribur clients, gives us an
additional advantage over our Latin American competitors, which, given the logistical difficulties in accessing Europe,
tend to ship pulp of a single grade in bulk.

We also use warehouses in different European ports, from hvivie can efficiently distribute products to our
Odzai2YSNEQ AyaidlfttlrdAzya oe& fFyR 2NJ o0& I O2Yo0AylLlGAzy
buildings located close to our pulp production facilities for less than 20 days. Differentgtsoahe clearly marked and

stored separately. In addition, to ensure that our high standards in quality assurance are met, damaged and/or
contaminated pulp is identified and stored separately.

Regulation

We continuously monitor environmental parametersedch of our pulp production facilities in terms of their liquid

and atmospheric effluents (for example, waste and noise), verifying and taking the necessary steps to ensure that they
are within the limits required in each case. The monitoring procedunelsogerating guidelines are set out in our pulp
production facility management systems. Further, since December 2008, all of our pulp facilities have been required to
receive a corresponding Integrated Environmental Authorisation, certifying that thatyfacdmplies with certain
environmental and antpollution regulations.

Under the Spanish Greenhouse Regulations we are requitedobtain certain greenhouse gas emission
authorisations. From Januarg013 to January2020, ourregulatory allocationof COZights was reducedrom an
averageof 657,970 tonnesnnually in the periodrom 2008 to 2012, to an average of 107,848 tonaeaually, which
createsa deficitfor our operational requirements. Howevexe secured sufficient emissions rights to daist our
activities and are contractualjommittedto the forwardpurchaseof allowances covering a total of 551,000
tonnes,including 401,000 tonnds i  LINAOS 2F empodyTtki2yyS SESNDA&ELIOE S 7
empdypkizyyS SESNDA&lIOfS Ay 5S8SO0SY0OSN) wnmydC2ft2ery3
Huelva, including a gas cogeneration facility with a capacity of 50 MW{he main consumer of

CO2 emission rightsin our group), it is estimated thatomeof therightswhich we have
committed to purchase,amounting to approximately 248,672 tonnes of rightsyill not be usedduringthe period of

the current EU pla for 2013%2020. Therefore, for accountimgrposesa marketvaluation has beensed, which has

led to the recognitiorof a provisionoE Mm®c YA f f A2y O

EnergyCogeneration

Our cogeneration installations generate both electricity and steam that are used in the pulp production processes at
Navia and Pontevedra. Our efforts are focused on reducing steam consumption in order to maximiseothrg afn
electricity that will be sold to the grid. We subsequently repurchase from the grid the electricity we generate in order
to use it for our own purposes, with an annual net effect on EBITDA rangingeftdmillion toe3.0 million due to

the price differential between energy sold and our energy purchases. In addition, the Navia complex has two
condensing turbines to maximise the quantity of energy generated from biomass.

Our energy sales by location and installed capacity in MW for the twelve martedDecember3l, 2016 were as
follows:

(installed

(total sales inGWh) capacity in MW)

Pontevedra . ....... ... i 1947 34.6

Navia . ... e 484.9 77.0

Total ..o 679.6 111.6
SourceforestryManagement
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We have over 55 years of experience in the forestry business. Our forestry activitiestigucmrsist of two distinct
activities: (i) the management of eucalyptus plantation assets, which are comrigedrily of the globulus variety of
eucalyptus; and (ii) the facilitation of the sourcing, purchase and supply of eucalyptus timber to itiesadoth
from our own forestry assets (arourl4%) and through the purchase and supply of such timber from third parties
(around $B.6%) in Spain and Portugal.

Wood represents the largest portion of the cost of the production of pulp. Whilst we quielyi sourced wood through

direct purchases from large and small local and international suppliers, and from our own forestry assets, we now
focus on increasing direct purchases of standing timber from local landowners so as to reduce the costs dersged acr
the entire wood value chain and increase visibility on the availability of wood for our facilities. By increasing the
proportion of our total wood supply sourced locally, we have significantly reduced our reliance on wood imports. As a
result of the catinuing implementation of this strategy, the proportion of imported wood within our total wood
supply decreased from 11.4% during the year ended December 31, 200% tduring the twelve months ended
December30, 2015, and following the closure of ourlpyroduction facility at Huelva in October 2014, we no longer
need to import wood.

For the twelve months endedecember3l, 2016, our forestry activities produced revenues ©18.0 million,
representing 2% of our totalpulp revenue.

Management

As atDecember3l, 2016, we managed approximatel§l,340hectares of forest plantations in Spain and Portugal, of
which we owned approximatel§4%, with the remainder being managed in collaboration with third parties.

Where we manage forests on behalf of thjpdrties, the owner will retain the ownership of the land whilst we are
typically responsible for land preparation, planting and maintenance. At the time of felling, the owner receives an
agreed percentage of the timber extracted from the area, or an amaantesponding to this percentage valued at
market price. These arrangements benefit us by ensuring the future supply of timber without requiring us to invest in
the underlying property. Although the saplings are normally supplied by us, in some circeestame owner will

take responsibility for certain planting and/or maintenance tasks in exchange for an additional premium, which is paid
to the owner at the time of felling. The duration of these arrangements is typically for two to three rotation ,aycles
approximately 30 years, which allows the owner to benefit from our experience and expertise in forestry management
and logistics.

The principal activities of the forestactivity are as follows:

A Nursing and PlantingWe reforesiour assetsn parallel with the harvesting of the prior cropur reforestation
programme seeks to achieve greatgpductivity of futureassetsy applying forestry technology (primarily
consisting of planting techniquesd treatments, land preparation, fertilisgan and pest controland advanced
cloning (primarily consisting of the selectioftrees, their cloning in nurseriemd the raising of the clones in
greenhouses). We have greenhouses locdte®ontevedra and Navia, Spain. We plan2&d. hectaregluring
the twelve monthsendedDecember 31, 2016.

A Maintenance. We carried out conservation andforestry work on 2.199 hectaresduring the twelve
months ended December 31, 2016

A Harvesting. The crop cycle for pulp wood is tém 14 years. We harvestetb1.5 thousand m&om our owned
plantations duringhe twelve monthsendedDecembei31, 2016.(

We apply sustainability criteria in managing our forestry assets with the goal of managing and using our plantations
whilst maintaining their biodiversity,productivityand regeneration capacity and viability, as well as

enhancingheir ecological, social and econonfiimctions.

As at December 31, 2016, our forestry assets under management in Spain and Rentolgding forestry assets to be
used solely for biomass generation) were as follows:
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Hectares under

Geographical area management Of which hectares owned % in ownership
Northwest Spain. . . .......... 12,669 2,693 21%
Southwest Spain. . .......... 53,336 42,101 79%
Portugal . .. ................. 1,746 0 o}

Total ............... ... ... 67,752 44,794 66%

During the twelve monthsended December 31, 2016, our totalinvestmentsin forestsin the IberianPeninsula
' Y2dzyGSR (02 € odo YAftA2YyO®

Our RD&I has reduced the acquisition cost of our raw materials compared with the cost of pugctasi suppliers.
However, according to the new remuneration parameters included in RD 413/2014 issued by the Ministry of Industry,
the specific energy crop tariffs are to be eliminated and are expected to ultimately have the same remuneration as
forestry and agricultural waste, thereby damaging the profitability of our energy crop plantations. We have therefore
stopped investing in energy crops and intend to progressively dismantle these plantations. As part of our estimation of
the quantitative impact ofthe application of these regulations, we have already recognised an impairment loss
amounting to a total 0&€63.7 million, of whiche26.9 million was recognised during the year end2ecember 31,

2013 and the remaining36.8 million recognised during theear ended December 31, 2014.

We also engage in RD&I activities related to our forestry activities as well as activities focusing on health and safety at
work and environmental, quality and forestry activity sustainability management systems, all di atgcfully
integrated in the dayto-day management of our forestry activities.

As atDecember3l, 2016 the net book value of the standing timber in our owned forest plantations &v8.7
million.

Timber Supply

Our forestry activity also involves the sourcing and supply of timber to our pulp production facilities and biomass
generation facilities. We source our timber from our own forestry assets as well as through direct anmgiisidm

forest owners and certain thirgarty suppliers. During the twelve months endBdcember31, 2016, we sourced our
timber as follows:

Standing timber
acquired
directly for
land owne
32,00%

Owned Timber;
1,00%

Big Suppliers;
24,00%

Small Suppliers;
43,00%
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The majority of the eucalyptus timber consumed in Spain and Portadatated in the northern and Atlantic zone,
where there is a welleveloped market due to the favourable conditions for the development of fopésttations,
andwhere currentwood growth and availabilityis in excess of our timbeequirements

w0 Own wood. Although wehave been providingpart of our timber supplyrequirementsfrom timber from our
own land assetssince 1977, our current strategy is to reducethe level of timber selfsupply in order to
reduce the capital investment involvedin owning the underlying forestry assetsand in order to increase
our overall liquidity.

oo Direct acquisitionsfrom forest owners. We purchasewood directly from forest owners and meethe costs
associatedwith the harvesting and logistics of transporting this timber to the mill gates. Giventhe
traditionally high fragmentation of land ownershipin the IberianPeninsula, our strategy is to continue
increasingthe amount of timber sourced directly from forest ownersthrough the developmentof new
purchasing ad harvesting teamsin order to achieve better knowledge of wood availability, reduce
harvesting andlogistics costs, and help forest owners increase the productivity of their plantations
through the sharing of our experience and expertise, improved eucalyptus clones and best forestry
practices (including the implementation of advancedsilviculturetechniques). In the longer term, we
believe that this strategy will enable us to improve the quality of the wood used in our production
processes andhe competitivenessf our production process.

oo Small and large suppliers.We purchasealreadyharvestedtimber from suppliers locatedwithin Spainand
Portugal, which is normally delivered to us at our facilities. The purchaseprice for such timber typicaly
reflects the costs associatedwith felling the standing timber through toits transport to our facilities. On
averagethe timber isdelivered from locations within 100kilometres ofour facilities. Our current strategyis
to increase theamount of timker sourced from small suppliers verslasge suppliersin order to enable usto
diversifyour supplierbase whilst simultaneously reducing cost8Ve are not reliant onany particular supplier
and we believe that wewill have access tasignificantquantities of timber for the foreseeabléefuture.

o Imports.We define W WA Y Lagtiibexr SvQrced from outside Spainand Portugal. Sincghe shutdownof
our pulp production facility in Huelva inOctober 2014we no longer needto import wood.

In addition to soucing, our forestry activity includes the harvesting of timber and the logistics of delivering this timber
to our facilities when these services are not provided by the seller of the wood. We have been focusing on the
mechanisation of the harvesting proces order to generate cost savings and, when the timber must be manually
harvested, we outsource the harvesting. On the logistics side, we monitor the transportation of wood by
subcontractors in ordeto decrease inefficiencies.

EnergyBusiness

We are a biomass renewable energy generator. We generate renewable electricity independent from our pulp
production, primarily fuelled by biomass from energy crops and forestry residues (mostly consisting of wood barks and
other woodbased residues related to hagsting activities). We sell all of the electricity that we produce to the
national electricity grid in Spain.

ProductionProcess

We currently operatdive standalone energy generation facilities in Spain, located in Huelva, Mérida, Ciudad Real y
Jaén Qur first standalone biomass power facility was a 50 MW biomass energy facility close to our existing facilities in
Huelva, which became operational in September 2012. We took ownership of this facility from our EPC in February
2013, following the succesdfaompletion of a test phase in December 2012. The Huelva standalone biomass energy
facility was specifically designed to produce electricity from energy crops and forestry waste and is currently the
largest biomass energy facility supplying electricitythe Spanish electricity grid. We also own a 20 MW biomass
energy facility in Mrida, Spain, which received its definitive commissioning certificate on March 31, 2014. We took
ownership of this facility from our EPC in September 2014. The renewable biemesyy facilities in Huelva and
Mérida are entitled to receive the Regulated Remuneration.

On December 29, 2016, we acquiredEnel Green Powes4.07% of the share capital of Energia La Loma, S.A. And
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68.42% of Energias de la Mancha ENEMAN, S.A.dbditated to the generation of energy with agricultural biomass
mainly coming from the olives.

Our energy salesby location and installed capacityfor the twelve months ended Decembei3l, 2016, by location,
were as follows:
2016

(installed

(total sales in GWh) capacity in MW)

Huelva 50 MW ... ... . . 337.2 50 MW
Mérida 20 MW ... ... 136.9 20 MW
Huelva 41 MW ... .. e 154.3 41 MW
To@L .o 628.4 111 MW

For the twelve months ended December 31, 2016, our electricity salesfrom our Energy Busines produced
revenue ofe 96.0 million, representingl5.8% of our total revenue.

Biomassgenerationprocess

Biomass covers a large group of materials of different origins and with very different characteristics, from the waste
from forest exploitations ad agricultural crops to waste from garden pruning, waste from agricultural forestry
industries, crops for energy purposes, liquid fuels deriving from agricultural products, and waste of animal or human
origin, amongst others.

The biomass which we currdptuse as raw material for renewable energy generation originates from forest wastes
(solid biomass). This is biomass generated during the management and harvesting of the plantationsl{sutthas
andstumps) as well as through the debarking of thalier, before chipping and sending the wood to the digestor for

the cooking process. This biomass is burned in a biomass boiler to generate steam for electricity production, thus
increasing the efficiency of the process.

We have experience and knelwow in the management of the biomass supply chain and, with access to our own
forest resources and through arrangements with our suppliers, we believe we have guaranteed sufficient biomass
resources for our biomass generation assets in the medium and long tarraddition, since we own or manage more

of our biomass resources, we can harvest our forest biomass at a lower cost.

Regulation

On July 12, 2013, Royal Decree Law 9/2013 adopted urgent measures to guarantee the financial stability of the
national elecNA OA G& 3INARI | YSYRAy3I GKS 9f SOGNROAGE ! OG I yR (KS
a transitional period until the effective date of Royal Decree 413/2014 and Ministerial Order IET/1045/2014. Amongst
other measures, this law reptsd RD 661/2007 and article 4 of RDL6/2009, which created thallmeation registry,

in preparation for the current remuneration regime. The main characteristic of the regime included guaranteeing a
pre-tax return on investment in Renewable Energy Résliequivalent to the yield on the teyear government bond

plus 300 basis points, calculated on the basis of standard facility cost and capital expenditure parameters, during the
entire regulated life of the facility. It also eliminated the supplememntdtiiciency and the reactive energy bonus. On

June 6,2014, Royal Decree 413/2014 established the regulatory framework for renewable energy sources,
cogeneration and waste and, on June 16, 2014, Ministerial Order IET/1045/2014 established the remuneration
parameters for such energy, both of which are retroactively effective from July 14, 2013.

Conversely, we acquire the electricity necessary to supply our production processes at the pool price plus an access toll
(payable by persons accessing the natioglactricity grid). Given the positive difference between the price at which
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system, meaning that all electricity generated at theilities is sold to the national electricity grid and all electricity
required by the facilities to cover production process needs is purchased from the national electricity grid.

All facilities with an installed capacity exceeding 10 MW (and groupingsvedr generation facilities amounting to 10
MW or more) must be built or connected to a generation control cenentrode control degeneracién, which must
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liaise with the system operator, sending information in real time from the facilities and mgakire that the system
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own generation control centre which is responsible for the operation as well as the negotiation of endtyy in
electricity market. Our generation control centre participates in the daily power market, making daily andagtra

bids for the purchase and sale of electrical energy to the market operator Operaddvietelado Ibéricode la
Electricidad Polo Espalol, { ®! ® 6WYWha9[ QQ0X NBalLlRyairoftS FT2NJ Yyl 3Aay3

system operator Red é#trica de Espidal = { ®! ! @ 6WYWw99QQU>S (G(KS /ba/3z GKS a
and other industry publiauthorities.

Ancillary Businesses

In addition to our three primary activities, we also have several ancillary activities, including our RD&I activity, health
and safety at work and environmental, quality and forestry activity sustainability management systems (all of which
are fully integrated in the dayo-day management of our activities) and corporate support activities, including
financial, capital and human resources, legal and corporate services activities.

Our ancillary RD&I activity covers the whole spectrum of ativiies, from the cultivation of raw materials through to
the production procesOur RIZ&I activity is focused on three basic objectives:

w In pulp production, producing ecologicalpaper pastesof improved quality and at competitive costs
through the improvementof pulp manufacturingprocesses;

w in energygeneration,optimising renewableenergy productsasmeasuredn Kcalper hectare peryeatr,
and

w in forest management,increasingforestry productivity as measuredin tonnesof final cellulose per
hectareplanted per year.

In addition to the RD&I activities we conduct in our own centres, we maintain ongoing collaborations with several
public and private universities and research centres, both in Spain and internationally, including througke tife us
research agreements.

Our Sites and Facilities
Pulp Businessitesand facilities
Navia

Our Navia facilities are situated on land owned by us which measures approximately half a million square meters.
Following the completion of &0,000tonne capaity increase at our pulp production facility at our Navia pulp
production facility had, as dbecember3l, 2016, a capacity of approximateB05,000 tonnes of pulp annually. At this
facility, we use the ECF process to perform the bleaching of the puip.pftcess uses chlorine dioxide instead of
elemental chlorine gas during the bleaching process, thus preventing the formation of dioxins and other carcinogens.
During the twelve months endelecember31, 2016, the pulp production facility at Navia produtea total 0f509,186

tonnes of pulp.

There are also two electricity facilities with a total installed nominal power of 77.0 MWitenCEASA NAVIA | (an
electrical biomass cogeneration facility of 40.3 MW) and BIOMASA CEASA (an electrical biomassrgéalitt of

36.7 MW). During the twelve months endd&kcember3l, 2016, these two facilities together produced a total of
484.9GWh of energy which was sold to the Spanish national grid at the Regulated Remuneration on operations (in
€/MWh produced, up to a cap on production hoypser year), calculated to cover, when appropriate, the standard
operating costs (defined according to a standard installation applicable in each case) not recovered through the sale of
electricity at the expeted wholesale market price. All the energy produced at Navia is then repurchased and used in
the pulp production process.
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Pontevedra

Our pulp production facility at Pontevedra has a maximum production capacit§50@0 tonnes of pulp annually. At

this facility, we use the TCF process to perform the bleaching of the pulp. This process uses an oxygen bleaching
process (typically utilising hydrogen peroxide) instead of the chlorine dioxide that is used in the ECF process. During
the twelve months endedecember3l, 2016, our pulp production facility at Pontevedra producadotal of422,257

tonnes of pulp.

We also have an electrical biomass cogeneration facility situated on this site, which is composed of two-counter
pressure turbines of 8.0 MW and B6MW, respectively, with a combined total installed nominal power of 34.6 MW.
During the twelve months ende®ecember3l, 20316, this facility produced a total 01947 GWh of energy in
electricity sales. This facility currently sells its energy to the iSpamational grid at the Regulated Remuneration on
operations (ine/MWh produced, up to a cap on production hours per year), calculated to cover, when appropriate, the
standard operating costs (defined according to a standard installation applicabletincase) not recovered through

the sale of electricity at the expected wholesale market price.

Our Pontevedra facilities are situated on a maritime terrestrial public concession awarded to us under a Ministerial
Order issued on June 13, 1958. The concesdied did not specify a fixed term for the concession itself, although
according to the subsequent Coast Act the expiry date of the concession would be July 2018.

On October 10, 2014, Spanish Royal Decree 876/2014, implementing the General CoastoRedqulhith took effect

on October 12, 2014) and the amended Coast Act passed in May 2013, established the legal framework governing the
renewal of concessions located on puldliemain coastal land. This new regulation gives us the right to extend the
concession for a maximum of 60 years from the date the application for such an extension is filed.

On Novembei8, 2013, we asked the State Administration to grant us an extension of the concession for up to the
maximum term permitted by law, which we reactieat on July 31, 2015 following a decision by the Ministry for
Agriculture, Food and the Environment on July 30, 2015 that the concession should be partially terminated, with such
partial termination not affecting the land on which our pulp production facik located or that is otherwise essential

to our pulp production activities at this sitEnce’s concession to occupy the land on wich its manufacturing complex

in Pontevedra is located was extended by virtue of a ruling issued by de Director Gen@ahstél and Marine
Sustainability, at the behest of the Ministry for Agriculture, Food and the Environmetified to the Company on 25
January 2016. The extension has been granted for a period of 60 years starting from the extension application date, 8
November 2013. The additional term granted beyond the initiedigtemplated maximum term of 50 years, i.e. 10

years, is tied to executio8 ¥ | aSNASa 2F Ay@SadySyida FLIWNIFAASR i e
contemplated in the business plan announced by Company on 19 November [20A5. G KA & { didnth&sZ € M H ¢
already been invested.

Huelvapulp production facility

Our Huelva pulp production facility had a maximum production capacity of approximately 410,000 tonnes of pulp
annually. We also had three electricity generation facilities situated on the site of the Huelva pulp production facility:
CENER I (a natural gas @ogration facility with a nominal installed power 49.94 MW), CBIO (an electrical biomass
cogeneration facility with a nominal installed powér27.50 MW) and CENER Il (a condensation installation with a
nominal installed power of 40.95 MW, using biomassfuel), with a combined total installed nominal power of 118.4
MW. However, on September 2014, we announced plans to transform the Huelva complex, which had been
adversely affected by a reduction in cogeneration premiums, cost inefficiencies aokl @f lacal timber supplies, into

a renewable energy facility, thus discontinuing the production of pulp and our related cogeneration activities at this
site. Pulp production at our Huelva pulp production facility ceased on October 11, 2014 and a ctpegraent was
reached with the facilities employees on October 20, 2014.

EnergyBusinessitesand facilities
Huelvaenergyproduction facility

When the Huelva pulp production facility closed, we decided to keep the condensation installation CENER I
operational, with energy generation at this facility resuming on November 1, 2014 after being temporarily shut down
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for one month following the shutdown of the pulp production facility in Octob@t 4.

CENER 1l is a condensation installation that uses b®rassa fuel with a nominal installed power 49.95 MW,
comprised of a turbo alternator. This facilityrrently uses forestry and agricultural waste as fuel. During the year
ended December 31, 2014 and the twelve months en@etember3l, 2015 (includinga onemonth shutdown in
October 2014), this facility produced a total of 86.3 GWh &6@6 GWh of electricity, respectively.

In addition, in September 2012, a 50 MW standalone biomass generation facility at a nearby site in Huelva, Spain
became operatinal following the completiorof its construction, which had been conducted through EBRcergia

Huelva, S.L.U. This facility was specifically designed to produce electricity from agricultural and forestry waste. The test
phase for this facility was compkd in December 2012, with its ownership subsequently transferred from our EPC
contractor to us in February 2013. Our standalone biomass generation facility at Huelva is entitled to sell all of the
energy it produces at the Regulated Remuneration. Durirgy#tar ended December 31, 2014 and the twelve months
ended December3l, 2015, this facility produced a total of 202.9 GWh 82d.9 GWh of electricity, respectively. The
Huelva facility has a maximum energy generation allowance of 6,500 hours per yehr, whiltiplied by its installed
capacity, allows for a total generation of 325 GWh.

Merida

In September 2014, wwok possessionf our second standalone biomass generation facility, a 20 MW facility located

in Mérida, Spain. The construction of thisility had been conducted througBnceEnerga Extremadura, S.L.U., with

the facility receiving its Definitive Certificate of Commissioning from the Extremadura Department of Agriculture, Rural
Development, Envonment and Energy on March 32014, which aabled it to begin supplying energy to the Spanish
electrical grid. This facility, like our other standalone biomass generation facility in Huelva, was specifically designed to
produce electricity from energy crops and forestry waste, and is entitled loaiethe energy it produces at the
Regulated Remuneration. During the year ended December 31, 2014 arngkdhended December3l, 2015, this

facility produced a total of 83.0 GWh aid@9.8 GWh of electricityrespectively The Méida facility has a marium

energy generation allowance of 6,500 hours per year which, multiplied by its installed capacity, allows for a total
generation of 130,000 MW.

Jaén and Ciudad Real

On December 29, 2016, Ence Energia, S.L.U., 100% owned by Ence energia y CelaluddoRiig of the "Business
Energy" acquired t&Enel Green Powes4.07% of the share capital of Energia La Loma,18.KMW standalone facility
And 68.42% of Energias de la Mancha ENEMAN1& MW standalone facilityboth dedicated to the generationfo
energy with agricultural b6 & & Yl Ayf & FNRBY (GKS 2ftA@3Ss F2NI Iy | Y2dzyd 2

New Capacity

Ence has been awarded the concession to operate 40 MW of capacity pursuant to the auction held in Spain on 14
January 2016 to adjudicate up to 200 MW of capacity entitled to #muneration regime specifically applicable to

new biomass facilities, as defined in section two, 1.a) of Spanish Royal Decree 947/2015, of 16 October 2015, and in
article 2.1.a) of Ministerial Order IET/2212/2015, of 23 October 2015. As a result, Enbedhas the process of
permitting a new facility to be located in Huelva.

RawMaterials

For our Pulp Business, the principal raw materials used to manufacture our products are wood, energy, water and
chemicals. We believe that we have access to adequaiecss of the raw materials necessary to ensure that there is
no interruption to our required supply of such materials for the foreseeable future.

Wood. Eucalyptus wood is the principal raw material used by us to manufacture pulp. Wood Costs accoureet for
55% of our Cash CostEhe price we pay for wood is dependent on a number of factors related to local supply and
demand dynamics (including the demand for wood from other industries that consume wood and the potential impact
on wood supply of naturgghenomena such as forest fires and insect infestations) as well as the species of eucalyptus
from which the wood was obtained, the characteristics of the land the wood is grown upon, the type of forestry
sustainability certifications provided and, morengeally, pulp prices on the current local market. Although we
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maintain our own timber resources based on plantations that we own or manage, the majority of the wood we use is
sourced from third parties from plantations in Spain and Portugal. Our wood ysgpplracts are typically evidenced
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well as the type of wood required, the frequency and point of delivery and certification speoifisaBuppliers are
responsible for the harvesting of the wood and its transportation to either Navia or Pontevedra. Invoices are produced

at delivery and payment is typically remitted by us within 30 days.

Energy. Energy costs for electricity also consti a significant component of our costs. During the years ended
December3l, 2016, energy costs were equivalent t0% of our consolidated Cash Costs. We also make use of non
biomass fuels, which accounted for approximatel§¥ of our Cash Costs duringlB. The norbiomass fuels that we

use in our operations are composed primarily of fuel oil, propane and petroleum coke and are produced as waste from
our pulp production process and purchased from third parties. The fuel supply contracts are typicdiyced by

written contracts for durations of one year or one month, but are typically extended for subsequent periods. The
contracts specify a maximum price of fuel for the duration of the agreement, with a reference point to the current
market price of fel and adjustments to be made based on price fluctuations. The contracts also specify a minimum
amount of fuel to be delivered on a monthly basis.

ChemicalsChemical costs accounted for approximat8lyt %of our Cash Costduring 2016 We use a numberfo
chemicals, including caustic soda, cryogenic oxygen, EDTA, sodium chlorate, hydrogen peroxide, sulphate and lime,
during the conversion of wood into pulp, particularly during the cooking and bleaching stages of this process. A small
amount of various anfoaming and dispersion agents is also necessary to complete the pulp production process. We
purchase these chemicals from third parties. These supply contracts are typicallyyeaultagreements, with prices
negotiated between the parties based on a nuenbof market factors (for example, the average price of other
suppliers with quotes in writing or mathematical adjustments to the price based on fluctuations in market prices) and
specify the minimum amount to be supply on an annual basis. Approxing®étyof the chemicals we use tend to

have their prices closely linked to that of electricity.

The prices of certain raw materials are subject to commaodity price fluctuations, and generally the relevant contract
includes an index mechanism which recalcegathe cost according to an industry benchmark. In addition, due to
competitive pressures, the prices of our products are not always correlated with increases and decrease in the cost of
raw materials.

Competitors

We sell the majority of the pulp we pdoice to customers in the western European market, due in part to a shortage of
fibre in Europe, which only produces twhirds of the market pulp that it consumes. This shortage is expected to last
for a number of years. Therefore, we face competition frother BHKP producers selling to the European market,
particularly Altri in Portugal and Fibria, Suzano and Cenibra in Latin America.

Whilst historically Latin American producers have been the low variable cost producers in the industry, inflationary
pressures and currency appreciation have closed the gap between Latin American producers and Iberian producers.
Although high capital expenditure requirements and increasing costs challenge the development of new pulp
production capacity, more pulp productidiacilities are expected to be built in Latin America in the coming years,
thereby increasing the availability of pulp sold in the European market.

Competitionin the pulp industryis primarily basedon price. We alsodifferentiate ourselvesfrom our compditors by

providinga flexible Jow-costand highvalueservice includingsalesanddistribution support. We alsoprovidetechnical
support forboth pulp and paperproduction.Our productionprocesss tailoredto customerpreferenceson pulp grade
andtype, since,amongstother capabilities, weare ableto produce bothTCFand ECFprocessed pulpln addition, the

pulp we producefrom eucalyptusglobulusis generallyconsideredto be better suitedfor the production of certain

paper gradesdue to its unique characteristicswhich differentiate it from the pulp produced by ouratin American
competitors fromeucalyptusurograndis. Further,our proximityto Europearclientsis an advantage tausbecause we
are ableto offer a fasterservicewith lower logistcal costs.For example,it would typicallytake only four daysfor pulp

we shipto reach a customerin Amsterdam,as opposed tothe approximately 20daysthat we estimatewould be

required for a competitor locatedin southernBrazilto ship a similarorder of pulp to Amsterdam,not including the
time requiredto processand packagehe order.
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In our electricitygeneratingbusinessye do not compete withother electricityproducers,sincethe currentregulatory
frameworkguaranteeghat all of the renewable energy thaive producewill be soldto the nationalelectricitygrid.

Seasonality
Thedemand forour pulpis not subjectto seasonality irany materialway.

Since we are currently subject to a cap of 6,500 MWh per year, we aim to undertake thel anairenance
stoppages for our standalone biomass power facilities during the second quarter. Historically, pool prices in Spain have
fallen during this quarter due to the increased availability of hygeoerated electricity.

Intellectual Property

We ek to protect our intellectual property rights in Spain, Portugal and other markets. We also have trade secret
protected intellectual property relating to our forestry operations, cellulose production operations and our energy
generation operations. In alition, we have norregistered intellectual property rights, including trade secrets and
proprietary technology, knovmow and processes, many of which are related to our forestry, production and
generation operations. Consistent with the industry in whigh operate, our operations are not dependent to a
significant extent on our protected intellectual property rights. Although our intellectual property portfolio as a whole
is material, we do not believe that any individual intellectual property right ougrof such rights is material to our
business.

LossPrevention and Insurance

We believe that we maintain insurance coverage that reflects the risks, size and requirements of our business
operations and that is comparable to the insurance coverage maieth by other companies operating in our
industry. We currently carry property, loss of profits, general liability, product liability, transportation, environmental
impairment and management liability insurance. However, our current property insurancendbe®ver damage to

our property, and in particular to our forestry assets, resulting from forest fires, although we do make a provision in
our accounts in an amount which we believe is sufficient to cover this risk.

We maintain insurance coverage for aflour properties and facilities and all of our properties and facilities are valued

at their reinstatement value. On a consolidated basis, during the year ended December 81th&0tbtal amount we

paid for insurance premiums in relation to policiedchby us wag .4anillion.

We believe that prevention, protection and employee training are key means of defending ourselves against loss from
workplace incidents.

EmployeeMatters

As at December 312016, we had 891 employeesin total, including777 full-time equivalent employeesand 114
temporaryemployees.

Substantiallyall of our employeesare representedby labourunionspursuantto collectivebargaining agreements. &V
observe localpractice andlegislation in our labour relations matters and in negotiating collective bargaining
agreements.Thefollowing collectivebargainingagreementsare currently ineffect: a collectivebargainingagreement
for the Pontevedrawork centre and for the office centre, whichwas effective from 2014to 2016is currently under
negotiation a collectivebargainingagreementfor our headquartersn Madrid, whichwaseffectivefrom 2014to 2016

is currently under negotiatiorand an Asturiaspulp workerscollectivebargainingagreement,which is effective from

2014 to 2017. However, recent labour law reforms in Spain have reduced the automatic extension of union

agreementsfrom two yearsto only one yearfrom the Rl 1S 2 F & dzOkéspdct@depify Watey, iivhichwe

believeincreasesS Y LJ 2 t¢&@@ive® negotiatefor more favourableterms sincethe expiry of suchan extension
wouldresultin the employees becomingubjectto the lessfavourablegeneral labouregulations.

We believethat we maintain generallygood relations withour employeesand their representatives Howeer, we
experiencedabour disturbancesjncludinga two-day strike, at certain facilitieslocatedin Huelvaand Pontevedrain
June2014.In addition,we are obligedin certainsituationsto enter into agreementswith our employees regarding
workforce redudions, closuresand other restructurings, whichcan lead to labour disturbances. & example,in

76



October 2014mployees abur former pulp productionfacility in Huelva wenton strik forten days,whilst employees
at our pulp production facilitiesin Navia and Pontevedrawent on strike for four days,following the negotiationof a

restructuring agreement thaaffected 226 employeesin our former pulp production facility locatedin Huelvaand at

our headquarters irMadrid.

During 2016 threedaystrike, at the facilitylocated in Navia

Our employees participate in defined contribution plans. Certain executives also participate in a longterm
managementincentive planconsistingof the grantingof optionsover shares.

Environmental,Health and Safety Matters

We operate in industriesthat are subjectto extensiveenvironmental regulationjncludingthose pertainingto the

storage,handling,treatment, transportationand disposalof hazardousmaterials,the constructionand operation of

our facilities (including the noise and odour impact of our operations),the protection of natural resourcesand

endangeredspeciesand our emissionsand discharge®f pollutantsto air andwater. Environmentalhealth andsafety

standardsapplicableto us are establishedby the laws of the EuropeanUnion and the Member States irwhich we

operate (primarily Spain),standards adoptedy regulatory agenciesand our permits and licences,eachof which is

subject to periodic and increasinglymore stringent modifications andrequirements. Vblations of these laws,

regulationsor permitsandlicencesmayresultin substantial finesand penalties,aswell asordersto ceasethe violating

operationsor to conduct orpay for correctiveworks. In someinstances, violationsnay result in the suspension or
revocationof permitsand licences.

All of our pulp production facilities have environmental management systems in place that are presently certified to
the 1SO 14001 standard (including in relation to sustainable forestry managgmwietite International Organisation

for Standardisation. Thesstandards are routinely renewed following routine voluntary certification audits. The
International Organisation for Standardisation (to which 163 nations currently belong) is a global &ssociat
comprised of representatives of several national standard organisations that establishes and maintains international
proprietary, industrial and commercial standards for, amongst other things, certain technical measurements. Each of
our pulp productionfacilities has also obtained registration of its environmental management standards under the
9 dzNR LISt y  -MArdageyhéhtiand Addit Scheme. Nonetheless, the risk of environmental, health and safety
infractions is inherent in our industry, and from #&nto time we have experienced narompliance with such laws and
regulations and may do so again in the future.

In addition, pursuantto the requirementsof sustainableforest managementand best practicesn establishingthe

chainof custodyof wood used,we do not usewood that is not from legitimate sources(includingwood that could
originate from geneticallymodified trees or from an areain which the rights of local peopleto their resourcesmay
have been violated). Our forest management operationsave obtained certifications fromthe Spanishnational
certifyingbody of either the PEFC othe FSCthe two industry bodiesresponsiblefor the certification of sustainable
forestry management,ncludingthe sustainableuse of timber resourcesand related environmental managementn

addition, our pulp production operationshave obtainedchain ofcustodycertification from the FSGvhich coverspulp

deliveryto clients,thus enabling uso market andsell pulp that is FS&ertified. For purchasesof timber from third

parties,our standardcontractfor suchpurchaseslsoincludesrepresentationsregardingthe origin of the timber and
its lawful harvestingas well as undertakingsby the supplierto provide chainof custodyinformation to us upon our

request. Certificationgypicallyrequirerenewal everyfive years.

We also endeavourto ensure that ourcontractorsadhereto the sameenvironmental,health andsafety standards
throughthe inclusion ofrepresentationsandundertakingsn our standard contractuahrrangements.

Thehealth and safety of personsis a priority in our managementystemsand is includedas a fundamentalaspectof
our dayto-day workat all levels,with our managemenitand training adaptedto the different activitiescarriedout by
us,both in the forestry aswell asin the industrial andcorporate fields.

We have implemented a system of health and safety at work managementthat is developed and improved
continuouslyin accordancewith the OHSAS 18000series ofinternational standards.The OccupationaHealth and
Safety Advisory Services (the YWHSAS Qsirdilar to the International Organisation for Standardisatiors an
internationally applied set of health and safety standardsdesigned toprovide best practices foremployersand
employees to protect againsbccupationalhazards and boost employeemorale. The industrial complexesat our
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forestry subsidiariedlorte Forestal, S.A.U. an8ilvasur Agroforesta§.A.U.aswell as our Naviaand Pontevedrapulp
production facilities, arecettified in accordancewith these standards.Our Navia facility has received theOHSAS
certification,aswell asthe equivalent certificatiorfrom the health and safetyaccreditationbodyin Spain(Asociadn
Espafiolade Normalizaddn y Certificacioi. In addition, our Employee Codef Conductencourageshehaviourthat
guaranteesthe health, safety and well-being of all employeesby encouragingthe adoption of attitudes that respect
the healthand safetyof all employeescglients,supplier andother third partiesvisitingor workingwith us.

We operate a health and safety joint prevention service which clearly defines roles and responsibilities at all
hierarchical levels within our Group on matters relating to health and safety. This means that thereatisr gre
integration of health and safety in all tasks and decisions carried out by us. The system also extends to activities and
work conducted by contractors and suppliers to ensure compliance with established standards. The joint prevention
service covers |a four preventative specialties: workplace safety; industrial hygiene; ergonomics and applied
psychosociology; and health monitoring.

LegalProceedingsand Tax Audits

We are party to pendinglegal proceedingsjncludingtax audits, arisingin the ordinary courseof businessWhilst the
resultsof suchproceedings canndbe predictedwith certainty,we do not believeany of thesematterswill be material
to our businessfinancialcondition orresults ofoperations,exceptthe mattersdescribedbelow.

Eufores, S.A., rmer Uruguayarsubsidiarywhichwassoldby uspursuantto a sharepurchase agreemerdated May
17,2009, is involvedin variouslitigation proceedings regardinglaimsfor damagegsesultingfrom breachof contracts.
On the basisof the share purchaseagreementdated May17, 2009, we may be liable for the outcome of these
proceedings. Aditionally, claimshavebeenbroughtagainstusfor breach ofrepresentationsand warrantiesunder the
2009 share purchasegreementin an aggregateamount of approximatelyUS$3.8million, which we are contesting.
However,no arbitral proceedingsaveyet begunin conjunction withtheseclaims.

The Spanish tax authorities concluded several tax inspections encompassing several Group companies during the firs
half of 2013. As a result of that process, the income tax assessments fo20007 seeking a settlement in respect of

unpaid taxes and latd y G SNBadG LI 8YSyid 2F ecZton (GK2dzalyR o6Ay GKS 2
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outflow of cash. Ence appealed the assessments before the National EceAdministrative Court, which rejected its

appeal on 16 June 2016. Ence hasesindged a new appeal against this ruling before the National Appellate Court.

In the opinion of Ence and its tax advisors, there are solid arguments in favour of a positive ruling on the appeals
lodged before the latter court, which is why it has notagoised any provision in this respect.

In what concerns the challenge of the decision on the early termination of the concession (the decision impacts only to
the land affected by a pipeline, a urban waste water treatment facility and a sports field whbigiot affect our
production process) and of the extension of our concession (decisions by the Ministry for Agriculture, Food and the
Environment date on July 30, 2015 and January 25, 2016 respectively) the following lawsuits have been raised:

a) Early ternination decision: Such decision has been opposed by the Ayuntamiento de Pontevedra and by
Asociacion pola Defensa da Ria in two lawsuits (humbers 85/2016 and 373/2016) at the Audiencia
Nacional.

b) Decision on the extension of the concession. Such decisierbeen opposed by Greenpeace Espafa, by
Asociacion pola Defensa da Ria and by Ayuntamiento de Pontevedra in lawsuits at the Audiencia Nacional
(numbers 700/2016; 268/2016 and 484/2016. The decision has also been opposed by Asociacion Gallega
Petdn do Lobavhich has not raised its claim to the Audiencia Nacional yet.

These claims, if successful, could ultimately reverse all or part of any extension of our concession which will have
material adverse effect on our business, financialditon and results obperation.
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INDUSRY OVERVIEW

Our Pulp Businessis active in the productionand sale of wood pulp, specificallyBleached Hardwood Kraft Pulp
(BHKP), thgenerationand sale of energy from biomass (ligninand forestry waste)inked to the production of
wood pulp and forestrymanagement.In our EnergyBusiness, weocussolely on the operationand development
of standalonebiomass energy projects thatare completelyindependent from the pulp production facilities we
operatein Naviaand Pontevedra.

Introduction

Wood pulp is one of the principal raw materials required to manufacture paper and paperboard. Wood pulp is
classified according to the type of wood or fibre from which it is made (hardwood or softwood), the manner in which it
is processed (chemicar mechanical process) and whether it is bleached or not. Paper and paperboard may
alternatively be manufactured from recycled fibre.

Two types of wood pulp are generally produced. Pulp made from hardwood (short fibre), such as eucalyptus, aspen,
birch a acacia, has shorter fibres and is better suited for the manufacturing oéxmmple,tissue paper. Short fibres

are the type of pulp best suited for manufacturing wefsde paper with good printability, smoothness, opacity and
uniformity. In contrast,pulp made from softwood (long fibre), such as pine, sprocdir, has longer fibres and is
better suited for manufacturing paper that requires durability and strength, such as paper used for packaging.

The pulp manufacturing process determines the suitgbof pulp for particular enduses. Pulp is converted from

wood by means of either chemical or mechanical processes. Chemical pulp is produced by cooking wood chips in
chemical solutions, with the goal of separating the cellulose fibres and removimg, lag chemical compound which

fills the space between the cellulose fibres and provides strength to the wood. On the other hand, lignin remains in
mechanical pulp, the fibres of which are separated by a mechanical process. The mechanical processeaterts gr
physical impact on the cellulose fibres, resulting in a higher fibre yield and a shorter fibre length.

Wood pulp can be bleached for whiteness, particularly when manufacturing printing, writing, specialty and tissue
papers. Unbleached pulp is brovemd is used in the production of corrugated board, paperboard, packaging papers
and bags. We believe that hardwood pulp derived from eucalyptus is superior to that produced from other hardwood
trees, as the greater consistency and uniformity of its fikireaproves the opacity, softness and printability of the
produced paper. Eucalyptus trees also have a shorter growth cycle than other types of hardwood trees, yield higher
productivity per hectare planted and require a smaller amount of space between iodivi@cilities to grow.
According to RISI, BEKP is thus widely used by producers of printing, writing and tissue paper worldwide because of its
properties and accounts for an increasing percentage of globally produced hardwood pulp.

According to RISI, dial paper grade virgin wood pulp consumption (market and integrated) is estimated at 170
million tonnes in 2016, of which chemical pulp amounted to 142 million tonnes and the remaining 28 million tonnes to
mechanical pulp.

Approximately 40% of this 170 Wion tonnes of global paper grade virgin wood pulp is used for graphic paper
production (newsprint and P&W paper), another 20% for packaging production, 15% for tissue paper production, and
the remaining 25% to other speciality paper and packaging preduct

According to RISI, graphic paper apparent consumption has declined at a compounded annual growth rate of 1.8%
during the last 10 years (2029D15) and is expected to continue falling at an average rate of 1.0% during the next five
years.

Packaging aprent consumption has increased at a compounded annual growth rate of 2.5% during the last 10 years
(20052015) and is expected to continue growing at an average rate of 2.6% during the next five years.

Tissue apparent consumption is the fastest growiragpgr segment which has increased at a compounded annual
growth rate of 3.0% during the last 10 years (2@0A5) and is expected to continue growing at an average rate of
3.5% during the next five years.

Demand for tissue has historically been resilient ghas continued to grow even during economic downturns. Its
consumption is less dependent on the economic cycle than the consumption of printing and writing grades or
packaging grades. The main drivers of tissue demand are rapid urban growth and enhiammpdstandards in
emerging markets such as China.
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Other speciality paper and packaging products apparent consumption has grown at a compounded annual growth rate
of 1.5% during the last 10 years (260815) and is expected to continue growing at an agerrate of 2.4% during the
next five years.

The pulp we produce is sold to third parties rather than being used in integrated pulp and paper mills and is termed
WYY N] SO Lzt LIdQQ hdzi 2F GKS wmMnuH YAt A2y 9imBlighffiddsiweT 3IJf 2
integrated with paper mills and the remaining 59 million tonnes were market pulp, of which, according to PPPC
December 2016 @00 report, 32 million tonnes were hardwood pulp (BHKP) and the remaining 27 million tons mainly
correspondedo softwood pulp (BSKP).

We compete in the hardwood pulp (BHKP) segment of the market pulp industry, and more specifically in the
eucalyptus segment (BEKP), as we use 100% eucalyptus wood in our production process. According to PPPC December
2016 G100 report, BEKP accounted for 73% of BHKP consumption in 2016. It is gaining market share from other less
efficient hardwood fibres and it will likely continue to do so in the future, as all of the new projects in Latin America are
based on eucalyptus plantatis. The remainin@HKP produced is mainly sourced from acacia fibre (usually cultivated

in Asia) and a mix of hardwodcm North America and Europe.

Europe is expected to remain a net importer of BHKP due to expected regional demand remaininghlangecal
production supply. Our estimated market share for BHKP in western Europe, based on sales volume in the twelve
months ended December 31, 2016, was 11%. On the other hand, according to RISI’s pulp production capacity statistics,
as at December 312016, the ENCE group is the largest single BHKP production capacity in western Europe (with
approximately 26% of total European BHKP production capacity), together with Altri (with 25%).

Analysisof hardwood pulp demand

According to RISI, global markéiBP demand has risen at a compound annual growth rate of 3.2% during the las ten
years and is projected to continue growing at an average annual rate of 3%, equivalent to about 1 million tonnes per
year, over the next five years driven by sharp growthlabgl demand for tissue paper, in turn shaped by rapid urban
growth and enhanced standards of living in emerging markets such as China.

The chart below sets out the global annual demand for BHKP from 2006 through 2016 and a growth projection
between 2016 and 2021

Evolution of BHKP Global Annual Demand (Mt)
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About one third of global market BHKP is consumed in China and this figure is projected to rise at an average annual
gain of about 0, 6 million tonnes per year over the next five years. However, with some market BHK oa@tditg in

the process of being integrated forward into paper, the outlook for BHK imports into China is somewhat stronger than
overall demand. Net BHKP imports into China are projected to grow by about 0,9 million tonnes per year. Due to the
lack of donestic eucalyptus plantations, China is heavily dependent on hardwood imports to satisfy the demand for
tissue paper.
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Geographic Evolution of Global Annual Demand in BHKP (Mt)
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Another third of global market BHKP is consumed in Europe where its demand is expected to trend slightly upward over
the next five yees at an average annual gain of 0,1 million tonnes.

In North America, Latin America and other emerging markets, market BHKP demand is expected to also post a solid
growth, although from a lower base, with an average gain of about 0,1 million tons peregpactively.
Analysisof hardwood pulp capacity

According to RISI, global BHKP production capacity was 35.0 million tonnes in 2016. It has grown at a compound
annual growth rate of 3.8% in the last 10 years, equivalent to 11 million tonnes, of wlizh &#lone accounted for 8
million tonnes as a result of the favourable conditions for capacity expansion in South America.

BHKP production capacity is expected to continue growing at an average rate of 3.0% over the next five years,
equivalent to aboutl.1 million tonnes per year.

The chart below shows the evolution of annual BHKP production capacity from 2006 through 2016 and a projection of
annual BHKP production capacity growth between 2016 and 2021:

Evolution of BHKP Global Annual Capacity (Mt)
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In 2016, Latin America had thedest regional BHKP production capacity worldwide, with 20 million tonnes. The chart
below illustrates the geographic evolution of global annual BHKP production capacity:

Geographic Evolution of Global Annual Capacity in BHKP (Mt)
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Souce:RISI

The table below lists the main new BHKP projects that, as at FgbR@dr7, are expected by RISI to be launched in
20162018:

Company Location Country Mkt Capacity(Mt)  Year Quarter
Klabin........... Ortigueira Brazil 1.1 (New Line) 2016 1
PTOKI(APP)**.... Sumatra Indonesia 2.8 (Greenfield 2016 4
Fibria........... Tres Lagoas Brazil 1.9 (New Line) 2017 4

The chart below sets out the global annual demand eaplcity balancéor BHKRrom 2006 through2016 and a
growth projection between 2016 and 202

Evolution of BHKP Global Annual Demand and Supply (Mt)
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Therefore, operating rates are estimated by RISI in the rangeq®38 for the period 201&021.

According to RISI, the 10 largest BHKP producers account for 74ébalf BHKP market share. The largest global
BHKP producers in 2016 were Fibria (6.0 million tonnes of installed capacity), APRIL (3.7 million tonnes of installed
capacity), Suzano (3.5 million tonnes of installed capacity), CMPC (3.1 million tonneallefdrtstpacity), Arauco (2.2

million tonnes of installed capacity), UPM (1.8 million tonnes of installed capacity), El Dorado (1.7 million tonnes of
installed capacity), Cenibra (1.2 million tonnes of installed capacity),Ence (1.0 million tonnes adrtstplcity) and

Altri (1.0 million tonnes of installed capacity).

According to RISI, Ence is the largest BHKP producer in Europe with slightly more capacity than the next largest BHKP
producer in Europe, Altri.

Pricing Environment

The pulp industry isighly competitive. It is also sensitive to changes in industry supply, shifts in producer and
consumer inventories, economic cycles and fluctuations in demand for paper. Global pulp prices are cyclical because
demand for certain paper grades depends omgel economiaconditions and because production supply tends to

adjust slowly to any changes in demand. The price of BHKP generally increases as the global economy expands. Pulp
price fluctuations occur not only from year to year, but also within a gigesr as a result of global and regional
economic conditions, capacity constraints due to mill openings and closures and supply and demand for both raw
materials and finished products, amongst other factors. Prices for BHKP are generally set by prodacersnonly

basis, based on pulp delivered to North American, European and Asian ports.

According to PPPC, the chart below illustrates the historical evolution of BHKP producer days of inventories from
January 2006 through December 2016, which ended #ee gt average levels:
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BHKP Producers Days of Inventories (seasonally adjusted)
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The divergence in pulp demand between China and the rest of the world continues to grow, and is now the key
FSIFEGdz2NBE 2F GKS RSYFYR &aARS 2F (KS Llz L) YHas\Ue®redthekey o6 St A
driver of shortterm cycles in the world pulp market and price evolution.

Over the past five years, average list prices of BHKP in Europe have been volatile. The chart below shows the quarterly
price evolution for BHKP per metric tonfar pulp delivered in Northern Europe between 2012 and 2016:

Evolution of BHKP Prices (Cif Europe)

131 128 4,5 130 132 131 133 136 137 137 133

1,25
1,13 111 1,11 1,10 1,20 113 1,12 108
o~ © 0 )] 3 < o © - < o o b Q -
s K, B €& & 8, ® R € B K B 23 B3 8% S8 & g, ¢

602
614
590
597
623
597
567

561
588

1T12 2T12 3T12 4T12 1T13 2T13 3T13 4T13 1T14 2T14 3T14 4T14 1T15 2T15 3T15 4T15 1T16 2T16 3T16 4T16

- $/t elt $/e

Souce:FOEX; Reuters
Cost of Production

According to RISI, the average total cost of producing one tonne of BHKP to be delivered to Europe averaged U.S. $451
in 2016 amongsthe major producing countries, which include Brazil, Canada, Chile, Indonesia, Portugal, Spain, Finland,
Sweden and the United States. Over the next 15 years, RISI forecasts nominal U-8edoti@inated production costs

for BHKP to trend upward at average 4% rate.

RISI projects that Brazil will continue to retain its position as one of the countries with the lowest variable cost of
production. However, Brazilian pulp mills source a high proportion of wood from their own plantations, with only a
smdl amount bought from third parties, making comparisons to pulp mills located in other countries difficult. The
average cost of wood referenced above refers only to the costs of harvesting and transportation and excludes
silviculture (forestry managementposts, which are capitalised. Ssifpplied wood cost is considered depreciable as a
depreciation of biological assets (usually called forestry depletion) and mitésnpact variable costs and EBITDA. The
differential in variable costs between Braziliamdaother producers is therefore largely driven by varied accounting for
forestry depletion. On a total cost basis, Brazilian producers have cost levels comparable with other producers because
Brazilian producers incur higher depreciation, amortisation diméncial expenses, resulting from the necessary
financing of silviculture.

Iberian pulp companies manage their own plantations but nevertheless source a high proportion of wood from third
parties, mainly from small domestic plantation owners. Timber astiberia have remained stable as producers have
been able to maintain balance in the domestic market by managing the amount of imports. This contrasts with higher
cost volatility driven by an increasing demand for wood seen in international wood marketsich producers lack a
strong influence over imports. The depreciation of the euro has also lowered U.S. dollar costs for Iberian BHKP

producers in absolute terms.
Note: 2016 data used in this section is preliminary and could change pending of fiatd up
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REGULATION
Overview

Our business is highly regulated. Our activities are subject to both national and international regulatory regimes.
Because most of our activities are carried out in Spain, the regulatory environment of our business actslitzge

by EU directives and regulations, which are either implemented in the individual Member States through national
legislation or have direct application to the Member States or individuals.

Each of our business activitegpulp production, energy genation and forestry is subject to a different but
sometimes overlapping set of regulations, at both EU and national levels. The following is a description of the primary
industry-related regulations applicable to our businesses and currently in force in,Sgaich is the principal market in

which we operate.

European Union and Spanish Regulation Governing Our Production Processes Generally
Directiveon industrialemissions

In January 2011the European Parliamenand CouncilpassedDirective 2010/75/EC,which regulatesindustrial
emissionsthrough an integrated framework of pollution prevention and control (theW WL 9TEeQEDGeplaces

Directive 2008/1/EC(the WRPPCDirectived) Qvhilst also subsumingDirective 2001/80/EC(the WW[ / t H5.MNBME O A &S
coveredby the IEDthe LCP DirectivBmited emissions ofertainair pollutants fromlargecombustion facilitiewith a

thermal capacityof at least 50 MW, and curbed emissionsfrom specificsources,such as sulphur dioxide, nitrogen
oxideandtheir particulates.

Aspart of the L 9 Sn€grated pollution preventionand control mechanism, thdED regulatesir, water and ground
pollution. The IED also contains provisions designed to prevent waste generation in an effort to advancea
comprehensivédramework of environmental protectionFinally,the IED establishesgorousdeadlinesfor compliance;
subjectto temporary derogation mechanismsavailableunder the IED,we must comply with the new air emissions
requirementsby Januaryl, 2016.

ThelEDwasimplemented in Spainthrough Law 16/2002 of July1, 2002 and Royal Decree815/2013 of October 18,
2013.Royal Decree 430/2004mplementedthe previousLCPDirectivenow coveredby the IED,which appliesto our
facilitieswith a thermal capacityof over 50 MW. Law 16/2002 of July 1, 2002 was revoked by Real Decreto Legislativo
1/2016, of December 16, 2016, which approves the Consolidated text of the Integrated Pollution Prevention and
Control Act.All of our facilities of this sizehold all required permits under these directives anddecrees,and are
compliant withtheir limits.

Environmental Liability Directive

The European Parliamenand / 2 dzy’ @iketti®ei2004/35/EC onenvironmental liability regulates prevention,
avoidance andremediation relating to environmental damage (the W W 9 [ TheCEQDfrdmework is based on the
YW1 fLI dzigr@iPle, which holds that an operator whose activity has caused or may threaten to cause
environmentaldamageshould befinanciallyliable to the extent of damage. Undethis regime, operators will be

obliged toreturn affected sitesto their original condition. The ELDwas implementedin Spainby Law 26/2007 of

October 23,2007 and Royal Decree2090/2008 of December22, 2008. Law 26/2007 isaimed at preventing and

remedying environmental damagesunder the principles of W W LINE @ &ngf @ ¥ 2J¢ DD dré@®tablishesa

number of preventive andreparative administrativeobligations andappliesgenerallyto operatorswhose activities

causeenvironmental damager animminent threat of environmental damage.

Further, suchfacilitiesare subjectto Law 22/2011of July28,20110nWasteand ContaminatedSoils(Ley22/2011, de
28 de julio, de Residuosy Suelos Contaminadoy concerningboth contaminated soils and the managementof
hazardouswaste. The infringement or the failure to comply with the obligationsstated in the abovementioned
regulations mayrigger administrativesanctionsjncludingfines, the disqualificationto carryout certainactivities,and
the obligationto compensatefor damagesand restore the environmentto the status it had before the relevant
infringement.
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Emissions Trading System

Our operationsare subjectto the EUEmissionslrading Systemo EBT® Qubiéh the European Parliamerand Council
introduced through Directive2003/87/ECofOctober 13, an amendmentto Directive 96/61/EC and amended by

Directive 2009/29/EC.The ETSis an EUwide systemof trading allowancesthat coversindustrial greenhousegas
emissions. Ithas been coming intoforce gradualyy over three phases:Phasel between 2005 and 2007; Phasell

between 2008nd2012;whilst Phase llisongoingandappliesbetween2013and 2020.

ETSegulated industrial sites receive a certain number of allowancesthat correspondto allowable carbon dioxide
(C@) emissionsThesesitesmust surrenderone allowancefor eachequivalentton of CO2emitted. Sitesthat exceed
their allowable emissionkmits must purchase furtheallowancedrom other sites whose emissiorfall beneaththeir
allowablelimits. Non-compliancewill giveriseto penaltiesin additionto the obligationto acquiremissingallowances.

The current Phase llbf ETS provides foa single EUwide capon emissionsdecreasingannually. Phase lllalso
contemplatesthe gradualreplacementof free allowancecreditswith an auctioningsystem.Asa result of this system,
we will be requiredto purchaseanincreasinghumber ofemissionsallowancesn the future.

Directive2003/87 hasbeenimplementedin Spainby Law 1/2005 and Royal Decree 122/2012.Law 1/2005 governs
the system of trading allowances whilsRoyal Decree 1722/2012 develops certainaspects ofthe allocation of
allowances.

Regulation Promoting Renewable Energy and Biomass Generation

The followingparagraphsdescribe the mainndustry-related regulationsthat are currently inforce in Spainand the
EuropeanUnion, applyingnore specificallyto our Renewable Energiacilities.

EuropeanFrameworkand SpanishTargetsin the Renewable Sector

On November 26, 1997, the EU publisheda report (the WW2 KA (i S which tu8imei &nmction plan for the
EuropeanCommunitythat aimed atdoublingenergyproductionfrom renewablesources irthe EuropearlJnionfrom
6%in 1996to 12%by 2010. Thishecame evermore important after the EuropeanUnion and its Member States
ratified the Kyoto Protocol, which imposed a targebf reducingEU greenhousgasemissionsby 8%by 2012.The
White Paper proposedseveralmeasures tgoromote the use of renewable energy sources, includitige provisionof
better accesdo the electricitymarketfor renewable energgctivities.

In March 2007, the EuropeanCouncilapproved aClimateand EnergyPackagethat included aseriesof legislative
instrumentsthat aimedto supportthe European} y A 2effofisito meet ambitious climateand energytargets by
2020.Thesetargets, knownasthe W Wa0qH n @rQets,set the following three objectivesfor 2020: (i) a 20%reduction
in EU greenhousegas emissionsfrom 1990 levels; (ii) raisingthe share of EU energy consumptionproduced from
renewable sourcesto 20%; and (i) 20%improvementin the European! y A 2 Yy Q & effi@e/icy.NIBeEuropean
Parliament adoptedhis legislative packaga Decembef008.

TheEuropean Parliamerdnd/ 2 dzy Didedti@2009/28/ECon the promation of the use of energyfrom renewable
sources(the Y2P09 Renewable EnergyDirective) €eb national targets foeach Member State consistentwith the
European Yy A 2objeetdveto derive 20% ofts total energyuse fromrenewableenergysourcesby 2020. In order to
complywith these mandatory targetsall EUMember States,includingSpain,were required to developa national
action planin the form of a National RenewableEnergyAction Plan2011¢2020 6 NREAR Qssukd onJune 302010,
{ LJ- NREQRBetout atarget of22.7%of total energyuseascomingfrom renewableenergysourcesby 2020.

In 2011,the European Parliamerand Councilof the EuropeanUnion developed Renewable EnergiedPlan,knownas
RER2011¢2020(the W W w 9The®EPaddred a new target to the 2009 RenewableEnergyDirective:a minimumof 10%
of transportationenergyconsumptionto be suppliedfrom renewableenergysourcesin eachMember Stateby 2020.
Hence, inaddition to { LJI ANREA&arget of 22.7%,the REPrequires Spin to derive 10% of its transportation
consumptionfrom renewable sourceby 2020.

Article 3.3(a)of the 2009 Renewable Energpirectivestatesthat in order to reachthe targetsset for 2020, Member
Statesmay apply support schemesand incentivesfor renewable energy. Thesesupport systemsor incentivesare

85



differentin eachcountry, butthe mostcommon are:

(i) Greencertificates Producersof renewableenergyreceivea ¥ W 3 KIS 813 A forie&hMWS b€y generateand
suppliers ofenergyhavean obligationto purchasepart of the energythat they supplyfrom renewablesources.

(i) Investment grantsand direct subsidiesThese helpdefray the costs ofinstalling renewableenergy generation
facilities.

(iii) Tax exemptionsor relief. Theseinclude cashgrantsin lieu of tax creditsand accelerated depreciatioramongst
others.

(iv) Systemof direct support of prices Theseinclude regulated tariffs and premiums and involva regulatory
guaranteeto purchaseenergygeneratedby a renewableenergyfacility for an allotted period of time at a fixed
tariff per kwWh for a maximumannualnumber of hours. Thisensuresthat the producerachievesa reasonable
return onits investment.

On October 242014,the EuropeanCouncil publisheds conclusions regaling theW W H @limateand EnergyPolicy
MJ Y S & avhidh Ee€odt the European; Yy A Zclfr@td and energygoalsto be achievedby 2030. Amongstother
things, theframework proposeghat by 2030, emissionsof greenhouse gaseshould be reducedby 40%from 1990
levels, energy efficiency should be increased t027% and 27% of total energy consumption should come from
renewableenergysources.

SpanishFramework

Sincethe enactmentof Royal Decree661/2007,0f May 25, regulatingthe activity of electricity production under a
aLISOA I f RINBE/ROITSaEpsER regulatory regime applied to cogeneration facilitiesmini-hydro power
stations and other facilities using renewable energy sources whiwve an installed capacity of 50 MW or less.
However this specialregulatoryregimeno longerexistsasit hasbeenreplacedby a newregulatoryscheme

During2012 and 2013,the Spanishgovernmentcompleteda structural reform of the energyindustry to establisha
new regulatory framework irorder to reduceand controlone ofthe main problems ofthe Spaniskenergysector: the
YW R 8X X dihichi g theQdivergencebetween the electricity costs and the income obtained from regulated
electricity activities. Royal DecreelLaw 6/2009,dated April 30, had previouslyattempted to limit the increaseof the
aforementionedgeneral tariffdeficit; however,it wasnot sufficient, giventhat only a year later further stepsneeded
to be taken bythe government:a new RoyalDecreelaw 14/2010was passedfor the samepurpose. Thepurpose of
Royal Decreelaw 1/2012 wasto limit the impact of renewable premiumsn the tariff deficit, thus reducing costsin
similarterms, RoyalDecreelLaw 2/2013 aimedto mitigate the tariff deficit by modifyingthe remunerationsystemof
regulatedactivitiesaswell asthe remunerationformula of the specialregimefacilities.

Thereform beganwith the enactmentof Royal Decredaw 9/2013, of July12, wherebycertainurgent measuresvere

takento ensurethe financialstability 2 ¥ { LJeckiga®ystens The maichanges introducedy such regulation
aimed toprovidethe industry witha uniform, transparentand stableregulatory frameworkaswell asto giveeconomic
andfinancialsustainability tathe electricity systemandavoidthe geneation of tariff deficit.

Thenew ElectricityAct 24/2013of December26, which repealedthe former ElectricityAct 54/1997,0f November27,
setsout the main provisionsgoverningall aspectsof the electricityindustry.Articles14 and 21 to 27 specificdly govern
the generation of electricity, including some provisions applicableto facilities using renewable energysources,
cogenerationand waste 0 RefiéwableEnergyFacilitieQ Qliheahlistinction betweenthe ordinary and the specialregime
containedin former regulations haseen abolished andhe former economic framework applicable tBenewable
EnergyFacilitieshasbeenrepealed.

Generally,the applicablelegal framework inSpain forRenewable Energyracilitiesis set out in the following legal
Soure@s:

(i) RoyalDecreelaw 9/2013, of July12, 2013, containingurgent measures tayuaranteethe financialstability of the

electricity system ¢ Ryl DecreeLaw 9/2013Q Q U ®egutaloh astablishethe remunerationprinciplesto be
appliedto existingRenewableEnergyFacilitiesin operationon the date on whichit cameinto force.
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(i) Law 24/2013,of December26,2013,0n the ElectricitySector (the Y2013 ElectricityActQ (Thistaw setsout the
generalrules applicableto the entire electricity sector, and incorporatesthe main principlesset out by Royal
Decreelaw 9/2013in respect ofthe renewableenergysector.

(i) Royal Decree413/2014, of June 6, 2014, governing electricityproduction from renewable energy sources,
combiningheat, powerl Y R ¢ [Rdyidl Becréew!®/2014 Q O dleciedmpbementsthe rules containedin
both Royal Decree Law 9/2013 and the 2013 Electricity Act regarding the specific remunerationregime
applicableto RenewableEnergyFacilities.

(iv) Order IET/1045/2014 of June 16,2014, establishinghe remuneration parametersapplicableto existing
electricity generationfacilitiesusingrenewableenergysources,combining heat, poweand waste 0 Mitlisterial
OrderlET/1045/2012 Q0 @

Change of Remuneration Scheme Aippble to Renewable Energy Facilities by Royal Decree Law 9/2013 and the 2013
Electricity Act

Thepurposeof Royal Decreelaw 9/2013 was toadopt a set of measures teensurethe sustainabilityof the electricity
systemand, in particular,to combatthe shortfalls betweenthe electricity systemrevenuesand costs(referredto as
the W ¥ (i R $IR M uiih@r@xplained below)Royal DecreeLaw 9/2013 and the 2013 ElectricityAct established an
entirely new remunerationschemeapplicableto, amongstother things,all RenewableEnergyFacilities, abolishinghe
previousfeed-in-tariff system.Thisnew regimeappliesto existingfacilitiesin operation at the time the Royal Decree
Law 9/2013enteredinto force,aswell asto facilitiesbeginningoperationsfollowingits enactment.

The provisiongontainedin Royal Decred.aw 9/2013 relatingto the remunerativesystemof energy producergrom
renewable sources;ogenerationand wastehave basicallybeen passedto the new 2013 ElectricityAct. Accordingly,
Section 50f Article 14 of said Act determinesthat the remuneration for generatiorctivitieswill includethe following
concepts:

oo the correspondent remuneratioffor the participationin the generationdaily andintra-day market;
o the systemadjusiment servicegequired toguaranteea suitable supplyo the consumer
o whenapplicable,the remunerationfor the capacitymechanism

o when applicable, the additionalremunerationfor the generationactivitiescarriedon in the electricity systems
of non-peninsular territories; and

w0 whenapplicable, thespecificremunerationfor the generationof electricityusingRoyal DecreeLaw9/2013.

Royal Decreelaw 9/2013 providedfor a transitional settlementregimeunder which regulatedpayments,during the

period until the effective date of Royal Decree413/2014 and Ministerial Order IET/1045/2014 would be made in

accordancewith the former remunerationregime. AfterRoyal Decree413/2014and Ministerial Order IET/1045/2014
come into effect, any amourts receivedduring the transitional settlementregime in excessof or below the new
regulated paymentprovidedfor in Royal Decreel13/2014and Ministerial Order|ET/1045/2014 would beeimbursed
by or paidto renewable producers.

Calculationof the Renunerationto be receivedby existing RenewableEnergyFacilities

Until the entry into forceon July14, 2013 of Royal DecreeLaw 9/2013 (and transitionallyuntil RoyalDecree413/2014
and Ministerial Order IET/1045/2014ntered into force), Renewable Enegy Facilitieswere entitled to receive a
regulated remunerationlevel tied to their electricity produced througha feed-in tariff systemcomposed byf{i) the
pool price of the electricity sold in the market; and (ii) an equivalentpremium, consistingf the differencebetween
the pool price and the set feed-in tariff for eachtechnology(feedin tariff = pool price plus equivalent premium). This
revenuewasreceivedfor a maximumannualnumber of hoursand for a predeterminednumber of years,depending
onthe technology useth eachcase For anyadditional hourgproduced, producerseceivedthe pool price.

Pursuantto the 2013 Electricity Act, the principlesdriving the new economicregime are that the incentivesthat an
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electricity producerreceivesshoull be equivalentto the coststhat it is unableto recoveron the electricity market
where it competeswith non-renewable technologies.The new economicregime seeksto allow a ¥ W grngfand
efficient dzy’ R S NJi | rechbwérih@codisaf buildingand running afacility, plus a reasonablaeturn on investment
(the YR¥asonableRateof ReturnQ Mbrdier to reachthis Reasonable Ratef Return,renewableenergyproducersmay
receive,in addition tothe price obtainedin the Spanishwholesale marketa specifc level of remunerationthat covers
the costs(investmentand operation) thatthey are unable torecover onthe Spanish electricitynarket.

According tothesecriteria, producerswill receive:

(i) amarketremuneration (in e¢/MWh produced)equivalent tothe renewableproduction sold every hour to the
wholesalemarketprice;

(i) in addition to the electricity market price, renewable biomass energyacilities may also receive a specific
remunerationcomposed ofa return on operation (retribucién a la operaan (in e/MWh produced,up to a cap
of production hoursper year), whicthas beencalculated tocover,when appropriate the standard operating
costs(defined accordingto a standardinstallation applicablén eachcase)not recovered throughthe sale of
electricityat the expectedwholesalemarket price. This supplementary remuneratianustbe sufficientto reach
the minimum level necessaryto coverall the costs whichunlike conventionaltechnologiesproducerscannot
recoverin the market.Operatingexpensesnclude,asapplicablethe costof land, electricity,gasand water bills,
management, securitygorrectiveand preventivemaintenance marketrepresentationcosts,the Spanish taxon
specialreal propertiesjnsurance, applicablgenerationchargegincludingae n ® p k axceddeeto be paidby
electricity producers)anda generationtax equalto 7%of total revenue;and

(iii) areturn on investment(retribucion a la inverson) per unit of installedcapacity(in € k a é&f installedcapacity),
which covers,when appropriate, the investment costs for each standard installation (without any relation
whatsoeverto the amountof power they generate),which cannot be recoveredthrough the saleof the energy
on the market in question.

Ministerial Order|IET/1045/2014establishesa numberof parametersfor calculating thereturn on investment andhe
return on operation for Renewable Energyacilities. The most relevantparametersare: (i) the standardvalue of the
initial investment; (iithe estimateddaily and intra-day market price received;(iii) the number ofhours of operation
annually; (ivthe estimatedfuture revenuesfrom the market;and (v) the estimatedfuture operating cost.

In addition, Ministerial Order 1E/1045/2014 establishesa number of remuneration parameterdor each type of
RenewableEnergyracility, the most relevantparametersof whichinclude: (i) thereturn on investment;(ii) thereturn
on operation; (i) the regulatory usefulife; (iv) the minimum numberof operatinghours;(v) theoperationthreshold;
(vi) the maximum number obperatinghours forthe purposesof receivingthe return onoperation;and (vii) the upper
andlower annuallimits of the market price.

Reasonable Ratef Return

TheRoyal Decree 413/2014definesthe O 2 y O BehdibnatkRate of RS (i dzbifef@@ncingthe pre-tax return on the
secondary market averaggeld on Spanishgovernmentten-yearbonds forthe 24 monthsprior to the month of May
of the previousyearasat the beginningof the statutory period, increased b spread.Eachstatutory period willlast
for sixyears,the first beginningon July14, 2013,and lastinguntil December31, 2019. Therefore,those facilitiesthat
benefited from afeed-in tariff regime asat July14, 2013 will receivea Reasonable &e of Returnasdetermined by
referenceto marketyieldsfor the ten-year Spanish government bordluring theten yearsprior to July14,2013,plusa
spread of300basispoints.

For existingfacilitiesthat were entitled to receiveincentivesat the time Royal Decree Law 9/2013 enteredinto force
(asat July14,2013),the Reasonable &e of Returnis 7.398%pre-tax, and will applyuntil December31, 2019 (when
the first statutory periodnds)

Annex Il oMinisterial Order IET/1045/2014 specifiéisat the ten-year averageield for the ten-yearbond is4.398%,
which,increased by800basispoints,resultsin 7.398%per annum.

For new Renewable Energyracilities, the specificremuneration will be granted by means ofa comprehensive
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tenderingprocesgespectingransparency, nosdiscriminationand objectivity principles.
Revision of the Remuneration Parameters

Royal Decred13/2014 establishes statutogeriodsof six years, with the first statutonyeriod running from July 14,
2013 (the date of entry into force of Royal Decree Law 9/2013) to December 31, 2019. Each sparitatis divided
into two statutory halfperiods of three years. THest such haklperiod runs from July 14, 2013 to December 3116.

CKAE WYWwWaihl Gdzi2aNE LISNA2RQQ YSOKFYAAY [Iid anditled (it revseSthe 2 dzi
different parameters used taetermine theremuneration to bereceived by the Renewabkenergy FacilitiedNeither
the parameters of the regatory useful life northe standard value athe initial investment can be modified.

At least every year the governmeistentitiedto update the cost of fuel for those renewable energy or CHP assets that
use fuel in their operations and that, therefotegave a variableost linked to commodities energy prices.

End of Statutory Halberiod

At the end of each statutorlalf-period the Spanish government may ame(ij}dthe remuneration peimvestment to
bereceived (Ri)n accordance with the differenceyhether positive or negative, between the actual average
wholesale market price during the hadériod and the estimated average wholesale marnete at the beginning of
the halfperiod*; as well as (ii) the remuneration per operation (Ro), accordinth¢oestimates on revenues to be
achieved by the Renewablenergy Facilities during the next hpHriod to come (taking into accoutite estimates on
the averagduture wholesale market price for such halériod).

End of Statutory Period
At the end & each statutory period, the Spanish government may amend the following:

(i) Theremuneration to investmentin this case not only to adjust it in respect of the wholesalarket
pricedeviations from estimates, but also to:

(i) The rate of return(currently 7.398% for our assets).

(i) Remuneration to operation, in this case not only to adjust it in respédhe future wholesale markgtrice
estimationsbut also to the estimated operating costs

More precisely, the rate of return may beevisedevery six years based on thgclical situatiorof the Spanish
economy and the profitabilitpf the power generation business in view of the Spanish economy as well as electricity
demand.

Beforethe start of a new statutory periofl.e. from thesecondstatutory periodonwards)a revised Reasonable
Rateof Return can bestablishedor each typeof facility (as identifiedn Ministerial Order IET/1045/2014)
calculatedasthe averageyield on Spanish governmetgn-yearbonds onthe secondary maetin the 24 months
precedingfrom the month of May prior the commencement of the new statutory perfedy. the second
statutory period beginning on Januaty 2020) plus a spread.

This spread is based on the following criteria: (i) appropriate pfofitthis specific type of technologgnd the
electricity generation business as a whole, considering the financial condition of the Spanish electricity system and
Spanish prevailing economic conditions; and (ii) borrowing costs for an efficient anduwedlectricity generation
company using renewable energy sources with regulg@gmnent systemsvithin Europe.

Renewable installationsnly receive the specific remuneration until they reach their regulategful life, at which
time they cease to recedvthereturn on investmentand thereturn on operation. Such installations can continue to
sell the energy generated to the market.

(*)Market price adjustments

Market price estimatesre madeby reference to the annuaverageprice of the future arrangments negotiated in
the Iberian Energy Derivatives Exchange (OMIP) in the six months preceding the start date of the seddwtmmy
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half-period.

If thereal annual average hourly wholesale margetes in thedaily andintra-day wholesalenarkets a&tually
achieved deviatsignificantly from theestimated wholesale market prices in a given statutory -paffiod,the

remuneration per investment to be receivéy thecorresponding facilities aradjusted upwards or downwards, as
GKS OFasS YWRRD®BII Y IyOBNRB S REBY ISHEA 2y QQ  A-derio [i.dR SvenStiir&NE

years).

The regulation providefor two floors (LI1 and LI2) and two caps (LS1 and LS2), as determined by the Ministry

Industry, Energy and Tourism, for hopotential deviations fronthe estimatedwholesale markeprice will be

compensated. Risshifts from the Spanish governmerb producers of energy dependingponwhere such risk falls

on the scale between the established floors and caps as follows:

(i) for marketriskwithin the first band, i.e between theestimated markepriceandLS1or LI1, producers beahe

m

(i) for marketrisk that deviates beyond the second band, producers compensate the electricity system if prices are

arketrisk;

abovelLS2 or are compensated by the electricity system if prices are below LI2, by meaosri@fsaonding
adjustment tobeappliedinthe next statutoryhalf-period (pursuant tacertain formulasncludedin Royal
Decree 413/2014); and

(iii) for market riskbetween the firstand second band,e.between LS1 and LS2 andahtLI2, producers share

50% of such risk with the electricisystem.

For the first statutoryhalf-period, the average price for the periddom July 14 to December 31, 2013, as pulaiby

OMIE &

4 e€pM®H K a? K amount, Blibisteria? @rderilKTV1045/2014 sets out the following bandsand

values for the first statutory halberiod:

2014 2015 2016 2017 and
onwards
56.21 57.52 57.75 60
52.21 53.52 53.75 56
48.21 49.52 49.75 52
44.21 45.52 45.75 48
40.21 41.52 41.75 44

These values arthen modified by an adjusting coefficie(doeficiente de apuntamientojyhich varies dependingn

the type

The real annual average hounyholesale market prices in thaaily and intraday wholesale markets for the first

of technology.

statutory halfperiod was:

HAMM
HAMDP
HAMC

Y nHZnc e€eka?K
Y pnXon eka?K
Y oyEX 00 €kKaz?K

Ministerial Order ETU/130/2017 sets out the following baraasl values for the second statutomalf-period 2017

2020 (taking into account the future wholesale markeice for this haHperiod):

2017 2018 2019 2020 anc
onwards
49.81 48.30 48.68 60
46.33 44.92 45.28 56
42.84 41.54 41.87 52
39.35 38.16 38.46 48
35.87 34.78 35.06 44
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Transitional Regime Applicableto RenewableEnergyFacilities Alreadyin Operation

Royal Decreelaw 9/2013 providesthat the new remuneration scheme forRenewable EnergyFacilitieswould be
applied from Julyi4, 2013, butonly oncethe implementingregulations(i.e. RoyalDecree413/2014and Ministerial
Order IET/1045/2014)were put in place,which did not occuruntil June2014. Royal DecreeLaw 9/2013 and Royal
Decree 413/2014rovidethat: (i) from July14,2013until the date onwhich RoyalDecree413/2014becameeffective,
settlements correspondingp Renewable Energy Ecilitiesalready operatingwould be made inaccordancewith the
former regulated tariffregime; and (ii) there would be an adjustmentmechanism forthe reimbursementof those
amounts receivedn excess ofor below the regulated amount byhe renewable producersas a result of the
applicationof the transitionalregime, aslescribedbelow.

In this sense the Third Transitional Rovisionof Royal DecreeLaw 9/2013 providesfor the adjustment ofthe amounts
actuallyreceived duringhis transitionalperiod sothat renewable producersreimbursethe excessor default earnings
achievedduringthe July2013to June2014period by meansof corresponding adjustment® nine settlementsof the

electricity systemapplicableto the relevant facilities, commencingwith settlement No. 7/2014. The total amount

correspondingto this adjustment will be equally distributed amongst these nine settlements. However, the
adjustmentis cappedat 50% othe total amountto be received under eacbf the affectedsettlements.

Notwithstandingthe above, under no circumstanceswill amountsreceivedby producersfor electricity generated
before Julyl4,2013berequired to bereturned or reimbursedunderthe new system.

RegimeApplicableto New RenewableProjects

The entitlement to receive a specificremunerationfor Renewable EnergyFacilities, developed afterthe entry into
force of the newregime inJune 2014will be established byublic tenderprocessesTheseprocessewill be calledby
the Spanishauthoritiesif neededin orderto meetthe 20%renewabletarget setout in the EU policy.

Until such competitive proceedingsare organised, newfacilities may be developedand constructed outsidethe
specificremunerationschemeandwill only receivethe market price(althoughthere are someexceptionsand specific
provisionsapplicableto non-mainland Rnewable Energiacilitiesincludedin the 2013 ElectricityAct).

A new royal decree to allocate new capacity for new wind (up to 500 MW) and biomass (up to 200 MW) projects has
been gproved by the Spanish government by means of new Royal Decree 947/2@&obkrl6, pursuant to which

a tender for the granting of the specified system of remuneration to new biomass production facilities in the peninsular
electric system and for windower technologyinstallations and Ence has been awarded the concession to operate 40
MW of capacity As a result, Ence has begun the process of permitting a new facility to be located in Huelva.

Generally, theauthorisations,permits, licencesnd registraions required fornew RenewableEnergy Ecilitiesto be
constructedand operateddo not differ fromthose requiredfrom RenewableEnergy Ecilities alreadyperating.

Access$eeto BePaid by ElectricityProducers

Royal Decreelaw 14/2010 was also passé in orderto solve the problem ofthe tariff deficit, which reached
approximatelye 28 billion asat December2013.

The FirstTransitional Povision ofRoyal Decredaw 14/2010states that theownersof electricity productionfacilities
must paya fee to the transmissionand distribution companiesfor access tahe electricity grid from Januaryl, 2011.
Suchaccessvaspreviouslyfree of charge.Theaccesdee wasset out on atemporary basisasfollows: (i) calculatedat
€0.5 per MWh deliveredto the network; or (ii) any other amount that the Ministry of Industry, Energynd Tourism
establishes.

Royal Decree 1544/201implementedthe FirstTransitional Povisionof Royal Decreelaw 14/2010and confirmedthe

interim accessfee imposedon electricity producS NE0.5 gee MWh), subjectto the adoption of a final method for
calculating theaccesdee, whichhasnot yet beenapproved.
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Financingthe Tariff Deficit

Asstated above, thenain purposeof the electricityreform containedin the 2013 ElectricityAct is to resolvethe tariff
deficit problem from previous years, where the regulated costs, such as the remuneration of distribution and
transmissionactivities, the servicingof the tariff deficit debt, the additional production cost outside the Spanish
mainland, and the former premiums payabldo RenewableEnergyFacilities, have exceeded theregulatedincome,
namely, tollsand chargegaid bythe consumers fothe useof the electricity network.

In this regard, the 2013 Electricity Act statesthat from January 1, 2014, the tariff deficit will be financed by the

companiesthat receive regulatedbayments on gpro-rata basis,including distributors, transporters, produceref

electricity from renewable energysources,companiesreceivingpayments foravailablity of productioncapacity and
others (asopposedto the previous regime, under which only tliee most significantelectric utility companieswere

obligedto financethe tariff deficit). Eachof theseentities will temporarily fundthe tariff deficit in proportion to the

coststhat they representfor the electricity systemin a givenyear.

There are twatypes oftariff deficit, provisional andinal, andthe mechanismto recovereachone is different. Such
different mechanisms are relateth the settlement procedureof the regulated activities, which consists mainlpf
distribution and transmissionof electricity in Spain, and ismanaged bythe National Marketsand Competition
Commissiord GNNIQ QU Y

(i) Allsectoragentsprovide theCNMGwith information on their electricity systemrevenuesand costson a monthly
basis.Eachnatural yearthere arel4 provisionalsettlementsand one final settlementapproved inDecembetrof
the following year. There arel4 provisionalsettlements(one per month of the correspondingyear and two
further on the months of Januaryand February of the following year) due to the fact that transmissionand
distribution companiescharge accessfees correspondingto each calendar yearon invoicessubmitted from
Januaryof the relevantyearto Februaryof the following year.

(i)  In each settlement, transmissionand distribution companies includethe amounts received from their
suppliers/consumers corresponding the third-party accessariffs.

(i) TheCNMCsettlesits accaints by eitherdepositing, oreceivingthe difference betweenthe amountscollected
and the paymentsrecognised infavour of each of them, respectively. These are thmain revenuesof the
Spanish electricitgystem.

(iv) If revenues arenot sufficientto cover allsystem coststhere is a ¥ W LINR @ekifi R & 3 A Thé piiodsibanal
deficit which appearsin each of the 14 provisional settlementsis financed bythe WWI ISy & adz 2SO
settlementa & & GiSpropaition to the payments theyeceivein eachmonthlya S G f S Y S ysiibjectts W! 3 Sy
the settlementa & & GafeYh@s@who receivesettlementof their payments witha chargeto the varioussystem

costitems, directly or throughthe systemoperator or distributorgsuchasrenewableenergyproducers).

(v) TheW W Ftariff R § ¥ Aredultsiron®the final settlementapprovedin Decemberof the following year and will
also be financed proportionally by those subjectto the settlement system. Theseamounts are entitled to
recover amountspaid in the corresponding settlementsvithin the five years after the deficit arose. The
amounts paidor this reasonwill be repaidplusintereston termsequivalentto the market.

Thefinal tariff deficit cannotexceed2% of the estimated systemrevenuesfor eachyear. Further, the accumulated
debt dueto previousg S I deficifalso cannotexceed5%of the estimatedsystemrevenuesfor that period. If these

thresholdsare exceededthe governmentis forced to review the accessees so that the systemrevenuesincrease
accordingly.

Tax on ElectricitySales

On December27, 2012, the SpanishParliamentapprovedLaw 15/2012 ontax measuresto achieve environmental
sustainabilitywhich becameeffectiveasat Januaryl, 2013.Theaim of Law 15/2012is alsoto help solvethe problem

of the tariff deficit.

Law 15/2012 establishes dax triggeredby the saleof electricity and affectsll electricity producers inSpain.Thetax
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on electricity generation (the W W ¢ 9al¥l& @abe >0f 7%, is levied on the total revenue achievedby the electricity
producersfrom the power producedat eachof their facilities.

The TEGis a direct tax with an in rem nature, leviedon the generationand delivery to the Spanishgrid of output
electricity as measired at a power T | OA f A (i A ®air&s deceeaira). [TieEmain features of this tax can be
summariseds follows:

w All types of electricity generation facilities are subject to the TEG. Noexceptions aremade for any
renewableenergyproduceror nuclea facilities,nor isthere a minimuminstalledcapacitythreshold

w Thetaxablebaseis calculatedon the basisof the total proceedsto be receivedby the taxpayerfor the
generation and delivery of the output electricity. The taxable base is determined individually for each
electricity production facility and referred to the tax period that, in generalterms, coincideswith the
calendaryear.

w Theapplicablerate is7%

Thus,every calendaryear, the owners of Renewable EnergyFacilities must pay 7% of the total amount they are
entitled to receivein connectionwith their electricity productionactivity, measuredasthe net output generated.

Forestry ManagementRegulation
EuropeanUnionregulation

EU Regulation995/2010 (the W $hbek Regulatio® Qais out the obligationsof operators who place timber and
timber productson the market,imposingthe following key obligations:

() TheTimber Regulationprohibitsthe placingof illegallyharvestedtimber and productsderived from suchtimber
on the EUmarket,whetherthey are of domesticor imported origin.

(i) Timber accompaniedby a Forest Law Enforcement,Governanceand TNJ R SLE@&M®#Wa Conventionon
International Tade in EndangeredSpeciesd @IHESQ dQiaence will be acceptedas legal. In all other cases,
operatorsmustexercise¥ R &8 t A @iy tkie$sallimported and domestictimber or timber products.

(iii) Traders(thoseafter the operatorsin the supplychain)mus keeprecords of their suppliers(and customers).n
thiswaythe operatorscanalwaysbe traced.

The Timber Regulationdoes not needto be implementedin Spanishaw asthe regulationis bindingin its entirety
anddirectly applicablein all Member States.

Spanishregulation

In Spain,the main legal framework consist®f the Hillside Act 43/2003, of November21 (Ley de Montespand the
rules concerning theorganisationof hillsides (ordenacon de monteg, both nationwide and at the autonomous
communitylevel. Pursuantto theseregulations,the relevantpublic authorities regularlyapproveand review forest
managementnd organisation plans.

Other rulesof an environmentalnature suchasthose on waste,water or protected spaceor speciegnayalsoapply.

Internationally recognisednitiatives

In addition to EUand Spanishregulationsapplicableto forestry managementactivities, there is a set of sustainable
forest managementpractices and internationally accepted criteria acknowledgedby the Food and Agriculture
Organisationof the United Nationssince1981. Thesehave been promoted regularlysincethe Riode JaneiroEarth
Summit of 1992. Over the years, these practicesand criteria have been implementedand broadened through
regulation and on a voluntary basis in successiveinternational summits and by means of non-governmental
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initiatives.

The most common foregtertification systemworldwide is the Programfor the Endorsemenbf Forest Certification
with more than 240million certified hectares. Further,the Forest Stewardshigouncil,or FSChasover 180million
certified hectares.

In Spain,the UNEENIS0O140012004 environmentalcertification appliesto all of our forestry activities.Moreover,
approximately 70%f our ownedforest assetsare certified in accordancevith PEFGystemsand, to alesserextent,
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MANAGEMENT
The Issuer
The Board of Directors of the Issuer

The Board of Directors of the Issueri KS & . 2F NR 2F S5ANBOG2NEEO KIFa GKS LI2gSH
The Board of Directors elects its president and can select one or more vice presidents. Except foratters reserved by law
and the articles of association to the general &2 f RSNAQ YSSiAy3a o0GKS aDSYSNIft {K
of Directors is the highest decisianaking body of the Issuer.

Meetings shall be called by the president or by directors constituting at leasttorteof the Board of Directors. The
attendance quorum necessary for a Board of Directors meeting is the majority of the Board of Directors. If the number
of directors on the board is uneven, the necessary quorum shall be more than 50% of the board. Resolutions of a Board
of Directors meeting ar@dopted by an absolute majority of the members present at such meeting, unless the law
requires a different majority.

The following table sets forth, as of the date of this Report, the name, age and title of each member of the Board of
Directors, and isdilowed by a brief summary of biographical information of each director.

Name Age  Position

Juan Luis Arregui Ciarsolo . . .............. 73  Charman
Ignacio de Colmenaresy Brunet. . .......... 55  Chief ExecutiveOfficer and Vic&Chairman
Retos Operativos XXI, S.L., represented by Oscar

Arregui Abendivar . ............. .. L 43  Non-Executive Poprietary Director
Pascual Feddndez Marthez . ................ 56  Non-Executive Proprietary Director
Javier Echenique Landiribat .. ............. 56  Non-Executive Director
Jo Carlos deAlamo Jiménez . .. ........... 65 Non-Executive Independent Director
Fernando AbriMartorell Herrdndez. . ... ... ... 54  Non-Executive Director
Luis Lada Diaz 67  Non-Executive Independent Director
Jog Guillermo ZukaGuinea. . . . ........... 70  Non-Executive Independent Director
Mendibea 2002, S.L., represented by Jose Ignacio

ComengeSanchezReal . .................. 65 Non-Executive Proprietary Director
Pedro Barato Triguero . . . ................ 57 NonExecutive Independent Director
Isabel Tocino Biscarolasaga. ............... 67 NonExecutive Independent Director
Victorde UrrutiaVallejo . . .................. 74 NonExecutive Riprietary Director

Juan Luis Arregui CiarsoieChairmanof the Boardof Directors,Chairmanof the ExecutiveCommittee anda member
of the AdvisoryCommitteefor Forestry andRegulatoryPoliciesof the Issuer.Hejoined usin February 2006.

Mr. ArreguiCiarsolo has degreein technicalengineeringrom the HigherSchoolof Engineering oBilbao,a diplomain

numerical controfrom Wandsdorf(Germanyjandl Y I adéggeBidriicro- mechanical engineerinfjom Besargon

(France).He began his professiona careerin 1975 by founding Gamesa,a company thatwould later becomethe

Gamesagroup, specialisingn aeronautics, roboticsgompositesand wind turbines. Hewas Chairmanof Gamesa until
1995and is currently Vice Chairman anda member of both the appontments and remunerationcommittee and the
executivecommittee of Gamesa.n 1994, following the integration of Gamesawith Iberdrola, he becamea board

memberof Iberdrola,servinguntil 2009as SeniorDeputy Chairmanand a memberof its executivecommittee. In1995

he took chargeof the Guascor Company, a manufacturer of internal combuséingines, complementinthe engines
with cogenerationinstallations.In 1998 he created C&,, acorporation dedicatedsolelyto the production of wind

energy. In2001, he founded Foresta Capital,S.L .for the productionof hardwood treesand, in 2002, createdoresta
Biomasawhichbecamethe world leaderin the productionof plantswith in vitro technology.Hebecame ourChairman
in 2006 and haded the diversification of our activities with the production of renewable energythrough forest

biomass.He has also served as Senior Deputy Chairmanof Cartera Industrial &, S.A.since 2008 and is a board

memberof variousfundsthat investin energyandactivitiesrelatedto moderntechnology.
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Ignacio de Colmenaresy Brunetis CEO and Vice Chairman of ENCE, member of the Executive Committee at Ence,
Voting member of the Advisory Committee on Forestry and Regulatory Policy, and member of the governing board of
the Spanish plp, paper and cardboard manufacturers association (ASPARE&bD)ned usin December2010.

Mr. de Colmenares y Brunéiolds a law degree from the Universidad Central in Barcelona and a Master's degree in
Economics and Business Management from the unstitle Estudios Superiores de la Empresa (IESE) in Barcelona.

He has extensive professional experience in the steel and energy sectors. He was Export and Trading Manager at
Compafiia Espafiola de Laminacion, gffnof steel group CELSA. He later was tlen@ercial Director of Nueva
Montafia Quijano, a common steelworks company, and General Manager of the CELSA Trefilerias Group.

In 1996, he assumed General Management of Trenzas y Cable de-TAG@8A, company specialising in the
manufacturing of steel, alinium and fibre optic cables. He then become General Manager of the steel group Global
Steel Wire in 2001, a responsibility that he made compatible with the Corporate Development Director of the CELSA
Group.

Before joining Ence, in 2008 he was CEO dbti&o, photovoltaic panel manufacturer and solar power facility
promoter, which he restructured company technologically, industrially and commercially. He was also Chairman and
CEO of Bergé Lift, a group of companies that import, distribute, rent and amaiservice equipment

Oscar Arregui Abendivaristhe individual representative of the Nominee Director of Ence RETOS OPERATIVOS XXI, SL.
'S Aa ftaz2 I YSYOSNI 2F G(GKS 02 YLI yeé CHejoieaudB Aptil RB3 | y R wS 3 dzf

He hasheld positions of great responsibility within Guascor group, both in research and development side and its
expansion in the North American markeHe is actually manager in Cermanca XXI, S.L., Vice secretary of Torneados
Numéricos, S.A. and Daima Glol&l,., and chair of Turina 2000, S.L.

Pascual Férnandez Martinezs member of the board of directors of Ence as external proprietary director, member
and secretary of the appointments and remuneration committee, and member of the company's Advisorytteemmi
on Forestry and Regulatory Poligjejoined usin May 2005.

Mr. Fernandeaartinezhas a Doctorate in Economic and Business Sciences, and has carried out his professional career
primarily in the public sector as professor and researcher at univessgiuch as Universidad Auténoma de Madrid,
Universidad Rey Juan Carlos de Madrid and Universidad de Valladolid; in the administration of the regions of Castilla 'y
Ledn and Madrid, and at the Ministries of the Economy, Inland Revenue and the Environment.

He is currently the Deace@hairman of the Madrid School of Economics, professor of applied economics at Universidad
Rey Juan Carlos in Madrid, professor in the Master's programme on Public Service Infrastructure and Management for
the School of Civil Emgeering at Universidad Politécnica in Madrid, and member of the Association of European

| 2ye2dzy Ol dzNB LyaidAaGdziSa o6t Q! aa20Al GA2Y 5QLyaGAGdzIa 9 dzNPp
Level Panel on Water and Peace (UNg was alsanember of the boards of directors of various companies, including
Sodical, Renfe, Instituto de Crédito Oficial (ICO), Gran Telescopio de Canarias (where he was chairman from 1997 and
2001), Sociedad Gestora de Planes de Pensiones de Caja Madrid and Gahesahe was chairman of the
appointments and remuneration committee from 2006 to 2010.

Javier Echenique LandiribaVl @A SNJ 9 OKSyYyAljdzS A& S5ANBOG2NI i 9yOS FyR
Audit CommitteeHejoined usin December2005.

Mr. Edenique Landiribahas a Degree in Economics and Actuarial Sciences and has been a board member and
Managing Director of AlliarZrcos and Managing Director of the BBVA Group, as well as member of the board of
directors of Telefénica Moviles, S.A., TelednMoviles México, Sevillana Electricidad, S.A., Acesa, Hidroeléctrica del
Cantabrico, Metrovacesa, Corporacion Patricio Echevarria, Corporacion IBV, Grupo BBVA Seguros, Uralita, Abertis
Infraestructuras, S.A., Banco Guipuzcoano, S.A. del que fue PtesiakehnCelistics.

He is currently Vice Chairman of Banco Sabadell, S.A. and a board member of REPSOL, ACS Actividades de Construccic
y Servicios, S.A., ACS Servicios, Comunicaciones y Energia, S.L., and Telefbleida &. a delegate of the boaof

Telefénica in the Basque Country, counsel of Calcunor, S.A., trustee of the Novia Salcedo Foundation and director of
Deusto Business School.

Jog Carlosdel Alamo Jiménez currently holds the position of independent board member of Enkte joined udn
June 2009.
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Mr. del Alamo Jiménehas a Degree in forestry from the Polytechnic University of Madrid and a Diploma from ESADE
and developed two doctor courses in the Higher Technical School of Forestry Engineers. He is also a lecturer in the
Energy Hiciency and Climate Change Master Degree at the Environmental Sciences University Institute, part of
al RNARQa /2YLX dziSyasS ! yA@SNaAAGeY I+ fSOGdz2NBENI Ay {G(KS 9
Polytechnic University of Madrid and a lectuery / F NRf Ayl C2dzyRIFGA2y Qa | AIKSNI /
Policies and Instruments as well as a professor at the San Pablo CEU University and other academic institutions.

He has held positions of great responsibility in both central government, fachMie served as Direct@eneral of

Nature Conservation (Ministry of Environment), and at the autonomous community level, where he founded the
Regional Ministry of Environment of Galicia and was board member from 1997 to 2003 and Director General of Fores
and the Natural Environment from 1990 to 1996. He was also vice chairman of the Autonomous National Parks
Authority, president of the trusteeship of the Islas Atlanticas National Park, member of the Environmental Advisory
Board of the Ministry of Enviranent and chairman of the Galician Environmental Council, President of the Professional
Union of Engineering Associations (UPCI) and Professional bfringineering Associations.

He is President of the Engineering Institute of Spain, chair of the @oweejla Red de Parques Nacionales del
MAPAMA, patron of the patronato del Parque Nacional de la Sierra de Guadarrama, secretary of forum "Forests and
Climate Change", President of " Environmental Forum for Economic and Social Progress " and chailaof Castil

and Madrid Environment Council.

He is currently vice chairman of TYPSA Group and chairman of TYPSA Estadistica y Servicios.

Fernando AbritMartorell Hernandez holds the position of external board member of Ence, member of the Executive
Commis®on and member of the Appointments and Remuneration Committésoined usin March2007.

He has developed his activity in different companies and financial entities. Since January 2015, he is Chief ececutive of
Indra. From 2011 to 2014 he has been CEGrapo Prisa. From 2005 to 2011 he was CEO at Credit Suisse in Spain and
Portugal. He was CEO of Telefénica Group from 2000 to 2003. He has a broad financial experiencia as Managing
Director and treasurer of JP Morgan in Spain, for 10 afios, before biparation to Telefonica

Luis Lada Diais anindependentnon-executivememberof our Boardof Directors Hejoined us in March 206.

Mr. Lada Diais a Telecommunication Engineer from the Universidad Politécnica de Madrid, of which he is Professor
@ id Honorem and Academic of the Royal Academy of Engineétimds currently Director and Member of the Audit

and Compliance Committee of Indra Sistemas, director and member of the Executive Committee of Gamesa
Corporacion Tecnolégica and member of the Admi Board of Assia, Inc. In 1973, he joined the Research and Study
Center of Telefénica, a company in which he has spent most of his professional career. Between 1989 and 1993, he
worked for the Amper Group as General Director of Planning and ControDepdty General Manager for the
Presidency, after which Telefénica was reinstated as Deputy Director General of Subsidiaries and Affiliates. In 1994 he
was appointed President of Telefénica Méviles Espafia and in 2000 was appointed Executive ChairmddnafaTele
Méviles, becoming General Director of Development, Planning and Regulation of the Telefénica Group in 2002.
Between 2005 and 2006 he was Executive President of Telefénica de Espafia. He has also been Chairman and Advisor
of several companies, havimgceived several professional and business distinctions.

Jo® Guillermo Zulla Guineacurrently holds the position of independent board member of Ence, and is a
YSYOSNI 2F (KS O2YLI yeQa 9ESOdziAGS / 2 Mejomedisth®arthgoR7. / K A NIV |

Mr. Zuba Guine&K I & + 5S3INBES Ay [ 6 FTNRBY GKS alRNARQa / 2YLX dzi Sy
Complutense University and taxation at the Centre for Economics and Tax Studies (Centro de Estudios Econémicos y
Tributarios) He has been a business owner and consultant and board member for various public and private firms. He
was General Secretary of the Alava Business Union (SEA) from 1979 to 1995. He was General Secretary of the Basque
business confederation (Confebask)fr@ctober 1995 to March 2011.

He has been a member of the Boards of Directors or Governing Bodies of the main Socioeconomic Institutions of the
Basque Country: among others, the Society for the Industrial Promotion and Reconversion, the Economic &nd Socia
Councils and Labor Relations. He is also a member of the Economic and Social Council of Spain and its Economic and
Labour Relations Committees.
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He is currently also a member of the Standing Committee at the Andalusia School of Economics and regularly
participates in various courses and conferences at the Universidad Internacional Menéndez Pelayo, the summer

coursef El Escorial and the summeniMersity of the Pais Vasco University

Jo% Ignacio Comenge & chezReal is the natural person represemiy the proprietary director of Ence Mendibea
2002, S.L., which is in turn member of Ence's Audit Comntitegeined usin June2014.

Mr Comenge has a degree in Economics and International Banking from the Complutense University inHéduhail.

held vaious positions at Banco Hispano Americano from 1973 to 1983 adiedior of the Foreign Trade Department

and director of Large Business Accounts. Between 1984 and 2002 he held the following positions at MUTUA
MADRILENA AUTOMOVILISTA: Director of tla@dtal Area and Vice Chairman of the Board of Directors.

He is currently Chairman at Ball Beverage Can Iberica, S.L.; and Director aCODCEUROPEAN PARTNERS, pilc;
EBRO FOODS; BARBOSA & ALMEIDA, S.A., AZORA EUROPA 1, SA, Compafiia VinictdaEdphRmrt8.A. and
OLIVE PARTNERS, S.A. (in the last two companies, the board member is MENDIBEA 2002, S.L.)

Pedro Baratois an Independent Director at Ence, Chairman of its appointments and remuneration committee, and
member of the Executive Committee gdvisory Committee on Forestry and Regulatory PdHeyoined usin June
2008.

Mr. BaratoTrigueroholds a degree in law and has been a member of the Spanish agricultural and livestock federation
(Confederacién Nacional de Agricultores y Ganaderoesi®78, national chairman of the Asociacion Agraria
Jévenes Agricultores (ASAJA) since 1990. He is also member of the Spanish confederation of business organisations
(CEOE), member of the chairman's office on the EU's Committee of Professional Agti@uigamsisations (COPA),
committee member in the European Commission's CAP board, chairman of theindossy trade union
organisation for Spanish olive oil (Organizacién Interprofesional del Aceite de Oliva Espafiol), chairman of the Spanish
confederation of beet and cane sugar cultivators (Confederacién Nacional de Remolacha y Cultivadores de Cafia de
Azucar) and chairman of the Spanish federation ofelployed workers (CEAT).

He is currently a proprietary director of DEOLEO, S.A., member of theoAdiBisard of MAPFRE AGROPECUARIA,
Compaifiia Internacional de Seguros y Reaseguros, S.A. and voting member of the governing board of FREMAP, S.A.

He was member of the European Social and Economic Commission from 1997 to 2007, and member of the Social and
Economic Board from 1991 to 2007.

Isabel Tocino Biscarolasagiabel Tocino is external independent director in Ence, and member of both Audit and
Forestry and Regulatory Advisory Committees in E8bejoined usin March2013.

Ms. Isabel Tocino Biscaashga is Doctor in Law and professor of Universidad Complutense de Madrid and she has
performed Business Management Programs at IESE and Harvard Business School. She is currently member of la
Academia de Doctores, director in ENAGAS, S.A., director ao Bamtander, S.A. and director in Naturhouse Health,

S.A. She was Minister of Environment, Deputy and Chairwoman of the Foreign Affairs Committee and Chairwoman of
the European Affairs Committee and Chairwoman for Spain and Portugal and Vice Chaingorganope of Siebel
Systems.She participated in Kyoto Protocol on behalf of the Government of Spain as Minister of Environment and she
promoted various legislative initiatives on waste, water and water resources and national parks. She previously worked
in Nuclear Energy Board (now CIEMAT) and she was a member of the Group of Legal Experts of the European
Governmental Energy OECD and currently she is a member of the International Society of Nuclear Law (INLA) and the
Spanish Nuclear Society (SNE). Shdshtile Grand Cross of the Order of Carlos Il and the Cross of St. Raymond of
Penafort.

Victor de Urrutia Vallejas Proprietary director and member of the executive committee of Edbéejoined usin July
2013.

Mr. Urrutia Vallejo has &h.D in Economéc Sciences (Universidad Complutense de Madrid) and degree in Law
(Universidad de Oviedo). He speaks English, French and Gerwras .currently the Chairman of the Compafiia Vinicola

del Norte de Espafia, S.A. (CVNE), member of the executive committee eandemof the Instituto de Empresa

Familiar, Sole Director of Asta Inversiones, S.L. and Vice Chairman of OCIBAR, S.A. He previously held the position of
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director at Firestone Hispania, director at IBM Espafa, chairman of Begano, director at AsturbedzegaNuice
chairman of IBERDROLA, S.A., director at Barclays Bank, S.A.E., chairman and member of the executive committee at
Vocento y Prensa Espafiola and chairman of CASBEGA, S.A, and directoCat&ieian Partners.

The Senior Management of thaguer

Our seniormanagementteam is led by JuanLub Arregui Ciarsolo.The followingtable setsout our current senior
managementteam and theirrespectiveagesand positions. The businessaddressof each member of our senior
managementeamislocated atCallede Beatrizde Bobadilla, 14, Planta4, 28040Madrid, Spain.

Name Ag Positio
JuanLuisArregui Ciarsolo . . . ......... 73 Chairman
Ignacio de Colmenaresy Brunet . . ...... 55  Chief ExecutiveOfficer
Alfredo Avellode laéha ............ 50 Chief Financialand Corporate DevelopmentOfficer
JoséJlaime ArgellesAlvarez .......... 46  Chief Operating Officer
Javier Arrequi Abendivar ............. 46  Chief Forestry Officer
Alvao EzaBernaola ................ 42  Chief Procurement Officer
MariaJoséZueras Saludas . . .......... 56 Chief Corporate ResourcesOfficer
Luis Carlos Martinez Mamt. . ......... 57 Chief CommunicationOfficer
Jordi Aguilé Jubierre.. . .............. 38 Chief Operating Officerfor the energy business

The followingis the biographicainformation for eachof the membersof our seniormanagement teanwho do not
alsoserveon our Boardof Directors:

Alfredo Avello de la PiEa is our ChiefFinancial Officetdejoined usin 2013.

Mr. Avello de la Pefigjoined us asDirectorof Strategyand Corporate Developmerih May 2013,andwasappointedas
our ChiefRnancialOfficerin November 2014Mr. Avello de la Pefa hasa law degreefrom the Universidad SaRablo
CEUn Madrid, Y| adéggebifiidternational Business Transactiofid M)from the Universityof London anda DD
in BusinessAdministrationfrom IESE(Universityof Navarra).Prior to joining us, he servedas the Chief Executive
Officerof GISA ALFANEXThief FinancidDfficer atForesta Capital and MultiteGroup andthe Director of Financeat
Atlantic Copper(Freeport McMoRarCopper &Gold).

Jos Jaime Argielles Alvarez is the ChiefOperatingOfficer.Hejoined usin February2010.

Mr. Argielles Alvarezhasa degreedn industrialengineering from the Escuelécnicain Gijon, andcompleted ageneral
managementcourseat IESEUniversityof Navarra) Prior to joining us,he workedfrom 2003to 2010at Grupo Celsa
andfrom 1997to 2003at Robert Bosch.

JavierArreguiAbendivaristhe ChiefForestry OfficerHejoined usin May 2013.

Mr. Arregui Abendivahasa degree inBusinesAdministrationfrom the Universityof Missouri.Prior to joiningus, he
worked at severalplantationsin North and SouthAmerica, includinghe development of10,000hectares atthe Palm
Oil Plantationsin Ecuador,the managementand developmentof €180 million hard wood plantation in the United
States andabourintensiveolive oil plantationsin Spain.

Alvaro EzaBernaolaisthe ChiefProcurementOfficer.Hejoined usin November 2011.

Mr. Ezahasa bachelorof sciencein ElectricalEngineeringand an MBAfrom the IESBBusnessSchoolin Navarra.Prior
to joining us, he wasthe ManagingDirector of Cosidesdpart of the Celsagroup) from 2004to 2008. Previously,he
wasthe ProcurementDirectorat Celsa.

Maria Jo® ZuerasSaludass the Chief Corporate Resources Officer.

Ste joined us in Novembe2007. Ms.Zueras Saludas has law degrees from the Facultad de Derecho de Zaragoza and
the Universidad 2 YLJ dzi SyaS Ay alRNAR FyR | YIFIadSNRa RSINBS Ay
has also completed a general managemeatirse at ESADE in Barcelona. Prior to joining us, over the course of her
career she held senior human resource management and labour relations roles at AXA Winterthidnidzeldé

Espdia, Arcelor and Aceralia. She has also held various positions aOraiNBEhe State Industrial Agency in Spain.
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LuisCarlosMartinezMartin is our ChiefCommunication®©fficer.Hejoined usin January2012.

Mr. Martinezhasa degree ineconomicsand businessrom the UniversidadComplutensede Madrid and an Executive
MBAfrom the Instituto de Empresin Madrid. Prior to joiningus,from 1986to 2011,he held a number ofpositionsat
Iberdrola (formerly HidroeEtrica Espéola), including Director of the Iberdrola Foundationand Director of
Communications Strategy.

Jordi Aguilé Jubierreis our Chief operating officer for the energy business. He joined darie 2012.

Mr. Aguib has a degree iRhysicEngineeringfrom the Universityof Barcelonaand adoctor sin thermal engineering
from University Politecnica de CataluBad a MBA from théESEPrior join ushe hasheld severamanagingpostions
asin COMSA EMTE, Grupo ACS, and PGI Grup

Corporate Governance

TheBoardof Directorscomprisesexecutivedirectors (consejeroexecutivoy, and non-executivedirectors,which are
divided into proprietary directors ¢€onsejeros dominicalgsindependentdirectors ¢€onsejeros independienfesand
other externaldirectors ptros consejerogxternos.

Executiveboard membersare the managing directoraind those others who carry out executivefunctionswith us or
our subsidiarieother than asa director. Therest of the members ofthe Boardof Directorsshallbe characterisedas
non-executive directorsProprietarydirectorsarethose proposed bghareholders owho havebeenappointeddueto
a stableholding in our capital.Independentdirectors areprofessionalof acknowledged prestigerho cancontribute
their experienceand knowledge tocorporate governanceand who fulfil the remaining conditionsrequired by the
regulations,including not being connectedto the Issuer, the executivéeam orto significantshareholders.Finally,
other externaldirectorsarethosedirectorswho cannot beclassifiedasproprietaryor independent directors.

Our Boardof Directors believeshat its actions, composition,orgarisation, remuneration and responsibilitieempl
with existingcorporategovernancaecommendationsn accordancevith the specificindications sebut in our annual
corporategovernancereport.

We includeall documentationrelating to our annualcorparate governancereport on our website, www.ence.esin
accordancewith Article 540 of the SpanishCompaniesAct and the Codeof Good Governancapproved bythe board
of the SpanistSecuritiesCommission.

BoardPractices

Accordingto our by-laws, our Boardof Directorsconsistsof a minimum of eight and a maximumof sixteendirectors
Theterm of office for directorsisthree years.TheannualGeneral K I NB K RidetRghbisth@powerto appointand
remove directors The Board ofDirectorsmay fill any vacancieghat may arise usingthe co-option procedureon an
interim basisuntil the nextannualGeneral{ K I NG5 K RdetRGMBIdD

In anyevent,the proposals fothe appointmentof directorssubmitted bythe Boad of Directorsto the annualGeneral
{ KI NBK2f RS al e appdiSientyetisionsadopted by the Board of Directorsin accordancewith its
powers of co-option legallyattributed to the sameshallbe precededby the relevant proposalto the Appointments
andRemuneration Committedf the proposed director is tde classifiedasW WA y R S Lif8 yy Ruoyrable @brt, in
all other situations.Where theBoardof Directors optsnot to follow the recommendationsof the Appointmentsand
Remuneration Comittee, it shall explairthe reasons foiits actionsand shallincludethe samein the minutes.

TheBoardof Directors andhe Appointmentsand Remuneration Committeshallseekto ensure thatthe candidates
for nonexecutive directorsselected arepersors of recognised solvencycompetence andexperience, andshall
proceedwith due caution in relatiorto proceduresto cover vacanciefor independent directors.

In accordancewith applicableboard regulationsthe Boardof Directors shall seek to ensurethat non-executive
directors representan ample majority amongstthe membersof the Board of Directorsand, in general,that the
different categoriesof directorsare in line with best corporate governancepracticein terms of proportionality and
characterisics. Inorder to establisha reasonablebalancebetween proprietary and independentdirectors, theBoard
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of Directorsshallconsiderour ownershipstructure sothat the ratio of eachclassof directorsto eachother shallreflect
the relationshipbetweenstableandfree float.

In addition, inaccordancewith applicablelaw, the Board ofDirectors isrequired to evaluate it®wn functioningand
the quality and effectivenessf its work at leastonce per year, andpursuantto the applicableboard regulatiors, the
performanceof the Chairmanof the Board ofDirectorsand the ChiefExecutiveOfficer,aswell asthe functioning of
the board committeeshasedon the reports submittedby thesame.

Board Committees

The Board ofDirectorshas establishedfour comnittees to conduct ouroperations:the Executive Committeethe
Audit Committee;the Appointmentsand Remuneration Committeeand the Advisory Committedor Forestry and
RegulatoryPolicies.

ExecutiveCommittee

TheExecutiveCommitteeis in chargeof all of the tasksdelegatedby the Board ofDirectors, whicttandelegateall the
responsibilitiesallowed tobe delegatedby it accordingo Spanish lawpur by-lawsandboardregulations.

In accordancewith our by-laws, the ExecutiveCommittee shall be compased of a minimum of four directors anda
maximumof eight, includingthe Chairman Within theselimits, the number ofcommittee membersshallbe decided
by our Board of Directorsin view of changingcircumstances, seekingt all times to ensure thatthe Eecutive
Committee reproduceareasonablebalance betweerthe different typesof directors.

The ExecutiveCommittee currently comprisesof JuanLug Arregui Ciarsolo(Chairman),lgnaciode Colmenares
Brunet, JavieEchenique Landbar, Fernando AbriMartorell Herréndez, Rdro Barato Tiguero andJo® Guillermo
Zuba Guinea.

Audit Committee

The Audit Committee assiststhe Board of Directors in the functions of oversight and control, supervisingthe
effectivenesof our internal controls,internal audits andthe processesnvolvedin the preparation and presentatioof
financialinformation.

In accordancewith our by-laws, the Audit Committee shall be composed ofa minimum of three directors and a
maximum of sevenall of whom, pursuantto the applicabie law, must be non-executivedirectors,andthe majorityof
which must be independentIn addition, the membersof the Audit Committeeshallbe elected taking into account
their knowledge and experiende accountingand/or auditing.

The Audit Commitee currently comprisesJo® Guillermo Zulbia Guinea (Chairman),Javier Echenique Landiribar,
Mendibea2002,S.L (representedby JosdgnacioComengeSancheReal),OscarArreguiAbendivarand IsabelTocino
Biscarolasaga.

Appointments andRemunerationConmittee

The Appointmentsand Remuneration Committeeeports on proposalsto appoint and dismissdirectors and senior
managersof the Issuer;ensuresthat the selectionproceduresfor vacancieson the Board of Directorsare fair and
unbiased;and proposedo the Boardof Directorsa systemand an amountof annual remuneratiorfor the directors,as
well asthe basicconditionsof the agreementwith the executivedirectorsincludingremuneration,and overseeinghe
fulfilment of the remuneration policy for the Company.The Appointmentsand Remuneration Committeealso
overseessuccessiorfor the Chairmanand the ChiefExecutive Officeand may present successioproposals tothe
Board ofDirectors.

In accordancewith the board regulations the Appointmentand Remuneration Committeshall be formed by non-

executive directorsand shall have the number of membersdecidedby the Board of Directors,with a minimum of
three membersand a maximum of sevethie majorityof whichmustbe indgpendent
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The Appointmentsand Remuneration Committeeurrently comprisesPedro Barato Triguero (Chairman), Fernando
AbrikMartorell Herréndez, Jog Guillermo Zukia Guinea José Carlos del Alamo Jiménend Pascual Fedndez
Martinez

AdvisoryCommittee forForestryand RegulatoryPolicies

TheAdvisoryCommitteefor Forestry andRegulatoryP2 f A dle iSta &lviseon the policiesandregulationsrelatedto
our activities, to establishthe strategiesrelating to such policies and regulaions, and to promote and develop
relationshipswith policymakers andegulatorsaswell asthe related administrationsandinstitutions.

The Advisory Committee for Forestry and Regulatory Policies currently comprisesJosé Carlos del Alamimé&nez
(Chairman),lgnaciode Colmenaresy Brunet, Pedro Barato Triguero, JuanLus Arregui Ciarsolo, BscualFerrandez
Martinez IsabelTocinoBiscarolasagand Retos Operativos XXI,.S.L

Directorand ExecutiveCompensation
DirectorCompensation

The office of director is remunerated by way of a regular allocationof fixed remuneration and allowancesfor
attendanceat meetingsof the Board of Directorand of the board committees.Theamountof remunerationpayable
by the Companyon an annualbasisto its directorsin respectof theseitems may not exceedthe sumearmarkedfor
suchpurposes bythe annualGeneral{ K I NB K Rdetind WoQt prejudiceto conditionsrelated tothe systemfor
pensionspayable inthe caseof death, superannuationjnvalidty, incapacityto hold office or retirement and to the
share options orother financialinstruments which may be approvedby the General{ K| NB K #éetn§. NFEeQ
amount so determined shallbe maintaineduntil suchtime asit may be modified bya new resolution of the annual
DSYSNIf {KIFINBK2f RSNAQ aSSiAy3do

Theexactamount payablewithin that limit, the distribution thereof amongstthe directorsandthe timing of payments
shall be decided by the Board of Directors. Theannual General{ K| NB K 2 f RS Ndid®n Jar® (i 20963
established amaximumannuallimit on R A NB @efingnihtion of €1.5 million and this limit currently remainsin
forcebecauset has notbeen changed bgnysubsequenennualGenera K I NB K Rdetihé NE Q

In accordancewith applicable board regulations, director shallbe entitled to receivethe remunerationset by the
applicableboard regulationsin accordancewith the provisionsof the by-laws and subjectto a prior report of the
Appointmentsand Remuneration CommitteeThe Boardof Directors shalensurethat the R A NB @eitngnbiBlianis
moderatein view of market circumstances anthat it isin line with suchcircumstancesWherethe Board ofDirectors
understandsn any givenyearthat strict applicationof the statutory ruleswould resultin remunerationthat might not
be in line with moderate criteria, it shall resolveto waive the payment of the amount consideredexcessive Such
waivershallbe submitted tothe annual generameetingresponsiblefor decidingon remuneration.

The remuneration of each director shalbe transparent. Br this purpose,the Boad of Directorsshall preparean
annualreport on the remunerationof directorsin addition to the annualcorporate governanceeport, the contents
and structure of which shall be as establishedby law. Thisreport shallinform the shareholdersat the Geneal
{ KI NB K RdetihdaNdit hallbe subjectedto a vote at the sameon a consultative basiasa separateitem on the
agenda.Iln accordancewith this requirement, the Boardof Directorspreparedand approved theannual report on
RA NB @h@nbldtia for 2014.

With regardto the remunerationof independentdirectors, theboard regulationsrequire the Board of Directorsto
adopt all availablemeasures, with the advicef the Appointmentsand Remuneration Committeelp ensure thatthe
remunerationof independentdirectors isappropriateand offers incentivesfor their dedicationbut without impairing
their independence.

Finally, inaccordancewith the by-laws, thedirectorsmay becompensatedjn addition to and independentlyof the
remuneration refered to above,by way of the delivery of sharesor shareoptions, or usingany other remuneration

systemthat isbased onthe valueof our shares.Theapplicationof such remuneratiorsystems shalbe agreedby the

Genera K| NXB K Ridetit&ilNdd@rdane with the Spanish Companieict (Ley de Sociedadesle Capita), which

was approved bythe LegislativeRoyalDecree1/2010 dated July2, 2010(the WW{ LI} y A & K /QXNOLD V{ AGS &l ddl
limits on remuneration of this kind payablein generalto executivedirectors are regulated in the applicablboard
regulations.Exceptionally, oushares maye deliveredto non-executivedirectorsby way of remuneration, provided
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