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Financial report
. I. Audit report

2. Grupo Empresarial Ence, S.A. and Subsidiaries
Consolidated financial statements for 2011, prepared in accordance with the
international financial reporting standards (ifrss) as adopted by the EU and
consolidated director's report










Key Figures

ENCE GROUP INCOME STATEMENT (I.FR.S.)

Thousands of Euros
Sales 825.451 830.758 -0,6%
EBITDA 139.147 178.260 -21,9%%
EBIT® 80.079 117.276 -31,7%
% over sales 10% 14% -
% over non current assets 8% 12% =
EBITDA Recurrente @ 152.067 200.164 -24,0%
Diferencias de cambio 2.085 62 n.s.
Other financials -25.150 -27.003 -6,9%
NET FINANCIAL ITEMS -23.065 -26.941 -14,4%
CORPORATION TAX & MINORITIES -15.822 -25.624 -38,3%
NET PROFIT AFTER TAX 41.192 64.711 -36,3%
% over equities 5,7% 8,4% -
NET EARNINGS PER SHARE (3) 0,16 0,27 -40,9%
Dividend paid per share (3) 0,10 0,00 n.s.
INVESTMENT 101.611 81.442 + 24,8%

(1) EBITDA and EBIT acc. To I.F.R.S.including the hedging.
(2) Recurring EBITDA and EBIT-not including extraordinary.
(3) Capital increase from 174.900.000 to 258.012.890 shares since 3/3/2010. Avg N° of shares 2010: 237.519.301

TOTAL AVERAGE WORKFORCE TOTAL WORKFORCE AT PERIOD-END
(FULL-TIME & PART-TIME) (FULL-TIME & PART-TIME)

2011 2010 2009 2011 2010 2009
Forestry 462 741 876 Forestry 311 677 691
Industrial 831 786 836 Industrial 910 804 798
Headquarters 172 144 142 Headquarters 153 160 152
Energy 23 21 8 Energy 32 22 13
TOTAL 1.488 1.692 1.862 TOTAL 1.406 1.663 1.654
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Stock Market performance Ence vs IBEX35 2011
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Euros Value Date
Share price (beginning of year) 2,38 30/12/10
Share price (year-end) 1,73 29/12/11
Average share price 2288 -
Maximum annual share price 2,84 2/5/11
Minimum annual share price 1,63 21/12/11
Average annual volume (shares) 546.856 -
Maximum volumen 1.984.517 1/3/11
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Letter from
the chairman

Dear Shareholder,

This annual report outlines the 201 | results, a
year in which, despite the major global econo-
mic crisis, our company has achieved solid cash
generation and profits making it possible to dis-
tribute a 0.07 euro dividend per share in cash
and one share for every twenty-six shares that
each shareholder owns, representing an impro-
vement of 45% on the dividend for 2010.

In a thorough analysis of the year and context,
it has been a historic year, one in which our
company has demonstrated strong financial
muscle, posting very positive results, driving in-
vestments (especially for energy production
from biomass), showing a strong increase in
productivity in the manufacture of pulp and sig-
nificant debt reduction.

In relation to our forestry business, we should
point out the progress made in competitive-
ness as a result of the policy pursued in diver-
sification, promoting the producer owner and
the direct relationship with the latter as well as
improving the logistics processes. In addition,
our commitment to forest certification has re-
sulted in an increase of |119% FSC® certified
wood and 24% of PEFC certified timber.

Greater efficiency in the industrial process re-
sulted in a 10% reduction in the cost of pulp.
Pulp production during the year exceeded
1,243,000 tons of pulp, representing a year-on-
year increase of 7%, showing improvements in
production in all company plants.
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The quality of our product and customer focus
has meant we have been able to consolidate
our position as the market leader in short-fibre
pulp in Europe, one of the most demanding
world markets and one of the most committed
to the environment. Thus, pulp sales recorded
an increase of 7% during the year, reaching a
volume of 1,232,000 tons, which helped offset
the sharp | 1% fall in prices during the year

It should be noted that Ence exported 86% of
its production to Europe, where it has a market
share of close to 5% for eucalyptus pulp. Our
company's large export capacity and the broad
diversification of countries where it sells its pro-
ducts means it can bolster its defences, leaving
the company with solid protection against the
crisis in the domestic market.

Additionally, the evolution of the energy busi-
ness and its contribution to profit confirms the
strategic decision taken by the company in its
commitment to biomass energy, as evidenced
by the excellent performance of energy sales
totalling EURI 84 million, representing an in-
crease of 31% compared to 2010.

Thus, operational improvements in the com-
pany and progress made in management and
export capacity have contributed to posting a
net profit of EUR 4 1.2 million, while cash gene-
rated from operations rose to EUR 121 million,
19% more than in 2010, despite the troubled
economic climate.

We should also point out that the company is
continuing to make progress in developing a
strategy to promote its financial robustness. Ad-



ditionally, net debt was reduced by 0%, the-
reby establishing Ence as an industry leader in
financial ratios, as the net-debt-to-EBITDA ratio
stands at |.| times. In short, the development
of our company in 201 | confirms Ence's finan-
cial strength, cash generation capacity and sol-
vency in order to support the company's
growth in the energy sector.

You are part of Ence-Energy and Pulp, a com-
pany that generates renewable energy from
biomass (which is environmentally sound and
a key driver in employment) and manufactures
high quality pulp, designed with the utmost res-
pect for the environment. With our two pro-
ducts and through third parties, we make it
possible for millions of people to be able to
avail of products essential to the quality of daily
life: electricity and paper. We should be proud
of our contribution to society, especially when
we achieve this by using a natural raw material,
eucalyptus, which is renewable, recyclable and
capable of generating much more energy and
better pulp, while using fewer resources than
other commodities.

At the same time, none of this would be pos-
sible if the sustainability of our company were
not guaranteed, something we work at every
day. | have always defended, defend and will de-
fend a global vision of economic, environmental
and social sustainability. Economic, because wi-
thout positive results it would be impossible to
ensure the sustainability of our company. No
profit means no business. Hence, our starting
premise is to post operating results to ensure
the continuity of the company and to uphold
the confidence that investors and shareholders
have placed in us.

But | would also like to emphasize the need for
commitment to social sustainability, primarily
through generating employment and contribu-
ting to the social environment most closely lin-
ked to our business as well as contributing to
environmental sustainability, because a com-
pany that does not comply with the environ-
mental standards and does not intend to
continuously improve their impact on the en-
vironment is a company with no future and do-
omed to failure.

This vision of promoting 360-degree sustaina-
bility, along with a change in our culture, aimed
at ensuring the full utilisation of the tree is the
essence of our management; a day to day ma-
nagement that is focused on total quality, to im-
prove the performance of our facilities, increase
productivity and involve employees at the core
of the company. In short, we want to make it
possible to achieve more and better results
using fewer resources.

Dear shareholder, | think we should be proud
to be part of Ence's business project, because
it is a project with a great future that will con-
tinue to be a benchmark for growth and job
creation, a project that is an example of mana-
gement and environmental soundness. In sum-
mary, this is a project on which we will continue
to move forward sustaining a sound and profi-
table business.

Thank you very much

Juan Luis Arregui Ciarsolo
Chairman of Ence-Energy and Pulp
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The Ence Group

Ence, Energy and Pulp is the leading company
in Europe in eucalyptus pulp production and is
Spain's leading company in biomass-fuelled re-
newable energy generation. Firmly committed
to sustainability, the company is also a leader in
the management of forest areas and crops for
the production of natural materials (wood and
cultivated biomass) which is necessary for the
development of their business.

Ence Group in Spain generates over | 1,000 di-
rect and indirect jobs, of which about 60% are
related to forest management while supporting
employment in rural areas. Therefore, Ence
provides an important structuring effect to the
region, contributing to the creation of guaran-
teed income and preventing populations from
emigrating to urban areas.

The company produces the raw materials nee-
ded, managing their forestry resources and ad-
heres to the most stringent and internationally
recognised standards and guidelines on corpo-
rate responsibility and sustainability. In doing so,
Ence has pioneered certification projects under-
taken in Spain, not only in their own forest and
tree cover, but extending this policy to their im-
mediate environment to promote the certifica-
tion of areas of their partners and collaborators.
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In addition, Ence makes every effort to pro-
mote and encourage forest owners to engage
in forest management by transferring kno-
wledge and expertise, by contributing to im-
proved plant at competitive prices as well as
through training and information and develo-
ping environmental awareness programmes.

Ence produces more of 1,240,000 tons of high
quality eucalyptus pulp at its plants in Navia
(Asturias), Pontevedra and Huelva, where it im-
plements technologies that protect the envi-
ronment and continuous improvement
processes to strengthen its competitive advan-
tage and standard of quality provided. This has
enabled the group to export over 85% of its
pulp production, using an advanced logistics
system, to Europe where the most demanding
world market customers are found.

Today, Ence is Spain's leading company in using
forest biomass for renewable energy produc-
tion with an installed biomass power capacity
of 180 MW and another 49 MW in gas coge-
neration. Good performance in electricity pro-
duction, which exceeded [,490 million kWh in
2011, confirms its leadership and consolidates
its growth in the energy sector, a key to its
growth strategy through to 2015.
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To this end, Ence has undertaken major rese-
arch efforts to develop energy crops using high
efficiency, rapid-growth plant clones, enabling
adaptation to different climates and terrains.
The company has also developed automated
growing and harvesting techniques ensuring
optimisation of investments and reducing ope-
rating costs.

As a result of continuous efforts in R&D and
the experience gained in the effective use of
biomass, Ence has managed to develop 100%
Spanish technology creating a situation
where the group could lead a global project
in the field of utilisation of biomass for
energy production.

In this regard, greater emphasis should be pla-
ced on the benefits of electricity production
from harvesting and processing biomass, given
that renewable energy creates more jobs, is
most stable in its production, without having to
depend on variable factors such as the sun or
wind, and it is the energy that has a better ove-
rall balance of CO. emissions, helping to pro-
tect and improve forest covers.

But in addition to these challenges, the com-
pany continues to make strides in developing a
strategy to build on its financial strength and in-
crease cost efficiency thereby strengthening
competitive advantage. To this end, the com-
pany ensures and enforces strict financial disci-
pline, ranking it as the industry leader in
financial ratios, focusing on programmes of ri-

gorous cost reduction and continuous impro-
vement in all processes.

This has enabled Ence Group to deliver solid
results during 201 | and post a 7% increase in
pulp production along with a 3% increase in
sales of electricity and a net profit of €41.2 mi-
llion, allowing it to offer a total dividend yield
of 7.4% to shareholders.

Job security, environmental protection and res-
ponsibility to the social environment are also
basic principles contained in Ence's manage-
ment model, representing a solid commitment
to improving the safety of people, the environ-
mental performance of its forestry centres and
integration in the communities where the com-
pany operates.

In addition, Ence has proved itself capable of
combining experience with innovation and
technological development, evolving and adap-
ting to meet increasingly stringent economic,
environmental and social requirements.

Ence, Energy and Pulp is committed to develo-
ping a model of accountability, one that offers
solutions to some of the greatest challenges fa-
cing our society today, helping to reduce the ef-
fects of global warming, helping to develop
more environmentally friendly energy models
supporting energy independence, promoting
and generating economic alternatives in the
rural areas and creating stable, quality jobs in
areas most in need.
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Shareholders

Distribution of shareholding at 31 December 201 |

Free Float
46.2%

Retos Operativos XXI, S.L.
22.16%

Fidalser, S.L.
5,02%

Liberbank, S.A.
6.26%

*Liberbank’s shareholding is indirect via Cantdbrica de Inversiones de Cartera, S.L.,

Nortefia Patrimonial, S.L. and Banco de Castilla — La Mancha, S.A.
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BOARD OF DIRECTORS

Chairman RETOS OPERATIVOS XXI, S.L.
Mr. Juan Luis Arregui Giarsolo Represented by
Executive Director Mr. Javier Arregui Abendivar

(External Proprietary Director)

CEO NORTENA PATRIMONIAL, S.L.

Mr. Ignacio Colmenares y Brunet Represented

Executive Director Mr. Jesus Ruano Mochales
(External Director)

Directors

Mr. Pedro Barato Triguero Mr. Pascual Fernandez Martinez

(External Independent Director) (External Proprietary Director)

Mr. José Guillermo Zubia Guinea Mr. Javier Echenique Landiribar

(External Independent Director) (External Proprietary Director)

Mr. Gustavo Matias Clavero Mr. Pedro José Lopez Jiménez

(External Independent Director) (External Proprietary Director)

Mr. José Manuel Serra Peris Mr. Fernando Abril-Martorell Hernandez

(External Independent Director) (Other External Directors)

Mr. José Carlos del Alamo Jiménez Mr. José Antonio Escalona de Molina

(External Independent Director) Secretary to the Board (Non-Director)
MANAGEMENT COMMITTEE
Mr. Ignacio Colmenares y Brunet Jose Manuel Zarandona de la Torre Diego Maus Lizariturry
CEO General Manager Pulp Business Unit  Chief Financial Officer
Jacinto Lobo Moran Manuel Angel Sempere Lujan*

General Manager Energy Business Unit ~ General Manager - Communications

Maria José Zueras Saludas Guillermo Medina Ors
General Manager - Human Capital General Secretary

*Since January 2012, Luis Carlos Martinez Martin
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Ence Group Management Policy

Ence is an industrial group dedicated to efficient
energy and pulp production, specialising in ma-
naging environmental assets, with a strong and
permanent presence in rural environments and
industrial implementation,

Ence carries out its forest, industrial and energy ac-
tivities in accordance with sustainability principles
and criteria. A priority for the company is the ap-
propriate management of its resources and res-
ponsible consumption of wood, water and energy,
in order to ensure that its undertakings towards
shareholders, employees, customers, the environ-
ment, and other stakeholders are fully satisfied.

Ence adopts management by processes, inte-
grating at all levels, the prevention of risks and
the protection of people and the environment,
efficiency and quality in production, and sustai-
nable forest management and certification prin-
ciples, including the wood chain of custody,
Consequently, the Management of Ence will
equip the organisation with the necessary re-
sources and principles in order to comply with
the following commitments, geared towards
achieving business excellence.

|.Visible commitment of direction, managers
and employees

Those of us who work in Ence are responsible
for visibly showing our commitment towards this
Policy and any documents which might imple-
ment or supplement it,and ensure that it is effec-
tively implemented, with the drive and example
of Management, Technicians and Officers.

As a priority, in order to achieve an effective
prevention of the risks affecting personal sa-
fety and health, all of us employees shall
maintain an attitude of zero tolerance in the
event of breaches, so as to achieve the target
of Zero accidents.

2. Staff training and participation

We shall actively promote the raising of awa-
reness and continuing training of each per-
son, in order to provide him or her with the
knowledge, procedures and resources neces-
sary for them to properly carry out their ac-
tivities, and so achieve efficient work of
quality, carried out in a safe and environmen-
tally-friendly way.

We shall promote the active participation of
people so that their skills, knowledge and ex-
perience can be conveyed, with the support
and cooperation of Technicians and Officers,
so benefiting the entire organisation.

3. Communication with stakeholders

We shall maintain an attitude of transparency
and fluid communication with shareholders,
employees, local communities, public admi-
nistrations, customers, suppliers, contractors
and other stakeholders, establishing vias
which could enable their needs and expec-
tations to be known and understood, provi-
ding them with relevant and pertinent
information regarding our economic, social
and environmental behaviour.
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4. Sustainability, compliance with regulations and
other requirements

Sustainability in our actions is a basic and inescapable prin-

ciple, focused on maintaining long term resources and

biodiversity, multi-functionality in our territorial activities

and the durability of the environmental, economic and

social assets which we manage, seeking to improve them.

Ence, and by extension, every one of those of us who are
a part of the organisation, undertakes to establish and
strictly abide by the guidelines necessary in order to
comply with regulations, applicable laws and other requi-
rements subscribed by the organisation, verifying the afo-
resaid compliance through inspections and audits.

5. Prevention of risks, planning and continuous
improvement

Through the proper identification, assessment and
planning of all management factors, we shall be able
to achieve an efficient prevention of risks, accidents
and impacts affecting the people, assets and the envi-
ronment (including control of serious accidents). This
will guarantee a high level of security, and will help to-

wards achieving the improvement targets set, revie-
wed and assessed regularly by Ence, in accordance
with the commitments set out in this Policy.

We are committed to innovation and continuous im-
provement of efficiency and quality of processes and
products, the environmental behaviour of the organi-
sation, and employees' healthy and safety conditions,
encouraging safe personal habits and behaviour.

6. Cooperacion con nuestros clientes,
proveedores y contratistas

We shall carry out our products complying with the
specifications demanded by customers. Furthermore,
in the field of our activities, we shall encourage our sup-
pliers and contractors to assume the management cri-
teria and requirements which shall be in keeping with
this Policy, and shall be defined by Ence in each case.

We shall cooperate with customers, suppliers and con-
tractors, establishing efficient relationships providing mu-
tual value, encouraging business coordination and helping
to improve the global management of our activities. |
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Capital and human resources

The Ence Group employs a workforce of 1,406 dustrial Area, 10.88% in the Central Services
(average figure for 201 1) distributed as follows: Area and 2.28% in the Energy Area.
22.12% in the Forest Area, 64.74% in the In-

Ence Group workforce at 31 December

Total workforce at period-end

. , 2011 2010 2009
(full-time & part-time)
....... Foresty ... ...........s8\«. ... 6. . 691
........ Industrial .90 84 798
. Headquarters 188 160 182
Energy 32 22 13
TOTAL 1.406 1.663 1.654

Ence Group average workforce at 31 December

Total average workforce

(full-time & part-time) A iy AL
....... Forestry . . .42 ™ . 86
........ Industrial .81 786 86
_ Headquaters 72 144 142

Energy 28 21 8
TOTAL 1.488 1.692 1.862
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Strategy and policies

in relation to people

We at the Ence Group work towards creating
value in all areas of the company's business ac-
tivity on the basis of showing trust and recog-
nition towards people, developing the
employees' potential and the commitment of
the shareholders and employees with a sustai-
nable growth of the organisation and all this,
with the goal of making Ence Group an incre-
asingly competitive and efficient company.

To achieve this, Ence has identified and is wor-
king on four priority areas for action in mana-
ging and developing their staff:

* Developing a new framework of values and
culture for the Group, in which management
are primarily responsible for incorporating
the values and culture of trust, performance,
responsibility and leadership in the manage-
ment of each area.

* Strengthening the capacity to manage, de-
velop and retain talent to ensure that Ence
attracts, develops and retains the very best
professionals in order to create a sustaina-
ble, competitive advantage.

* Development of an industrial relations fra-
mework to address the needs of the com-
pany and its employees representing a
broad-based, long-term vision.

* Health and safety in the workplace. Ence is
committed to developing its operations wi-
thin a business and organisational frame-
work that promotes a safe and healthy

environment.

Ence Group has developed four policies that

develop specific action plans:

) Policies on joining the company,
whose aim is 'to attract the best'. The Manage-
ment and Support Structure Recruitment Plan
contained herein, is mainly based on recruiting
candidates from within the organisation, based
on market criteria. Ence Group promotes local
recruitment whenever possible, while at all
times respecting equal opportunities and pro-
moting efficiency.

In addition, the company has an Induction &
Training Programme, including specific training
for six months, periodic reports on the level of
progress in the training received by the new re-
cruits, employee performance appraisal six
months after joining the company and comple-
mentary training focusing on areas considered
essential for further professional development.
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2) Development policies that respond to how ting to some 220 employees. The programme

to "motivate, retain and engage employees" and was designed to provide the necessary tools
includes basic tools in Ence's Human Resources required for managing people and promoting
Strategic Plan such as: employee development as well as improving

communication between managers and their

* The performance appraisal system designed teams. These programmes were complemen-

to measure employee efficiency, conduct and
attitudes, criteria which is directly related to
the company's remuneration and internal
promotion policy.

ted by a series of workshops on Emotional In-
telligence and business coaching processes.

In terms of Occupational Risk Management

- The management by objectives system (ORM), specialised risk management courses
which allows direct management throug- were given and participants were awarded
hout the organisation towards the objecti- formal qualifications including basic, interme-
ves defined in the overall strategy, diate and advanced levels (ORM Technician)
coordinating efforts between employees, and ORM Auditors.

while managing resources efficiently and es-

tablishing priorities. More specific courses were also held, related to

particular jobs, including courses for chainsaw

The remuneration policy that rewards em-
ployees with a comprehensive remunera-
tion package, including cash and non-cash

operators and forestry machinery operators.

items and serves as a communication tool Training Ratios

for organisational purposes, business objec-

tives and organisational culture.

In Ence, the basic salary earned by men Courses 141 156 159

c_ompare@l to that earned by wornen hol- e o

ding positions of equal responsibity is the Training Hours 5049 19975 18.728

same. External Cost (€) 278.600 22.271 244.639
* Ence's Training and Development Plan re-

flects the significant effort made to expand

the professional skills of company employees. 3) Policies related to health and safety of

The aim is to promote the professional and employees.

personal development of all company emplo-

yees at all levels as a basis for improving their This section includes the following systems:

integration therein and their commitment to

company objectives. * Occupational Risk Management: ORM in

the Ence Group forms part of the compan-

In 2011 Ence continued their comprehensive y's MBO system and is incorporated as an
leadership development programme aimed at essential aspect in daily work at all levels.

all managers within the company and amoun-
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The objectives of risk management are:

. To introduce a deep cultural change in our ha-
bits relating to occupational health and safety.

2. To manage risk homogenously across all
companies in the ENCE Group.

3. To comply with the provisions of applicable
labour standards.

The ultimate goal is zero accidents so the com-
pany will continue to take a zero tolerance ap-
proach to any breaches of health and safety
regulations.

* The prevention system chosen by Ence for
safety management is the Health & Safety
Joint Prevention Service (Servicio de Pre-
vencién Mancomunado). Roles and respon-
sibilities at all hierarchical levels within the
company on matters relating to Occupatio-
nal Risk Management are clearly defined in
the Joint Prevention Service, which means
there is greater integration of health and sa-
fety in all tasks and decisions are carried out
by Ence and the system is extended to ac-
tivities and work conducted by contractors
and suppliers to ensure compliance with es-
tablished standards.

The Joint Prevention Service adequately covers
all four preventative specialties:VWorkplace safety,
industrial hygiene, ergonomics and applied
psychosociology, and health monitoring.

* Occupational Risk Management System
Certification.

Currently all company sites, facilities and workpla-

ces are certified in line with international OHSAS
18001:2007 specification, which among other
things ensures that the Occupational Risk Mana-
gement System complies with current legal requi-
rements and is compatible with other relevant
management systems and certifications.

2011 saw improvements introduced during the
previous year consolidated. These improvements
include reporting, analysis and implementation
of preventive and corrective measures relating
to all accidents and incidents, detection and co-
rrection of potentially unsafe behaviour through
using the preventive safety observation tool, the
establishment of corporate guidelines and pro-
cedures for security management, improving
communication on issues related to safety and
health of workers, assessment of safety perfor-
mance as a relevant aspect of the contracted
service, and specific actions taken to reinforce
the safety of the facilities or carrying out exhaus-
tive frequent inspections.

The Ence Group's Health and Safety Committees
are made up of 50% of company management
and workers' representatives.

4) Labour policies, that integrate the relations
with social partners, co-management of the com-
pany's social provision, standards and procedures
with regard to people.

Ence Group in America

Ence's policy in America, with regard to Human
Resource Management, is regulated by the same
basis as contained in the Ence Group's General
Policy, where employee commitment and recog-
nition are deemed important, above all with the
objective of making ENCE more competitive and
efficient in America.
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Communication with stakeholders

In 201 I, Ence made substantial progress in the
process of opening the company up to a much
greater extent; a process which got underway
in 2010. The company worked to strengthen
relations with its stakeholders and to assess and
use the information and views they contribute.
A decision was made to further increase trans-
parency through the company's own commu-
nication channels, means of communication and
direct dialogue with its stakeholders.

The company reinforced its commitment to the
direct communication model via the internet. In
2010, Ence set about making improvements to
its website, so it would continue to be a major
source of information. Setting up a shareholders
forum on the website or the decision to publish
reference rates on the purchase and sale of tim-

ber, making them public via the website, were
some of the major developments to be intro-
duced on the company's corporate website.

In addition, Ence began boosting direct relations-
hips with its stakeholders through social network
sites and created channels on Twitter, YouTube,
LinkedIn and Flickr:

The company continued to promote visits to En-
ce's facilities in Navia, Huelva and Pontevedra, and
relationships with the stakeholders closest to the
factories. All this without neglecting the work of
managing relationships with local and regional au-
thorities, with advisor groups within the sector
(environmentalists, social, cuttural, educational and
scientific groups), with investors and analysts and
naturally with the company's employees B
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The wood market

Efficient management

In early 201 I, the Iberian Peninsula showed an
increase in pulp production capacity and a
good price in the market for paper pulp, vet it
started to fall from the second half of the year

Consistent with that forecast, Ence developed
an active policy on reducing prices in the Ibe-
rian eucalyptus wood market in the second
quarter of 201 |. As additional leverage for ne-
cessary cost reduction, the company has con-
tinued to mitigate the effect of increasing wood
prices experienced in late 2010 and early this
year by diversifying its supply sources and
through more dynamic management of the lo-
gistics chain. This major effort minimised the
greater impacts associated with the higher
costs of wood imports.

As part of this more flexible management po-
licy, Ence signed an agreement with Promagal
on 24 May (federation of wood production
in Galicia) for the supply of 250,000 tons of
wood for a period of |2 months. The agree-
ment promoted sustainable forest manage-
ment leading to certification as well as
promoting increased transparency and effi-

“A transparent, efficient
and sustainable forest
management’’.

ciency in the sector, setting explicit and trans-
parent premiums for associates.

In addition, the company maintains its long-
term investment in R&D+i and innovation pro-
grammes applying advanced silvicultural
techniques as a means of improving producti-
vity in the forests we manage.

This has involved the procurement and planting
of new areas, both for the production of wood
for pulp and biomass production in energy crops
destined for the energy generation plants using
this renewable energy source, in line with the
company's strategy of ensuring production volu-
mes are kept at competitive and sustainable costs.

Sustainable management

Ence continues its commitment to Forest Cer-
tification and Sustainable Forest Management.
In line with this, the group is working with va-
rious forestry associations to promote efficient
and certifiable management under the two in-
ternationally recognised certification schemes,
the PEFC (Programme for the Endorsement of
Forest Certification schemes) and FSC (Forest
Stewardship Council).



To this end, agreements relating to plant quality,
pest management, management techniques and
forest certification are boosted and they also
promote owners' associations. This process of
management and coordination is carried out by
working with all the stakeholders involved: accre-
ditation and certification bodies, consultants, as-
sociations and public authorities.

In line with this company proposal, assets mana-
ged by Ence's forestry subsidiary in Uruguay, Sie-
rras Calmas, already have been awarded FSC
certification. In 2011 it was the first company in
the Latin American country to be granted PEFC
Certification (Forest Stewardship and Chain of
Custody). Las Pléyades S.A, the company that
buys and sells wood outside Uruguay was certr
fied in the Chain of Custody in accordance with
the PEFC scheme.

The company is also making major efforts to pro-
mote the direct relationship with forest owners
and with auxiliary forestry service companies as
the pillar of its strategy to reduce inefficiencies in
the logging and transport of timber, as well as to
bring transparency to the market, improving the
mobilisation of wood at a competitive cost.

As part of this strategy, the aforementioned pur-
chase agreement was signed with Promagal, the
federation of wood producers in Galicia, (Fede-
racion de Productores de Madera de Galicia) and
working groups have been set up with ASE-
FOGA (UPA-Unions Agrarias) and SILVANUS
(Xovenes Agricultores-ASAJA Galicia). These fo-
rums aim to seek solutions to reinforce the role
of forestry owners and small and medium-sized
enterprises in the forestry sector, to improve the
quality and competitiveness of the supply and to
enable the transfer of income directly to owners.

Such efforts have meant supply of wood purcha-
sed from forest owners increased by +130% du-
ring 201 1.

With this same objective, Ence entered into a co-
llaboration agreement with the Junta de Andalu-
cfa to drive a set of institutional and business
initiatives in forest management, wood and bio-
mass production and the promotion of renewa-
ble energy.

Implementing these initiatives at state level will
facilitate the consolidation of the work carried
out, lead to improved forest management and in-
creased industrial and rural employment. B
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In 201 | a total of 3,768,000 m3 of wood
was supplied to the mills, which represented
an increase of approximately 5.4% compa-
red to 2010, at a cost of 27| million euro.

The mix of supply sources led to a 12.3%
increase in the uptake of domestic timber,
standing at a volume of 2,274,000 m_.
Wood from Portugal, totalling a volume of
684,000 m_, also experienced an increase
of 7%.This represented a significant decre-
ase in imported timber standing at a volume
of 810,000 m_, | | % less than in 2010.

The volume of imports in 2011 was
610,990 m3 from Uruguay, 88,200 m3 from
Republic of the Congo and 39,860 m3
from Chile.

Supply of wood and biomass

In 201 | wood derived from Ence's forest
assets amounted to 173,000 m3 in the Ibe-
rian Peninsula, representing 4.6% of the total
consumption.

In the area of forest management, Ence log-
ged 936,893 m3 in the Iberian Peninsula du-
ring the past year.

In 201 |, the company consumed 763,000
m3 of wood acquired from standing timben,
130% more than in 2010, and 1,473,000 m3
of wood from domestic suppliers. Additio-
nally, 394,000 m3 was supplied to third par-
ties for the sum of 30.7 million euro.

Biomass supplied for electrical generation at
facilities amounted to a total of 354,500
tons, at a cost of 18.9 million eurom



Forestation and forestry assets

In 2011 Ence planted a total of 6,315 ha, 3,301 hectares of which were energy crops and 3,014 hec-

tares of wood for pulp production.

Planted area in Ha

Company Energy Crops
.............................. Ence-Norte 43 .......818
.. ENCE-Huelva 1987 1.00
.. ENCE-Portugal 0 .......14860
oo Ence-Energia 1,821 0 ...
Ence-Uruguay 0 1.197
TOTAL 3.301 3.014

ENCE currently manages about | 13,348 hectares, 28,158 ha of which are in Uruguay. Of the
area managed on the Iberian peninsula, 16,396 hectares are used to produce biomass for power
generation.

Managed area (Ha)

THIRD

Company BIOMASS PULP PROTECTION PARTIES

Ence - Energia 4.562,74 4.669,27

Ence - Uruguay 0 16.268,00 11.804,43 86,48 28.158,71
TOTAL 16.396,12 66.592,13 29.724,6 635,6 113.348
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68% of the total surface area managed by the on a consortium basis with third parties.
Group is self owned and the rest is leased or held

Area managed by Ence (ha)

Company Leased Consortium

Ence-Energia 4.670,02 0 0 4.670,02

13.108,15

25.813,97 28.158,71
68.849,84 113.348

Ence-Uruguay 1.959,15
TOTAL 36.070,71

Ence Forestry is certified in accordance with  group's subsidiaries are certified under the PEFC
Quality Management (UNE-EN-ISO 9001:2008)  scheme (Programme for the Endorsement of Fo-
and Environmental Management (UNE-EN-ISO  rest Certification), and about 24,000 hectares are
14001:2004) standards, covering in both cases all ~ certified under the FSC (Forest Stewardship
forestry work. In relation to forest surface area, Council) scheme, both promoting Sustainable Fo-
76% of the forest assets managed in Spain by the  rest Management.

Certified area (Ha)

Company Total Area (ha) PEFC % PEFC
Ence-Energia  4.670,02 000 o 0% .0 0% .
Ence-Huelva  62.872,42 50.188 . 80% . 20.173,46 32,09%
Ence-Norte 13.108,15 1179312 90% 3.699,38 . 28% .
Ence-Portugal 45389 000 0% . O 0% . .
Ence-Uruguay  28.158,71 27.818,69 99% 27.818,69 99%
TOTAL 113.348 89.770 79% 51.691,53 46%
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The Chain of Custody (CoC) certifica-
tion ensures the traceability of all certi-
fied wood on the Iberian Peninsula.

The whole forest area in Uruguay is cu-
rrently certified under the FSC and PEFC
schemes, both in terms of forest mana-
gement, as well as traceability of wood
also known as the Chain of Custody.

26% of the area managed by Ence, about
29,300 hectares, is devoted exclusively
to conservation and habitat restoration,
not used for productive purposes. And
the total asset area, 5,668 hectares are
verified high conservation value forest.

In addition, 17,725 hectares are in pro-
tected natural areas, officially designated
as such by the various competent autho-
rities.

In Uruguay, of the area managed by Sie-
rras Calmas, 1,575 hectares cover native
forests, which are protected by Forestry
Law No. 15,939.

This data provides clear evidence of the
company's commitment for the care and
improvement of the natural environment
in which it works |

Managed area (Ha)

Company

Ence-Energia
Ence-Huelva
Ence-Norte
Ence-Portugal
Ence-Uruguay
TOTAL

Total

Area

4.670,02
62.872,42
13.108,15

4.538,96
28.157,46

113.348

Managed area (Ha)

Company

Ence-Energia
Ence-Huelva
Ence-Norte
Ence-Portugal
Ence-Uruguay
TOTAL

Total Area

4.670,02
62.872,42
13.108,15

4.538,96
28.157,46

113.348

Managed area (Ha)

Company

Ence-Energia
Ence-Huelva
Ence-Norte
Ence-Portugal
Ence-Uruguay
TOTAL

Total Area

4.670,02
62.872,42
13.108,15

4.538,96
28.157,46

113.348

Area %
Conservation

107,28 2%
15.654,57 25%
1.650,20 12%
508,13 11%
11.426,61 41%
29.346,79 26%
MAvVC %

0 0%

5.448 9%

220 2%

0 0%

0 0%

5.668 5%

Area Protection %

361 8%
11.661 19%
596 5%

3.5632 78%
1.575,58 6%
17.725,58 16%
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Forest R&D+1

The R&D+i and innovation undertaken by
Ence Group's forestry business during 201 |
was focused primarily on projects related to
energy production from harvesting and proces-
sing energy crops and biomass.

These developments are key to the company's
business strategy, which relies on energy pro-
duction from renewable sources as its main
commitment to growth in the coming years.

In this regard, Ence has undertaken pioneering
research efforts in each of the various geogra-
phical areas to carry out industrial projects in-
itiated by the company. The results over the
past year could be described as significant as
they have led to the identification of species in
each geographic area at the same time as clo-
nal selection and propagation. As such, we can
state the projects are primed for success as a
result of the experimental results obtained in
this area during 201 |, when we consider the
importance of such experiments and how effi-
ciently they were implemented.

The improvement and sustainability of the
woody biomass crop is being addressed as a
priority in forest management. In this regard,
the company has made great strides in nutrient
optimisation of plantations and in defining pa-
rameters and monitoring biomass crop key in-
dicators.

The company has continued to maintain its
core area of genetic and silvicultural breeding
of the Eucalyptus species, which is really the
basis of their potential for improvement and in-

novation in producing renewable raw material
for energy and pulp production.

This field of work is carried out on a large po-
pulation of improved plant materials related to
different species of Eucalyptus, in addition to
other work conducted in recent years on co-
llections of other plant materials for the pur-
poses of biomass production, such as the
Populus species.

Operating and managing these breeding popula-
tions during 201 | has meant new Eucalyptus glo-
bulus clones were selected and have already been
incorporated into the plant populations reprodu-
ced commercially by the company. Similarly, the
crosses obtained from the various species of eu-
calyptus have resulted in hybrids, the aim of which
is to obtain genetically improved material by com-
bining inherent properties in certain species.

In relation to genetic improvements, the com-
pany focuses on continuous improvement in
the area of silviculture and forestry operations.
By undertaking all this work progress has been
made in improving the management of geneti-
cally improved stands through soil preparation,
fertilisation, integrated pest management and
silvicultural treatments.

During 201 |, Ence introduced a new industrial
management model based on total quality hel-
ping to standardise and optimise forestry ope-
rations related to the business. The main
objectives of this initiative are aimed at increa-
sing the efficiency of harvesting work and re-
ducing accident rates |
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Forestry Investments

During 2011 total investment in Iberian fo-
restry amounted to 23.9 million euro. 55% of
this was invested in forest assets, with 97% allo-
cated to forestry and conservation, and the re-
maining 3% to the acquisition of new estates.

45% of investments were allocated to introdu-
cing energy crops, mainly acquisition of land
and management.

In 201 | forestry investments made by the sub-
sidiary in Uruguay amounted to .99 million
USD for new plantations, reforestation and
maintenance of plantations M
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The pulp market

During 2010, the world economy once again
faced difficult times, a period in which the slow
economic recovery caused by governments'
emergency plans and the gradual adjustments
in financial entities gave way to public debt cri-
ses in developed countries.

In this context, the paper and cardboard in-
dustry has reported a good performance, as a
result of capacity adjustments undertaken in
2008 and 2009, the correction of inventory le-
vels to all-time lows, the increased demand in
mature markets and the recovery of demand
in China, where high level of imports have been
maintained, arising from significant increases in
paper production capacity.

The 2010 upward trend continued during the
first half of the year; enabling monthly increases

to be made in the eucalyptus pulp price up to
May's price of $880/t.

Nonetheless, since the month of June, the
market price began to show signs of weakness
given the lower level of Chinese imports and
the general drop in demand in Europe and
North America, which led to a gradual incre-
ase in the level of stocks of pulp due also to
the recovery of some of the idle capacity ex-
perienced in recent years, given the substantial
improvement in operating margins in 2010
and early 201 I.

As a result, the second half of 201 | has seen
a fall of $230 US/t from the yearly high rea-
ched in May until reaching $650 US/t in De-
cember; a level that has not been seen since
November 2009 m



2011 Weekly Pix Foex
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Pulp

Pulp production

In 2011, pulp production amounted to
1,243,108 tons, an all-time production record
for Ence, and 7% higher than that reached in
2010, largely due to the increased production
at the Navia plant following expansion and im-
plementation of its learning curve.

Development in production for each of the
company's production plants is as follows:
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» Production reached 368,048 tons at the
Huelva plant, 12% higher than the 2010 fi-
gure.

* The Pontevedra plant reported production of
416,800 tons, 7% down on the previous year.

» Production at the Navia plant stood at
458,260 tons, representing an increase of
5% on 2010, a sign of the gradual consoli-
dation of daily production rates at the faci-
lity following expansion M



Pulp production (thousand tons)

0 -
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“In 201 |, Ence
reported an all-time
production record,

totalling 1.24 million

tons of paper pulp”
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Pulp sales

Pulp sales in 201 | amounted to 1,232,501 tons,
within a context of crisis arising from the bail-
outs of financial entities, an overall drop in the
demand for pulp in developed countries, par-
ticularly in the second half of the year

Despite this global situation, the Ence Group
has maintained its position as a strategic sup-
plier of eucalyptus pulp in the paper industry
in Europe, the largest global pulp market, and
its market leadership within the printing and
writing, tissue and specialities segments, where
the company maintains a balanced presence,
having strengthened its position among the
main manufacturers.

Pulp Sales (thousand tons)

900 -~ - --
600 -
300 -

0 -

Pulp Sales

PERCENTAGE

COUNTRY

Germany 23%
Italy 16%
Spain 15%
France 10%
Rest of Europe 22%
Other Markets 14%
total 100%

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011l



The company has not only increased its sales
in the former Eastern Europe and in Medite-
rranean countries but also in Asia, in particular
in China, thus responding to lesser demand in
the European market in the second half of the
year and to the demand arising from the esta-
blishment of new paper production in emer-
ging markets, showing short to medium-term
growth potential.

Pulp sales amounted to €597 million in 201 I,
Germany being the number one destination
for production (23%), followed by Italy (16%),
Spain and Portugal (15%) and France (9.6%).
The remaining production is destined for other

markets in Europe, the Middle East and Asia.
As a result of higher sales volumes of +7% and a
diversified customer and market profile, pulp
sales revenue in 201 | stood at €597 million, -5%
down on 2010 in a year where the average price
fell by - 119 over the previous year

In this regard, the distribution of sales by country
and segments in 201 | was in line with 2010, with
exposure primarily in Europe (destination to
which 86% of production is exported) and
those paper market segments with a greater ca-
pacity to produce using eucalyptus fibre and sho-
wing stable growth. ®
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Environmental management

Ence Group plants located in Pontevedra,
Huelva and Navia hold the appropriate Inte-
grated Environmental Authorisations required
for industrial work to be carried out at the
plants.

Also, in accordance with the Kyoto Protocol,
they have the Greenhouse Gas Emissions
(CO2) Authorisation, whose verified emissions
in 2011 did not exceed the allocated rights, ha-
ving generated a surplus.

Ence processes are carried out in line with the
principles of management policy established by
the company and in accordance with a sustai-
nability and continuous improvement strategy,
therefore implementation of the management
system is carried out through a process-based
approach that seamlessly addresses the issues
of quality and efficiency, safety and health of
employees, with respect to the environment
and pollution prevention.

The environmental management of the plants
is certified by accredited bodies in accordance
with the UNE-EN-ISO 14001:2004 standard.
Similarly, the register is maintained in line with
the Eco-Management and Audit System
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(EMAS) pursuant to Regulation 1221/2009 of
the European Union having been the first to
undertake this voluntary commitment of such
magnitude in their respective autonomous
communities, which even today only has a small
number of participating companies.

Continuous improvement of

environmental performance

Regular analytical checks of all parameters on
waste and atmospheric emissions, noise and
waste generated and management thereof are
carried out at the plants. A sign of the effecti-
veness of this management system is the con-
tinuous improvement of environmental
performance, the results of which have been
endorsed annually by the Environmental State-
ments of each and are validated in accordance
with the requirements of the EMAS regulation.

These results are due to the implementation of
Best Available Techniques (BAT) and Best Envi-
ronmental Practices (BEP) defined in the EU's
reference document BREF (Best Available Tech-
niques in the Pulp and Paper Industry 2001).

The implementation of BAT and BEF together
with the optimisation of processes has resulted



in great water and energy savings over the
years as well as a significant reduction in emis-
sions, liquid effluent and waste generated du-
ring the pulp production process.

In this regard, all data on the 201 | environmen-
tal control parameters comply with the appli-
cable legal limits set out in the relevant
Integrated Environmental Authorisations, im-
proving in some cases the benchmarks set in
the BREF for the sector.

Investment effort

In relation to environmental investments, as
odour is one of the most obvious issues, the
odour elimination plan has been extended to
all plants throughout 201 |. Ence is set to allo-
cate an investment of more than 9 million euro
which will bring about an end to the odour im-
pact in 2014.

The Huelva plant has further advanced based
on the schedule established, implementing the
project to generate 50 MW from biomass,
which includes a boiler; turbine and pre-treat-
ment plant for the biomass. This project seeks
an energetic use of biomass thereby reducing
fossil fuel consumption.

Work has also been undertaken on boilers,
aimed at improving air emissions.VWork has also
been carried out aimed at improving the qua-
lity of the effluent. In this regard, following the
implementation of various initiatives, water
consumption was reduced by | 1% in the se-
cond half of the year when compared to the
beginning of the year.

The most significant environmental investments
at the Navia plant relate to the optimisation of
the gas treatment system in order to reduce
the facility's odour impact as well as measuring

devices that allow control of the immissions in
the environment.

Ongoing improvements of the installations has
been carried out throughout 201 I. Improve-
ments have been made in relation to liquid ef-
fluent, with work having been carried out on
the internal pipeline systems for water effluent
and storm water, incorporating internal current
recirculation systems during the digestion and
washing stages, resulting in better on-site use
of the organic matter while reducing the
amount of final effluent.

Finally, with regard to environmental inves-
tments in Pontevedra, as part of the project
developed in collaboration with the University
of Santiago de Compostela, proposals planned
for reducing the odour impact have been im-
plemented.

Investments have been made which are aimed
at reducing air emissions by overhauling the
electrostatic filters in the recovery boiler. Inves-
tments aimed at reducing fossil fuel consump-
tion have also been made by implementing
better monitoring of forest biomass and incre-
ased hydrogen burning in the lime kilns.

Finally, water consumption has been reduced
by undertaking a series of work on the water
supply pipe to the plant and by replacing parts
in the closed circuit cooling towers.

Operating costs and environmental manage-
ment in the three plants, including self-monito-
ring of gaseous emissions, calibration of
monitoring equipment, monitoring programme
and control of waste, control and prevention
of Legionellosis, waste management, operating
costs of environmental control facilities and en-
forcement of REACH regulations amount to
€4.0 million m
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Renewable energy

As part of its ongoing commitment towards re-
newable energies, ENCE has maintained the
sales of green energy as the basis for its busi-
ness growth.

Ence is a leader in renewable energy produc-
tion using biomass waste and energy crops in
Spain; a technology using a non-fossil fuel to re-
duce the risks linked to rising oil prices and
which is a carbon-neutral energy source.

Ence co-generates the electricity and heat re-
quired for its industrial operations and sells its
surplus production to the national grid. For this
purpose, Ence uses biomass from three main
sources as its raw material:

« Lignin (also known as black liquor). It is the
waste product resulting from a delignification
process where wood fibres are separated
through a cooking process, which forms part
of the pulp production process. The black Ii-
quor is used as fuel in recovery boilers gene-
rating steam for electricity generation.
Additionally, during combustion, the cooking
chemicals are recovered for reuse during the
production process, thereby contributing to
an elimination of waste generation for the en-
vironment and increased efficiency in the pulp
production process.

Wood bark (solid biomass). Use of biomass
disposed during preparation for wood chip-
ping in the pulp manufacturing process,
being used by combustion to generate
steam for electricity, leading to increased ef-
ficiency of the process and the elimination
of waste into the environment and "green"
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electric power generation without CO?2
emissions.

Biomass from energy crops and forest resi-
dues. It provides the rural sector with new
alternatives for long-term viable and stable
crops, i.e., it creates economic and environ-
mental development in the affected areas
since large areas are cultivated to promote
energy crops (countryside management)
and forests are cleaned to collect forest re-
sidue (eliminating fire hazards). All this work
is aimed at generating "green" energy so it
is not only the economic engine in these re-
mote areas, but it means fossil fuel imports
are not necessary, thereby improving the
country's energy independence while emit-
ting less CO?2 into the atmosphere.

Ence has an installed capacity of 229MW of ope-
rating power, |80MW of which are exclusively
from biomass and 499MW from cogeneration
with gas. All the Group's generating and cogene-
ration groups are recorded in the register of pro-
ducers of electrical energy through the special
"feed-in" system, regulated by Royal Decree
661/2007 of 25 May.

Ence is committed to gradually increasing its
production capacity of renewable energy in the
coming years, maintaining its position as a lea-
der in power generation from forest biomass
and energy crops.

In order to achieve this commitment, Ence deve-
loped a strategic plan that is beginning to bear
fruit, including the following milestones achieved
during the year:



Funding of the biomass plant in Huelva:

In June 2011 funding was secured for the
Huelva biomass plant, which will have an ins-
talled capacity of 50 MW.This is particularly
important milestone and an industry bench-
mark as it is the largest biomass plant in
Spain and it is also the first plant of its kind
to have received funding via "Project Fi-
nance". According to the agreed schedule, it
will be operational and therefore produce
electricity in the second half of 2012.The
fuel used at this plant will be the energy
crop developed in the region where it is lo-
cated and forest biomass.

Category A: Cogeneration €/MWh

* Registration of the biomass plant in Merida

in Spain's Pre-allocation Register:

In October 201 | the biomass plant in Merida
was entered into Spain's Pre-allocation Re-
gisterWith an installed capacity of 20 MW, fi-
nancing will be finalised in the first half of
2012 in order to begin construction. Pre-re-
gistration ensures the premiums, fixed tariffs
and cap & floor limits established by Royal
Decree 661/2007 of 25 May on the regula-
tion of electricity production through a spe-
cial "feed-in" system (régimen especial). Like
the Huelva plant, fuel used in the plant will
be the forest biomass energy crop which is
being developed in the region of Mérida =

Group Fuel Premium Rate Premium Rate Premium Rate Premium Rate
(1) (1) (2) (2) ©) ©) (4) (4)
a1 alil 28,8080 84,3580 29,0460 85,0560 31,1600 91,2470 33,6070 98,4120
al.3 b.6.1 113,8850  158,3130
b.6.3 83,3330  127,7540
b.8.2 37,2020 77,0530
b.8.3 58,3980  100,4370

Category B: Biomass €/Mwh

Benchmark FLOOR (1) CAP (1)
premium (1)
ab.6.1 158,313 113,885 162,967 154,111
b.6.3 127,754 83,333 132,404 123,548
b.8.2 70,284 25,856 74,95 66,094
b.8.3 86,397 39,621 97,197 80,998
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Energy management

In line with its firm commitment to establish itself in the renewable energy sector, Ence directs a
multidisciplinary team that manages all tasks related to the sector without having to refer to third
party businesses:

* Purchase and sale of electricity (front office, middle office and back office)
* Planning and control of the energy business.

= Operation and management of plants.

« Energy Regulation Advisory.

 Development and implementation of new projects.

* Management of CO: emission rights.

The company participates in the daily power market via its own energy control centre, which makes
daily and intraday bids for the purchase and sale of electrical energy to the Market Operator (OMIE,
which assumes the management of the bid system), and business operations with the Red Eléctrica
de Espafa (REE, Electrical Grid in Spain), the National Energy Commission (CNE), the Ministry of
Industry and other industry bodies.

Pool price developments in Spain
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However, the premiums, fixed tariffs and cap &
floor limits for electricity production are establis-
hed by Royal Decree 661/2007 of 25 May on the
regulation of electricity production through a spe-
cial "feed-in" system. As a result, as our company
is not exposed to the fluctuating pool price of
electricity, thereby offering a fixed return for our
energy business, and this, in turn, provides financial
stability to our company.

Due to continued improvements in efficiency
in the managing and operating our plants,

electricity production in 201 | amounted to
[,521 GWh, representing an increase of 12%
over the previous year. Likewise, this meant
that sales of electricity would reach 1,491
GWh (12.5% higher than 2010), thereby ex-
ceeding the record levels achieved by the
company in the previous year and setting a
new record. This trend will continue over the
coming years due to the increase in installed
capacity following the launch of the projects
currently under development.

Production comparison graph (2011 vs. 2010)
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Appendix

Addresses

HEADQUARTERS
Paseo de la Castellana 35
28046 Madrid Espafa
Tel: +34 91 3378500
Fax:+34 91 337 85 56

HUELVA MILL

Ctra, A — 5000, Km. 7,5
21007 Huelva
Apartado 223

21080 Huelva

ESPANA

Tel.. + 34 959 36 77 00
Fax:+ 34 959 36 76 28

PONTEVEDRA MILL
Marisma de Lourizén, s/n
36153 Pontevedra
Apartado |57

36080 Pontevedra
ESPANIA

Tel: + 34 986 85 60 00
Fax:+ 34986 84 77 74

NAVIA MILL

Armental, s/n

Apartado 39

33710 Navia — Asturias
ESPANA

Tel: + 34985 63 02 00
Fax:+ 34 985 63 06 86

CELULOSA ENERGIA, S.L
Ctra, A —5000,Km. 7,5
21007 Huelva

Apartado 223

21080 Huelva

ESPANIA

Tel:+ 34 959 36 77 00
Fax:+ 34 959 36 76 28
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NORFOR (Norte Forestal,S.A.)
Marisma de Lourizan, s/n

36153 Pontevedra

Apartado 157

36080 Pontevedra

ESPANA

Tel: + 34 986 85 60 00

Fax: + 34 986 84 08 44

SILVASUR AGROFORESTAL
Ctra, A —5000,Km. 7,5
21007 Huelva

ESPANA

Apartado 223

21080 Huelva

Tel:+ 34959 36 77 00

Fax: + 34 959 36 76 28

IBERFLORESTAL E IBERSILVA

Avda. Antonio Augusto de Aguiar, n® 130-2°
1050-020 Lisboa

PORTUGAL

Tel.+ 351 217 800 269

Fax:+ 351 217 800 270

aoliveros@ence.es

SIERRAS CALMAS
Mariscal Estigarribia, 928
| 1300 Montevideo
URUGUAY

Tel: +598 2 710 92 56
Fax:+598 2 711 93 89
info@ence.com.uy
MASERLIT
info@naserlit.com.uy



SALES OFFICES

SPAIN

P° de la Castellana, 35
28046 Madrid

Tel. +34 91 3378500
Fax: +34 91 33785 56
ence@ence.es

GERMANY

CONRAD JACOBSON GMBH

Oberbaurnbriicke, |
D-20457 Hamburgo
GERMANY

Tel: +4940 334031 57
Fax: + 4940334031 82
llarson@conradjacobson.com

ITALY

IBERPULP Srl

Viale delle Margherite, 36
20070 Dresano (M)

Italy

Tel: + 39029887 1221

Fax: + 39 02 9887 0842
umberto.grazzini@iberpulp.eu

TURQUIA

Cumhuriyet Cad 89 —91/21
80230 Elmadag

Estambul

TURQUIA

Tel: +9021 22301252
Fax:+ 9021 22 32 62 65
t.gumus@unirep.com

ISRAEL

INDUSTRIA LTD.
POB 16152

42/6 Levi Eshkol St.
69361 Tel Aviv

ISRAEL

Tel: +972 3 699 70 41
Fax:+972 3 699 70 42
M. +972 5444 21187
ishai.paas@panor.co.il

NURSERIES

NORFOR

Vivero Norfor Figueirido

LG Croas, 15

Figueirido Vilaboa
36140 Pontevedra
ESPANA

Tel: +34 986 71 52 64

Fax: + 34 986 70 82 99

NORFOR — NAVIA
Armental, s/n

33710 Navia (Astdrias)
ESPANA

Tel: +34 985 47 34 50
Fax:+ 34 98547 3575

SALES REPRESENTATIVES OF IBERSILVA

HUELVA OFFICE
Pol.Ind.Marisma del Polvorin, C/B, N° | |
21002 HUELVA
ESPANA

Tel: +34 959 540 809
+34 959 540 437
Fax:+34 959 249 274
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financial
statements

Consolidated balance sheets at 31 december 2011 and 2010

Thousands of Euros 31/12/2011 31/12/2010

NON-CURRENT ASSETS

361.031 353.873
.............. TOTAL ASSETS | ooeeoeeeseseeeesesseeseesesseesessesseesessessesseeiesesesnes N 7 OO T O4 1381705
= L L £
.............. Share capital e 2822202 2822212
.............. Share premiUM e 2O 328 204328
.............. Parent Company reserves 106,630 48470
.............. Reserves in fully consolidated companies . ....102454  ..121.536
.............. Valuation adjustments e D910 ATS33
.............. Profit for the year attributed to the Parent Company 41192 84Tl
.............. Translation differences e O T
Treasury shares (49.217) (2.434)
Equity attributable to shareholders of the Parent Company 720.163 766.356
TOTAL EQUITY 720.163 766.356
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31/12/2011 31/12/2010

Thousands of Euros

NON-CURRENT LIABILITIES

TOTAL EQUITY AND LIABILITIES 1.368.794 1.331.705

The accompanying Notes 1 to 25 are an integral part of the consolidated balance sheet at 31 December 2011.
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Consolidated income statements for 2011 y 2010

Thousands of Euros M ot AU
....... Continuing operations:
.............. ROVENUE e 198 ......825451 830758
.............. Gains or losses on hedging operations 10 0 (10434)  (4882)
.............. Changes in inventories of finished goods
. andworkinprogress (1.688) ... 4840
Procurements 19.b (390.759) (367.034)
GROSS MARGIN 422.570 463.712
.............. Group work on non-currentassets 08 ...27286 ......27814
.............. Other operating iNCOMe e DTS 3049
.............. Capital grants transferred to profitand loss 14 A 24T
.............. Staffcosts 190 (89413) L (84317)
.............. Depreciation and amortisationcharge ... .67y8 .(63460) ....(61208) .
.............. Impairment and gains or losses on diSposals e
o.....ofnon-currentassets .. T e 4392 222
Other operating expenses 19.e (233.850) (239.744)
PROFIT FROM OPERATIONS 80.079 117.277
.............. Finance income e D298 2016
.............. Change in fair value of financial instruments 40 1884 ....2483
.............. Finance costs ..o 396820000 . (31:482)
Exchange differences 2.085 62
FINANCIAL LOSS (23.065) (26.941)
.............. PROFITBEFORETAX s 101490336
.............. INCOME &X e 18 (15:822) . (25625)
............... PROFITFORTHE YEAR FROM ettt
CONTINUING OPERATIONS 41.192 64.711
.............. PROFITFORTHEYEAR . ....19Q . .......A41192 . 64711
Eamings per share:
............... BaSIC A 016027
Diluted 13 0,16 0,27

The accompanying Notes 1 to 25 are an integral part of the consolidated statement of income for the year ended 31 December 2011.
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Consolidated statement of recognised income and expense for 2011y 2010

Thousands of Euros Note 2011 2010

PROFIT PER CONSOLIDATED INCOME
STATEMENT (1) 13 41.192 64.711
Income and expenses recognised

_____________________ Cashflowhedges o oo......[(34608) (7892
..................... Conversion differences e OO T,
Tax effect 10.382 2.367
TOTAL INCOME AND EXPENSES RECOGNISED
DIRECTLY IN CONSOLIDATED EQUITY (II) 13 (24.817) (5.525)
.............. Transfers to consolidated profit OF 10SS e
_____________________ Arising from cash flowhedges oo 14068 8014
Tax effect (4.220) (2.404)
TOTAL TRANSFERS TO CONSOLIDATED
PROFIT AND LOSS (ll1) 13 9.848 5.610

TOTAL CONSOLIDATED RECOGNISED
CONSOLIDADOS (I+11+111) 26.223 64.796

The accompanying Notes 1 to 25 are an integral part of the consolidated statement of recognised income and expense for 2011.
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Consolidated statements of changes in equity for 2011 y 2010
Statement of changes in total consolidated equity

Note Balance at Recognised Capital
1/1/2011 Income / Increase
2011 - Thousands of Euros (Expense)

232.212

Profit for the year attributed to the Parent Company 64.711 41.192 -
766.356 26.223 -

The accompanying Notes 1 to 25 are an integral part of the statement of changes in consolidated equity for 2011.

Note Balance at Recognised Capital
1/1/2010 Income / Increase
2010 - Thousands of Euros (Expense)
......................................................................................................................... 197410 T 14802
199.058 ..59:.270
LLegalreseIVe e B e .. .
............................................................................................... 193751 o T A3:B08)
............................................................................................................ AT A8 e e e
................................................................................................................................... (0] e e o
.......................................................................................................................................................... (A35) e e e
UStmeNts e ATAA 8D R
Profit for the year attributed to the Parent Company (154.571) 64.711 -
576.897 64.796 126.464

The accompanying Notes 1 to 25 are an integral part of the statement of changes in consolidated equity for 2011.
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Distribution of Distribution of Treasury Transfers Balance at
Prior Year's Dividends Shares 31-12-2011

Transactions

= = = = 232.212

- (25.801) (46.615) - 720.163

Distribution of Distribution of Treasury Transfers Balance at
Prior Year's Dividends Shares 31-12-2010
Profit Transactions

I I s essreseemerssesmmsssssrsssesrsen] SO 232.212
...... 254.328
T I I e erreeresssssesrse s sessrsesesersen] 2 e N 31.482
e O R .. SO e N 150.341 .
N 2511 ot e N 120.583
........................ (127 88D) e e e e (132.400)
B I £ et creeeeerees s (1.999) e (22A34)
T I I e sreesesessssesmrss s ssssrsssesersen] 2 e N 47.533 .

154.571 - - - 64.711

- - (1.801) - 766.356
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Consolidated statements of cash flows for 2011 y 2010

Thousands of Euros O UL
....... CASH FLOWS FROM OPERATING ACTIVITIES: e
.............. Consolidated profit for the year before tax . .......957.014  ...9033 .
.............. AU IS FOr e
.............. Depreciation and amortisation charge . .....93.736 ....49188
.............. Exhaustion of forestry reserve e 8D 10T
.............. Amortisation of intangible assets e 1269 ST
.............. Changes in provisions and other deferred expenses (net) . (3565 10562
.............. Gains/Losses on disposal of non-currentassets o @224) (750)
.............. Finance iNCome | e 0:298) i 2016)
.............. Finance costs e 2929 28956
Grants and subsidies transferred to profit and loss (1.124) (887)
........................................................................................................................................................................................ 78542 . 187.407
....... Changes in Working capital e
.............. Trade and other receivables e 20983 (60.004)
.............. Current financial and otherassets . ......(0823) . ..(12663)
.............. Current liabilities e TOTA) 25728
Inventories (8.332) (22.031)
.............................................................................................................................................................................................. 824 . .....[68970)
....... Other cash flows from operating activities
.............. INMreStPAId e (28:088) L (30.290)
.............. Interest received e D228 1848
Income tax recovered (paid) (2.907) -
X (28.442)
Net cash flows from operating activities (l) 110.733 89.995

The accompanying Notes 1 to 25 are an integral part of the consolidated statement of cash flows for 2011.
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Consolidated statements of cash flows for 2011 y 2010

2011 2010

Thousands of Euros

CASH FLOWS FROM INVESTING ACTIVITIES:
__Investments:
Property, plant and equipment

Dividends (25.801) -
T -2 A.) NS

Net cash flows from financing activities (llI) (20.765) 30.682

NET INCREASE / DECREASE IN CASH AND CASH EQUIVALENTS (I+l1+lll) 646 21.851
.............. Cash and cash equivalents at beginning of year . ......70983  ....49132

Cash and cash equivalents at end of year 71.629 70.983
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|. Activity of the Group and Strategic Plan

Grupo Empresarial ENCE, SA. (hereinafter "ENCE” or
the "“Parent Company’) was incorporated in |968 under
the name Empresa Nacional de Celulosas, SA. It has its
registered offices at Paseo de la Castellana 35,Madrid. The
corporate purpose established in the by-laws consists of:

a) Manufacture of cellulose pulp and related
by-products, obtaining necessary products
and items, and exploitation of any sub-pro-
ducts arising from the aforementioned ac-
tivities.

b) Generation by any means, sale and usage of
electricity and of other energy sources, and
of the raw materials and primary energy
sources required for generating, in accor-
dance with the provisions of prevailing le-
gislation; and marketing, sale and supply of
power in any way permitted by law. The
Company may not conduct any of the afo-
rementioned activities where prevailing le-
gislation establishes special requirements or
limitations, unless it complies with such con-
ditions.

c) Cultivation, exploitation and use of forests
and timberland, forest plantation work and
specialist forestry work and services. Pre-
paration and transformation of forestry
products. Commercial use, exploitation and
marketing of forest products of all kinds (in-
cluding biomass and forest energy crops),

and their derivatives and by-products. Fo-
restry studies and projects.

d) Design, promotion, development, construc-
tion, operation and maintenance of the ins-
tallations referred to in paragraphs a), b)
and c) above.

The Group's principal activity BEKP (Bleached Eucalyp-
tus Kraft Pulp) cellulose pulp production with ECF (ele-
mental chlorine free) and TCF (totally chlorine free)
bleaching based on eucalyptus. In order to carry out
its activities, the Group operates three mills in Spain,
located in the provinces of Asturias, Pontevedra and
Huelva, which have combined production capacity of
approximately |.3 million metric tons per year

In addition to its cellulose pulp production, the Group
also generates electricity from biomass and bio-fuels
obtained from the pulp production process (mainly
lignin), and to a lesser extent using gas and fuel oil. The
generating capacity currently in use totals approxima-
tely 230 megawatts per year from 6 power plants. A
further two plants with a combined capacity of 70
megawatts are currently under construction.

In order to assure supplies of timber supplies for the
paper pulp manufacturing process and meet the
power plants’ demand for biomass, the Group has
I'14,534 hectares of managed forest land, of which it
owns 77,687 hectares.

The Parent Company'’s shares are listed on the Madrid
Stock Exchange.
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2. Group Companies

The following subsidiaries in which the Parent Com- were fully consolidated in the consolidated financial
pany directly or indirectly owns 100% of share capital statements for 201 |:

Thousands of Euros

2011 Equity of the Investee Company
Company Registered Office Activity Share Reserves  Profit
Capital / (Loss)
for the year
....... Sl S IS e
Celulosa Energia, S.L.U. (a) Ctra Madrid-Huelva Km. 630.)  Electricity generating and sale of power ~ 3.756 26.609 7.319
__________________________________________________________________ (U)o
Celulosas de Asturias, S.A.U.(a)  Armental s/n Navia (Asturias) Production and sale of paper, pulp, 37.863 23.896 25.348
.......................................................................................................................... electricity generating and sale of power
....... Silvasur Agroforestal, S.AU. (@) Avda de Andalucia s/n. (Huelva) Forest management 39666 7409  (7.228)
_______ lbersiva, SAU. (&) AvdadeAemania, 9 (Huelva)  Forestryserviees 10000 (7.A01) _ (11.298)
Norte Forestal, S.A.U. (a) Marisma del Lourizan s/n Forest management 2.464 17.630 3.74
__________________________________________________________________ (PONIBVEAIE) | e
Norfor Maderas, S.A.U. (a) Marisma del Lourizan s/n Forest management 601 449 30
................................................................... PO ) e
Eucalipto de Pontevedra, S.A.U.  Pontecaldelas (Pontevedra) Lease of properties 1208 (653) (11
_______ L e
....... lberflorestal, SAU.(a) . .. Lisboa(Portugal)  Purchaseandsaleofwood . . . . 85 . 1943 262
_______ Las Pléyades, SA. (SAFI) (o) (8) _ Montevideo (Uruguay)  Exportofwood .2 2412 8T
Maderas Aserradas del Litoral,. ~ Montevideo (Uruguay) Dormant 5.661 (1.970) (1.950)
________ S
....... Sierras Galmas, S.A. (a) (b)  Montevideo (Uruguay)  Forestmanagement . . . . 1969 7529 3785
Ence Energia S.L.U. Paseo de la Castellana, 35 Electricity generating and sale of power ~ 6.774 26.595 (383)
__________________________________________________________________ VRO
Ence Energia Huelva, S.L.U. () ~ Paseo de la Castellana, 35 Electricity generating and sale of power ~ 6.757 27.016 (658)
(Madrid)

(a) Financial statements audited by PwC.
(b) Euro value translated at the year-end rate of exchange.
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2010 Equity of the Investee Company

Thousands of Euros

Profit

Company Registered Activity Share Reserves /(Loss)
Office Capital for the year
....... SO e
Celulosa Energia, S.L.U. (a) Ctra Madrid-Huelva Km. 630 Electricity generating and sale of power ~ 3.756 21.467 5.143
.................................................................. (HUBIVE) e
Celulosas de Asturias, S.A.U.(a)  Armental s/n Navia (Asturias) Production and sale of paper pulp, 37.863 9.951 38.945
.......................................................................................................................... electricity generating and sale of power
....... Silvasur Agroforestal, SAU. (a) Avda de Andalucia sin. (Huelva) Forest management 89666 6890 519
....... lbersiva, SAU. (&) AvdadeAlemania, 9 (Huelva) Forestrysevices . 10000 (688 (6121
Norte Forestal, S.A.U. (a) Marisma del Lourizan s/n Forest management 2.464 8.050 10.539
.................................................................. (POMMEVEAIA) | e
Norfor Maderas, S.A.U. (a) Marisma del Lourizan s/n Forest management 601 447 1

(Pontevedra)

Paseo de la Castellana, 35
(Madrid)

Ence Energia S.L.U.

Electricity generating and sale of power 20 1 (419

(a) Financial statements audited by Deloitte.
(b) Euro value translated at the year-end rate of exchange.

The Group also includes the following dormant com-
panies, all of which are 100% owned by the Parent
Company: Electricidad de Navia, S.L.U, Tisu de Louri-
zan, S.L.U, Ibercel Celulosa, S.L.U., Celulosas de M Bo-
picud, S.A, Las Pléyades Argentina, S.A., Las Pléyades
Uruguay, S.A., and Zona Franca M Bopicug, S.A.

The Group holds minority shareholdings in certain
other companies which were not consolidated be-

cause the effect would not have been material. These
are: Transporte de Celulosa y Madera, S.A., in which
the Group holds a 40% ownership interest; Imacel,
A.EILE., a dormant entity in which the Group holds a
50% ownership interest; Sociedad Andaluza de Valo-
rizacion de la Biomasa, S.L. (6% ownership interest);
and Electroquimica de Hernani, S.A, (5% ownership
interest).
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3. Bases of presentation of

the consolidated financial statements

3.1 Basis of presentation

The consolidated financial statements for 201 | were
obtained from the accounting records and individual
financial statements of the Parent Company and the
Group companies.

The consolidated financial statements were prepared
in accordance with the applicable regulatory frame-
work for financial reporting and, in particular; in accor-
dance with the International Financial Reporting
Standards (IFRS) adopted by the European Union
pursuant to Regulation (EU) 1606/2002 of the Euro-
pean Parliament and Spanish Law 62/2003, of 30 De-
cember establishing tax, administrative and social
measures and, accordingly, they present fairly the
Group's equity and financial position at 31 December
201l and the consolidated results of its operations,
changes in equity and cash flows for the year then
ended.

The main standards and measurement bases applied
in the preparation of the Group’s consolidated finan-
cial statements in accordance with EU-IFRS at 3| De-
cember 201 | may differ from the policies applied by
some of the Group companies (local accounting stan-
dards).Where this was the case, the necessary adjus-
tments and reclassifications were made in the
consolidated process to harmonise the local accoun-
ting standards with EU-IFRS.

These consolidated financial statements, which were

formally prepared by the Parent Company’s directors,
will be submitted for approval by the shareholders at
the Annual General Meeting. It is considered that they
will be approved without any changes. The Group's
consolidated financial statements for 2010 were ap-
proved by the shareholders at the Annual General
Meeting of the Parent Company held on 29 April
2011,

3.2 Key decisions in
relation to IFRS

The Group adopted the following key decisions in re-
lation to the presentation of the consolidated financial
statements and the additional information disclosed
in the notes thereto:

a. The euro is the Group’s functional currency,
and the consolidated financial statements
are therefore expressed in euros.

b. The assets and liabilities recognised in the ac-
companying consolidated balance sheet are
classified as current (short term) and non-
current (long term).The items in the accom-
panying consolidated income statement are
presented according to their nature.

c. The Group has opted to present the con-
solidated cash flow statement using the in-
direct method.
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3.2.1 Standards and interpretations taking effect in the current year

The following new standards, amendments and interpretations entered into force on | January 201 |:

Standard

Contents

Mandatory application

in years commencing as of

B e
Amendment of IAS 32 - Financial instruments: Amends the accounting treatment of rights, Annual periods commencing
Presentation — Classification of rights over options and warrants denominated in a as of 1 February 2010
Shares currency other than the functional currency | |
Revision of IAS 24 - Related-party | | Amends the definition of a ‘related party’ and | | Annual periods commencing as of
disclosures reduces disclosure requirements in the case 1 January 2011
of entities under a relationship of control, joint
control or significant influence over governance
mprovements o IFRS Amendments to a series of standards The majority are mandatory for periods
(published in May 2010) commencing as of 1 January 2011
Amendment of IFRIC 14 - Prepayments ofa | | Prepayment of contributionsunder | | Annual periods commencing as of
minimum funding requirement minimum funding requirements can 1 January 2011
giverisetoanassetd || e
IFRIC 19 Extinguishing financial liabilfies with | | Treatment of the extinction of financial liabiliies | | Annual periods commencingas of
equity instruments through the issue of shares 1 July 2010
RN RN
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3.2.2 Standards and interpretations issued but not yet in force

At the date of preparation of these consolidated financial statements, the main standards and interpretations published
by the IASB but not yet adopted by the European Union and, therefore, not in force were:

Standard

Contents

Mandatory application

in years commencing as of

e s N (O N

IFRS 9 Financial instruments: Classification Replaces the classification and measurement Annual periods commencing as of
and measurement requirements established by IAS 39 for finan- 1 January 2013

cial assets and liabilities
Amendment of IAS 12 - Income tax - deferred | | Calculation of deferred taxes related to inves- | Annual periods commencing as of
taxes related to investment property tment property based on the fair value model 1 January 2012

contained in IAS 40
IFRS 10 Consolidated financial statements | | Replaces the current consolidation require- | Annual periods commencing as of
(published in May 2011) ments established in 1AS 27 1 January 2013
IFRS 11 Joint arrangements (publishedin | | Replaces the current IAS 31 oninterestsin | Annual periods commencing as of
May 2011) joint ventures 1 January 2013
IFRS 12 Disclosure of interests in other entities | | Separate standard establishing disclosure re- | Annual periods commencing as of
(published in May 2011) quirements for ownership interests in subsidia- 1 January 2013

ries, associates, jointly controlled entities and

non-consolidated entities
IFRS 13 Fair value measurement (publishing in | | Establishes the framework for fairvalue | Annual periods commencingas of
May 2011) measurement 1 January 2013
IAS 27 (Revised) Separate financial state- | | Revision of the standard, which will henceforth | Annual periods commencing as of
ments (published in May 2011) comprise only an entity’s separate financial 1 January 2013

statements following the issuance of IFRS 10
'IAS 23 (Revised) Investments in associates | | Parallel review in relation to the issue of IFRS | Annual periods commencing as of
and joint ventures (published in May 2011) 11- Joint ventures 1 January 2013
Amendment of IAS 1 - Presentation of Other | | Minor amendment n relation to the presenta- | Annual periods commencingasof
Comprehensive Income (published in June tion of Other Comprehensive Income 1 January 2013
2011)
Amendment of IAS 19 Employee benefits | | Amendments basically affect defined benefits | | Annual periods commencingasof
(published in June 2011) plans, as one of the key changes is the elimi- 1 January 2013

nation of the “fluctuation corridor”

N RN RN y
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Standard

Contents

Mandatory application

in years commencing as of

 Amendment of IFRS 9 and IFRS 7 Eflective | | Postponement of the effective date of IFRS9 | [ N/A
date and transition disclosures (published in and changes to transition requirements and
December 2011) disclosures
IFRIC 20: Stripping costs in the production The International Financial Reporting Interpre- Annual periods commencing as of
phase of a surface mine (published in October tations Committee addresses the accounting 1 January 2013
2011) treatment of the cost of eliminating waste ma-
terials in surface mines
N AN J y

These estimates were made on the basis of the best
information available at 31 December 201 | and 2010.
However, events that take place in the future might
make it necessary to change them. Any such changes
in accounting estimates would be applied prospecti-
vely in accordance with IAS 8.

3.3 Responsibility for information and
estimates made

Certain estimates were made in preparing the con-
solidated financial statements for 201 1, in order to
measure certain of the assets, liabilities, income, ex-
penses and obligations reported herein.These estima-

tes relate basically to the following: 3.4 Consolidated principles

3.4.1 Subsidiaries

> The assessment of possible impairment losses

on certain assets.
T [ H : ” : H
Subsidiaries” are defined as companies over which

the Parent Company has the capacity to exercise ef-
fective control; control is, in general but not exclusively,
presumed to exist when the Parent owns directly or
indirectly half or more of the voting power of the in-
vestee or, even if this percentage is lower or zero,
when, for example, there are agreements with other
shareholders of the investee that give the Parent con-
trol. Control is the power to govern the financial and
operating policies of a company so as to obtain be-
nefits from its activities.

> The useful life of property, plant and equipment
and intangible assets.

> The fair values of certain assets, basically com-
prising financial instruments.

» The assumptions employed in the calculation
of certain commitments with employees.

> Calculation of the provisions necessary to
cover the risks related with ongoing litigation
and insolvencies.

The financial statements of the subsidiaries are fully
consolidated with those of the Parent Company. Ac-
cordingly, all material balances and effects of the trans-

> The recoverability of deferred tax assets. actions between consolidated companies are
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eliminated on consolidation.

3.4.2 Associates

Associates are companies over which the Parent
Company is in a position to exercise significant in-
fluence, but not control or joint control. The capacity
to exercise significant influence usually exists because
the Parent Company directly or indirectly holds 20%
or more of the voting power of the investee.

3.4.3 Changes in the scope of consolidation
and percentage ownership interests

2011

Ence Energla Huelva, S.L.U. was consolidated for the
first time in 201 |. This Company was incorporated in
2009,and in 201 | it acquired the project for the cons-
truction of an electricity generating plant with installed
capacity of 50 megawatts.

2010

There were no significant changes in the scope of con-
solidation in 2010.

4. Accounting policies

The principle accounting standards and measurement
bases employed to prepare the consolidated financial
statements of the Group in accordance with IFRS pre-
vailing at the reporting date were as follows:

a) Intangible assets

3.5. Comparative information

The information contained in these notes to the 201 |
financial statements is presented together with com-
parative figures for 2010.

3.6. Seasonality of the Group’s
transactions

Given the activities conducted by the Group compa-
nies, transactions are not affected by cyclical or sea-
sonal factors. Accordingly, these notes to the
consolidated financial statements do not include any
specific disclosures in this regard.

Nevertheless, the production of wood pulp requires
stoppages in the production process for period of
between |0 and |5 days to undertake maintenance
work. All of the Group’s three pulp plants made their
annual stoppage in the first half of 201 I.

3.7. Events after the end of the
reporting period

No significant events occurred between 31 Decem-
ber 201 | and the date of preparation of these con-
solidated financial statements that are not referred to
herein, and no specific disclosures are therefore pre-
sented in this regard.

Intangible assets are initially recognised at
cost of acquisition or production. After initial
recognition, these assets are carried at cost
less the amount of accumulated amortisa-

tion and any impairment losses incurred.
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The Group’s intangible assets are conside-
red to have finite useful lives and are amor-
tised on the straight-line basis over the
period representing the best estimate of
the said useful lives.

Development costs

Development costs are capitalised annually
providing the amounts concerned are se-
parately identified for each project, and
there are sound reasons to expect projects
to succeed technically and generate financial
returns. These costs are amortised on the
straight-line basis over 5 years.

Computer software

The Group recognises the costs incurred in
the acquisition of computer software and
software licences under this caption. Com-
puter software maintenance costs are re-
cognised with a charge to the consolidated
income statement for the year in which
they are incurred.

Computer software is amortised on a
straight-line basis over 5 years.

The greenhouse gas emission rights, obtained free of
charge by the Group under the Spanish National Allo-
cation Plan pursuant to Law /2005 governing the
trade in emission rights are recognised upon alloca-
tion under “Intangible assets — Greenhouse gas emis-
sion rights” at their residual value, and a non-repayable
capital grant is simultaneously recognised for the same
amount.

After initial recognition, emission rights are carried at
cost less the amount of any cumulative impairment
losses recognised, but they are not amortised.

The costs associated with the greenhouse gases con-
sumed in the period are recognised with a charge to
“Other operating expenses” under “Non-current pro-
visions” in the accompanying consolidated balance
sheet at the amount for which any available emission

rights were granted, or as measured based on best
estimates of the possible cost it would be necessary
to incur to cover any shortfall in the said rights.

The provision made and the intangible asset recogni-
sed when the emission rights were received will be
cancelled upon redemption of the rights.

The non-repayable grants associated with the emis-
sion rights acquired free of charge are recognised
under “Capital grants transferred to profit and loss” in
the accompanying consolidated income statement in
line with the recognition of expenses associated with
emissions of the gases related with the subsidised
emission rights.

b) Property, plant and equipment

Property, plant and equipment are initially recognised
at acquisition or production cost, and are subse-
quently presented net of accumulated depreciation
and any impairment losses incurred, where appro-
priate, in accordance with the criteria described in this
Note 4.b.

The costs of expansion, modernisation or improve-
ments leading to increased productivity, capacity or ef-
ficiency, or to a lengthening of the useful lives of the
assets are capitalised.

Upkeep and maintenance expenses are recognised in
the consolidated income statement for the year in
which they are incurred.

For non-current assets that necessarily take a period
of more than one year to get ready for their intended
use, the capitalised costs include such borrowing costs
as might have been incurred before the assets are
ready to enter service and were charged by the sup-
plier or relate to loans or other specific-purpose or
general-purpose borrowings directly attributable to
the acquisition or production of the assets.

Group work on non-current assets is measured at ac-
cumulated cost, which is calculated as external costs
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plus in-house costs, determined on the basis of in-
house warehouse materials consumption, and manu-
facturing costs allocated using hourly absorption rates
similar to those used for the measurement of inven-
tories. The Group capitalised finance costs totalling
EUR 2,678 thousand incurred in 201 |, basically in res-
pect of project finance indebtedness (EUR 1,148
thousand at 3| December 2010).

The Group companies depreciated their property, plant
and equipment by the straight-line basis method at an-
nual rates based on the years of estimated useful life of
the assets (land is understood to have an indefinite use-
ful life and is therefore not depreciated), as follows:

Estimated Years
of Useful Life

Buildings 20-40
Plant and machinery 11-16
Other fixtures, tools and furniture 11
Other items of property, plant and equipment 11

Investments made in buildings constructed on land
granted under administrative concessions are recog-
nised under “Buildings”. This cost, and the cost of any
other permanent fixtures located on concession land,
is depreciated over the shorter of the asset’s useful
life or the term of the concession.

Impairment of intangible assets and property,
plant and equipment

Whenever there are indications of impairment, the
Group tests tangible and intangible assets for impair-
ment to determine whether the recoverable amount
of the assets has been reduced to below their carr
ying amount. Recoverable amount is the higher of fair
value less costs to sell and value in use.

The directors of the Parent Company perform im-
pairment tests as follows:

The recoverable amounts are calculated for each
cash-generating unit, which comprise the plants ope-
rated by the Group.

Each year, the Group prepares a business plan for each
cash-generating unit, generally covering a period of
three years.The business plans consists of financial pro-
jects prepared on the basis of past experience and the
best available estimates of earnings, investments and
working capital. The business plans prepared are revie-
wed by the Parent Company's Board of Directors.

In order to calculate value in use, the cash flows so
estimated are discounted applying a discount rate re-
presenting 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 im-
pairment loss is recognised in the consolidated in-
come statement.

Where an impairment loss subsequently reverses, the
carrying amount of the cash-generating unit is incre-
ased to the revised estimate of the recoverable
amount, but so that the increased carrying amount
does not exceed the carrying amount that would
have been determined had no impairment loss been
recognised in prior years. A reversal for an impairment
loss is recognised as income.

The directors of the Parent Company consider that
the carrying amounts of assets do not exceed their
recoverable amounts calculated based on the proce-
dure described in this section.

c) Investment property

In accordance with IAS 40,"Investment property’ re-
flects the values of the land and buildings leased by
the Group, which are measured at acquisition cost,
less the appropriate accumulated depreciation.

d) Biological assets

A part of the Group's activity involves the cultivation
of various species of trees for use as raw material in
the production of wood pulp and energy. At 31 De-
cember 201 |,the Group had various forests and tim-
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berland areas used in this activity. Standing timber is
treated as a biological asset. Forest land is measured
in accordance with IAS 16 “Property, plant and equip-
ment” and is recognised under “Property, plant and
equipment” in the consolidated balance sheet (see
Note 7).

There are currently no active markets for the tree
species grown in Spain and Uruguay, the markets of
origin, and it is not possible to determine their fair
value.Also, standing timber matures in an average pe-
riod of up to 40 years including between 2 and 4
cycles, and a range of other variables may affect va-
luation using the discounted cash flows measurement,
so that it is not possible to calculate fair value reliably
using this method. As a consequence of the foregoing,
the Group has opted to recognise standing timber at
historic cost (i.e. cost less accumulated depreciation,
less any accumulated impairment losses). Also, sensi-
tivity analyses are performed to test the value of these
assets based on certain indicators. The results of these
analyses confirm the measurement criteria currently
applied. Therefore, investments in forestry assets are

measured by allocating all costs directly incurred in
the acquisition and development of the assets, inclu-
ding leases, clearing and preparation of land, planting,
fertilisers, care and upkeep.

Furthermore, a variable and individualised percentage
of the carrying amount of standing timber is capitali-
sed as interest up to the limit of its estimated realiza-
ble value. A total of EUR 2,575 thousand was
capitalised in this respect in 201 (EUR 2,552 thou-
sand in 2010). This amount was included under
“Group work on non-current assets”.

The cost allocation method applied to felled timber
is based on the total costs incurred to the date of fe-
lling and the residual value of the plantation. Timber
disposals from the Group's forestry assets totalled
EUR 8,635 thousand in 201 | (EUR 10,67 thousand
in 2010).These amounts are included under “Depre-
ciation and amortisation — Depletion of forestry re-
serves” in the accompanying consolidated income
statement (see Note 8).
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e) Leases

The Group leases certain assets. All of the leases
concluded by the Group have been classified as
operating leases based on the substance of the
contracts, which under no circumstances transfer
ownership of the leased assets or any of the rights
and risks inherent therein.

Expenses from operating leases are recognised in
the consolidated income statement in the year in
which they are accrued.

f) Financial instruments

f.1) Financial assets:

The financial assets held by the Group are classified
into the following categories:

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

- Available-for-sale financial assets: these include debt
securities and equity instruments of other companies
that are not classified in any other category.

Initial recognition

Financial assets are initially recognised at the fair value
of the consideration given plus any directly attributa-
ble transaction costs.

Subsequent measurement

Loans and receivables are measured at amortised
cost. The Group also recognises impairment losses in
the consolidated income statement where it consi-
ders that the financial assets affected present recove-
rability risks.

Available-for-sale financial assets are measured at fair
value, and the gains and losses arising from changes in
fair value are recognised 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 recognised are
taken to the net consolidated profit or loss for the

year

Derecognition

The Group derecognises a financial asset when it ex-
pires or when the rights to the cash flows from the fi-
nancial asset have been transferred and substantially
all the risks and rewards of ownership have been

transferred.

However, the Group does not derecognise financial
assets, and recognises a financial liability for an amount
equal to the consideration received, in transfers of fi-
nancial assets in which substantially all the risks and

rewards of ownership are retained.

f.2) Financial liabilities:

Financial liabilities include accounts payable by the
Group that have arisen from the purchase of goods
and services in the normal course of its business, and
those which, not having commercial substance, cannot

be classed as derivative financial instruments.

Accounts payable are initially recognised at the fair
value of the consideration received, adjusted by the
directly attributable transaction costs. These liabilities

are subsequently measured at amortised cost.

The Group derecognises financial liabilities when the

obligations giving rise to them cease to exist.
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f.3) Derivative financial instruments and hedge
accounting:

The Group's activities expose it mainly to financial
and market risks arising from changes in the US do-
llar/euro exchange rate, which mainly affect its sales
because the price of pulp is quoted in US dollars
in the international market, and exchange rate fluc-
tuations affecting sales made in foreign currency, as
well as changes in the prices of fuel oil, gas and
electricity, as these are necessary inputs for the pro-
duction process. The Group is also exposed to the
impact of variations in interest rates on its financial
liabilities. The Group uses financial derivative instru-
ments to hedge these exposures.

These financial instruments are initially recognised
at their cost of acquisition and the necessary valua-
tion adjustments are subsequently made to reflect
their fair value at any given time. Write-downs are
recognised under “Derivatives” in the consolidated
balance sheet, and any eventual write-backs are re-
cognised in “Financial assets — Derivatives". The
gains or losses on these changes in value are recog-
nised in the consolidated income statement, unless
the derivative has been designated as a hedging ins-
trument, in which case it is recognised as follows:

|. Fair value hedges: both the hedged item
and the hedging instrument are measured
at fair value, and any changes in the value
of either are recognised in the consolidated
income statement. Effects are offset in the
same caption of the consolidated income
statement.

2. Cash flow hedges: Changes in the fair value
of financial derivatives are recognised in
“Equity —Valuation adjustments”. The cumu-
lative loss or gain recognised under this he-
ading is transferred to the consolidated

income statement to the extent the underl-
ying has an impact on the consolidated in-
come statement, so that both effects are
offset.

In order for these financial instruments to qualify for
hedge accounting, they are initially designated as such
and the hedging relationship is documented.The Group
also verifies, both at inception and periodically over the
term of the hedge, that the hedging relationship is ef-
fective, i.e.that it is prospectively foreseeable that chan-
ges in the fair value or cash flows of the hedged item
(attributable to the hedged risk) will be almost fully off-
set by those of the hedging instrument, and that, re-
trospectively, the gain or loss on the hedge was within
a range of 80-125% of the gain or loss on the hedged
item. The part of the hedging instrument that is deter-
mined to be ineffective is immediately recognised
through the consolidated income statement.

The fair values of the different financial derivative ins-
truments is 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 hedge is
no longer highly effective. In this case, the cumulative
gain or loss arising on the hedging instrument that was
recognised directly in equity is maintained until the ex-
pected commitment or transaction materialises, when
it is transferred to the consolidated income statement.
Where the commitment or transaction envisaged is
not expected to occur, any accumulated gain or loss
previously recognised in equity is taken to the consoli-
dated income statement.
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Estimation of fair value

The fair value of financial instruments of this kind
which are not traded on an active market is calculated
applying measurement techniques that maximise the
use of observable market data, and to a lesser extent
estimates. On this basis, the measurement techniques
applied to derivative financial instruments are, in ge-
neral, second level methods, as the key data employed
to calculate fair value (interest rate curves and the ce-
llulose pulp price curve) are observable (see Note
10).

f.4) Equity instruments

An equity instrument represents a residual ownership
interest in the equity of the Parent Company once all
of its liabilities have been deducted.

The equity instruments issued by the Parent Com-
pany are recognised in equity for the amount of the
proceeds received, net of issue costs.

Treasury shares acquired by the Parent Company are
recognised at the 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 are recognised directly in equity. No
amounts are recognised in the income statement in
this respect.

g) Inventories

Stocks of raw materials, finished products and work
in progress are measured at the lower of cost of ac-
quisition, production cost or market value.

Production costs is determined by including the cost
of materials, labour, and direct and indirect manufac-
turing overheads.

The Group uses the weighted average cost method
to assign value to its inventories.

Net realizable value is the estimated selling price less
the estimated costs of completion and costs to be in-
curred in marketing, selling and distribution. The
Group recognises the appropriate write-downs as an
expense in the consolidated income statement when
the net realizable value of the inventories is lower than
acquisition (or production) cost thereof.

h) Cash and cash equivalents

Cash comprises both cash and demand bank deposits.
Cash equivalents are highly liquid, short-term inves-
tments that are easily converted into cash, have an
original maturity of no more than three months and
are not subject to any significant risk of change in
value.

i) Income tax

Tax expense (tax income) comprises current tax ex-
pense (current tax income) and deferred tax expense
(deferred tax income).

The current income tax expense is the amount paya-
ble by the Group as a result of income tax settlements
for a given year. Tax credits and other tax benefits, ex-
cluding tax withholdings and pre-payments, and tax
loss carryforwards from prior years effectively offset
in the current year reduce the current income tax ex-
pense.

The deferred tax expense or income relates to the
recognition and derecognition of deferred tax assets
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and liabilities. These include temporary differences me-
asured at the amount expected to be payable or re-
coverable on differences between the carrying
amounts of assets and liabilities and their tax bases,
and tax loss and tax credit carryforwards. These
amounts are measured at the tax rates that are ex-
pected to apply in the period when the asset is reali-
sed or the liability settled.

Deferred tax liabilities are recognised for all taxable
temporary differences, except for those arising from
the initial recognition of goodwill or of other assets
and liabilities in a transaction that is not a business
combination and affects neither accounting profit
(loss) nor taxable profit (tax loss).

Deferred tax assets are recognised to the extent that
it is considered probable that the Group will have ta-
xable profits in the future against which the deferred
tax assets can be utilised.

Deferred tax assets and liabilities arising from trans-
actions charged or credited directly to equity are also
recognised in equity.

The deferred tax assets recognised 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, unrecog-
nised deferred tax assets are reassessed at the end of
each reporting period and are recognised to the ex-
tent that it has become probable that they will be re-
covered through future taxable profits.

The Parent Company and the rest of its subsidiaries
registered in Spain in which the Parent owns interests
in share capital equal to or exceeding 75% file conso-
lidated tax returns under the regime established in
Chapter VI Title VIl of the Spanish Corporate Income
Tax Law.

j) Income and expenses

Income is measured at the fair value of the conside-
ration received or receivable and is recognised when
the Group is likely to receive the economic benefits
of the transaction and the amount thereof can be re-
liably measured. Sales are recorded net of VAT and
discounts.

Revenues from the sale of goods is recognised when
the goods are delivered and all of the risks and re-
wards inherent in ownership have been transferred.

Dividend income is recognised when the sharehol-
der’s right to receive payment is established.

Expenses are recognised in the consolidated income
statement when there is a decrease in future econo-
mic benefits relating to a reduction in an asset or an
increase in a liability which can be reliably measured.
This implies that an expense is recognised at the same
time as an increase in a liability or a reduction in an
asset.

Expenses derived from the receipt of goods or servi-
ces are recognised at the moment in which they are
received.

An expense is recognised immediately when a pay-
ment does not generate future economic benefits, or
when it does not meet the requirements for recogni-
tion as an asset.

k) Provisions and contingencies

The consolidated financial statements include all pro-
visions with respect to which it is considered likely
that an obligation will have to be settled. Contingent
liabilities are not recognised in the consolidated finan-
cial statements but rather are disclosed in the accom-
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panying 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 cancel or
transfer the obligation, taking into account the infor-
mation available on the event and its consequences.
Adjustments to provisions are recognised as finance
costs as they are accrued.

At 31 December 201 I, various legal actions and
claims were in progress against the Group. Both the
Parent Company’s legal advisers and its directors con-
sider that the conclusion of these proceedings and
claims will not have a material effect on these conso-
lidated financial statements.

) Termination benefits

Under current legislation, the Group is required to
pay termination benefits to employees terminated
under certain conditions. Therefore, termination be-
nefits that can be reasonably quantified are recognised
as an expense in the year in which the decision to ter-
minate the employment relationship is taken.

The Group recognised an allowance of EUR 251
thousand for this item under “Trade and other paya-
bles — payable to employees” in the consolidated ba-
lance sheet at 3| December 2011 (EUR 2,270
thousand at 3| December 2010) in order to cover
incentivised terminations expected at the end of the
reporting period.

At 31 December 201 | the directors of the Parent
Company do not foresee any terminations might re-
quire the recognition of provisions in addition to
those recorded in these consolidated financial state-
ments..

m) Environmental assets and liabilities

Environmental assets are deemed to be assets used
on a lasting basis in the Group’s operations whose
main purpose is to minimise environmental impact
and protect and improve the environment, including
the reduction or elimination of future pollution.

Environmental expenses

Environmental expenses comprise amounts incurred in
the management of the environmental effects of the
Group’s operations, and those arising from existing en-
vironmental commitments. These include expenses ari-
sing from the prevention of pollution, treatment of
waste and discharges, decontamination, restoration, en-
vironmental management and environmental audits
(see Note 27).

Provisions relating to probable or certain environmen-
tal responsibilities, litigation and compensation or obli-
gations payable for indeterminate amounts that are not
covered by the insurance policies arranged are set
aside, where appropriate, at the time the responsibility
or obligation determining compensation or payment
arises..
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Environmental assets

ltems included in the Group's assets for permanent
use in its operations, the purpose of which is to mini-
mise environmental impacts or to protect and im-
prove the environment, including the reduction or
elimination of future pollution, are recognised under
“Property, plant and equipment” in the accompanying
consolidated balance sheet.

For these purposes, the assets are recognised, the cost
of acquisition or production is determined and the
depreciation and impairment criteria are established
in accordance with the policies described in Notes
4.a) and 4.b) above.

n) Pension obligations

Certain group companies have established the following
commitments for retirement, widows, orphans and an-
cestors pensions, to supplement the Social Security be-
nefits due to employees and members of their families:

|. Current employees

Commitment to current employees at 3|
December 201 | whereby the Company
and the employee concerned contribute a
pre-established percentage of salary for
pension purposes to the Ence Group's
“Joint Promotion Pension Plan” promoted
in accordance with article 40.d) of the Pen-
sion Plans and Funds Regulations (defined
contributions).This pension plan is included
in the SERVIRENTA II F.P. Pension Fund.

2. Retired employees

In December 1997 the Parent Company
arranged a single premium insurance policy

with an insurance company to guarantee
the contingencies covered by the afore-
mentioned fund.

Payments made by the insurance company
constitute a tax deductible expense when
they are settled.

0) Share-based payments

On 30 March 2007 the Annual General Meeting of
the Parent Company approved a “Special Variable
Executive Compensation Plan for 2007-201 1". This
Plan refers to persons who perform executive func-
tions and report directly to the Board of Directors or
the Chief Executive Officer of the Parent Company,
including the CEO himself.

The Parent Company's Annual General Meeting held
on 22 June 2010 resolved to modify the aforemen-
tioned plan, and to delegate its development and im-
plementation to the Board of Directors. This change
was approved on 30 November 2010 and was inclu-
ded in the "Grupo Empresarial ENCE, S.A. Long-Term
Incentive Plan for 2010-2015" (the Plan).

The Plan is designed to incentivise the achievement
of the objectives established by the Board of Direc-
tors for 2010,201 | and 2012 through the benefits of-
fered. The maximum amount of stock options eligible
for distribution is 3,850,000 shares, representing 1.49%
of share capital. At 31 December 2011, a total of
539,079 had been granted. These options may be
exercised two years after they are granted, provided
that:

I. The beneficiary continues to serve Ence
under an employment or commercial rela-
tionship, unless service was discontinued as
a consequence of unfair dismissal; and
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2. The Parent Company has specified a regular
dividend policy at the time the options are
exercised.

At the Annual General Meeting held on 29 April
2011, the shareholders resolved to extend the term
of the aforementioned Grupo Empresarial ENCE, S.A.
Long-Term Incentive Plan for 2010-2015 for the Chief
Executive Officer; to allow him to be assigned the una-
llocated options under the Plan in 2013 up to the ma-
ximum number of options authorised for the CEO.

The strike price of the options assigned prior to 3|
March 201 | is EUR 2.44 per share.The strike price
for the allocations made in the second and third pe-
riods will be equal to the average closing price for the
shares in the first 20 days of March 2012 and 2013,
respectively.

The stock options will be settled in cash. Conse-
quently, a liability is recognised in this respect at the
date of each consolidated balance sheet equal to the
portion of services received at the current fair value
thereof.

The fair value of the Special Variable Executive Com-
pensation Plan has been determined using the Black-
Scholes method, which is generally accepted for
financial instruments of this type. Following this valua-
tion method, the expense incurred in this respect in
2011 and 2010 was nil.

On 25 October 2007, the Parent Company arranged
an equity swap with Bankia, as one of the require-
ments established in the terms and conditions of the
Special Variable Executive Compensation Plan made

on that date. This equity swap was renewed on |8
June 2008 by terminating the initial contract and en-
tering into a new one based on the Parent Company’s
listed share price at that date. The equity swap was
renewed for a second time on 4 October 2010 to
bring it into line with the modification made to the
Long-Term Incentives Plan.The aforementioned equity
swap was contracted for a total of 5,100,000 shares
of the Parent Company at a base price of EUR 4.1 |
per share. The benchmark interest rate for this inves-
tment is Euribor at 12 months plus an additional
spread of 0.05%, settled annually. Initial maturity is
scheduled for 30 June 2012.The Special Variable Com-
pensation Plan does not include any share buy-back
agreement and expressly mentions that the shares will
not return to the Group. Any shares remaining at the
end of the 5-year period will be placed directly in the
market by Bankia, thereby ensuring that they do not
have to be recognised as treasury shares.

This instrument does not meet the criteria to qualify
as a hedging instrument, and changes in fair value must
therefore be recognised in the consolidated income
statement as they occur. The fair value of the equity
swap is calculated based on the discounted cash flows
of the share component (present value of dividends
plus the final share price, less EUR 4.1 1) and the dis-
counted cash flows generated by the accrual of inte-
rest.

The fair value of this instrument was negative by EUR
12,386 thousand at 3| December 2011 (EUR 9,444
thousand at 31 December 2010). This amount and
has been recognised as a current liability under “De-
rivatives” in the accompanying consolidated balance
sheet (see Note 10)..
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p) Grants
The Group accounts for grants received as follows:

a) Non-refundable capital grants: these are
measured at the fair value of the amount
or the asset received, based on whether or
not they are monetary grants, and they are
taken to income in proportion to the pe-
riod depreciation taken on the assets for
which the grants were received or, where
appropriate, on disposal of the asset or on
the recognition of an impairment loss.

b) Grants related to income: these are charged
to the consolidated income statement when
they are awarded, unless the award is made
to finance specific expenses, in which case
the grant is recognised in line with the ac-
crual of the subsidised expenses.

q) Consolidated cash flow statement

The following terms are used in the consolidated cash
flow statements (prepared using the indirect method)
with the meanings specified:

|. Cash flows:inflows and outflows of cash and
cash equivalents, the latter being understood
as highly liquid current financial instruments
with a low risk of fluctuations in value.

2. Operating activities: the principal revenue-
producing activities of the entities forming
the consolidated Group and other activities
that are not investing or financing activities.

3. Investing activities: activities involving the ac-
quisition, sale or disposal in any other way

of non-current assets or other investments
not included in cash and cash equivalents.

4. Financing activities: activities that result in
changes in the size and composition of the
equity and borrowings of the Group com-
panies that are not operating activities..

r) Related party transactions

The Group performs all transactions with related par-
ties on an arm’s length basis.

s) Balances and transactions in currencies
other than the euro.

The consolidated financial statements are presented
in euros, which the Group's functional and presenta-
tion currency.

Translation of transactions and balances

The Group converts balances receivable and payable
expressed in currencies other than the euro applying
the exchange rates ruling at the transaction date. Re-
ceivables and balances are measured at this exchange
rate until they are settled. Exchange gains or losses ari-
sing on the collection of receivables and payment of
liabilities in currencies other than the euro, and diffe-
rences arising from year-end measurement of non-euro
receivables and payables at the exchange rates ruling
at the end of the reporting period, are recognised in
the consolidated income statement in which they arise.

Translation of the financial statements of
Group companies

The earnings and financial position of all Group com-
panies using a presentation currency other than the
euro (none of which is the currency of a hyperinfla-
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tionary economy) are translated to euros as follows:
assets and liabilities are converted at the year-end rate
ruling at the reporting date; equity is translated at his-
toric rates of exchange; and revenues and expenses
are converted at the average rate for the period. All
exchange differences arising are recognised in equity.

Long-term loans granted by the Parent Company to
consolidated establishments and companies using a
functional currency other than that of the Group are
treated as net financial assets held abroad. All resulting
exchange differences arising are recognised in equity.

t) Non-current assets held for sale and disconti-
nued operations

A non-current asset or a group of assets earmarked
for disposal is classified as a held-for-sale asset where
its value will be recovered basically as a result of sale,
providing the sale is considered highly likely. These as-
sets are measured at the loser of the carrying amount
and fair value less costs to sell.

The captions “Non-current assets held for sale” and
“Liabilities associated with non-current assets held for

O. Exposure to risk

Assisted by senior management, the Board of Direc-
tors defines the Group’s risk management criteria and
approves the specific policies applied to manage ex-
change rate, interest rate, credit and liquidity risks, and
to the use of derivative financial instruments for risk
management purposes.

The internal audit department assures appropriate
implementation of the risk management criteria and

policies established by the Board of Directors.

The main financial risks affecting the Group and the

sale” comprise the assets and liabilities of Ibersilva,
S.AU., the activity of which consists of landscape gar-
dening, forestry and development projects and servi-
ces (see Note 20).

A discontinued operation is any component of the
Group which has been sold or otherwise disposed of,
or which has been classified as held for sale and,
among other conditions, represents a line of business
or a significant area which may be regarded as sepa-
rate from the rest.

For these types of operations, the Group includes
both the after-tax profit or loss from discontinued
operations and the after-tax profit or loss recognised
on measurement at fair value less costs to sell, or on
the disposal of the assets comprising the discontinued
activity in a separate line of the consolidated income
statement under the caption “Profit or loss for the
year from discontinued operations net of tax”.

When operations are classified as discontinued, the
Group presents the prior year's amount in respect of
the discontinued operations at the reporting date for
the year to which the consolidated financial state-
ments refer in the aforementioned caption..

policies and controls adopted to mitigate them are as
follows:

Market risk

Pulp price

The price of BEKP cellulose pulp is established in an
active market, the evolution of which significantly con-
ditions the volume of the Group’s revenues and its
earnings. Changes in cellulose pulp prices modify the
cash flows obtained from sales.
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Cellulose pulp price display a marked cyclical nature,
and there has been considerable price volatility in re-
cent years. The behaviour of the price is associated
basically with changes in volumes or the conditions
dictating supply and demand, as well as the financial
situation of firms operating in the market.

In order to mitigate this risk, the Group has made sig-
nificant investments in recent years to raise producti-
vity and improve the quality of the product it markets.
It also continually assesses the possibility of hedging
pulp prices for future sales (see Note 10).

A 5% increase in the international pulp price in euros
would increase the Group'’s revenues by approxima-
tely 3.9%.

Timber supplies

Eucalyptus timber is the main input for the production
of cellulose pulp, and its price is subject to fluctuations
due to regional changes in the balance of supply and de-
mand and the need to access markets in other regions,
resulting in the consequent logistics overheads, when
more local supplies are insufficient to meet demand.

Furthermore, the Group maximises the value added
in its products inter alia by increasing its use of certr
fied timber, which is more costly.

A 5% increase in the price per cubic metre of eucalyp-
tus timber used in the production process would re-
duce the operating margin by approximately 15%.

Regulation

Environmental regulation in the European Union has
raised restrictions on the emission of effluents, CO2,
etc. Future regulatory changes could increase the
costs necessary to comply with environmental requi-
rements.

Electricity generating operations have become incre-
asingly important to the Group in recent years, as this
business complements cellulose pulp production by
using biomass as an input for some plants, while the
stability of electricity prices allows effective manage-
ment of the intrinsic cyclicality of the pulp business.
Future regulatory changes could therefore affect re-
venues. A 5% increase in the prices determining reve-
nues from electricity generating operations would
raise the Group's total revenues by approximately |%.

On 27 January 2012, the Spanish Council of Ministers
approved Royal Decree Law /2012, temporarily sus-
pending the procedures for pre-allocation of remu-
neration and removing financial incentives for new
power plants using cogeneration, renewable energy
sources and waste. However, this legislation also
allows the Government to regulate specific financial
regimes covering certain special regime power plants,
and it also establishes the right of cogeneration plants
and other power plants using primary energy sources,
non-consumable and non-hydraulic renewable energy,
biomass, bio-fuels and agricultural waste to receive re-
muneration under a specific financial regime.

This legislation confirms that current electricity price
levels will be maintained for the generating and coge-
neration plants currently operated by Grupo Ence,
and others like the two which the Group has under
construction, which had already been included in the
pre-allocation register when the Royal Decree came
into force. However, it introduces uncertainty with re-
gard to the development of new plants, as the sus-
pension period is open-ended.

Exchange rate

While the majority of the Group’s sales are made in
the European market, revenues from sales of cellulose
pulp are affected by the USD/Euro exchange rate, be-
cause the benchmark sale price on the international
market is in USD per ton. Insofar as the Group's cost
structure is mainly in euros, changes in the dollar ex-

I 86 / Ence - Energia y Celulo:s 2 | Hm——



change rate can have a significant impact on earnings
volatility.

In order to mitigate this risk, the Group’s policy is to
lock in the exchange rate in parallel with its manage-
ment of the risks inherent in the evolution of cellulose
pulp prices. Accordingly, it continuously assesses the
possibility of using exchange rate hedges for foresee-
able future sales (see Note 10).

A 5% increase in the dollar would increase the
Group’s revenues by approximately 4%.

Credit risk

The Group is exposed to credit risk in respect of
outstanding balances receivable from customers. This
risk is mitigated mainly by arranging credit insurance
policies, which assign credit limits based on credit qua-
lity as determined by the insurer and provide cover
for between 75% and 90% of trade receivables asso-
ciated with sales of cellulose pulp.

Provision is made for overdue balances where there
is evidence of impairment, and for all receivables over-
due by more than 12 months that are not covered by
credit insurance policies.

Revenues associated with the electricity generating
business are obtained from the electricity system,
which is backed by the Spanish state

Interest rate risk

This risk arises from exposure to changes in the inte-
rest rates of the Company's financial assets and liabi-
lities, which can have an adverse impact on the
income statement and on cash flows.

The objective of interest rate risk management is to
achieve a balance in the debt structure to minimise
the cost of debt over a time horizon of several years

with low volatility in the consolidated income state-
ment. The hedging instruments contracted are assig-
ned to specific financial operations, and the derivatives
are appropriately aligned with the timing and amount
of the financing concerned.

At 31 December 2011 the Group held hedging ins-
truments covering all financial debt contracted at flo-
ating rates of interest.

Liquidity - Asset Management Risk

Exposure to adverse situations in the debt and capital
markets can hinder or prevent the Group from cove-
ring financial needs related with operations and the
future Business Plan.

This is one of the risks that is most closely tracked by
the Ence Group, and a series of key objectives has
been established: |) to assure the continuity of ope-
rations and the capacity for growth of the businesses
conducted by maintaining a sound capital structure;
and 2) to keep net indebtedness at levels that do not
exceed the gross operating profit generated by more
than 2.5 — 3 times, based on the average cellulose pulp
price for the cycle.

Management of this risk includes detailed monitoring
of the maturities of bank borrowings; proactive ma-
nagement and continuance of credit facilities and
other sources of finance to cover forecast cash requi-
rements; determination of the dividends to be distri-
buted: and the issue of new shares, where
appropriate.

The information necessary for analysis of the maturi-
ties of the financial liabilities referred to in IFRS 7 is
provided in Notes 10 and |6 below.
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6. Intangible assets

Changes in intangible assets and the related accumulated amortization in 201 | and 2010 were as follows:

Thousands of Euros

Transfers
Additions or to held-for-sale

Balance at Charge for Retirements Transfers Exchange assets Balance at
01/01/2011  theyear or disposals (Note 7) differences (Note20) 31/12/2011

Other intangible assets () 11.867 291 (16) (817) - (1.420) 10.405
Totalcost oo 28.740 .. 9.534 (6.406) (C2 0 R ) B (1.530)  30.019
Computersoftware  (13.582) (819) - o= @ 110 (13744)
Other intangible assets (*) (8.674) (941) 15 101 - 1.351 (8.148)
Total amortisation (22.206) (1.260) 15 101 (3) 1.461 (21.892)
Total 6.534 8.127

* Mainly comprising development costs
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Thousands of Euros

Additions or
Charge for the year

Balance at
31/12/2011

Transfers
(Note 7)

Retirements
or disposals

Balance at
01/01/2011

Amortisation (21.276) (1.377) 447 - (22.206)
Provisions (79) - 79 - -
Total 4.972 6.534

Additions and disposals

The main additions in 2011 and 2010 comprised ca-
pitalised development costs related with forest pro-
jects carried out internally in Spain, as well as emission
rights received.

On 3 June 2008 the Group concluded an agreement
to sell greenhouse gas emission rights equal to
657,970 tons of CO2 received free of charge in 2008
at a price of 254 euros per ton. On the same date,
the Group entered into an emission rights purchase
commitment for a total of 506,202 tons of CO?2 at an
average price of EUR 24.65 per right, representing the
Group’s forecast consumption for 2012. As the pur-
pose of the purchase undertaking is to meet the rights
consumption requirements arising from the produc-
tion process in 2012, the impact on the consolidated
income statement will be recognised in that year

In 2011 the Group used 278,121 tons of CO?2 assig-
ned for 201 | to redeem rights consumed in 2010.The

remaining 379,849 tons of CO2 for 201 | were re-
cognised in “Emission rights” for a total of EUR 5,253
thousand.

The Group has also arranged various emission rights
purchase commitments for a total of 601,000 tons of
CO?2 at an average price of EUR [4.85, maturing in
2012, to cover a part of expected consumption as
from 2013, the year in which the current National
Allocation Plan ends.

Non-current provisions in the accompanying consoli-
dated balance sheet include EUR 5,845 thousand in
respect of the liability represented by the consump-
tion of 470,120 tons of CO2 in 201 | (see Note |5)

Fully amortised intangible assets

At 31 December 201 1, fully amortised intangible as-
sets, mainly consisting of development costs and com-
puter software, totalled EUR 15,659 thousand (EUR
16,275 thousand at 31 December 2010).
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/. Property, plant and equipment

Changes in the property, plant and equipment ca- lated accumulated depreciation in 2011 and 2010
rried in the consolidated balance sheet and the re- were as follows:

*) Incluye principalmente gastos de desarrollo

Thousands of Euros

Transfers

Additions or to held-for-sale
Balance at Charge for Retirements Transfers Exchange assets Balance at
01/01/2011  theyear or disposals (Note 6) differences (Note 20)  31/12/2011

Forest land 153.516 477 - - 324 - 154.317
Other land 7.598 - (1.212) - 9) - 6.377
Buildings 145.081 448 (8.283) 1.793 (34) (28) 138.977
Plant and machinery 1.001.898 7.512 (2.363) 18.609 109 (5.468) 1.020.297
Other items of property, 28.989 1.659 (1.498) 2.643 ) (1.139) 30.652
plant and equipment

Advances and non-current 80.320 66.059 (263) (22.728) (5) 3) 123.380
assets under construction

Cost 1.417.402 76.155 (13.619) 317 383 (6.638) 1.474.000
Buildings (74.080) (4.442) 660 1 (11 18 (77.854)
Plant and machinery (548.988) (48.090) (2.860) (60) (55) 3.776  (596.277)
Other items of property, (22.510) (1.144) 4.236 41) ) 891 (18.570)
plant and equipment

Depreciation (645.578) (53.676) 2.036 (100) (68) 4.685 (692.701)
Land and buildings (13.289) - 8.305 - - - (4.984)
Plant and machinery (11.395) (819) 4.509 (1) - 1.533 (6.173)

Other items of property, - - - = = - -
plant and equipment
Impairments (24.684) (819) 12.814 (1) - 1.533 (11.157)

Total 747.140 770.142
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Thousands of Euros

Balance at Additions or Retirements Transfers Balance at
01/01/2011 Charge for the year  or disposals (Note 6) 31/12/2011

Forestland . . 153463 85 ... (12) I, 153516
Otherland . . . ... 8958 ... Bt @10).. (1.150) ... 7598
Buidings . ...........139.404 2277 @) 3425 ... 145.081
Plant and machinery .. 940470 ... 17317 . (5.455) ... 49.566 1001898
Other items of property, 26.821 1.368 (548) 1.348 28.989
Pt A G GO U D O e
Advances and non-current 98.407 36.326 (985) (53.428) 80.320
assets under construction
Cost . . . . . ......1367528 57.383 ... (7.235) ... (239) 1417402
Buidings . ..........(70268) . . (3.882) ... 67 e e (74.080)
Plant and machinery (510.883) . ... (42704) . 3869 . . 730 (548.988)
Other items of property, (22.271) (1.461) 1.222 - (22.510)
plant and equipment
Depreciation (603.419) (48.047) 5.158 730 (645.578)
Landandbuildings ... (13289) . . . . ... .. e e oo (13289
Plantand machinery .. (12.804) . . ... .. (224) 2363 .. .. (730) ... (11.395)
Other items of property, (204) - 204 - -
plant and equipment
Impairments (26.297) (224) 2.567 (730) (24.684)
Total 737.807 747.140

Additions

The Group has made investments at all of its facilities prove environmental protection. Details by plant are

to improve the efficiency of the paper pulp produc- as follows:

tion process, optimise electricity generating and im-
Thousands of Euros

31/12/2011 31/12/2010

Otros (**) 7.221 8.328
76.155 57.353
*) Includes investment in a 50 megawatt generating plant.
(] Includes mainly investments in irrigation equipment for plantations of energy crops and capitalised costs incurred in the development of energy projects.
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On 21 June 201 I, the Ence Group concluded a turn-
key construction contract for a biomass renewable
energy generating plant with install capacity of 50 me-
gawatts via the subsidiary, Ence Energfa Huelva, S.A.U.
This plant will be located on site at the Group's facility
in Huelva, and it is scheduled to enter service in the
last quarter of 2012.The total planned investment in
this project is EUR 135 million, of which EUR 101.3
million will be financed by a syndicate of banks via
“Project Finance” arrangements (see Note 16). The
cumulative investment made at 31 December 201 |
was EUR 99.5 million, of which EUR 42.6 million were
invested in 201 I.

Retirements and disposals

On |'l September 201 | the Group sold certain land
in Uruguay owned by Sociedad Zona Franca de M-
Bopicua, S.A. for a total of USD 5,000 thousand (EUR
3,741 thousand). This transaction generated a profit
of EUR 2,690 thousand, which was recognised in the
accompanying consolidated income statement under
“Impairment and gains or losses on disposals of non-
current assets”.

Fully depreciated property, plant and equipment

At 31 December 201 | and 2010 the Group had fully
depreciated items of property, plant and equip-
ment still in use as follows:

Thousands of Euros

429.062 410.300

Grant of public land

The maritime-terrestrial public concession relating
to the land on which the Pontevedra factory is
sited was awarded to the Parent Company under
a Ministerial Order issued on 13 June 1958.The
concession deed did not specify any fixed term, but
article 66 of the subsequent Coasts Act, 1988, es-

tablished a maximum term of 30 years for mari-
time-terrestrial public concessions. In accordance
with Transitional Provision 4.3 of the Coasts Re-
gulations, moreover, the holders of concessions
granted prior to the entry into force of the Coasts
Act (as in the present case) should understand that
the same "“are granted for a maximum period of
thirty years as from the entry into force of the Co-
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asts Act”, whatever the term established in the con-
cession deed (the Act came into force on 29 July
1988, and the concession will therefore expire on
29 July 2018).The carrying amount of all assets as-
sociated with land at 31 December 201 | was EUR
80,073 thousand (EUR 87,073 thousand at 3| De-
cember 2010).

On 19 May 201 |, the Administrative Disputes bench
of the Spanish High Court issued a ruling on the ap-
peal filed by the Association,"Salvemos Pontevedra”.
This judgment did not enter into the merits of the
case, and it therefore did not find that ENCE had
breached any of the terms of the concession, as the
claimant Association had sought. Rather, the Court
confined itself to ordering the Administration to
open proceedings in connection with the expiration
of the concession and the adoption of legal measu-
res to halt activity and the use and operation of the
facility. This judgment does not prejudge the out-
come of these proceedings which would, where ap-
plicable, be conducted as a full administrative process
leading to a final decision that would be open to ap-
peal in the administrative disputes jurisdiction. Both
the Administration and ENCE have appealed against
the judgment, which is not enforceable while the ap-
peal proceedings continue.

Revaluations

As of | January 2004, the date of transition to EU-
IFRS, forest land was revalued at fair value. The fair
value was determined by specialist independent ap-
praisers and is considered to be a reference historical
cost as permitted by International Accounting Stan-
dards. The revaluation surplus of EUR 54,920 thou-
sand, net of deferred tax liabilities totalling EUR 23,718
thousand, was recognised in equity under “Valuation
adjustments”. This market value is treated as the his-
torical cost reference at subsequent dates.

Insurance and other matters

The Group arranges insurance policies to cover the
possible risks to which its property, plant and equip-
ment are exposed. The Parent Company’s directors
consider that the insurance cover for these risks is
adequate at 31 December 201 I.

Assets located outside Spain, mainly in Uruguay,
amounted to EUR 37,928 thousand at 3| December
2011 (EUR 38,836 at 31 December 2010).
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8. Biological assets

Biological assets comprise basically the Group'’s
standing timber (forest land owned by the Group

is presented in “Property, plant and equipment —
forest land"), as follows:

Thousands of Euros

31/12/2011 31/12/2010

....... Standing timber- lberian Peninsula 180520143895

....... Standing timber- Uruguay e 1 92O 21872
Other standing crops- Iberian Peninsula 772 720
180.586 166.187

Balance at
01/01/2011

Additions
or Allowances

Thousands of Euros

Exchange Balance at
differences 31/12/2011

Impairments (527)

(1.097)

166.187

(1.317) 180.586

2010 Balance at
01/01/2011

Additions
or Allowances

Thousands of Euros

Exchange Balance at
differences 31/12/2011

Impairments >

155.238

(812) 166.187
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The Group planted 6,664 hectares in 201 | Details of standing timber at 31 December
(5,109 ha.in 2010), and it carried out conser- 2011 and 2010 are as follows:

vation and forestry work on a further 55,48 |

ha. (58,183 ha.in 2010).

Hectares Thousands of Euros Hectares Thousands of Euros
Productive land (Ha.)  Carrying Amount

Deferred - 2.277

—_

o
N
N
()]
w
%
N
(4]
o
I
(e}
(e)}

62.558 143.895 16.540
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9. Leases

At 31 December 201 | the Group had contracted the penses, future increases for inflation or future contrac-
following lease instalments with certain lessors under tual rent rises:
leases currently in force, not including common ex-

Thousands of Euros

....... LeSStan ON@ VBN | oo SR 32188
....... Betweenoneandfive years e 8090 14208
Over five years 22.301 17.925
Total 34.536 35.916
EThe Group leased 28,419 hectares of forest land in ding timber. These leases have an average term of 30
2011 (30,441 ha.in 2010) for the cultivation of stan- years.

| 0. Derivative financial instruments

In accordance with the risk management policy des- . Derivatives designated as cash flow hedges:

cribed in Note 26, the Group contracts derivatives these are used mainly to hedge cash flows,

to hedge risks arising from changes in interest rates, interest payments, collections and payments

exchange rates, cellulose pulp prices, and the prices in foreign currencies, etc.

of gas, fuel oil and electricity used in the production

process. 2. Derivatives designated as fair value hedges:
these are used to hedge the fair values of

The most commonly used derivatives are interest assets and liabilities carried in the consoli-

rate swaps. The exchange rate derivatives and ins- dated balance sheet.

truments contracted to hedge fluctuations in the

prices of cellulose pulp and energy products consist 3. Other derivatives: these comprise instru-

mainly of swaps and futures. ments that are not designated hedges or

that do not meet the requirements establis-
The Group classifies derivatives in three categories:
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whether directly (i.e. via prices) or indirectly (i.e. via
price derivatives).

hed by the appropriate accounting stan-
dards to qualify for hedge accounting.

Details of the derivatives carried in the consolidated ba-
lance sheet at 31 December 201 | and 2010 are as follows:

All financial instruments were measured after initial
recognition with reference to observable market data,

Thousands of Euros

Current Assets Non-Current Liabilities Current Liabilities

2011 2010 2011 2010 2011 2010

34.610

Exchange rate hedges

In order to hedge the risks to which the Group is ex-
posed due to fluctuations in the USD/Euro exchange
rate, which can have a material impact on the sale
price of cellulose pulp and on a significant part of pur-
chases, the Parent Company proceeded to make for-
ward sales of US dollars to hedge future revenues.
The notional amount of these hedges was USD 516
million at 31 December 2010 (USD 143 million in
2010). These contracts meet the requirements esta-
blished in the relevant accounting standards to qualify
as effective hedges.

The market value of these instruments at 31 Decem-
ber 2011 was negative by EUR 22,224 thousand,

which was recognised in the accompanying consoli-
dated balance sheet under*“Current liabilities — Deri-
vatives” with an equivalent entry, net of the tax effect,
in “Equity —Valuation adjustments”.

“Gains or losses on hedging operations” in the accom-
panying consolidated income statement for 201 | in-
cludes a gain of EUR 465 thousand in respect of
hedges settled during the reporting period.

Based on the contractual terms and conditions pre-
vailing at 31 December 201 I, a 5% appreciation in the
euro would have a positive impact of EUR 18,725
thousand on consolidated earnings for 2012. In con-
trast, a 5% depreciation in the euro would have a ne-
gative impact of EUR 20,691 thousand on
consolidated earnings for 2012..

Informe Anual 2011 /97 S ———



Consolidated
financial
statements

Pulp price hedges

In order to hedge the risks to which the Group is
exposed due to fluctuations in BHKP pulp prices,
which have a significant impact on the amount of
sales, the Parent Company arranged BHKP pulp
price swaps in 201 | maturing in 2012 in order to
hedge sales revenues.The notional amount of these
hedges was 48,000 tons of cellulose pulp at 3| De-
cember 2011 (333,300 tons in 2010). These con-
tracts meet the requirements established in the
relevant accounting standards to qualify as effective
hedges.

These instruments were recognised at fair value in the
accompanying consolidated balance sheet. The fair
value of these financial assets at 31 December 201 |
was positive by EUR 867 thousand, which was recog-
nised in the accompanying consolidated balance sheet
under “Current assets — Derivatives” with an equiva-
lent entry, net of the tax effect, in “Equity —Valuation
adjustments”.

“Gains or losses on hedging operations” in the accom-
panying consolidated income statement for 201 | in-
cludes a loss of EUR 10,899 thousand in respect of
hedges settled during the reporting period.

Based on the contractual terms and conditions pre-
vailing at 31 December 2011 and the portfolio of
hedging derivatives existing at that date, a 5% increase
in the pulp price curve would have a negative impact
of EUR 1,285 thousand on earnings for 2012. In con-
trast, a 5% decline in the pulp price curve would have
a positive impact of EUR 1,286 thousand on earnings
for 2012.

Other hedges

The Group is exposed to fluctuations in the prices
of certain energy products consumed in the pro-
duction process, which can significantly affect pro-
duction costs. This risk is partially hedged using
commodity swaps, which comply with hedge ac-
counting requirements.

At 31 December 201 | and 2010, the Group had no
contracts in force to hedge the price of electricity or
fuel oil. The Group contracted electricity and fuel oil
commodity swaps in 2010

Interest Rate Swap

The Group hedges the interest rate risk inherent in
euro-denominated long-term floating rate financial lia-
bilities using interest rate swaps.

The purpose of these hedges is to neutralise fluctua-
tions in cash outflows associated with floating interest
rates (Euribor) on the Group’s borrowings.

The Group uses the discounted cash flows method
to determine the fair value of interest rate derivatives
(fixed rate swaps and options structures), based on
implicit values determined by the Euribor interest rate
curve according to market conditions at the measu-
rement date. In the case of options, the Group also
uses implicit market volatility as an input to determine
fair value, applying Black-Scholes valuation techniques
and variations applied to underlying interest rates.

The interest rate derivatives contracted by the Group
outstanding at 31 December 201 | and 2010 and their
negative fair values at the reporting dates were as follows:
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Thousands of Euros

Notional amount at the end of

2011 value 2012 2013 2014 2015 2016 2017 2018 2019
IR Swap - Corporate 18.851 232.298 194.498 - - - - - -
borrowings
IR Swap - Project finance,

50 megawatts 6.615 47.641 75.982 74.874 69.933 63.997 57.502 50.584 43.563

Thousands of Euros

Notional amount at the end of

2010 2011 2012 2013
IR Swap - Corporate 27.118 270.105 232.298 194.498
borrowings

An analysis of the Group’s liquidity for interest rate
derivatives prepared at 3| December 2011 on the
basis of undiscounted net cash flows is as follows:

Thousands of Euros

Less than 1 Month 1-3 Months 3 Months -1 Year 1-5 Years Over 5 years

IR Swap - Corporate - 2.571 7.772 8.711 -
...... O O g e
IR Swap - Project finance, - - 847 5.268 819

50 megawatts
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On 29 May 2008 the Parent Company contracted an
interest rate swap to hedge approximately 60% of its
bank debt. This debt changed substantially in 2009,
with the result that the interest rate swap ceased to
qualify for hedge accounting on 6 October 2009.
Since that date, changes in the value of this instrument
have been recognised through the consolidated in-
come statement for the year A gain of EUR 8,267
thousand was recognised in the consolidated income
statement for 201 | under “Changes in fair value of fi-
nancial instruments” in respect of the change in the

value of the interest rate swap (EUR 6,227 thousand
in 2010).

The part of the value of the hedging instrument as-
sociated with the hedged item, which was recognised
in consolidated equity for a total of EUR 3,120 thou-
sand before the tax effect (EUR 6,748 thousand in
2010), will be recognised prospectively through the
consolidated income statement until 2013, the period
in which the hedged item will affect the Group’s re-
sults, as follows:

Thousands of Euros

....... S - . S
....... SO ... NSO L. SO
2013 1.075 1.075
Total 3.120 6.748

The IRS associated with the financing arranged for
the 50-megawatt power project meets the require-
ments to qualify as an effective hedge.

Based on the contractual terms and conditions pre-
vailing at 31 December 201 1, a 5% increase in the
Euribor interest rate curve would have a positive
impact of EUR 647 thousand on consolidated ear-
nings for 2012. In contrast, a 5% decline in the Euri-
bor interest rate curve would have a negative
impact of EUR 651 thousand on consolidated ear-
nings for 2012.

Equity swap

The Parent Company arranged an equity swap at the
end of 2007 to hedge the impact on the consolidated
income statement of the Grupo Empresarial ENCE,
S.A.2008-201 | Special Variable Income Plan. This was
initially recognised as an asset at its fair value of EUR
14,429 thousand with an equivalent entry in the
“Share premium” account in consolidated equity (see
Note 4.0).

The fair value of the equity swap was negative by EUR
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12,386 thousand at 31 December 201 | (EUR 9,444 A 10% rise in the Parent Company's share price would

thousand at 31 December 2010). This amount has have a positive impact of EUR 890 thousand on consoli-
been recognised as a current liability under“Derivati- dated earnings for 2012. In contrast,a 10% fall in the Pa-
ves” in the accompanying consolidated balance sheet. rent Company’s share price would have a negative impact

for the same amount on consolidated earnings for 2012.

| |. Inventories

The detail of the Group's inventories at 31 December
2011 and 2010 is as follows:

Thousands of Eurosz
31/12/2011 31/12/2010

Impairments (*) (7.545) (11.301)

112.462 105.911

(*) Mainly related to spare parts.

There no restrictions on the disposability of inventories.
The Group arranges insurance policies to cover the
possible risks to which its inventories are exposed. The
directors consider that the cover arranged for these
risks is adequate at 31 December 2011 and 2010.
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| 2. Trade and other accounts receivable / payable

“Trade and other receivables” carried in the consoli-
dated balance sheet at 3|1 December 201 | and 2010
were as follows:

Thousands of Euros
31/12/2011 31/12/2010

....... Trade receivables forsales e 12047 1A1337

....... Sundry accounts receivable e D892 3881

....... Employee reCeIV A | e 2900 e 188
Impairments (3.330) (5.098)
122.789 139.953

“Trade and other payables” carried in the consolida-
ted balance sheet at 31 December 2011 and 2010

were as follows:

The average collection period on sales of cellulose
pulp is between 65 and 75 days.

Miles de Euros
31/12/2011 31/12/2010

....... Trade PayaDleS e 02,144 182450

....... Suppliers of non-current @ssets e 122408 821
Remuneration payable 7.412 10.402
181.964 201.063

The average payment period for purchases of goods
and services is between 65 and 75 days.The fair value
of accounts receivable and payable does not differ ma-
terially from their carrying amounts.

The Group has entered into various no-recourse con-
firming arrangements with an available limit of EUR
73,700 thousand at 31 December 2011, of which
EUR 54,239 thousand had been utilised (limit of EUR



69,900 thousand at 31 December 2010, of which
EUR 50,876 thousand had been utilised).

Law 15/2010, of 5 July, on measures to combat default
in commercial transactions, establishes certain disclo-

sure requirements with regard to the operations ca-
rried out by companies. In this regard, payments
made in respect of commercial transactions in 201 |
and balances outstanding at the end of the reporting
period were as follows:

Thousands of Euros %

....... Payments made within the maximum period permitted by law 999315 9%

....... O T e OB B

....... Total payments made intheyear 0922156 100%

....... Weighted average past due payments (days) e 288 e
Deferrals beyond the maximum legal period at the year-end (*) 7.298

(*) Deferrals totalled EUR 8,680 thousand at 31 December 2010.

| 3. Equrty

Share capital

The share capital of Grupo Empresarial ENCE, S.A. at
31 December 201 | was represented by 258,012,890
fully subscribed and paid bearer shares with a par
value of EUR 0.9 each.The shareholders at 31 De-
cember 201 | and 2010 were as follows:

31/12/2011 31/12/2010

L Relos OperatvOS XX, S L wa S 22 |
....... Mo HOIdINg, S A, T 04
....... Atalaya g8 INVeISIONES, SR . 50
_______ Lbetbank, S A, () e R
_ rfdalsersL, oo s 50
....... TS Uy SIS T 04

Free Float 38,3 42,0

Total 100,0 100,0
J

(*) Ownership interest held by Caja de Ahorros de Asturias in 2010.
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The Parent Company’s shares are listed on the Ma-
drid Stock Exchange. All shares have the same vo-
ting and profit-sharing rights.

Legal reserve

In accordance with the Amended Spanish Limited Lia-
bility Companies Act, 10% of net profit for each year
must be transferred to the legal reserve until the ba-
lance thereon reaches at least 20% of share capital.

The legal reserve can be used to increase capital pro-
vided that the remaining reserve balance does not fall
below 10% of the increased share capital amount.
Otherwise, until the legal reserve exceeds 20% of
share capital, it can only be used to offset losses, pro-

vided that sufficient other reserves are not available
for this purpose.

Share premium

The Amended Limited Liability Companies Act expressly
allows use of the balance on the share premium account
to increase share capital, and it does not establish any
specific restrictions on disposal.

Reserves in fully consolidated companies
A breakdown of “Equity — Reserves in fully consolida-

ted companies” by companies at 31 December 201 |
and 2010 is as follows:

Thousands of Euros
31/12/2011 31/12/2010

Ajustes de consolidacion

102.454 121.536
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Restricted reserves in consolidated companies totalled
EUR 14,599 thousand at 31 December 2011 (EUR
12,216 thousand at 31 December 201 I), basically com-
prising the legal reserves of the Group companies..

At the Annual General Meeting of Grupo Empresarial
ENCE, S.A. held on 29 April 201| the shareholders
approved the distribution of dividends totalling EUR
25,801,289, representing a gross EUR 0.10 per share,

out of the profit for 2010.The dividend was paid on
Dividends 9 May 201 I.
The calculation of basic and diluted consolidated ear-
nings per share at 31 December 201 | and 2010 is as
follows:

Con fecha 29 de abril de 201 | La Junta General Or-
dinaria de Accionistas de Grupo Empresarial ENCE
S.A. acordd el reparto de un dividendo con cargo a

Consolidated net profit for the year attributed to

41.192 64.711

174.900.000

258.012.890

Basic earnings per share (euros)
Diluted earnings per share (euros)

Treasury shares

Changes in the treasury shares carried in the accom-
panying consolidated balance sheet in 201 | and 2010
were as follows:

Number of Thousands of Number of Thousands of
Shares Euros Shares
..... Atbeginning of year 995000 2434 189879885
L Additions 22.067.678 o OB TTT oo 4.806.457 o 11.753 .
Disposals (2.851.678) (6.994) (8.971.336) (9.754)
At end of year 20.211.000 49.217 995.000 2.434

The Parent Company shares held as treasury stock at 31
December 201 | represented 7.8% of share capital (0.4%
at 31 December 2010) with a total par value of EUR 18,190

thousand (EUR 896 thousand at 31 December 2010).The
average purchase price was EUR 2435 per share.

The Parent Company held are used for trading in the
market.
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Valuation adjustments nition of forest land at fair value at | January 2004 (see
Note 7). This reserve is unrestricted.

“Valuation adjustments” carried in consolidated equity

comprise changes in the fair value of hedging operations Changes in the fair value of derivative hedging instruments

(see Note 10) and the reserve generated on the recog- in 2011 and 2010 were as follows:

Thousands of Euros

2011 Fair value Tax effect Valuation adjustment

Other changes in value
Balance at 31/12/2011

Other changes in value
Balance at 31/12/2011

Balance at 1/01/2011

Transfers to income statement

Other changes in value

_Balanceat81/12/2011 o (22.228) o (6.667) . . . .. . (15589)
PUID PriCE NEAgES (Nt 1) e
. Balance at 1/01/2011 ... @577, (773 (1.804). ..
..Jransfers to income statement 107 ) 3321 7.750 .
Other changes in value (7.627) (2.288) (5.339)
_Balanceat31/12/2011 867 o260 607 ...
ENergy PrICe NEAgES (NO e 10 e
. Balance at 1/01/2011 ... 786 23D 851 .
.. Transfers to income statement ] (A73) o (42) (331) ...
Other changes in value (314) (94) (220)
Balance at 31/12/2011 - - -

(31.093) (9.328) (21.765)
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Tax effect Valuation adjustment

Other changes in value
Balance at 31/12/2010

Other changes in value
Balance at 31/12/2010

Energy PriCe Nedges (NOte 1 0) e

..Balance at 1/01/2010 SRR ................. SOOI ... o

..Iransfers to income statement (189) (BB7). (832) .
Other changes in value 1.975 592 1.383
Balance at 31/12/2010 786 235 551

(10.553) (3.166) (7.387)
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| 4. Grants

Changes in “Grants” in 2011 and 2010 were as
follows:

Thousands of Euros

Emission

Balance at 1-1-2010

Transfer to consolidated profit and loss

Balance at 31-12-2010

Transfer to consolidated profit and loss

(1.124)

Balance at 31-12-2011

The Group has been awarded two non-refundable
grants associated with the modernization plan for its
mill in Navia (Asturias) under the measures establis-
hed to correct regional economic imbalances establis-
hed by the Spanish Regional Incentives Act (Law
5071985, of 27 December). The total obtained net of
expenses incurred to apply for the grants was EUR
8,882 thousand.
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13.449 6.795

The Group has also obtained soft loans from various
public entities. These loans bear interest at below-mar
ket rates and mature in periods of up to ten years.
The outstanding principal at 31 December 201 | was
EUR 11,367 thousand (EUR 10,989 thousand at 31
December 2010) (see Note |7). These loans were
granted subject to certain undertakings in relation to
jobs and investment.



| 5. Non-current provisions

Changes in non-current provisions in 201 | and 2010
were as follows:

Thousands of Euros

Emission
Liabilities Rights (Note 6) Other

..Balanceat1/1/2010 .. 12.995 6.641 . 11AS 20.381
..Chargefortheyear o AO0T6 i BBTB e 10.752 .

Amounts used (602) (6.698) - (7.300)

Balance at 31/12/2010 16.069 6.619 1.145 23.833
...Charge fortheyear L = 2 1 s 731

Amounts used (1.251) (6.388) (140) (7.779)

Balance at 31/12/2011 16.335 5.845 1.005 23.185

A detail of the provision for liabilities at 31 December
2011 and 2010 is as follows:

Thousands of Euros

....... Provision for labilties: e

....... Sewage Agreement, Galicia e D387 8857

.....Ria de Pontevedra Discharge Royalty . ..................8565 .. 6.439 ..

....... VAT inspection, Germany, 20022008 .. . ........oo.2898 .......2500
Other 1.515 1.773
16.335 16.069

(

The Parent Company has provided for outstanding
discharge royalties associated with its operations at
the Pontevedra plant.

In 201 | the German tax authorities completed their
audit of the Ence Group’s treatment of Value Added
Tax (VAT) charged on commercial transactions in
Germany in 2002 and 2008. As a result of the inspec-

tion, the tax authorities raised additional tax assess-
ments totalling EUR 12,692 thousand and arrears in-
terest of EUR 2,829 thousand.

Based on the analyses carried out together with the
customers concerned in the transactions adjusted by
the German tax authorities in their reports, the Parent
Company considers that the taxes paid will not have
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a negative impact on the Group’s financial statements, period, which are charged to “Other operating ex-
as they are recoverable by the customers. penses” (see Note 9.e)..

Emission rights comprise the expenses associated
with greenhouse gas emissions during the reporting

| 6. Bank borrowings, cash
and cash equivalents

Details of the Group's bank borrowings at 3|1 Decem-
ber 2011 and 2010 are as follows:

Thousands of Euros

Opening fee (7.239) (6.689)

Total long-term borrowings 274.186 242.962
....... Loans and creditfacilities e 193460008
... Interestand other payables e 1906 669 ..
Total, short-term borrowings 20.452 6.277
Total 294.638 249.239
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Bank borrowings at 31 December 201 | and 2010 com-
prise loans, overdraft facilities and discounting facilities.
A breakdown classified by maturity is as follows:

Thousands of Euros

Loans Other Total
and credit

facilities

Loans
and credit
facilities

Project Total
Finance

Total 304.314 101.309

Opening fee

(4.354)
239.784

(2.885)
54.854

(7.239)
294.638

Opening fee

(6.689) -
248.924 315

(6.689)
249.239

The average interest charged on credit facilities and
loans (except the syndicated loan) in 201 | was 4.78%
(3.82% in 2010).

Syndicated loan

On 2 April 2008m, the Parent Company arranged a
syndicated loan structured in three tranches to fund
the construction of a cellulose and generating plant
in Punta Pereira (Uruguay), as well as certain inves-
tments included in the 2007-201 | Investment Plan
and the reimbursement, repayment and cancellation
of financing agreements arranged by the Parent Com-
pany with several financial institutions.

This loan was modified on 5 February 2009 and 16
October 2009 as a consequence of the decision to
sell and the subsequent sale of the “Uruguay” project.
These modifications significantly lowered the available
limits and required application of the proceeds from
the sale of the project, which totalled EUR 179,360
thousand, to repayment of the loan.

One of the strategic objectives pursued by the Group
in 2010 was to improve its financial position by subs-
tantially reducing its indebtedness as a basic measure
to protect itself against business cycle contractions,
and as a basis for investment projects designed to en-
hance industrial efficiency and expand biomass gene-
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rating operations. In this context, the Company arran-
ged a syndicated loan for a maximum total of EUR
176,393 thousand after the cancellation of bilateral fi-
nancing on |4 October 2010, and at the same time it
renewed and amended the terms of the existing
syndicated loan to establish a limit for drawings of
EUR 121,229 thousand.

The syndicated loan is structured in three tranches:
tranche A, which had an initial limit of EUR 112,255
thousand (the current limit is EUR 61,817 thousand),
to finance the repayment and cancellation of the bila-
teral loans arranged by the Group with various finan-
cial institutions; tranche B, which has a limit of EUR
56,928 thousand, to cover the Group'’s working capital
requirements in addition to the amount granted
under tranche A;and tranche C, which is in turn struc-
tured in two parts, the first with a limit of EUR 28,464
thousand to cover the Group's working capital needs,
and the second with a limit of EUR 29,183 thousand
that will become available for utilization to finance bio-
mass generating projects only where the first part is
fully drawn down.

Both syndicated loans bear interest at floating rates
linked to Euribor plus a spread of 300 basis points,
allow a grace period of eighteen months and mature
on |4 January 2014.The fees paid on this refinancing
process in 2010 totalled EUR 3,723 thousand.

The main collateral for the syndicated loan agreement
renewed in 2010 is a pledge over the shares of Silva-
sur Agroforestal, S.A.U,, Norte Forestal, S.A.U., and
Iberflorestal Comercio e Servicos Florestais, S.A.U.The
main guarantees for the new syndicated loan consist
of a second order pledge over the shares of the afo-
rementioned companies, the personal guarantee of
the subsidiary Celulosas de Asturias, S.A. and a mort-
gage on the Celulosas de Asturias, S.A. production
plant sited in Navia (Asturias), subject to the condition

that the “Financial Debt / EBITDA" ratio does not ex-
ceed a specified limit. This guarantee is subordinate to
the others.

Both syndicated loans include certain covenants rela-
ting basically to compliance with certain economic
and financial ratios associated with the consolidated
financial statements of the Ence Group, with which
the Group is in compliance at 31 December 201 I,
and prepayment of 25% of the free cash flow gene-
rated each year in which net indebtedness with finan-
cial institutions is more than EUR 265 million. The loan
agreements also establish certain restrictions, mainly
related with guarantees granted to third parties, ac-
quisition of treasury shares, realization of recurring in-
vestments, financing of future biomass generating
projects and asset disposals.

Project finance, 50 megawatts

On 21 June 201 | the Group arranged syndicated
“Project Finance” with seven financial entities to fund
a biomass electricity generating plant (see Note 7).
The available amount of this financing was EUR
101,309 thousand and repayment will commence on
22 June 2013 with final maturity on 22 December
2022.This loan bears floating rate interest linked to
Euribor with a spread of between 3.25 and 3.75% de-
pending on the amount of repayment instalments. The
fees paid on to arrange this financing in 201 | totalled
EUR 3,483 thousand.

This loan is backed principally by a pledge on the sha-
res of Ence Energfa Huelva, S.L.U. and current and fu-
ture receivables. Grupo Empresarial ENCE, S.A. has
also given undertakings in relation to crops and stocks
for the future supply of the plant, the date it will enter
service and the price applicable to the power produ-
ced when generating operations commence, as well
as the functioning and availability of the plant. These
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undertakings are partially covered by warranties given
to Grupo Empresarial ENCE, S.A. by the builder of
the plant.

This loan also includes certain covenants related ba-
sically with the provision of certain operational and fi-
nancial information, compliance with economic and
financial rations associated with the financial state-
ments of Ence Energla Huelva, S.L.U., holding of a
given volume of standing and cut biomass, prepay-
ment of 50% of surplus cash until 50% of the principal
is repaid, and prepayment of 25% of surplus cash until
65% of the principal is repaid. The loan agreement also
establishes certain restrictions, mainly in relation to
the distribution of dividends and the arrangement of
new borrowings.

In order to hedge the risk arising as a result of the
arrangement of this loan at a floating rate of interest,
the Group has entered into interest rate hedges with
six of the lenders financing the project, the notional
amount on which is equal to 75% of the estimated
drawings over the term of the loan (Note |0).

Cash and cash equivalents

“Cash and cash equivalents” include cash balances
held by the Group and short-term deposits at banks
with initial maturity of three months or less. The carr
ying amount of these assets approximates to their fair
value, and the average return is 2.35%.

Other financial assets

Other financial assets basically comprise deposits
made to guarantee the obligations assumed under
certain financial derivative contracts (see Note 10)
and in the commitments entered into for future pur-
chases of CO2 (see Note 6).

No-recourse factoring

The Group has entered into various no-recourse con-
firming arrangements, under which all risks are trans-
ferred to the factor, with an available limit of EUR
51,000 thousand at 31 December 201 I, of which
EUR 35,072 thousand had been utilised (limit of EUR
64,000 thousand at 31 December 2010, of which
EUR 45,781 thousand had been utilised). The financial
cost associated with the receivables transferred is Eu-
ribor at 3 months plus a spread of |-1.65%.
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| /. Other financial liabilities

Other financial liabilities recognised in the accompan- vedra and Navia plants, optimise its technologies and
ying consolidated balance sheet consist basically of re- make environmental improvements.

payable advances received from the Spanish Ministry

of Industry, Tourism and Trade, normally at below-mar- Maturities at 31 December 2011 and 2010 were as
ket interest rates or even interest free, by way of aid follows:

for projects undertaken by the Group to extend and
increase the production capacity of its Huelva, Ponte-

Thousands of Euros

Financial discount (Note 14) (1.648) (2.007)
9.757 9.025

These loans were measured at fair value at the time
they were awarded, and the difference between the
amount of the award and fair value was recognised
as a grant and is transferred to the consolidated in-
come statement in line with the depreciation of the
fixed assets for which the financial aid was granted.
The amount of the grant pending recognition through
the consolidated income statement at 3| December
2011 ' was EUR 1,648 thousand (EUR 2,007 thousand
at 31 December 2010).
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| 8. Tax matters

Current tax receivables and payables

Tax receivables and balances at 31 December 201 |
and 2010 were as follows:

Thousands of Euros

31 December 2011 31 December 2010

Receivables Payables Receivables

Non-current items

...... Deferred taxassets 42658 e A9.88 T
Deferred tax liabilities - 28.289 - 23.649
Total 42.653 28.289 49.881 23.649

... VAT balances receivable and payable 9840 14796 17.893 221 .
_.Gurrentincometax . 1.687 880 SUURR............ 2.188
Other tax receivables and payables 1.478 2.859 2.226 4.672

Total 13.005 18.020 20.119 7.081
Reconciliation of accounting profit to the taxable dual income tax returns. These entities are as follows:
profit

» Celulosas de Asturias, S.A.U.
Group companies resident in Spain for tax purposes

» Eucaliptos de Pontevedra, S.A.U.
The Parent Company files consolidated income tax

returns in accordance with Chapter VI, Title VIIl of the » Celulosa Energfa, S.L.U.

Amended Spanish Corporate Income Tax Act as the

parent of Group No. 149/02, which was formed in the » Electricidad de Navia Asturias, S.L.U.
year ended 31 December 2002. This special tax re-

gime is applicable for an indefinite period of time until » Silvasur Agroforestal, S.A.

it is expressly discontinued, and it entails that the en-

tities forming part of the tax group do not file indivi- » Ibercel Celulosa, S.L.U.
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» Norte Forestal, S.A.

» Enersilva, S.L.U.

» Ibersilva, S.A.U.

» Ence Energfa, S.L.U.y sus filiales

» Norfor Maderas S.A.U.

The nominal rate of corporate income tax is 30%.
Group companies resident in Uruguay for tax purposes

The Group companies resident in Uruguay file their
tax returns under the Uruguayan general Economic
Activity Income regime (IRAE). The nominal tax rate
is 25%, adjusted for tax purposes in accordance with
applicable legislation. As an exception, Las Pléyades,
S.A.which is taxed under the special regime for Finan-
cial Investment Corporations (SAFI) at a rate of 0.3%
of equity.

Group companies resident in Portugal for tax purposes

Iberflorestal, S.A. files corporate tax returns in Portugal

under the general corporate tax regime. The nominal
rate of the Imposto sobre o Rendimiento das Pessoas
Colectias is 25%.

Taxable income is not determined on the basis of
consolidated book earnings but of the separate taxa-
ble income generated by the companies forming the
Group, determined in accordance with the applicable
individual tax regimes. For these purposes, the indivi-
dual tax bases of the companies resident in Spain for
tax purpose are included in the taxable income of
Consolidated Tax Group No. 149/02, which cannot be
offset by tax losses incurred by non-resident compa-
nies.

A reconciliation of accounting profit and taxable in-
come at 3| December 201 | and 2010 is as follows:

Permanent differences arising in profit and loss

Permanent differences arising in profit and loss consist
of expenses incurred that are not allowable for tax
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Thousands of Euros

Tax losses offset (12.742) (86.405)
Taxable income 11.019 5.119
....... Gross taX Charge e 238 T2
Credits, withholdings and other amounts (4.555) 467
Tax payable / (recoverable) (1.322) 2.188
Y,
*) Generated from continuing operations in its entirety.
purposes. This heading includes fines and administra- Reconciliation of accounting profit to the income tax
tive sanctions, as well as the provision for impairment expense

made for certain financial holdings.
A reconciliation of accounting profit and taxable in-

Temporary differences come at 31 December 2011 and 2010 is as follows:
Temporary differences arise from divergences in the ti- A breakdown of the corporate income tax expense
ming of revenue and expense recognition under ac- for 2011 and 2010 is as follows:

counting and tax rules for the calculation of book

earnings and taxable income for the year, which will re- Deferred tax assets and liabilities recognised

vert in future tax periods.

Thousands of Euros

Eliminations / inclusions on consolidation (6.025) 1.002

Taxable income 47.559 88.039

Tax charge 14.268 26.412
.......Deductions and adjustment for prior years' tax effect 897 e (661).........

Adjustment for tax effect of non-resident companies 657 (126)

Corporate income tax expense / (rebate) 15.822 25.625
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Changes in deferred tax assets and liabilities in 201 |
were as follows:

Thousands of Euros

Other movements 657 (126)
Taxable income 15.822 25.625

The deferred tax assets were recognised in the con-
solidated balance sheet because the directors of
the Group companies understand, on the basis
of best estimates of the future earnings of the
entities forming the consolidated Tax Group,

Thousands of Euros

Balance at Balance at
01/01/2011 Increases Decreases 31/12/2011

Deferred tax assets recognised
in income

Depreciation and amortisation

...ofnon-currentassets 782 . T 72 | N 461 .
.....Impairment of non-current assets 4236 TIR L e (4:627) o 323 .
o PIOVISIONS e 8988 2.064 ] (4.540) 4.499
.....Impairment of current assets 2480 1875 (2:480) 1.375 .
.....Non-resident companies 2489 ST o (894) 2214
.....Gonsolidation adjustments L - N 1.0 N 58 .
..Jaxloss carryforwards 27761 2478 (2.868) . 27.371 .
Tax credits 1.001 547 (1.548) -
46.715 7.575 (18.029) 36.261

Deferred tax assets recognised

...... L L
....... Hedging instruments ..3166 8162 T 9328
o oy T e

(*) Includes EUR 2,935 thousand classified as available-for-sale assets (see Note 20).
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that it is highly likely that the assets will be reco- Group No. 149/02 in the eighteen annual tax

vered within the period established by prevailing periods immediately succeeding the year in
tax legislation. which the loss was incurred.

The tax loss carryforwards recognised were genera- Unrecognised deferred tax assets.
ted in 2009. In accordance with Spanish legisla-
tion, the tax losses generated in a given year The Group has not recognised certain deferred tax as-
may be carried forward to be offset against the sets in the accompanying consolidated balance sheet.
future profits obtained by consolidated Tax Unrecog-

Deferred tax liabilities recognised:

Thousands of Euros

Balance at Balance at
01/01/2011 Increases Decreases 31/12/2011

Deferred tax liabilities recognised
in income

............. Accelerated depreciation 3008 T 32108
Other - 2.100 - 2.100
- 5.206 - 5.206

Deferred tax liabilities recognised

L L

........... Revaluation of forest land (Note 13) 28515 o OL 28509
Consolidation adjustments and other itemss 134 - (560) (426)
Total 23.649 5.206 (566) 28.289

All of the tax loss carryforwards relate to Group com-
panies resident for tax purposes in Uruguay. In accor-
nised deferred tax assets at 31 December 201 | and 2010 dance with Uruguayan corporate income tax (IRAE)
were as follows: regulations, tax loss carryforwards generated after 3|

Thousands of Euros
Unrecognised Deferred Tax Assets 2011 m

....... Property, plant and equipment and intangible assets .28t 2008
Tax loss carryforwards 2.880 4.257
Total at end of reporting period 5.801 6.365
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December 2007 expire in five years. The amount of
tax loss carryforwards is revised each year based on
the change in the Uruguayan National Products Price
Index (IPPN).

Years open for review and tax audits

The Spanish tax authorities are currently conducting
an inspection of the Electricity Tax returns filed by
various Group companies in 2008 and subsequent
years. In accordance with prevailing tax legislation,

the prescription period established in each tax ju-
risdiction has expired (four years in Spain and Por-
tugal, and five vyears in Uruguay). The Parent
Company's directors consider that no significant
contingencies exist that could give rise to liabilities

as a result of the inspection proceedings in progress

or of a tax audit of the years open.

tax returns cannot be considered definitive until
they have been inspected by the tax authorities or

|9. Income and expenses

a) Sales

The Group's net ordinary sales for 201 | and 2010
were distributed as follows:

Thousands of Euros

....... Pl RIS e D989 826820

e OOy S RlES e 184.304 140.194 .
Wood and forestry services 44.252 64.043
825.451 830.758
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Practically all sales of electricity were made in Spain.

The distribution by geographical market of revenues
from pulp sales was as follows:

Percentage Percentage
of sales of sales

-

b) Procurements

The detail of raw and other materials consumed is

as follows:
Thousands of Euros
....... PUICNASES e DOBLTA . 304849
....... Changes in inventories of raw materials, other materials and merchandise . .. . (10914) (22409)
Other external expenses 43.399 34.594

390.759 367.034
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Procurements basically comprise the cost of timber,
chemicals, fuel and other variable costs incurred in the
cellulose pulp manufacturing process.

c) Employees

The detail of “Staff costs” incurred in 201 | and 2010
is as follows:

Termination benefits
Total

The average headcounts for 201 | and 2010 were as
follows:

Average Headcount

Professional Category

Executives

Temporary employees
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At 31 December 201 | the Group had |9 disabled The distribution of employees by gender at 31 De-
employees (23 disabled employees at 31 Decem- cember 201 | and 2010, classified by professional ca-
ber 2010). tegory, was as follows:

Final Headcount

Professional Category

_____ Executives o O BT

...... Employees with individual contracts 181 47 . .228 .84 .51 .23

...... Employees sUbject 10 ColleCtive aDOUr e

Lagreement /38 118 856 ... 891 199 ...1.0%0
Temporary employees 211 21 232 321 50 371
1.136 187 1.323 1.402 261 1.663

At 31 December 201 |, the Board of Directors was
composed of thirteen directors, all of whom were
men (14 directors at 31 December 2010).

d) Transactions in currencies
other than the euro

The Group companies made sales totalling EUR 187,027
thousand in non-euro currencies, principally US dollars
(EUR 170,978 thousand in 2010).

e) Other operating expenses

Details of other operating expenses in 201 | and 2010
are as follows:

Thousands of Euros

[ Ousdesenices 214782 215580 |

....... Emission rights used (NOte 15) e D014 8912

....... Other taxes and operating eXpenses e 9B 4188
Change in operating provisions 8.535 13.114
Total 233.850 239.744

N J
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Details of “Outside services” in the consolidated in-
come statements for 201 | and 2010 are as follows:

Thousands of Euros

Other services
Total y 215.580

f)  Finance costs

Finance costs in 201 | and 2010 were as follows:

Thousands of Euros

Other 1.159 586
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g) Other disclosures auditors by control, common ownership or manage-

ment in 201 | and 2010 were as follows:
The fees for financial audit and other services provi-

ded by the Group's auditor or by a firm related to the

Thousands of Euros

Audit services
Total audit and related services

Other services
Total professional servicess

g) Profit or loss by company

The contributions made by each of the consolidated
companies to Group profit for 201 | and 2010 were
as follows:

Thousands of Euros

2011
35.472

Ence Energia Huelva, S.L.U (657)

Total 41.192 64.711
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20. Non-current assets
held for sale

The captions “Non-current assets held for sale” and
“Liabilities associated with non-current assets held for
sale” comprise the assets and liabilities of Ibersilva,
S.AU, the activity of which consists of landscape gar-
dening, forestry and development projects and servi-

Thousands of Euros

ces. The directors have adopted the decision to sell
the ownership interest held in this company.

A detail of the assets and liabilities contributed by Ibersilva,
SAAU.to the Group at 31 December 2011 is as follows:

Thousands of Euros

NON-CURRENT LIABILITIES 3.467

CURRENT ASSETS

NON-CURRENT LIABILITIES 91

CURRENT LIABILITIES

TOTAL ASSETS 16.544

TOTAL LIABILITIES 12.322

2 |. Operating segments

The manufacture of cellulose pulp is closely tied to
electricity generating operations using waste genera-
ted from the pulp production process as fuel. Further
more, the Group has plants that are specifically
designed to generate power using biomass and other
fuels, and it also owns forests and timber land provi-
ding the raw material for the production of paper
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pulp and electricity. In this context, the results of the
activities conducted by the cellulose pulp manufactu-
ring and electricity generating business units are analy-
sed jointly by the Management Committee, and the
financial information produced only distinguishes bet-
ween the revenues earned. The Committee also
analyses forest management activities separately, as




well as the investments currently in progress in elec-
tricity generating plants located outside pulp manu-
facturing facilities (see Note 7) and other minor
activities.

Segment information for 201 | and 2010 based on the
regular management information produced by the
Group is as follows:

Pulp and Forest Forestry Total Consolidation  Total (a)
Balance Sheet Power management and other adjustments
services between Segments
..... S SOl e
oNon-current 934.636  348.050 8.539 .1.291.225 (326.115) . ...965.110
Current 269.022 141.567 25.831 436.420 (75.389) 361.031
Total assets (a) 1.203.658 489.617 34.370 1.727.645 (401.504) 1.326.141
Liabilities:
Current 212.390 114.119 16.958 343.467 (75.389) 268.078
Total consolidated liabilities (a) 600.037 293.985 40.303 934.325 (313.983) 620.342

(a) Not including equity or deferred tax assets and liabilities.
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Thousands of Euros

Pulp and Forest Forestry Sub-total Consolidation  Total (a)

Income Statement Power management and other adjustments
services between Segments
..... ROy U | e
CoBtenal 781199 23865 20387 825451 SR 825.451
Inter-segment - 307.277 9.165 316.442 (316.442) -
Total revenue: 781.199 331.142 29.552 1.141.893 (316.442) 825.451
Profit / Loss:

Taxes (20.033) (3879) 4.590 (15.822) - (15.822)

Profit / (loss) for the year 43.539 10.726  (13.073) 41.192 - 41.192
O I O Mt ON: e
. Investment () . .........71369 30079 .. 62 .. 101510 = 101.510
.. Depreciation and amortization charge  (52.466) (9.703)  (1.291) | (63.460) ... SR (63.460)

Accumulated depreciation and provisions  (709.969) (104.968) (5.300) (820.237) - (820.237)

(*) Not including emission rights.

2010

Pulp and Forest Forestry Total Consolidation  Total (a)
Balance Sheet Power management and other adjustments
services between Segments
..... L
CoNon-current 642.869 341.879 7720 ! 992.468 . (64.517) ..927.951
Current 892.298 121.815 36.741 1.050.854 (696.981) 353.873
Total assets (a) 1.535.167 463.694 44.461 2.043.322 (761.498) 1.281.824
...... LB S e e e
LoNon-eurrent 317.697 ..3:239 .. 702 321.638 o o..7....321.638
Current 586.477 291.954 38.612 917.043 (696.981) 220.062
Total consolidated liabilities (a) 904.174 295.193 39.314 1.239.041 (696.981) 541.700

(a) Not including equity or deferred tax assets and liabilities.
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Thousands of Euros

Pulp and Forest Forestry Sub-total Consolidation  Total (a)

Income Statement Power management and other adjustments
services between Segments
..... RO MU e
CEXternal 761.863 . 38.230 25813 825906 . ...7....825906
Inter-segment 232 376.189 10.822 387.243 (387.243) -
Total revenue: 762.095 414.419 36.635 1.213.149 (387.243) 825.906

Profit / Loss:

Profit / (loss) for the year 55.201 16.564 64.711 - 64.711
OO Ot O e
Lodnvestment () 94825 26258 560 .. 81443 T 81.443
... Depreciation and amortization charge  46.904 12.103 2199 . 61.206 T 61.206

Accumulated depreciation and provisions  (666.218) (99.996) (11.293) (777.507) - (777.507)

(*) Not including emission rights.

No customers account for more than 0% of the
Group’s revenues.

22. Guarantee commitments to third parties and
other contingent liabilities

At 31 December 2011 various financial institu-
tions had extended guarantees, mainly relating to
commercial operations, to various Group compa-
nies for a total of EUR 56,209 thousand (EUR
60,700 thousand at 31 December 2010). The di-
rectors do not expect that the guaranteed
amounts or the guarantees given will give rise to
significant liabilities.

The Parent Company and its subsidiaries have
arranged civil liability insurance. The directors con-
sider that this policy reasonably covers the related
contingencies.
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23. Remuneration and other benefits paid to
directors and senior executives of the Parent
Company, and other information

In 201 | and 2010 the directors of the Parent Com-
pany earned the following amounts in respect of
the discharge of their duties as members of the
Board of Directors:

2011 - Director Fixed Attendance
Remuneration Fees

Executive

D. Javier Echenique Landiribar (b) Nominee 31 42 73

(a) Directors standing down in 2011.
(b) Also in receipt of prior years’ remuneration amounting to EUR 10 thousand.
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Thousands of Euros

2010 - Director

Executive
Executive

D. Javier Echenique Landiribar Nominee

Fixed Attendance
Remuneration Fees

(a) Directors standing down in 2010.
(b) Directors appointed in 2010.
(c) Also in receipt of prior years’ remuneration amounting to EUR 332 thousand.

n 2011 the members of the Parent Company’s Ma-
nagement Committee earned total remuneration of
EUR 3,676 thousand (EUR 5,484 thousand in 2010)
in respect of all items, including the duties of the Chief
Executive Officer by way of services provided and ter-
mination benefits.

No advances or loans have been granted to the di-
rectors of the Parent Company.

The Parent Company has not contracted any pension
or alternative life insurance obligations with its direc-
tors in their capacity as such. However, the Chief Exe-
cutive Officer receives certain social benefits under
his service agreement, which are included in the per
tinent pensions contributions and payments.

e (nforme Anual 2011/ 131 n—

Pursuant to Article 229 of the Limited Liability Com-
panies Act and in order to reinforce the transparency
of public limited companies, it is hereby expressly stated
that the directors did not hold any ownership interests
at 31 December 201 | in the share capital of companies
engaging in an activity that is identical, similar or com-
plementary to that which constitutes the Company's
object. Furthermore, they did not and do not currently
perform any activities, as independent professionals or
employees, that are identical, similar or complementary
to the activity that constitutes the company object of
the Parent Company, Except for Messrs. Arregui Ciar-
solo and Abril-Martorell Herndndez, who indirectly
own 90% and 10% respectively of Foresta Capital, S.L.
Mr.Arregui Ciarsolo also holds a 0.577% ownership in-
terest in the share capital of Iberdrola, S.A.
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24. Transactions with related parties

At 31 December 201 | and 2010 the Group compa-
nies had granted certain loans and overdraft or other
credit facilities to related parties, as follows:

Carrying Amount Currency Interest Rate Maturity

2011 5.452 EURO Euribor + 3% 2014

2010 11.852 EURO Euribor + 3% 2014

The Group companies carried out the following trans-
actions with related parties in 201 | and 2010:

Thousands of Euros

Related Party Transaction 2011 2010
.......... Liberbank, S.A.  _.....Interestandbankingfees . 481 ....876 ...
Atalaya Inversiones, S.R.L. Purchase of shares 26.389 -

25. Environment

The Ence Industrial Group has three plants located in In accordance with prevailing regulations, the Pulp Busi-
Huelva, Navia and Pontevedra, each of which has the ness Unit's mills have also obtained Greenhouse Gas
pertinent Integrated Environmental Authorization to Emission Authorization (CO2) and have been allocated
conduct its industrial activities and to generate electricity a total of 657,970 annual emission rights for the period
using biomass. 2008-2012.The emissions generated in 201 | did not
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exceed the rights allocated and a surplus was generated.
Also,the pertinent audits were performed by an autho-
rised entity in connection with the emission rights ap-
plication for the period 2013-2020, and the reports
were presented to the competent authorities.

Ence carries out its processes in accordance with the
principles enshrined in the Management Policy establis-
hed by the Company following a strategy of sustainabi-
lity and continuous improvement. Consequently, the
management system has been implemented taking a
process-based approach which addresses quality and ef-
ficiency and health and safety issues, as well as respect
for the environment and the prevention of pollution,
from an integrated standpoint.

The environmental management system at the plants is
certified by accredited entities in accordance with the
UNE-EN-ISO 14001:2004 Standard. The plants also
keep records in conformity with the Eco-Management
and Auditing Scheme (EMAS) as required by Regulation
1221/2009 of the European Union, and they were first
in each of their respective Autonomous Communities
to adhere to this demanding voluntary regime, which
even today has been joined by relatively few firms.

Regular analytic controls are carried out at the plants
covering all discharge parameters, as well as atmospheric
emissions, noise levels and the waste generated and ma-
naged. The effectiveness of the management system is
reflected in the continuous improvement of the plants’
environmental performance, and the results achieved
are confirmed annually in the Environmental Returns
filed, which are validated in accordance with the EMAS
regulations.

These results are a consequence of the implementation
of the best available techniques (BAT) and best envi-
ronmental practices (BEP) defined in the sector BREF
(Best Available Techniques in the Pulp and Paper In-
dustry, 2001). Ence also participates actively in the revi-
sion and updating of the BREF via ASPAPEL.

In 201 | the Huelva mill progressed as planned with the
50 MW biomass generating project, which involves a
boiler,a turbine and a biomass treatment plant. This pro-

ject seeks to extract energy from biomass, thereby re-
ducing the amount of fossil fuels burnt. Following the
implementation of various measures, an | 1% reduction
in the water consumed by the plant was achieved in the
second half of the year compared to the beginning of
the year

An amendment of the Integrated Environmental Au-
thorization was obtained in September in relation with
the management of waste. This involved reclassification
of certain waste products from the process (grit and
ash from the biomass boiler; and ash from the recovery
boiler) as by-products or secondary raw materials. This
amendment opens the door to management procedu-
res designed to extract value rather than dumping the
waste produced.

The majority of the most significant environmental in-
vestments made at the Huelva plant in 201 | comprise
work carried out on the biomass boiler and the reco-
very boiler in order to improve emissions. Next in im-
portance were investments made to improve effluent
quality. The remaining investments were aimed at achie-
ving energy efficiency gains and reducing the consump-
tion of water. The total investments made amounted to
EUR 1.7 million.

In June 201 | the Navia mill obtained a revision of the
Integrated Environmental Authorization for the facility,
including a plan to reduce the liquid effluent associated
with the extension of the current effluents treatment
plant. This project will be carried out in 2012 and the
extension is expected to enter service in 2013.

The plant consolidated its pulp and energy output in
201 I, optimising facilities and energy efficiency while re-
ducing smells, noise and water consumption, and intro-
ducing improvements for the control of liquid effluent.

The most significant environmental investments made
at the Navia Plant consist of the optimization of the di-
luted smelly gases treatment system in order to reduce
the olfactory impact of operations, and measurement
instruments allowing control of immission in the envi-
rons of the Navia facility. In the area of improvements
to liquid effluent, work was carried out this year to up-
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grade the internal effluent and rainwater channelling
system and include systems to re-circulate internal flows
in the digestion and washing stages in order to enhance
internal use of organic materials and reduce their con-
tent in the final effluent.

A system has also been put in place to recover digestion
nodules and sand from the biomass boiler; allowing
reuse of these materials in the production process and
reducing levels of waste.

The plan to soundproof sources of noise continued
apace and was applied to the refrigeration and vacuum
pumps in 201 1. The total cost of all of these investments
was EUR 0.82 million.

The Integrated Environmental Authorization application
process was undertaken at the Pontevedra plant. Au-
thorization was obtained in December 201 . The plant
achieved record average daily output of cellulose pulp
and electricity generating using renewable sources in
2011 while maintaining its commitment to act as an en-
vironmental benchmark for the industry.

It also continued to improve the efficiency of resource
use, cutting water consumption, specific wood con-
sumption and fuel consumption.

Environmental investments in Pontevedra were made
within the framework of the plan drawn up in collabo-
ration with the University of Santiago de Compostela
to eliminate the impact from bad smells. The planned
proposals implemented included a gas washing tower
and the biological system for the removal and elimina-
tion of smells from the pressing shop at the effluent tre-
atment plant, which will enter service in February 2012.

Investments were also made to improve atmospheric
emissions by renewing electrofilters in the recovery boi-
ler Water consumption was reduced by the execution

of phase Il of the plant water supply pipes repair plan
and replacement of certain items in the evaporator cir
cuit refrigeration towers.

Investments were also made to cut the use of fossil fuels,
including improvements to the control of forest biomass
used as fuel and the increased burning of hydrogen in
lime kilns.

Other investments include the replacement of equip-
ment forming part of the Ence Pontevedra air quality
control network and the installation of new immission
monitors and data collection and transmission equip-
ment. The total investments made at the Pontevedra
plant in 201 | amounted to EUR 1.06 million.

Operating and environmental management expenses
incurred at the three plants totalled EUR 4.0 million, in-
cluding auto-control of gaseous emissions, calibration of
control equipment, the discharge monitoring and con-
trol program, Legionnaire’s disease control and preven-
tion measures, waste management, expenses incurred
in the operation of environmental control installations
and compliance with REACH.

In January 2010 the Group completed the audit requi-
red to maintain the wood Chain of Custody manage-
ment certificate, which covers the phase between
delivery of the certified timber to the mills and delivery
of certified pulp to customers under the FSC® stan-
dard. After the official audit carried out by BureauVeritas
at the Pontevedra and Navia Mills, and the Head and
Sales Office in Madrid, compliance with all technical and
documentary requirements demanded by the FSC®
Forestry Certification System.The certificate covers the
period from April 2010 until April 2015.

The Group has continued with its forestry activities in
2011, making investments to maintain and expand forest
assets. In environmental terms, the conservation and de-
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velopment of forest implies upkeep of biodiversity, im-
provements in the conservation of land and a global ef-
fect in the mitigation of climate change given the
capacity of woodland to fix carbon. As part of their ef-
forts to protect the environment, the Group companies
that are primarily engaged in forestry activities have ob-
tained and maintained certificates issued by duly autho-
rised firms demonstrating the sustainable and
responsible use of forests, boosting confidence in the
consumption of forest products.

Silvasur Agroforestal, Norte Forestal and Ibersilva have
maintained their Management System certification
under the UNE-EN-ISO 14001:2004 Standard. Norte
Forestal and Silvasur Agroforestal were the first forest
managers in the Iberian Peninsula to obtain PEFC (Pro-
gramme for the Endorsement of Forest Certification
Schemes) sustainable forest management certification,

and they have also obtained certification for their chain
of custody, ensuring the traceability of timber throug-
hout the process and guaranteeing that it does not
come from conflictive sources. The Sustainable Forest
Management certificate and the two subsidiaries’ chain
of custody were unified under a single certificate issued
in the name of Ence — Forest Management Unit.

Norte Forestal maintained its prevailing certification
under the FSC® forest management standard in 201 1,
which was extended with the certification obtained by
Silvasur Agroforestal.

Las Pléyades (Uruguay), Sierras Calmas (Uruguay) and
Iberflorestal (Portugal) maintained certification for their
management of the Chain of Custody of wood under
the FSC®. Meanwhile, Las Pléyades (Uruguay) and Sie-
rras Calmas (Uruguay) also obtained PEFC chain of cus-
tody certification in 201 1.
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Grupo Empresarial ENCE, S.A. Subsidiaries

Consolidated Directors' Report
for the year ended

3| December 201 |

Economic background and outlook

Hopes for an improvement in the economy in 201 |
were dashed by the worsening of the euro crisis.
High levels of indebtedness in the European econo-
mies, the continued absence of any signs of econo-
mic recovery and governments’ inability to apply
monetary policy tools resulted in the approval of
tough fiscal adjustment measures in the economies
of southern Europe in order to cut the level of debt
and lower public deficits. Indeed, the deficit problem
was further aggravated by the impact of fiscal adjus-
tment policies on growth, the rising cost of debt
given the markets’ concerns about governments’ abi-
lity to implement their polices successfully, which sig-
nificantly widened spreads, especially in the second
half of the year. The difficulty of coordinating govern-
ments and the negative social response to the policy
measures required meant that decisions were put
off and implementation was delayed.

Further adjustment is also needed in the financial
sector, which continues to suffer the negative con-
sequences of the property and derivatives bubbles
that burst in 2008. Concerns about the viability of
some institutions and doubts over the transparency

of their accounts, regulators’ demands for banks to
hold more capital and the exposure of their portfo-
lios to the bonds of the peripheral nations have in-
creased financing difficulties in the interbank and
money markets as the rating agencies cut their credit
scores. This situation means that the process of ad-
justment in the financial sector will have to continue
with new mergers and the restructuring of balance
sheets before credit can flow again between banks
and into the wider market.

The IMF's outlook for 2012 is for global GDP growth
of +3.3%, slightly below the rate achieved in 201 |
(+3.8%, again less than the 5.2% growth seen in
2010), although the trend is positive throughout the
year. The forecast was reduced from the September
estimate of 3.8%, mainly because of adverse deve-
lopments in the Eurozone due to the negative im-
pact of deleveraging in the financial sector and fiscal
consolidation. The emerging economies will also see
a certain slowdown (forecast GDP growth for 2012
is +6.29% compared to +7.3% in 201 |) due to lower
demand for their exports and domestic decelera-
tion. A worldwide recovery to levels of +3.9% is ex-
pected for 2013.
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In this scenario, demand in the pulp market remained
strong at the beginning of the year, allowing the ab-
sorption of additional capacity reopened in both
Latin America and Indonesia, and the application of
price rises of $30/t for short-fibre pulp (to $880/t)
and $60/t for long-fibre pulp in April. However, Chi-
nese buyers reduced their imports beginning in the
second quarter in an effort to put downward pres-
sure on prices, encouraged by the more restrictive
monetary policies implemented by the Chinese go-
vernment. This resulted in an increase in the volume
of producers’ inventories to levels above the average
for the cycle and a general contraction in demand
in other areas given the expectation of falling prices
and the opportunity to make savings by delaying pur-
chases. Prices duly fell by $30/t in July, followed by a
rapid contraction from September onwards coinci-
ding with the worsening of the euro crisis and incre-
asing instability in the financial system.

Prices remained stable at the level of $650/t in the
last part of the year, establishing a slightly higher floor
than in earlier cycles. The announcement of price
rises by numerous producers in January for both
short- and long-fibre pulp combined with the ab-
sence of new expected capacity for 2012 and the
correction of inventories at the end of 201 | provide
a framework capable of supporting a recovery in pri-
ces at the beginning of the year

In the medium term, no new capacity is expected to
come on stream until 2013 given the time necessary
to develop and build new plants, and the time it
takes to stabilise their operations. Meanwhile, the dif-
ficulty of obtaining financing for major projects in the
current economic climate and the significant leverage
of the main pulp producers have resulted in delays
in the industry’s project portfolios. In this light, the
outlook for the coming years remains positive.

Businesses and earnings performance

The Ence Group had a good year in 201 | both from
the standpoint of operations and in the pulp market,
afthough prices were lower than in 2010, which saw
record highs for short-fibre pulp (in $/t). Overall, the

Group’s sales remained at very similar levels to 2010
with revenues of EUR 825 million.

Sales of pulp totalled EUR 597 million in 201 I, 5% less
than 2010 despite volume growth of 7%, setting a new
annual output record of 1,243,108 million tons of eu-
calyptus pulp. The average pulp price for the year was
$799, 6% less than in 2010 against the backdrop of a
5% appreciation in the euro against the US dollar The
resuft was an | 1% fall in net sales prices compared to
2010.

Electricity sales also set record highs, in terms of both
volumes and prices. Sales of power grew by 2% to
1,490,290 MWh as a result of upgrades made to gene-
rating turbines at the Pontevedra plant and increased
production of pulp. This meant that the volume of
power generated from renewable roses to 1,159,796
MWh representing 76% of the Group’s total output. Pri-
ces per MWh grew by 2% compared to 2010 as pool
prices held up strongly and the majority of the Group’s
plants qualify for premium prices. In accounting terms,
electricity sales grew by 31% to EUR 84 million.

Forestry and consulting sales shrank to EUR 44 million,
a fall of 319% compared to 2010, due to the contraction
of both businesses, which are the most severely affec-
ted by the current economic crisis and are the most
dependent on government contracts.

Operating profit (EBIT) was EUR 80 million, 32% less
than in 2010 due to the fall in pulp prices from the re-
cord highs seen in the prior year: Falling prices were par-
tially offset by efficiency gains, which allowed the Group
not only to ramp up production but also to cut produc-
tion costs per ton by an average of 3% in 201 |.This re-
duction was achieved progressively over the course of
the year, so that the Group will operate in 2012 with a
more efficient cost structure than in the preceding years.
A major effort has been made to increase the percen-
tage of wood supplies through standing timber purcha-
ses by entering into agreements with forest proprietors’
associations. The benefits of these measures will crysta-
llise over the coming vears, allowing the Group to re-
duce its dependence on imported timber to supply
rising consumption by its plants and to cut exploitation
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and transport costs through enhanced control and the
modenrnization of this part of the supply chain.

Investments in 201 | amounted to EUR ['1| million.
Close to 25% of this investment was made in biological
assets, including both reforestation and forest improve-
ment work in step with the growth in pulp output, and
the development of energy crops to feed the new elec-
tricity generating plants. Industrial investments totalled
EUR 76 million, more than 60% of which were applied
to the projects related with the expansion of biomass
electricity generating, principally the construction of the
50 MW plant in Huelva, and to a lesser extent to the
development of new projects and to irrigation systems
for plantations of energy crops.

Consolidated equity was EUR 720 million at 30 June
2011 (EUR 766 million at 31 December 2010), equal
to 53% of total assets. The fall in equity was due mainly
to the recommencement of dividend payments in 201 |
out of the profit earned in 2010.The objective of this
measure was to ensure appropriate remuneration of
the Group's shareholders at the same time as reducing
leverage while ensuring that investment needs related
with the new generating plants are met in a financial
scenario of tight credit, and acquiring treasury shares.

Ongoing Research, Innovation and Technology activities
focused on the continuation of programmes aimed at
achieving the genetic and silvicultural improvement of
the eucalyptus tree, innovation and improvement of
pulp processes, mechanical transformation of timber
and the engineering of new projects, as described in
the section “Intangible Assets” in the notes to the con-
solidated financial statements.

Environment

See Note 25 to the accompanying consolidated finan-
cial statements.

Risk factors associated with the group’s
activity

The risk factors identified affecting the ENCE Group
and its activity are:

I.  Cyclical nature of pulp sales

In addition to the sale of eucalyptus pulp to third par-
ties, the Group's activity also encompasses electricity
generating and sales. Pulp sales, the Group's traditional
activity, account for the majority of sales (72% of sales
in 201 1), and earnings are therefore highly sensitive
to changes in the price of cellulose pulp.

The price of BEKP cellulose pulp is established in an
active market, the evolution of which significantly
conditions the volume of the Group’s revenues and
its earnings.

Cellulose pulp price display a marked cyclical na-
ture, and there has been considerable price vola-
tility in recent years.The behaviour of the price is
associated basically with changes in volumes or
the conditions dictating supply and demand, as
well as the financial situation of firms operating in
the market.

In order to mitigate this risk, the Group has made sig-
nificant investments in recent years to raise producti-
vity and improve the quality of the product it markets.
It also continually assesses the possibility of hedging
pulp prices for future sales.

Leaving aside the cyclical nature of the pulp market,
the pulp production and sale business conducted by
the Group is subject to the industrial and commercial
risks proper to the sector, and to the term of the con-
cession for the site of the Pontevedra mill.
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2. Currency risk

While the majority of the Group’s sales are made in
the European market, revenues from sales of cellulose
pulp are affected by the USD/Euro exchange rate, be-
cause the benchmark sale price on the international
market is in USD per ton. Insofar as the Group's cost
structure is mainly in euros, changes in the dollar ex-
change rate can have a significant impact on earnings
volatility.

In order to mitigate this risk, the Group’s policy is to
lock in a part of the exchange rate in parallel with its
management of the risks inherent in the evolution of
cellulose pulp prices. Accordingly, it continuously as-
sesses the possibility of using exchange rate hedges
for foreseeable future sales.

3. Risks arising from the supply and cost of
wood

Eucalyptus timber is the main input for the production
of cellulose pulp, and its price is subject to fluctuations
due to changes in the balance of supply and demand
in the market where the plants are located and the
need to access other markets, resulting in the conse-
quent logistics overheads, when supplies in more local
markets are insufficient to meet demand.

Furthermore, the Group seeks to maximise the value
added in its products basically by increasing its use of
certified timber, which is more costly.

The forest subsidiaries have a broad network for the
procurement of wood from third parties on top of
their own production, ensuring that the relevant quan-
tities of raw materials are available to meet pulp ma-
nufacturing needs, given that the prices of these
purchases are affected by the laws of supply and de-
mand in the different local markets

4. Environmental risks

The ENCE Group’s plants are built and operate to
the environmental standards applicable in each case
in all relevant respects. These legal requirements are
established by the European Union, the Spanish State,

the Autonomous Communities and local authorities
and they are applicable to all environmental impact
vectors, such as liquid effluents, atmospheric emissions,
waste and noise.

Each plant has its own system for daily control and
evaluation of environmental parameters for liquid ef-
fluents, atmospheric emissions, noise levels, waste, etc.,
as established and set out in the different procedures,
instructions and standards comprising their Environ-
mental Management System, which in all three cases
is registered in the European Eco-Management and
Audit Scheme (EMAS).This continuous control ensu-
res that environmental risks are kept to a minimum.

5. Regulated electricity market

Electricity generating operations have become incre-
asingly important to the Group in recent years, as this
business complements cellulose pulp production by
using biomass as an input for some plants, while the
stability of electricity prices allows effective manage-
ment of the intrinsic cyclicality of the pulp business.
Future regulatory changes could therefore affect re-
venues.

On 27 January 2012, the Spanish Council of Ministers
approved Royal Decree Law /2012, temporarily sus-
pending the procedures for pre-allocation of remu-
neration and removing financial incentives for new
power plants using cogeneration, renewable energy
sources and waste. However, this legislation also
allows the Government to regulate specific financial
regimes covering certain special regime power plants,
and it also establishes the right of cogeneration plants
and other power plants using primary energy sources,
non-consumable and non-hydraulic renewable energy,
biomass, bio-fuels and agricultural waste to receive re-
muneration under a specific financial regime.

This legislation confirms that current electricity price
levels will be maintained for the generating plants
currently operated by Grupo Ence, and others like
the two which the Group has under construction,
which had already been included in the pre-alloca-
tion register when the Royal Decree came into
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force. However, it introduces uncertainty with regard
to the development of new plants, as the suspension
period is open-ended.

Transactions with treasury shares

The Parent Company carried out certain transactions
with treasury shares in 201 |. The Parent Company
shares held as treasury stock at 31 December 201 |
represented 7.8% of share capital (0.4% at 31 Decem-
ber 2010) with a total par value of EUR 18,190 thou-
sand (EUR 896 thousand at 3| December 2010).The
average purchase price was EUR 2.435 per share.

Events after the reporting period

No significant events occurred after the end of the
reporting period.

Corporate governance

Annex | to this directors’ report contains all documen-
tation relating to the ENCE Group’s annual Corporate
Governance Report, prepared in accordance with the
Spanish Transparency Act, ORDER ECO/3722/2003, of
26 December, concerning the annual corporate gover-
nance report and other reporting instruments of listed
companies and other entities.

The consolidated financial statements and directors’
report of Grupo Empresarial ENCE and subsidiaries
prepared in accordance with IFRS as adopted by the
European Union were formally prepared by the di-
rectors of the Parent Company on 28 February 2012.
The financial and accompanying notes are set forth on
66 sheets of ordinary paper (numbered from | to 5
in the case of the consolidated financial statements, and

from | to 61 in the case of the explanatory notes), the
directors’ report on 4 sheets (numbered from | to 4),
and in addition, the annual corporate governance re-
port as an annex to the directors’ report. All of the
aforementioned sheets of ordinary paper have been
signed by the Secretary to the Board of Directors, and
all of the directors have signed the present sheet:

* D.Juan Luis Arregui Ciarsolo

* D.lIgnacio de Colmenares y Brunet

¢ D. Javier Echenique Landiribar

* D.José Carlos del Alamo Jiménez

* D.José Guillermo Zubia Guinea

* D. Gustavo Matias Clavero

¢ D. Pascual Fernandez Martinez

* D. Pedro Barato Triguero

* D.José Manuel Serra Peris

¢ D. Fernando Abril-Martorell Herndndez

* RETOS OPERATIVOS XXI,S.A,
Represented by D. Javier Arregui Abendivar

« NORTENA PATRIMONIAL, S.L.,
Represented by D. Jesus Ruano Mochales

* D. Pedro José Lépez Jiménez
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