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IMPORTANT NOTICES

The following disclaimer applies to the English version of the Prospectus (“Folleto
Informativo”, the “Prospectus”) delivered to you for information purposes.

The English translation of the Spanish Prospectus is a free translation of the original
Spanish approved by the Spanish National Securities Market Commission (Comision
Nacional del Mercado de Valores or CNMV) on 4 March 2010. In the event of any
discrepancy between the English translation of the Spanish Prospectus and the original
Spanish Prospectus, the original Spanish Prospectus will prevail.

The English translation of the Spanish Prospectus has been prepared exclusively for
information purposes. Investors should rely solely on the Spanish language Prospectus
registered with the CNMV when making an investment decision in relation to the
securities. No document other than the Spanish language Prospectus registered by
GRUPO EMPRESARIAL ENCE, S.A. (the “Company”) with the CNMV may be
considered as having any legal effect whatsoever in respect of the securities and the
capital increase. Copies of the Spanish language Prospectus are available on the web
sites of the CNMV (http://www.cnmv.es) and of the Company (http:// www.ence.es).

The English translation of the Spanish Prospectus has not been and will not be
registered by the CNMV or by any other equivalent regulatory authority or stock
exchange.

No representation, warranty or undertaking (express or implied) is made and no
responsibility or liability is accepted by the Company as to the accuracy of the English
translation of the Spanish Prospectus ant nothing herein should be construed as a
recommendation or advice to invest in any securities.



Mr. Antonio Palacios Esteban, acting for and on behalf of GRUPO EMPRESARIAL
ENCE, S.A. (hereinafter “ENCE” or the “Company”), in his capacity as managing
director, duly authorised for the purposes of the procedure for increase in capital of the
Company and admission to trading of the New Shares on the Madrid, Barcelona, Bilbao
and Valencia Stock Exchanges through the Stock Exchange Interconnection System
(Continuous Market) (Sistema de Interconexion Bursatil (Mercado Continuo), resolved
by the board of directors of ENCE on 3 March 2010 pursuant to the delegation made by
the shareholders general meeting of the Company on 25 June 2008,

HEREBY CERTIFIES

That the version attached hereto on IT medium of the prospectus for the capital increase
coincides with the prospectus registered in the official records of the Spanish Securities
Market Commission (Comision Nacional del Mercado de Valores) on 4 March 2010.

He further authorises the Spanish Securities Market Commission to publicise the said
prospectus on IT medium on its website.

In witness whereof, for the appropriate purposes, I have issued this certificate in Madrid
on 4 March 2010.

Mr. Antonio Palacios Esteban
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I. SUMMARY

This summary (the “Summary”) describes the principal characteristics and fundamental
risks associated with GRUPO EMPRESARIAL ENCE, S.A. (“ENCE” or the
“Company” and jointly referred to together with the series of companies which form
part of its group as the “ENCE Group” or the “Group”) and the securities covered by
the registration document (registered in the official records of the Spanish Securities
Market Commission on 4 March 2010, hereinafter the “Registration Document’) and
the securities note (registered in the official records of the Spanish Securities Market
Commission on 4 March 2010, hereinafter the “Securities Note”) describing the capital
increase in a total nominal amount of 74,801,601 euros and a total cash amount of
130,071,672.85 euros, by the issue and circulation of 83,112,890 ordinary shares of the
Company (the “New Shares”).

The Registration Document and Securities Note are jointly referred to as the
“Prospectus”.

It is expressly recorded that:
. This Summary must be read as an introduction to the Prospectus.

. Any decision to invest in the securities covered by the Securities Note must be
based on consideration of the Prospectus as a whole by the investor.

. No civil liability may be pursued against any person exclusively in respect of
this Summary or the information contained in it unless it is misleading,
inaccurate or inconsistent in relation to other parts of the Prospectus.

. In the event that a claim is made before a court in relation to the information
contained in the Prospectus, the claimant investor may, pursuant to the
legislation of Member States of the European Economic Area, have to meet the
expenses of translation of the Prospectus prior to commencement of the said
judicial proceedings.

1. DESCRIPTION OF THE ISSUE AND ESTIMATED TIMETABLE

The operation consists of increase in the share capital of the Company in a total
nominal amount of 74,801,601 euros by the issue and circulation of 83,112,890
newly issued ordinary shares of ENCE, with a nominal value of 0.90 € each, of
the same class and series as the shares of the Company currently in circulation,
and represented by book entry. The New Shares will be issued at an issue
premium of 0.665 euros for each new share, which means a total issue premium
of 55,270,071.85 euros, and a unit issue price (nominal value plus issue
premium) of 1.565 euros per share (the “Subscription Price”).

The capital increase was resolved by the board of directors of the Company at its
meeting held on 3 March 2010, pursuant to the authorisation granted in favour
thereof by the ordinary shareholders general meeting held on 25 June 2008. The
capital increase was resolved with recognition of preferential subscription rights
(excluding in respect of own shares held) in favour of the shareholders of the
Company.



The “Reference Shareholders” Retos Operativos XXI, S.L., Alcor Holding,
S.A., Atalaya Inversiones, S.R.L. and Caja de Ahorros de Asturias (Cantabrica
de Inversiones de Cartera, S.L.) have irrevocably and unconditionally
undertaken to subscribe for and pay up a total of 50.88% of the New Shares of
the capital increase in the following proportions:

Entity Number of Shares %

Retos Operativos XXI, S.L. 18,410,728 22.15%
Al Holdi SA. / 1 li

e fvernetin 16,947,447 20.39%
Patrimonio, S.L.
Atalaya Inversiones, S.R.L. 2,776,111 3.34%
Cantabrica de 1 i de Cart S.L./

an a~rlca .e nv.ersmnes e Cartera, 4,155,644 5.00%
Nortefia Patrimonial, S.L.
TOTAL 42,289,930 50.88%

The Company undertakes to inform the market, by publication of a relevant fact
by no later than noon on 19 March 2010, confirming that the Reference
Shareholders have made orders and payment up has been made of the amount
corresponding to subscription for the shares subject to the subscription
commitment described in this section.

The New Shares are ordinary shares of the Company and will grant their holders
the same voting, financial and information rights as those currently in
circulation, as from the date on which they are registered in the name of their
holders in the corresponding book entry records.

The nominal value and issue premium corresponding to the New Shares which
are issued in execution of the capital increase will be paid up in full by
contributions in cash on the terms and within the periods to be established in the
Securities Note.

The capital increase is made free of expenses to subscribers, who will only have
to subscribe for the nominal amount and issue premium of each new share.
Nevertheless, entities participating in Sociedad de Gestién de los Sistemas de
Registro, Compensacion and Liquidacion de Valores, S.A.U. (Securities
Registration, Clearing and Settlement Systems Management Company)
(“Participating Entities” and “IBERCLEAR”, respectively) through which
subscription is made may, in accordance with current legislation, establish
recoverable expenses and commissions in respect of processing securities
subscription orders and the purchase and sale of preferential subscription rights
as they may freely determine.

It is planned that the New Shares will be admitted to trading on the Madrid,
Barcelona, Valencia and Bilbao Stock Exchanges and included in the Stock
Exchange Interconnection System (Sistema de Interconexion Bursatil) (“SIBE”
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or “Continuous Market”) in accordance with the estimated timetable detailed
below.

If the New Shares are subscribed for and paid up in full at the Subscription
Price, the total amount of the capital increase (nominal amount plus issue
premium) will be 130,071,672.85 euros and the New Shares would represent
47.52% of the share capital prior to the capital increase and 32.21% of the share
capital after the capital increase.

Banco Santander, S.A., Banco Bilbao Vizcaya Argentaria, S.A. (“BBVA”) and
Caja de Ahorros y Monte de Piedad de Madrid (“Caja Madrid”) act as
underwriters and placement agents of the issue pursuant to the underwriting and
placement agreement signed on 3 March 2010, and Santander Investment, S.A.
also acts as Agent, pursuant to an agency agreement signed on 3 March 2010.

An estimated timetable of the capital increase is included below, a process
which is described in more detail after the said timetable and in section 5.1 of
the Securities Note.

ACTION DATE

Registration of the capital increase Prospectus. 4 March 2010

Publication of the announcement of capital increase in the

5 March 2010
Spanish Commercial Registry Official Gazette (“‘BORME”). are

Commencement of the Period for Preferential Subscription

6 March 2010

and application for Additional Shares (First Turn). are
f k Exch listi f th

Commen.cement .o . Stf)c xchange listing of the 8 March 2010
preferential subscription rights.
Final day of listing of the preferential subscription rights on 19 March 2010
the Stock Exchange.
End of the Preferential Subscription Period (First Turn). 20 March 2010
Period for Allocation of Additional Shares (Second Turn). 24 March 2010

Commencement, as the case may be, of the Discretionary

25 March 2010
Allocation Period (Third Turn). are

Payment up of the shares subscribed for in the Preferential
Subscription Period and in the Period for Allocation of 26 March 2010
Additional Shares by Participating Entities.

End of the Discretionary Allocation Period (Third Turn). 26 March 2010

Payment up of the shares subscribed for in the Discretionary 30 March 2010
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ACTION DATE

Allocation Period by qualified investors.
Resolution fi ti f th ital i /Rel t

esolution for execution o 'e .capl al increase/Relevan 30 March 2010
Fact to the CNMV (final subscription result).
Execution of the notarised deed of increase in capital. 30 March 2010
Registration (?f the I.lotarlsed deed of increase in capital in 30 March 2010
the Commercial Registry.
Allocati IBERCLEAR of book fi for th

ocation by C of book entry references for the 30 March 2010

New Shares.
Date of verification by the CNMV. 30/31 March 2010
Admission to listing of the New Shares. 1 April 2010

PURPOSE OF THE OPERATION

The primary objective of this capital increase is to strengthen the structure of the
balance sheet of the Company in order, from a more solid position, to undertake
its projects of investment in industrial efficiency and growth in renewable
energy generation with biomass.

The Company considers that maintenance of a solid balance sheet structure is a
strategic objective given the cyclical nature of its current business; strengthening
of its balance sheet will not only permit maximum value to be extracted from the
business in periods of cellulose price increase but also to continue transforming
the business profile of ENCE by implementing industrial efficiency programmes
and energy projects geared to strengthening the generation of future cash flow of
the Company.

SUBSCRIPTION AND PAYMENT UP PROCEDURE
First Turn: Preferential Subscription Period

The resolution to increase capital grants preferential subscription rights to the
holders of existing shares in the Company in accordance with the provisions of
Section 158 of the Companies Act (Ley de Sociedades Andnimas).

Shareholders will be entitled to preferential subscription for New Shares in the
Company who, at 23.59 hours on the date of publication of the announcement of
capital increase in the Commercial Registry Official Gazette (Boletin Oficial del
Registro Mercantil — hereinafter “BORME”) (i.e. the day prior to
commencement of the Preferential Subscription Period) are accredited in the
book entry records of IBERCLEAR and have not transferred the said rights
(“Shareholders”).



One preferential subscription right will correspond to each former share of
ENCE. Twenty one (21) preferential subscription rights will be necessary to
subscribe for ten (10) New Shares of ENCE.

The Company states that it holds 362,925 of its own shares directly. In order to
determine the applicable exchange proportion and in order to comply with the
provisions of Sections 74 and 79 of the Companies Act, own shares held have
not been taken into account in calculating the proportion of twenty one (21)
preferential subscription rights for each ten (10) New Shares, increasing those of
the remaining shareholders.

In order that the number of shares to be issued maintains the said proportion of
twenty one (21) preferential subscription rights for each ten (10) New Shares,
Mr. Antonio Palacios Esteban has notified the Company of his decision to waive
six (6) preferential subscription rights corresponding to shares held by him.

Preferential subscription rights will be transferrable on the same terms and
conditions as the shares from which they derive, consequently investors other
than Shareholders may acquire sufficient preferential subscription rights in the
market in the necessary proportion (i.e. twenty one (21) preferential subscription
rights for each ten (10) New Shares) and subscribe for the corresponding newly
issued shares (hereinafter investors other than the Shareholders who acquire and
exercise preferential subscription rights in the market during this Preferential
Subscription Period are referred to as “Investors™).

The Preferential Subscription Period for Shareholders and Investors will begin
on the day following that of publication of the capital increase in the BORME
and last for 15 calendar days. It is planned that the Preferential Subscription
Period will commence on 6 March 2010 and end on 20 March 2010 (inclusive).
Nevertheless, listing of the rights will begin on 8§ March 2010 and end on 19
March 2010. The Preferential Subscription Period will not be capable of
extension.

During the Preferential Subscription Period, at the time of exercising their
preferential subscription rights Shareholders and Investors may apply for
subscription of additional shares to those corresponding to their preferential
subscription rights exercised (“Additional Shares™) in the event that at the end
of the Preferential Subscription Period New Shares remain unsubscribed in
exercise of preferential subscription rights, and therefore the total amount of the
capital increase has not been covered.

In order to apply for Additional Shares through a Participating Entity,
Shareholders and Investors must have exercised all preferential subscription
rights which they hold during the Preferential Subscription Period deposited
with the Participating Entity through which they exercise the said right. Orders
relating to application for Additional Shares must be made in a particular
amount and will not be subject to a quantitative limit.

The theoretical value of each preferential subscription right will be calculated in
respect of the closing price of the ENCE shares on the Madrid Stock Exchange
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on the day prior to commencement of the Preferential Subscription Period in
accordance with the following formula:

VTD = (PC - PS) * NNA
NAP + NNA

where:
VTD: Theoretical value of the preferential subscription right.

PC: Closing price of the ENCE shares on the Madrid Stock Exchange
corresponding to the stock exchange session on the day prior to commencement
of the Preferential Subscription Period.

PS: Subscription price for each new share, i.e. 1.565 euros (0.9 euros nominal
value and 0.665 euros issue premium).

NNA: Number of New Shares to be issued (83,112,890 shares).

NAP: Number of shares prior to the capital increase excluding own shares held
(174,537,075 shares). The share capital of the Company is divided into
174,900,000 shares and it holds 362,925 of its own shares.

Preferential subscription rights not exercised during the Preferential
Subscription Period shall by automatically extinguished at the end of the
Preferential Subscription Period.

The theoretical value of preferential subscription rights at the close of trading of
ENCE shares on 3 March 2010 (2.81 €) was equal to 0.4016 €.

Second Turn: Period for Allocation of Additional Shares

In the event that after the Preferential Subscription Period has ended shares
remain unsubscribed, a Period for Allocation of Additional Shares will be
opened in which New Shares will be allocated to those Shareholders or Investors
who have applied for Additional Shares during the Preferential Subscription
Period.

This Additional Period for Allocation will be for one business day and take
place on the third business day following the end of the Preferential Subscription
Period. It is planned that the allocation of Additional Shares will take place on
24 March 2010.

In the event that the number of Additional Shares applied for in the Period for
Allocation of Additional Shares is equal to or less than the number of surplus
shares, the latter will be allocated to applicants until covering their applications
in full.

In the event that the total number of Additional Shares applied for in the
Preferential Subscription Period for allocation in the Period for Allocation of
Additional Shares exceeds the number of shares which are unallocated pursuant
to exercise of preferential subscription rights, the entity acting as agent will
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34.

3.5.

make a pro rata allocation in accordance with the rules indicated in the
Securities Note.

In no event shall more New Shares be allocated to Sharcholders or Investors
than those which they have applied for.

Third Turn: Discretionary Allocation Period

In the event that after the Period for Allocation of Additional Shares has ended
the shares subscribed for during the Preferential Subscription Period and the
Period for Allocation of Additional Shares are not sufficient to cover all of the
New Shares and unsubscribed shares remain, the Agent will give notice thereof
to the Company and the Underwriters by no later than 09.00 Madrid time on the
fourth business day following the end of the Preferential Subscription Period (in
accordance with the planned timetable, on 25 March 2010).

The Discretionary Allocation Period will then commence, and will last for two
business days beginning on the fourth stock exchange business day after the end
of the Preferential Subscription Period (i.e. on 25 March 2010 in accordance
with the planned timetable).

Payment up

Payment up in full of the nominal value and issue premium of each of the shares
subscribed for in exercise of preferential subscription rights by Shareholders and
Investors who exercise the corresponding preferential subscription rights during
the Preferential Subscription Period will take place at the same time as
subscription, through the Participating Entities who have forwarded the
corresponding subscription orders.

In relation to subscription orders for Additional Shares which are allocated, as
the case may be, to Shareholders or Investors in the Period for Allocation of
Additional Shares, Participating Entities, as defined in the Securities Note, may
request a provision of funds from Shareholders and Investors for the amount
applied for in order subsequently to pay up these shares after they have been
allocated. During the first business day following the end of the Period for
Allocation of Additional Shares Participating Entities will notify Shareholders or
Investors of the Additional Shares which have been finally allocated to them. In
the event that a provision of funds has been made, the Participating Entity will
apply the provision to payment of the subscription price of the said shares. If no
provision of funds has been made, the shareholder or investor must pay the
subscription amount at the time of notification of allocation given to them by the
Participating Entity.

Payment up in full of the subscription price of each share allocated in the
Discretionary Allocation Period must take place by allottee investors thereof
through the Participating Entities designated by the investors in accordance with
the provisions of section 5.1.3.a) 3.c) of the Securities Note.

Underwriting
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As described in section 5.4.3 of the Securities Note, on 3 March 2010 a
placement and underwriting agreement was signed between the Company, as
issuer, and Banco Santander, BBVA and Caja Madrid as Underwriters, and
Santander Investment, S.A. as Agent.

The New Shares which the Reference Shareholders have not undertaken to
subscribe for are the subject of underwriting by the Underwriters under the said
underwriting and placement agreement. The total number of New Shares
underwritten (“Shares Underwritten”) is referred to as the “Total
Underwriting Commitment”. The number of Shares Underwritten by each
Underwriter and its participation in the Total Underwriting Commitment are as
follows:

Shares Underwritten
Underwriter
No. %
Banco Santander 25,552,777 62.59%
BBVA 12,776,796 31.30%
Caja Madrid 2,493,387 6.11%
Total Underwriting Commitment 40,822,960 100%

Without prejudice to the following provisions, if, after the Period for Allocation
of Additional Shares has ended there are remaining shares, the Underwriters
may at any time during the Discretionary Allocation Period decide to subscribe
directly for the said shares in proportion to their underwriting commitment and
at the Subscription Price, bringing the capital increase to an early end.

Revocation of the capital increase

No grounds for withdrawal or revocation of the capital increase have been
provided for, apart from those which may derive from application of law or
compliance with a judicial or administrative decision.

Notwithstanding the foregoing, if, between approval of the Prospectus and the
end of the Preferential Subscription Period, any of the circumstances stipulated
in Section 22 of Royal Decree 1310/2005, of 4 November, in implementation of
the Securities Market Act (Ley del Mercado de Valores) in the field of
admissions to listing of securities and public offerings arises, the Company must
submit a supplement to the Prospectus for approval by the CNMV, after
publication of which in accordance with Section 40.f) of the said Royal Decree,
an extraordinary period will commence for revocation of subscription orders or
applications for subscription made during the capital increase for a period of not
less than two business days from publication of the said supplement.

Early closing of the capital increase
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Notwithstanding the provisions of the foregoing sections, the Company may at
any time treat the capital increase as concluded early after the end of the
Preferential Subscription Period, and of the Period for Allocation of Additional
Shares as the case may be, provided that the capital increase has been subscribed
for in full and even though the capital increase has not been subscribed for in
full if the Period for Allocation of Additional Shares has ended and there is
agreement between the Company and the Underwriters.

If, at the end of the Preferential Subscription Period, or of the Period for
Allocation of Additional Shares and the Discretionary Allocation Period, as the
case may be, the full amount of the capital increase has not been subscribed for
as a result of termination of the underwriting and placement agreement or non-
entry into force of the underwriting or pre-financing obligations laid down
therein, the public offering for subscription shall remain in force and the
Company shall declare incomplete subscription of the capital increase.

Tax aspects

Section jError! No se encuentra el origen de la referencia. of the Securities
Note includes relevant information regarding the tax regime applicable in Spain
to the acquisition, holding and transfer of preferential subscription rights and the
New Shares.

DESCRIPTION OF THE ISSUER

The full name of the issuer of the securities is Grupo Empresarial ENCE, S.A.
and it operates in the market under the trading and abbreviated name of ENCE,
with Tax ID Code A-28212264.

The ENCE Group bases its activities on the care, promotion and sustainable use
of forest assets which it manages for the production and extraction of timber and
biomass and subsequent transformation thereof into cellulose and energy,
consequently carrying out its activities in the following three markets:

. Cellulose market
. Electricity market
. Timber market

In order to enhance the scope of its business, the Group organises its economic
activities into three management divisions which are distinct but closely inter-
related:

. Forest management division: Engaged in the management of forest assets
of the Company.

. Cellulose management division: Devoted to the manufacture of cellulose
in the three production centres of the Company and its commercialisation.



. Energy management division: This division is engaged in operating in the
electricity market and managing energy, and strategic development of the

Group.

5. SELECTED FINANCIAL INFORMATION ON THE COMPANY

The following tables show the principal accounting figures which summarise the
financial situation of the Group and its evolution during the 2009, 2008 and 2007
financial years. The information contained in this section must be read together with the
historical consolidated financial information included in section 20 of the Registration
Document, and is in any event subject in full to the contents of the consolidated annual

financial statements.

CONSOLIDATED BALANCE SHEET OF THE ENCE GROUP

THOUSANDS OF EUROS
% %

Financial Data 2009 2008 2007 variation variation

09/08 08/07
Non-current Assets 980,154 1,133,590 888,214 (13.5)% 27.6%
Current Assets 244,072 328,302 306,805 (25. 7% 7.0%
Total Assets 1,224,226 1,461,892 1,195,019 (16.3)% 22.3%
Net Worth 576,897 729,564 745,767 (20.9)% (2.2)%
Non-current Liabilities 258,422 340,788 100,176 (24.2)% 240.2%
Current Liabilities 388,907 391,540 349,076 0.7% 12.2%
Total Net Worth and Liabilities 1,224,226 1,461,892 1,195,019 (16.3)% 22.3%

CONSOLIDATED PROFIT AND LOSS ACCOUNT OF THE ENCE GROUP
THOUSANDS OF EUROS
% %

Financial Data 2009 2008 2007 variation variation

09/08 08/07
Net Turnover 535,551 656,617 626,139 (18.4)% 4.9%
Gross Margin 173,774 266,379 347,678 (34.8)% 23.9)%
Operating Profit (72,501) 47,528 91,815 (252.5)% (48.2)%
Financial Profit (44,333) (47,829)  (15,227) (7.3)% (214.1)%
Profit for Year (154,571) 4,742 53,719 (3,359.6)% (91.2)%
Profit per Share (Basic) (0.88) 0.03 0.31 (3,033.3)% (90.3)%
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THOUSANDS OF EUROS

%

%

Financial Data 2009 2008 2007 variation variation
09/08 08/07
Profit per Share (Diluted) (0.88) 0.03 0.31 (3,033.3)% (90.3)%
PRINCIPAL FINANCIAL FIGURES AT 31 DECEMBER 2009, 2008 and 2007.
THOUSANDS OF EUROS
% %
Financial Figures 2009 2008 2007 variation variation
09/08 08/07
Working Capital (144,835) (63,238)  (42,271) 129% 49.6%
Gross Financial Debt 351,305 477,065 249,706 (26.4)% 91.1%
Net Financial Debt 338,260 465,035 223,568 (27.3)% 108%
Short Term Debt/Total Debt 53.01% 45.10% 81.41% 17.6% (44.6)%
Available/Short Term Debt 6.98% 5.59% 12.86% 24.9% (56.5)%
Gross  Financial = Debt/Total o o o o o
Liabilities + Net Worth 28.70% 32.63% 20.90% (12.1)% 56.2%
Net Financial Debt/Net Worth 58.63% 63.74% 29.98% (8)% 112.6%
Net Financial Debt/Total o o o o o
Liabilities + Net Worth 27.63% 31.81% 18.71% (13.1)% 70%
EBITDA (14,844) 86,878 136,994 (117.1)% (36.6)%
EBITDA/Turnover N/A 13.2% 21.9 N/A (39.5)%
EBITDA/Financial Profit (times) N/A 1.82 9 N/A (79.8)%
G.ross Financial Debt/EBITDA N/A 549 182 N/A 201.3%
(times)
N.et Financial . Debt/EBITDA N/A 535 1.63 N/A 228%
with Recourse (times)
Basic Profit per Share (0.88) 0.03 0.31 - -

6. RISK FACTORS

Before taking a decision to invest in shares of the Company account must be taken of
the risks referred to below. Although it is considered that all principal factors have been
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indicated, there may be additional risks or uncertainties which are not currently
identified or not considered significant and which could present an adverse effect in the
future to the business or financial position of the Group.

A summary is shown below of risk factors, a full description of which can be found in
Section II of this Prospectus.

6.1.

6.1.1.

6.1.2.

Risk factors associated with the issuer and its current business

Risk factors associated with the issuer

a) Debt and liquidity risk

The Company considers that its current levels of debt are high, considering the
ratios shown by the industry as a whole. Furthermore, reductions in levels of
Group cash flow generation with respect to those forecast for forthcoming years
and additional investment requirements could give rise to the need to increase
current levels of Group debt or limit present capacity to meet existing debt when
due.

In addition, consideration must be given to the current situation of relative
difficulty in obtaining or modifying the amount and structure of current
financing as a result of the crisis in the financial sector in 2008-2009.

b) Interest rate risk

Although the Group carries out an active interest rate risk management policy by
contracting hedging, it cannot be guaranteed that these policies or measures are
effective or that they do not give rise to additional losses, circumstances which
would have an adverse effect on the results and activity of the Group.

c) Use of derivative financial instruments

Group operations are subject to procedures aimed at controlling and minimising
market risks associated with the raw materials used in its production process,
although there is a risk that these procedures are not effective to the extent
expected. Furthermore, future changes in the market may not be consistent with
historical data and assumptions of the Group.

Furthermore, if the Group elects not to hedge itself against market risks,
volatility in the prices of cellulose paste and principal raw materials could, in
certain situations, affect the volatility of Group results.

Risk factors associated with cellulose paste production activities

a) Concentration of Group income

Group sales of cellulose paste are concentrated amongst a small number of
customers and therefore the loss of major customers by the Group could have a
significant impact on its income and results.

b) Credit risk
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The credit risk of the Group is principally attributable to its trade debts. The
management policy applied in cellulose paste activities consists of contracting
insurance and coverage to hedge its exposure to commercial risk, with this cover
being at least 80% of the amount sold to each customer.

c) Risk deriving from activities in Uruguay

In 2009 ENCE disposed of the majority of its assets located in Uruguay, but
maintains 29,600 hectares. Consequently, the Group continues to be exposed to
the risks deriving from continuation of economic activities in a geographical
area of greater political and legal conflict, greater macroeconomic instability and
higher volatility in terms of inflation, exchange rates and interest rates than those
existing in Spain.

d) Risks associated with the industrial production of cellulose paste

The business of production and sale of cellulose paste carried out by the Group
is subject, as well as to its own cyclical nature, to the risks inherent in any
industrial activity such as accidents, breakdowns or catastrophes which could
give rise to loss of tangible assets of the Group and temporary interruptions or
reduction in production.

e) Timber cost and supply risks

The principal component of cellulose production costs relates to timber, its
production, acquisition from third parties, processing, transport and preparation
for use in the production process. Adjustments in the supply of available timber,
amongst other factors as a result of climatological conditions which make it
inadvisable to fell trees, and substantial changes in cellulose demand could give
rise to greater difficulties in supply to Group plants and have an impact on the
cost of production, and therefore on the profitability of operations.

f) Competition in the cellulose paste production market

Possible start-up of new, more modern, efficient and lower production cost
installations, principally in South America and Asia, could condition the
competitiveness of the Group in the future.

2) Risks deriving from emission rights

To date, the allocation made in favour of ENCE of greenhouse gas emission
rights has been sufficient to cover the requirements of ENCE. However, it
cannot be ruled out that extraordinary circumstances in operation of plants could
mean that these rights are insufficient.

Furthermore, the new Directive applicable in this field provides for a new
allocation of CO, emission rights as from 2013 for the purpose of reducing free
allocation rights and establishing an auction mechanism as basic principle for
allocation. This could require the Company to make investments aimed at
additional reductions in emissions and the purchase of rights in the market at
prices presumably higher than current prices.
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h) Concession-type risks

In 1958 ENCE obtained the administrative concession for the land on which the
Pontevedra plant is located without establishing a duration. Subsequently,
however, the 1988 Coasts Act, applicable to the plant, provided that the
maximum term of maritime-terrestrial public domain concessions would be 30
years. For its part, Transitional Provision 14.3 of the Coasts Regulations
provided that a person holding a concession granted prior to entry into force of
the Coasts Act (as is the case), whatever the term included in the concession
title, “shall be deemed to be granted for a maximum period of 30 years as from
entry into force of the Coasts Act” (the Act came into force on 29 July 1988, and
it will therefore expire on 29 July 2018). The Company maintains a depreciation
policy in relation to this plant which will enable its value to be fully depreciated
by that date.

. Risk factors associated with electricity generation activities

a) Risk of change in the established economic regime

The income obtained from the production of electricity by Group plants depends
to a large extent on the economic regime established in Spain.

The plants in operation are guaranteed the conditions of the regime applicable to
them for 25 years from when they adopted it. However, in relation to plants
under construction or development, the risk must be taken into account involved
in modification of the economic regime applicable to them at the time when they
are in operation.

b) Risk of dependency on access to electricity transport and distribution
lines

The Group depends on connection and access to electricity transport grids which
are not owned by it, and therefore over which it has no control, for sale and
transport of the energy it will produce.

In this respect possible technical capacity limitations of grids must be taken into
account, whether temporary or permanent, which could limit or prevent the sale
of the electricity corresponding to their installed power.

c) Electricity price market risk

The energy generation installations of the Group sell energy following a
remuneration system based on market price plus a premium. Consequently, falls
in prices of the electricity pool would mean a drop in the income deriving from
this activity in the short term.

Planned investments under this same system could suffer if faced with evolution
of market prices below existing expectations at the time of taking the decision to
join into the said remuneration mechanism.

d) Risks deriving from reduction in cellulose paste production activities in
electricity production linked to the industrial process
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6.2.

6.2.1.

6.2.2.

6.2.3.

6.2.4.

6.2.5.

6.2.6.

The activity of electricity generation of the Group is principally linked to the
production of cellulose. Consequently, shut-down or reduction in cellulose
production by the Company could mean a reduction in the volume of electricity
generation.

Risk factors associated with the development of renewable energy projects
with biomass

Capital-intensive business

Given the nature and periods of investment in electricity production plants,
significant increases in development and construction costs could give rise to a
significant adverse effect on the objectives, business, financial situation and
results of the Group.

Dependency on qualified suppliers

The suppliers of technical material for the development of renewable energy
projects with biomass are very few, which could give rise to difficulties in
acquiring planned equipment in the periods considered.

Risk deriving from obtaining administrative authorisations and permits

It cannot be guaranteed that the corresponding authorities will approve or grant
the permits, licences and authorisations necessary to carry out biomass projects
or that legislation is not modified or interpreted in a manner which increases the
cost of compliance, or delays occur in entry into operation of projects with the
consequent reduction in profitability.

Environmental impact risks

The development of biomass projects could have a relevant environmental
impact as a result of the large areas of forest which are devoted to cultivating
forest products, problems in maintenance of the natural habitat of the forest
affected, or atmospheric emissions, waste, water and noise.

Circumstances of an environmental nature, initial or intervening, as well as
legislative changes, could give rise to an unexpected increase in environmental
costs or of the investment plans of the Group.

Risks of public objection to projects of this type

The development of biomass projects by ENCE could encounter objections from
the community where it is intended to locate each project. Consequently, public
arguments in the administrative process for grant of the corresponding
authorisation could obstruct or increase the costs of obtaining the necessary
permits for carrying out projects. Neither can administrative or judicial
challenges to such authorisation be ruled out after the grant of such
authorisation.

Risk of availability of suitable sites for the supply of forest products
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6.2.7.

6.2.8.

6.2.9.

6.3.

6.3.1.

6.3.2.

6.3.3.

In its future operations the Group could have problems in locating suitable sites
(given the large areas of land required for this type of project) which enable its
investments in biomass to be implemented with the planned profitability criteria.

Risks inherent in the development, planting, productivity and cost of forest
energy products

The application of results obtained in R&D processes involves risks of
adaptation of the plant material to the selected sites which could have an impact
on productivity of mass and supply cost. Furthermore, energy plantations are
exposed to exogenous factors (rainfall, temperature, fire, pests, etc.).

Risks deriving from changes in biomass product financing conditions

The implementation of biomass projects requires negotiation and closing of
project financing structures without recourse. Changes in the expected project
financing conditions and a change in the trend in the rates scenario could mean a
reduction in the profitability of new planned biomass projects.

Regulatory risks and public support for renewable energy with biomass

The activity of electricity production deriving from biomass is a regulated
activity in which the implementation and profitability of projects depends to a
large extent on the incentive policy which the Government establishes for
electricity production deriving from this alternative source. A change in
government incentives which exist at the present time could affect the
profitability of projects which the Company intends to implement in the future.

Specific risk factors of the sectors in which the issuer operates (cellulose
and energy)

Economic situation

The activities carried out by the Group, and in particular the manufacture of
cellulose paste, are closely connected with the world economic cycle, which
directly affects its operations and results. Consequently, deterioration in the
world economy in the last 2 years has had negative consequences for Group
results.

Cyclical nature of cellulose paste market prices

The price of cellulose paste is of a cyclical nature and is characterised by high
volatility, although in recent years a trend has been seen towards the existence of
cycles with increasingly lower price differences.

Furthermore, since cellulose is an intermediate product, its demand is derived
from the end product. The demand for these end products is closely connected
with the economic situation such that low growth prospects can reduce the
demand for cellulose paste and put downward pressure on prices.

Exchange rate risk
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6.3.4.

6.3.5.

6.3.6.

6.3.7.

6.4.

Income from cellulose sales is affected by the USD/euro exchange rate since the
reference sale price of cellulose in the international market is denominated in
USD per ton.

To the extent that the cost structure of the Group is denominated mainly in
euros, fluctuation in the USD/euro exchange rate significantly affects the
profitability of the Group.

Risks from increase in environmental requirements

Group installations are constructed and operated in all respects in substantial
conformity with environmental legislation applicable in each case. These
legislative requirements are those established by European, State, regional and
local administrations applicable to environmental impact vectors such as
effluents, atmospheric emissions, waste and noise.

Although a change in the environmental conditions established by current
legislation is not anticipated in the near future, it cannot be ruled out that such
modifications could take place, which could oblige the Group to make additional
investments in this field.

Risks relating to reduction in availability of eucalyptus timber by reason of fire,
pests or adverse climatological conditions

Forest masses are exposed to external phenomena such as fire, pests and
different atmospheric phenomena for which ENCE adopts protective measures
in accordance with international standards in order to mitigate these possible
negative impacts.

Risks relating to the requirement for supply of certified cellulose

The dependency of plantations owned by third parties in the supply of timber to
ENCE plants restricts the capacity of the Company to guarantee certification of
all production volumes under FSC (Forest Stewardship Council) or PEFC (Pan
European Forest Certification) standards which guarantee that the cellulose
produced in each plant originates from forest masses managed under principles
of sustainability and that its traceability is maintained over the course of the
production chain.

Risks from technological changes

The Company cannot guarantee that in the future no substitute product will arise
for cellulose, no new manufacturing process more competitive in economic and
environmental terms than the process currently followed by ENCE, or any
innovation in any component of the process itself which reduces the
competitiveness of the Company and obliges it to undertake substantial
investment.

Risk factors associated with the securities issued

. Apart from the legal restrictions on the distribution of dividends to which
ENCE is subject as a joint stock company, ENCE has several restrictions
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on the payment of dividends to its shareholders established in the
syndicated credit agreement signed with a series of financial institutions on
2 April 2008 and subsequently amended in February, June and October
20009.

It cannot be ensured that the shares issued will be listed at a price equal to
or similar to that at which the issue is made and therefore shareholders
who take part in the increase could incur losses.

ENCE cannot ensure that an active trading market will develop for the
preferential subscription rights or the price at which the said rights will be
traded.

Securities exchanges have experienced significant fluctuations in prices

and trading volumes in recent years, and in particular in recent months,
which have generated greater volatility in the price of securities.
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I1. RISK FACTORS
General description of the risks associated with activities

The Group engages in activities in the forestry, cellulose paste manufacture and energy
generation fields, and proposes to strengthen the latter activity by expanding its energy
generation capacity based on biomass. Taking data from the 2009 financial year into
account, sales of cellulose paste have risen to 361 million euros (67% of total income),
sales of energy to 127 million euros (24% of total income), and income from sale of
timber and forestry services to 48 million euros (9% of total income).

The Company’s activities are subject to certain risk factors which could have a
significant effect on activities themselves, operating results, financial situation and
prospects.

In order to provide clarity in explaining them, the risk factors detailed below have been
classified into the following categories:

. Risk factors specific to the sectors in which the issuer operates (cellulose and
energy).

. Risk factors associated with the issuer and its current business:

1. Risk factors associated with the issuer.

2. Risk factors associated with cellulose paste production activities.

3. Risk factors associated with electricity generation activities.

. Risk factors associated with the promotion of renewable energy projects with
biomass.

. Risk factors associated with the securities issued.

1. RISK FACTORS ASSOCIATED WITH THE ISSUER AND ITS
CURRENT BUSINESS

1.1. Risk factors associated with the issuer

1.1.1. Debt and liquidity risk

At 31 December 2009, the Group had a level of net financial indebtedness (in
accordance with debt drawn down) of 338 million euros, constituting 59% of net worth
and 28% of total liabilities. Of this debt, 163 million relates to the syndicated credit
which must be repaid between March 2010 and December 2013, and 179 million to
credit lines with short term maturity. As a result, the Group bears financial burdens
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which in the 2009 financial year amounted to 26.0 million euros (without including
commissions charged by financial institutions).

For 2010 the Group must meet debt repayments of 54 million euros, of which 31
million euros belong to the syndicated loan and 23 million euros to other long term
loans which the Company holds. The remaining short term facility maturities of 131
million euros will be met in the context of the normal renewals of the Company in its
day-to-day short term maturity operations.

Financial charges for 2010 are estimated at 18.9 million euros. In calculating the
financial charges the following hypotheses have been taken into account:

1. Use of approximately 100 million euros of funds from the increase to debt
cancellation.
2. Maintenance of a total debt level of around 250 million euros long term as

sustainable financial structure of the Company.
3. Average cost of debt of 6.27% (in 2009).

At 31 December 2009, the Group had negative working capital of 144.8 million euros
(63.2 million negative at 31 December 2008), principally deriving from financing, with
current liabilities, of non-current assets.

This situation is a relevant factor associated with the liquidity risk which the Company
has been managing. In order to meet these financing requirements the Company had 13
million euros of cash and banks at 31 December 2009, and implementation of the
capital increase covered by this Prospectus, net of issue expenses. This position is
complemented by the generation of cash flow of the Company itself in the 2010
financial year and the renewal of existing policies in its day-to-day current asset
management operations.

The cash flow generation capacity of the Company is favoured by the following three
factors:

. An improvement is estimated in the medium term in the international price of
cellulose paste in line with prices which were already consolidated at the end of
the 2009 financial year. In this respect the price in international markets of
cellulose paste increased from $485 in April 2009 to $685 in December 2009,
the latter already in line with the average prices for 2008.

. The business plan for 2010 and following years provides for much higher
production capacity than that available in 2009, in both cellulose paste
manufacturing and in electricity generation, mainly due to the substantial
reforms carried out at the Navia plant in this financial year.
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. The cost reduction programme carried out in 2009 will permit savings in
cellulose paste production costs within a range of 7%-10% in 2010.

The Company considers that current debt levels are high, and of particular relevance are
the maturities in 2010, taking into account the ratios shown by the industry as a whole.

Consideration must also be given to the current relatively difficult situation in obtaining
or modifying the amount and structure of current financing as a result of the crisis in the
financial sector in 2008-2009. In this respect, Group credit line renewals were carried
out in 2009 with a substantial part of the financial institutions with which the Group
normally operates.

As a result, the main objective and purpose of the funds obtained on the capital increase
in progress is to strengthen the financial structure of the Company, cancelling debt in
order to eliminate this risk consistently, such that with the new long term financial
structure the Company is safe from liquidity and debt risks in any phases of the business
cycle.

1.1.2. Interest rate risk

At 31 December 2009, the percentage represented by Group debt with fixed interest rate
to total debt was 87%, with the remaining debt subject to variable interest rates. Of the
351 million euros of total debt at 31 December 2009, the nominal amount with fixed
interest rate was 307 million euros.

The average cost of debt in the 2009 financial year was 6.27%.

Although the Group carries out an active interest rate risk management policy by
contracting hedging which mitigates this risk, it cannot be guaranteed that these policies
or measures are effective or that they do not give rise to additional losses, circumstances
which would have an adverse effect on Group results and activity.

1.1.3. Use of derivative financial instruments

The Group contracts derivative financial instruments principally to cover risks related to
fluctuations in interest rates, exchange rates, the price of cellulose paste and the price of
gas, fuel-oil and electricity used in the production process.

Of the interest rate derivatives, those most used are financial interest rate swaps.
Cellulose paste price derivatives and those of certain energy products are principally
swaps and options.

Group operations are subject to procedures aimed at controlling and minimising the
market risks associated with the raw materials referred to, although there is a risk that
these processes are not effective to the expected extent. Furthermore, market changes in
the future may not be consistent with historical data and Group assumptions.
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Furthermore, if the Group elects not to cover itself against market risks, volatility in the
prices of cellulose paste and principal raw materials could in certain situations affect the
volatility of Group results.

At 31 December 2009, the Group had an Interest Rate Swap in respect of approximately
60% of the financing drawn down and maturing in 2013. This instrument enables a
fixed interest rate to be ensured over the percentage of debt covered of 5.805% instead
of the EURIBOR. Its reasonable value at that date was negative by 33,344,000 euros.
Furthermore, the Group has an Equity Swap which showed a negative value at 31
December 2009 of 9,608,000 euros.

1.2.  Risk factors associated with cellulose paste production activities

1.2.1. Concentration of Group income

The ten largest customers of the cellulose paste sales business (an area which represents
67% of current Group income) represented 60% of consolidated sales of this business
area in 2009, although none of them represented more than 14% of sales. The loss of
major customers by the Group could have a significant impact on its income and results
if it is not able to replace them by others, and, as appropriate, increase the logistical
costs incurred.

1.2.2. Credit risk

The credit risk of the Group is mainly attributable to its trading debts. As indicated,
sales of cellulose paste are concentrated amongst a small number of customers.

The management policy applied in cellulose paste sales consists of contracting
insurance and coverage to hedge its exposure to commercial risk, with this cover being
at least 80% of the amount sold to each customer.

For their part, all sales of energy made by the Company during 2009 were made in
accordance with the regulated mechanisms for the Special Regime such that settlement
of the equivalent premium took place, up to 1 November 2009, by the distribution
companies which directly collect these amounts from consumers and, as from that date,
by the National Energy Commission, and therefore the counterparty insolvency risk is
very reduced or nil.

1.2.3. Risks deriving from activities in Uruguay

As explained later in this Registration Document, in 2009 ENCE disposed of the
majority of its assets located in Uruguay, which were devoted both to the supply of pulp
timber to plants in the Iberian Peninsula, mainly in Huelva, and the construction and
operation of a new cellulose plant in that country, a project which was under
development at the time the sale took place.
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The Company has no industrial project under way in Uruguay. In any event,
contribution of the Uruguay activities at the level of operating results was not
particularly relevant within the consolidation perimeter of the Company as a whole.

After the sale of assets in Uruguay, the Group has continued to hold 20,600 hectares.
The Group consequently continues to be exposed to the risks deriving from continuation
of economic activities in a geographical area of greater political and legal conflict,
greater macroeconomic instability and higher volatility in terms of inflation, exchange
and interest rates, than those existing in Spain.

1.2.4. Risks associated with the industrial production of cellulose paste

Apart from the cyclical nature of the cellulose market, the cellulose paste production
and sale business carried out by the Group is subject to the risks inherent in any
industrial activity.

Although corrective and preventative maintenance policies have been carried out in the
three production centres, the production of cellulose paste is subject to the risks inherent
in any industrial activity, such as accidents, breakdowns or catastrophes, which could
give rise to damage to tangible assets of the Group or temporary interruptions or
reductions in production.

1.2.5. Timber cost and supply risks

The principal component of cellulose production costs is timber, its production,
acquisition from third parties, treatment, transport and preparation for use in the
production process. In 2009 the cost of this consumption represented 55% of total
cellulose production costs of the Group.

At the present time the Group supplies its plants with local timber from Spain and
Portugal, and imported timber mainly from South America, an area in which the Group
has proven experience based on its operations in Uruguay since 1989.

The level of self-supply of own timber by the Group in 2009 reached 13%-15% with
respect to total timber consumed in the production process. Of this portion,
approximately 40% originates from the Iberian Peninsula and 60% from Uruguay. As a
result of the disinvestment carried out of part of the forest growth and land available in
Uruguay, forecasts for forthcoming years are that levels of self-supply will reduce to a
range of between 8%-10% of total timber consumed.

To complement the felling in own timber, the forestry subsidiaries of the Group have an
extensive network for acquiring timber from third parties which is added to their own
production and which enables the amounts of raw materials necessary for the production
of cellulose to be ensured.
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However, adjustments in the supply of available timber, amongst other effects from that
of climatological conditions which make it inadvisable or prevent its use or as a result
of pests, fires or any other adverse phenomenon, as well as substantial changes in the
demand for cellulose or other products whose raw material is timber, could lead to
greater difficulties in supply to plants and have an impact on production costs, and
therefore on the profitability of operations.

In the north and Atlantic area of the Iberian Peninsula, where eucalyptus is located,
there is a market with years of tradition around this raw material. Although the
Company has its own assets from which it partially supplies raw material, its plants
located in the north of Spain basically depend on the supply of timber from third parties,
as developed later in this document. Although there are many suppliers of timber to
these installations, in the period analysed, 2007-2009, on average five suppliers
accounted for 40% of the Iberian timber supplied by third parties to the Navia plant,
whilst in the case of Pontevedra this percentage was 55%. Although there is a risk in
this respect of concentration of suppliers, they have historically been working with
ENCE with a high degree of cooperation. The price of eucalyptus timber in this zone,
stable at around 35 € per ton with bark since practically 1997, despite the fact that
demand has been subject to sustained increase, reached a maximum in March 2008 at
47.4 € per ton with bark, basically due to the fires in 2003 and 2005 combined with the
inclement weather in the autumn and winter of 2007 and 2008 reducing the supply of
timber. Since then the price has begun a sustained fall to around 39 € per ton with bark
at the present time.

In the southern area of Spain the timber market is highly marginal and the ENCE plant
in Huelva is the most important consumer in the region. Only 15%-20% of the timber
required by this centre comes from Iberian suppliers, and of this percentage around 50%
is met by two suppliers, also with a long tradition. The price of timber in the south
moves in a similar manner to that of timber in the north of the Peninsula, although with
a certain time lag and normally less sharply.

1.2.6. Competition in the cellulose paste production market

Although demand for eucalyptus cellulose and other equivalent products at world-wide
level shows a growing trend in structural terms, the possible implementation of new
more modern, efficient and lower production cost installations, principally in South
America and Asia, may condition the competitiveness of the Group in the future.

At the present time the main players in the natural market of ENCE (Europe) for
eucalyptus cellulose are Fibria, Suzano, Altri, Portucel, Cenibra, Arauco and CMPC.

1.2.7. Risks deriving from emission rights

Pursuant to Royal Decree 1370/2006, of 24 November (amended by Royal Decree
1402/2007), promulgating the National Plan for Allocation of Greenhouse Gas
Emission Rights, 2008-2012, and Order PRE/3420/2007, which approved individual

-24 -



allocation of rights, ENCE received greenhouse gas emission rights free of charge for
657,970 tons annually of CO; for the 2008-2012 period.

Although the allocation of these rights to date has been sufficient to cover the
requirements of ENCE, which were 594,716 tons in 2008 and 526,406 tons in 2009, it
cannot be ruled out that exceptional circumstances in plant operation could mean that
these rights are insufficient.

Furthermore, the National Plan for Allocation of Greenhouse Gas Emission Rights,
2008-2012, which lays down the current distribution system, was based on Directive
2003/87/EC, which was superseded by Directive 2009/29/EC which pursues the
objective of reducing the emission rights of States by 1.74 % annually. For these
purposes the new Directive lays down a new allocation of CO, emission rights as from
2013 for the purpose of reducing free allocation rights and establishing the auction
mechanism as basic principle for allocation.

In this new context, the amount of emission rights which will be allocated to ENCE free
of charge may be insufficient to cover the emissions from its industrial installations
which would require the Company to carry out investments aimed at additional
reductions in emissions and the purchase of rights in the market at prices presumably
higher than current prices.

1.2.8. Concession-type risks

In 1958 ENCE obtained the administrative concession for the land on which the
Pontevedra plant is located, currently subject to the regime under the Coasts Act of 28
July 1988. The concession was granted to the Company by Ministerial Order of 13 June
1958. The concession title did not establish a term, but subsequently the 1988 Coasts
Act, Section 66, provided that the maximum term of maritime-terrestrial public domain
concessions would be 30 years. For its part, Transitional Provision 14.3 of the Coasts
Regulations provided that a person holding a concession granted prior to entry into
force of the Coasts Act (as is the case), whatever the period indicated by the grant,
“shall be deemed to be granted it for a maximum period of 30 years as from entry into
force of the Coasts Act” (the Act came into force on 29 July 1988, and it will therefore
expire on 29 July 2018). The Company maintains a depreciation policy in relation to
this plant which will enable its value to be fully depreciated by that date.

1.3.  Risk factors associated with electricity generation activities

1.3.1. Risk of modification of the economic regime established

Income obtained from the production of electricity depends to a large extent on the
economic regime established. In Spain, where all plants under the Special Regime
which the Group plans to install are located, the sale price of the electricity produced by
renewable energy sources is regulated by Royal Decree 661/2007, of 25 May, regulating
the activity of electricity production under the Special Regime which establishes the
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prices which are currently applicable to certain electricity producers in the renewable
energy market under the Special Regime.

After the objectives established in Royal Decree 661/2007 for the technology
corresponding to the Group installations are reached, it is planned, pursuant to Royal
Decree-Act 6/2009, of 30 April, adopting certain measures in the energy sector and
approving the social bonus, to promulgate a new economic regime.

This potential modification of tariffs would not in any event affect the plants in
operation at the present time whose income is recorded in the financial statements for
2009 and previous years, which have guaranteed tariffs and therefore income for 25
years from entry into operation, pursuant to Royal Decree 661/2007.

In the event that these Special Regime premiums or tariffs are not applicable to any of
the Group installations in Spain under construction or development, the latter will be
obliged to sell the electricity produced by these plants at market prices without
supplementary premium, which at the present time are substantially lower than those
applicable under the Special Regime, which could make the corresponding project
economically unviable, and the future electricity business of the Group could be
substantially affected. However, the Company estimates that fulfilment of the timescale
for construction of the 50 MW project currently under development would permit entry
of this plant into operation before the end of 2011, which would guarantee application
of the current economic regime to this installation.

1.3.2. Risk of dependency on access to electricity distribution and transport lines

The Group depends on connection and access to electricity grids which are not owned
by it for sale and transport of the energy which it will produce. The Group does not own
or have control of the electricity transport and distribution installations, but needs to
access them in order to discharge the electricity generated.

If the transport and distribution grids suffer from technical capacity restrictions, whether
temporary or permanent, this could prevent or restrict the Group from selling the
electricity corresponding to its installed power.

1.3.3. Electricity price market risk

The current regulation permits installations under the Special Regime to sell their
energy either at regulated tariff or by a remuneration system based on market price plus
a premium, and the installation in question must remain for at least one year under the
remuneration system selected before possible change. All energy generation
installations of the Group are assigned to this Special Regime and the new plants which
the Group plans to construct and operate within its development line based on the
generation of biomass are planned to fall within this framework.
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The relatively high prices recorded in the electricity market in recent years have in
general terms led to a decision for the market price plus premium remuneration option,
by offering higher total remuneration, although there are prospects that this situation
will not continue at least over the course of 2010. In any event, for installations assigned
to the market plus premium price system, falls in electricity pool prices would mean a
fall in income deriving from this activity in the short term.

Furthermore, if any of the new generation projects based on biomass elects at any time
during their useful life for the market plus premium price system, their profit margin
and cash flow generation for payment of the associated investment could be negatively
affected due to movements in market price below existing expectations at the time of
taking the decision to elect for this remuneration mechanism.

1.3.4. Risk deriving from reduction in cellulose paste production activity in electricity
production linked to the industrial process

At the date of preparation of this Registration Document, around 85% of electricity
generation activities of the Group are connected in one manner or another with the
production of cellulose. Consequently, a shut-down or reduction in the rate of cellulose
production of any of the Company’s plants could mean a reduction in the volume of
connected electricity production, and consequently a reduction in the level of Group
income from this source.

2. RISK FACTORS ASSOCIATED WITH THE PROMOTION OF
RENEWABLE ENERGY PROJECTS WITH BIOMASS

2.1.  Capital-intensive business
The development of electricity production plants requires substantial investment and the
recovery period is long. In this context, a significant increase in development and

construction costs of new installations could have a significant adverse effect on the
objectives, business, financial situation and results of the Group.

2.2.  Dependency on qualified suppliers

This activity requires the supply and assembly of several technical components such as
turbines and biomass boilers, which are supplied by a small number of suppliers.

It cannot be ruled out in the future that the Group may have difficulties in acquiring the
planned equipment in the anticipated periods, with the consequent impact on this
activity.

2.3. Risk deriving from obtaining administrative permits and authorisations

Biomass projects require that several permits, licences and authorisations be obtained
which require the involvement of different public administrations, from central
government to regional and local governments.
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In this context, it cannot be guaranteed that the corresponding authorities will approve
or grant the necessary permits, licences and authorisations for the activity or that
legislation is not amended or interpreted in a manner which increases the costs of
compliance, or delays arise in entry into operation of projects and investment plans
which consequently give rise to a reduction in their profitability.

2.4. Environmental impact risks
Biomass projects can have a relevant environmental impact.

Firstly, and with respect to the forestry component of projects, environmental problems
can be raised in devoting large areas of forest to cultivating bioenergy forest products,
which on occasions can replace the autochthonous species of the area. Furthermore,
forest activities necessary for producing timber (clearing forests, felling, chemical
treatment, etc.) can present various problems for maintenance of the natural habitat of
the forest affected.

In another respect, electricity production plants may produce a negative effect on the
environment in the form of atmospheric emissions, waste, water and noise.

Without prejudice to the Group taking the environmental cost which may be necessary
into account in adjusting its activities to current environmental legislation in Spain as a
determining factor in assessing each project, it cannot be guaranteed that circumstances
of an environmental nature, whether initial or intervening, may give rise to an
unexpected increase in these costs or of investment plans, or that any legislative change
may affect the profitability of projects which the Group intends to develop.

2.5. Risks of public opposition to this type of project

As a result of the extent of the land necessary to cultivate forest energy products, the
transformation which these projects may involve for the traditional economic activities
of small communities, and the environmental factors previously mentioned,
implementation of biomass projects by ENCE may meet opposition from the
community where it is intended to locate each project.

This type of objection is legally channelled through public participation and
consultation in the administrative process for grant of the corresponding authorisation,
and it is therefore feasible that, if they exist, public arguments may obstruct or increase
the cost of obtaining the necessary permits to implement projects. Furthermore, and if
this opposition takes place after grant of administrative authorisation, it cannot be ruled
out that persons who consider that they are prejudiced may challenge the authorisation
through administrative or judicial channels.
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2.6. Risk of availability of suitable sites for the supply of forest products

The production of electricity based on biomass requires large areas of land which enable
the cultivation of bioenergy products which serve as raw material for the production of
energy. Indeed, the greater or lesser profitability and on occasions economic viability of
these projects depends on the availability and physical quality of the land on which
bioenergy crops are developed to be used for the production of electricity, and their
ownership structure.

In its future operations the Group could have problems in locating suitable sites to
develop its investments in biomass with the planned profitability criteria, with the
consequent impact on achieving its business objectives.

2.7.  Risks inherent in the development, planting, productivity and cost of forest
energy products

The Group is implementing an exhaustive R&D plan in the field of forestry cultivation.
Nevertheless, application of the results obtained in pilot plantations to industrial scale
involves risks of adaptation of plant materials to the sites selected which could have an
impact on their productivity and therefore on the cost of supply which would affect the
final profitability of the project.

Furthermore, and as with any other agricultural crop, plantations of energy crops are
exposed to exogenous factors (rainfall, temperature, fire, pests, etc.) which could also
affect forest productivity.

2.8.  Risks deriving from changes in the financing conditions of biomass projects

Implementation of the biomass projects which form part of the Company’s growth plan
require negotiation and closing of project financing structures without recourse on the
balance sheet of the Company which reduce future capital commitments. At the present
time, ENCE estimates that it can reach project financing agreements with a percentage
of external debt of 70%-80%. Furthermore, low interest rate scenarios favour the
profitability of renewable energy projects, including biomass, and limit the financial
attraction of alternative investments.

Change in the expected project financing conditions and a change in the trend in the
interest rate scenario could lead to a reduction of the profitability of new biomass
projects planned in the Company’s business plan, and therefore negatively affect
prospects for developing this growth opportunity.

2.9. Regulatory risks and risks of political support for renewable energy with
biomass

As with other renewable energy, electricity production deriving from biomass is subject
to a series of regulations, covering from the installation of each of the production plants,
the crops which must supply them, the environmental conditions which must be
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followed in their operation, to the tariffs and premiums deriving from electricity
production.

In accordance with these regulations, the development and profitability of biomass
projects depends to a large extent on the incentives policy established by the
Government to support electricity production deriving from this alternative source.

It cannot be guaranteed that governmental incentives currently resolved for
implementing biomass projects will continue in the future, and therefore any legislative
change in this field, even though it would not have consequences for current energy
production of the Company, could substantially affect the profitability of the projects
which the Company intends to develop in the future.

3. SPECIFIC RISK FACTORS OF THE SECTORS IN WHICH THE
ISSUER OPERATES (CELLULOSE AND ENERGY)

3.1. Economic situation

The activities of the Group, and in particular the production of cellulose paste, is closely
linked to the world economic cycle, which directly affects its operations and results. An
upward economic cycle normally corresponds to an increase in Group profit, and a
crisis cycle normally translates into a reduction in Group income.

The world economy has deteriorated in the last 2 years, basically due to the world
financial crisis and lack of system liquidity, which has had negative consequences on
Group results.

If the world economic environment does not show positive signs of recovery, the
financial situation and results of the Group could continue to be negatively affected.

3.2.  Cyclical nature of cellulose paste market price

The sale of short fibre cellulose paste, and specifically of the BEKP type (Bleached
Eucalyptus Kraft Pulp) to third parties as a traditional activity of the Company,
constitutes a majority of its sales (67% of total income of the Company in 2009) which
leads to a high degree of sensitivity of profit and loss of the Company to cellulose price
variations.

The price of cellulose paste is of a cyclical nature and is characterised by high volatility.
Nevertheless, recent historical series show that differences between maximum and
minimum price of the most recent cycles have reduced, with a trend seen towards the
existence of cycles with increasingly sharp price differences. Nevertheless, this trend
has not manifested itself in the period between August 2008 and April 2009, in which
the price per ton has varied between 840 USD and 485 USD, respectively. Furthermore,
from this minimum value the price has substantially recovered to 700 USD per ton,
which was the market price at the end of 2009.
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Since market cellulose is an intermediate product, demand for it derives from the end
product, specifically from the demand for printing and writing paper and lavatory and
tissue paper, which is that which uses BEKP cellulose. Demand for these end products
is closely connected with the economic situation such that low growth prospects may
lead to a reduction in the demand for BEKP cellulose paste and put downward pressure
on prices.

In order to mitigate the risk of cellulose paste price reductions the possibility is
continuously assessed of using paste price hedging to reduce the volatility of future
sales on Group income. An increase of 5% in the international paste price in euros
would lead to an increase in Group turnover of approximately 3.4%.

3.3. Exchange rate risk

Income from cellulose sales is affected by the USD/euro exchange rate since the
reference sale price of cellulose in the international market is denominated in USD per
ton. Even though the majority of Group sales are made in the European market, the
price denominated in euros per ton is a reflection of this price in USD/ton.

To the extent that the Group cost structure is mainly denominated in euros, fluctuation
in the USD/euro exchange rate significantly affects Group profitability. Specifically,
scenarios of rising dollar against the euro give rise to greater income and profits, with
the opposite happening in scenarios, as at the present time, of a depreciated dollar with
respect to the euro.

The Company maintains a continuous dynamic analysis of the exchange rate risk based
on its net cash flow expectations in dollars over a time horizon of 12 months,
complementary to cellulose sale price hedging. A rise in the dollar of 5% would lead to
an increase in Group turnover of approximately 3.4%.

3.4. Risks from increasing environmental requirements

Group installations are constructed and operated in all respects in substantial conformity
with applicable environmental legislation in each case. These legal requirements are
those established by European, national, regional and local administrations applicable to
environmental impact vectors such as liquid effluents, atmospheric emissions, waste
and noise.

Each production centre has implemented an on-line assessment and control system with
periodic sampling for contrasting the environmental parameters of its liquid effluents,
atmospheric emissions, noise, waste, etc., laid down and set out in the different
procedures, instructions and standards of its Environmental Management System, which
in the three cases are recorded in the European Eco-management and Audit (EMAS)
register. This on-going control enables the environmental risk to be reduced to a
minimum.
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No environmental audit, whether internal or carried out by certification bodies, carried
out at the industrial complexes of the Group have detected irregularities in their
environmental behaviour or in their control procedures which indicate that Group plants
do not have control of their environmental impact or that an incident has occurred which
means a risk to the environment.

Although a change in the environmental conditions laid down by current legislation is
not forecast in the near future, it cannot be ruled out that such modifications may take
place, which could oblige the Group to made additional investments in this field.

3.5. Risks relating to reduction in the availability of eucalyptus timber by
reason of fire, pests or adverse weather conditions

All forest masses are exposed to different external agents which can condition their rate
of growth, accessibility and quality as raw material for cellulose production. These
external phenomena may include the occurrence of fires, pests and different
atmospheric phenomena, particularly hurricanes, storms and frosts which temporarily
restrict the availability of timber and negatively affect its cost, and therefore the
competitiveness of the Company’s industrial installations.

The forest assets of ENCE are managed on criteria of sustainability and periodically
monitored such that protection measures are taken on these events in accordance with
international reference standards. In addition, the Company’s plantations are insured,
which partially mitigates the possible negative impact in the event of loss.

3.6.  Risks relating to certified cellulose supply requirements

Certification is a mechanism which guarantees that the cellulose produced in each plant
originates from forest managed on criteria of sustainability in accordance with
international standards and that its traceability is maintained over the course of the
production chain. At the present time, the most widespread certification systems in the
market are FSC (Forest Stewardship Council) and PEFC (Pan European Forest
Certification).

Despite the fact that the ENCE plantations are certified and 100% of the timber used is
of controlled origin, the dependency on plantations owned by third parties in the supply
of timber to the ENCE plants limits the capacity of the Company to guarantee
certification of all production volumes under the standards previously mentioned, to the
extent that these third party plantations and their handling mechanisms are not certified.

ENCE works in different forums, such as forest owner associations and forest-based
industries, and in close collaboration with the Administration in order to incentivise the
certification of forest masses currently in the hands of third parties.
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3.7.  Risks from technological change

The integrated cellulose production and energy generation process applied in the ENCE
plants is known as the Kraft or sulphate process and currently constitutes the dominant
technology in the chemical cellulose production industry thanks to its high efficiency in
energy and environmental terms and raw material consumption.

Although no relevant innovation is anticipated in the short or medium term in the
application of this technology at commercial level which decisively affects the
competitiveness of installations, the Company cannot guarantee that in the future no
product replacing cellulose will not emerge, or any more competitive production
process than the current Kraft process in economic and environmental terms and no
innovation in any component of the Kraft process itself which renders the current
installations of the Company in a situation of limited competitiveness which makes it
necessary to undertake relevant investment in replacement of equipment as a result of
obsolescence.

4. RISK FACTORS ASSOCIATED WITH THE SECURITIES ISSUED

4.1. Restrictions on distribution of dividends to shareholders

At the present time, ENCE is subject to several restrictions on the payment of dividends
to its shareholders established in the syndicated credit agreement signed with a series of
financial institutions on 2 April 2008, and subsequently modified in February, June and
October 2009. In particular, this agreement provides that ENCE may not distribute
profits, whether by way of repayment of capital, issue premium, payment of dividends
or interim dividends while the credit agreement is in force in the event that it is subject
to events of default of the agreement or, in the course of any financial year, is in breach
of any of the financial ratios agreed over one quarter.

The principal events of default are:

l. Default in payment of any amount owing and breach of any other agreed
obligations.

2. Failure to comply with the financial ratios detailed in Clause 10.1.2.1 of the
agreement.

3. Breach of any contract with any financial institution which exceeds 1 million

euros and which is not rectified within ten days.

4. Breach of any obligation of a non-commercial nature to third parties which
exceeds 10 million euros and which is not rectified within a period of 30 days.

5. Failure to create or register the security stipulated within the agreed periods.

In 2009 the Company did not distribute dividends.
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Furthermore, as a result of its status as joint stock company ENCE is subject to Spanish
company law which establishes various limitations and restrictions on the payment of
dividends by companies to their shareholders, including an obligation previously to
make up a minimum legal reserve, the need previously to depreciate certain intangible
assets in full, and a prohibition on distributing dividends if net worth is, or after the
distribution will become, less than the capital of the company.

4.2. Market for the shares

It cannot be ensured that the shares issued will be quoted at a price equal or similar to
that at which the issue is made despite, without taking into account the rights, the
discount on the issue price of the shares of the capital increase being 35.02% with
respect to the quotation at market closing on 3 March (2.81 euros) and 35.47% with
respect to the average quoted price of the ENCE shares in the 6 months prior to the date
of registration of this Prospectus (2.83 euros), and therefore shareholders taking part in
the increase may incur losses.

4.3.  Market for the preferential subscription rights

The preferential subscription rights on the capital increase covered by this Prospectus
will be subject to trading on the Madrid, Barcelona, Bilbao and Valencia Stock
Exchanges through the Stock Exchange Interconnection System (Continuous Market)
for a period of 15 calendar days. ENCE cannot ensure that an active trading market will
develop for these rights or the price at which they will be traded.

4.4. Risks associated with the shares and markets

Securities markets in the United States and in Europe have experienced significant
fluctuations in prices and trading volumes in recent years, and in particular in recent
months. In particular, in the case of ENCE, minimum and maximum quotations during
the 6 months prior to the date of registration of this Prospectus were 2.565 euros and
3.175 euros, respectively. Furthermore, the volatility of ENCE shares during that period
was 43.3% (daily volatility at 6 months).
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III. INFORMATION ABOUT THE [ISSUER - REGISTRATION
DOCUMENT (Annex I of Regulation (EC) No. 809/2004 of the Commission
of 29 April 2004)

1. PERSONS RESPONSIBLE
1.1.  Persons who assume responsibility for the Registration Document

Responsibility for the contents of this Registration Document is assumed by Mr.
Antonio Palacios Esteban, of full age, with professional address at Avenida de Burgos
no. 8 B, and National ID Document number 13681300-A, who acts for and on behalf of
the company Grupo Empresarial ENCE, S.A. (hereinafter “ENCE”). ENCE and its
subsidiaries are hereinafter referred to as the “Group” or the “ENCE Group”.

He is authorised for the purpose pursuant to resolution of the Board of Directors of the
Company of 3 March 2010.

1.2.  Declaration by those responsible for the Registration Document

Mr. Antonio Palacios Esteban, for and on behalf of ENCE, declares that, after acting
with reasonable diligence to guarantee that this is the case, the information contained in
the Registration Document, to his knowledge, conforms to the facts and there is no
omission which could affect its content.
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2. AUDITORS
2.1. Name and address of auditors

“DELOITTE, S.L.”, a firm with registered office in Madrid at Plaza Pablo Ruiz Picasso
number 1, and Tax ID Code B-79104469, registered under number S0692 in the official
auditors’ register, is the firm responsible for auditing the accounts of the Company for
the 2007, 2008 and 2009 financial years.

DELOITTE, S.L. is registered in the Madrid Commercial Registry in Sheet M-54414,
Folio 188, Volume 13650, Section 8, Entry 96.

2.2. Withdrawal by auditors

The auditors have not withdrawn nor removed themselves from their functions during
the period covered by the historical financial information.
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3. SELECTED FINANCIAL INFORMATION
3.1. Selected historical financial information

The selected historical financial information included in this section relates to
consolidated annual financial statements of the ENCE Business Group for the financial
years ending 31 December 2009, 2008 and 2007, audited by Deloitte, S.L., all prepared
in accordance with the provisions of International Financial Reporting Standards
(hereinafter “IFRS”) as approved by the European Union in accordance with Regulation
(EC) no. 1606/2002 of the European Parliament and Council. All figures contained in
this section are expressed in thousands of euros unless otherwise indicated.

Principal figures from the balance sheet of Grupo Empresarial ENCE for the 2009,
2008 and 2007 financial years (in thousands of euros):

Variation Variation
2009 F. Year 2008 F. Year 2007 F. Year B SR
Non-current assets
Property, plant and equipment 737,807 834,643 615,615 -11.6% 35.6%
Biological assets 155,238 255,481 224,721 -39.2% 13.7%
Other non-current assets 87,109 43,466 47,878 100.4% -9.2%
980,154 1,133,590 888,214 -13.5% 27.6%
Current assets
Stocks 88,844 158,504 87,042 -43.9% 82.1%
Debtors 90,546 120,287 147,841 -24.7% -18.6%
Other current assets 64,682 49,511 71,922 30.6% -31.2%
244,072 328,302 306,805 -25.7% 7.0%
TOTAL ASSETS 1,224,226 1,461,892 1,195,019 -16.3% 22.3%
Net worth 576,897 729,564 745,767 -20.9% -2.2%
Non-current liabilities
Financial debt to credit institutions 155,755 250,610 46,431 -37.8% 439.7%
Derivative financial instruments 42,952 27,427 5,725 56.6% 379.1%
Other non-current liabilities 59,715 62,751 48,020 -4.8% 30.7%
258,422 340,788 100,176 -24.2% 240.2%
Current liabilities
Financial debt to credit institutions 186,240 215,140 203,275 -13.4% 5.8%
Trade creditors 195,259 161,078 114,161 21.2% 41.1%
Other current liabilities 7.408 15322 31,640 -51.6% -51.6%
388,907 391,540 349,076 -0.7% 12.2%
TOTAL LIABILITIES AND NET WORTH 1.224.226 1.461.892 1.195.019 -16.3% 22.3%
RATIOS
Working capital (1) (144,835) (63,238) (42,271) 129.0% 49.6%
Gross financial debt (2) 351,305 477,065 249,706 -26.4% 91.1%
Net financial debt (3) 338,260 465,035 223,568 -27.3% 108.0%
Short term debt/total debt (4) 53.01% 45.10% 81.41% 17.6% -44.6%
Available/short term debt (5) 6.98% 5.59% 12.86% 24.9% -56.5%
Gross financial debt/Total liabilities + Net Worth 28.70% 32.63% 20.90% -12.1% 56.2%
Net financial debt/Net Worth (*) 58.63% 63,74% 29.98% -8.0% 112.6%
Net financial debt/Total liabilities + Net Worth 27.63% 31.81% 18.71% -13.1% 70.0%
(1) Current assets less current liabilities.
(2) Financial debt to financial institutions, current and non-current and “Other financial liabilities”, current and non-current.
(3) Gross financial debt less “Cash and other equivalent liquid assets” excluding cash and banks of restricted use (38 million euros
in 2009).
(4) Calculated as short term “Financial debt to credit institutions" divided by “Gross financial debt”.
(5) Cash and other equivalent liquid assets plus “Temporary investments - others" excluding cash and banks of restricted use divided by “Short term debts to
Credit institutions” and “Other short term financial liabilities”.
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Principal figures from the profit and loss account of the ENCE Business Group for
the 2009, 2008 and 2007 financial years (in thousands of euros):

2009 2008 2007 (**) Variation Variation

E. Year F. Year F. Year 2009/2008 2008/2007
Turnover 535,551 656,617 626,139 -18.4% 4.9%
Profit / (Loss) from hedging operations 3,808 (14,550) 59,412 -126.2% -124.5%
Gross Margin 173,774 266,379 347,678 -34.8% -23.4%
Operating Profit / (Loss) (72,501) 47,528 91,815 -252.5% -48.2%
Financial profit and loss +/ (-) (44,333) (47,829) (15,227) 7.3% 214.1%
Profit / (Loss) before tax (116,834) 6,128 70,871 -2006.6% -91.4%
Tax on profits 39,283 2,174 (7,111) 1706.9% -130.6%
Profit / (Loss) for the year — ongoing operations (77,551) 8,302 63,760 -1034.1% -87.0%
Profit / (Loss) for the year — interrupted operations (77,020) (3,560) (10,041) 2063.5% -64.5%
Profit / (Loss) for the year (154,571) 4,742 53,719 -3359.6% -91.2%
RATIOS
EBITDA (1) (14,844) 86,878 136,994 -117.1% -36.6%
EBITDA / turnover N/A 13.2% 21.9% N/A -39.5%
EBITDA / Financial profit and loss (times) (*) N/A 1.82 9.00 N/A 79.8%
Gross financial debt / Ebitda (times) N/A 5.49 1.82 N/A 201.3%
Net financial debt / Ebitda (times) (*) N/A 5.35 1.63 N/A 228.0%
Profit and loss per basic share -0.88 0.03 0.31
(1) Operating Profit / (Loss) plus provision for depreciation plus impact on profit and loss account of deterioration in value of
fixed assets.
(*) Ratios to be monitored pursuant to the syndicated loan agreement entered into (see Part 10)
(**) Profit and loss account prepared in order to permit comparison of information with that in the 2009 and 2008 financial years (see
section relating to “Comparison of information and changes in accounting principles” in Chapter 20 of this Registration Document.

3.2.  Selected financial information relating to intermediate periods in
accordance with IFRS

Not applicable.
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4. RISK FACTORS

See Section II of this Prospectus.
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5. INFORMATION REGARDING THE ISSUER
5.1 History and evolution of the issuer

5.1.1. Legal and commercial name of the issuer

The full name of the issuer of the securities is Grupo Empresarial ENCE, S.A. and it
operates in the market under the commercial and short name of ENCE.

5.1.2. Place of registration of the issuer and registration number

The deed of formation of the Company is registered in the Madrid Commercial Registry
in Volume 2363, Book 1720, of Section 3 of the Companies Register, Folio 33, Sheet
14837.

The Tax ID Code of the Company is A-28212264.

5.1.3. Date of incorporation and period of activity of the issuer, if not defined

ENCE was incorporated in Madrid on 27 December 1968 by notarised public deed
executed before the Notary Public Mr. Alejandro Bérgamo Llabrés and numbered 3575
in his records, under the name of “Empresa Nacional de Celulosas, S.A.”

On 17 December 1999 the extraordinary shareholders general meeting resolved to
change the name of the Company, which as from then took the current name of “ENCE”

The Company was incorporated for an indefinite term until dissolved, voluntarily or by
law.

5.1.4. Registered office and legal form of the issuer, legislation under which it
operates, country of incorporation and address and telephone number of its
registered office

The Company is incorporated in Spain, with its registered office established in Madrid
at Avenida de Burgos number 8 B, which also constitutes its tax domicile and principal
offices of the Company. The telephone number is 91 337 85 00.

ENCE has the legal form of a joint stock company (sociedad anénima), and therefore it
is subject to legislation applicable to such companies and there is no other special
legislation applicable to it apart from that of the electricity sector.

5.1.5. Important events in the activities of the issuer

The principal events in the activities of the Company are described in section 6.1.1 of
this Registration Document.
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5.2. Investments

5.2.1. Description of the principal investments of the issuer for each financial year for
the period covered by the historical financial information up to the date of the
Registration Document

The principal investments made by the Group in the 2007-2009 period are shown
below, broken down by production centre and principal project:

Thousands of Euros
2009 F. Year 2008 F. Year 2007 F. Year

Pontevedra: 5,737 14,612 9,744
Improvements in plant efficiency 1,211 8,831 5,083
Plant maintenance 3,635 5,324 2,663
Other investments 891 457 1,998

Huelva: 41,245 47,270 19,273
Improvements in plant efficiency 704 611 849
Plant maintenance 4,406 6,350 6,716
Improvement in energy efficiency 35,357 38,622 7,434
Other investments 778 1,687 4,274

Navia: 60,874 133,142 53,815
Improvements in energy and plant efficiency 58,938 131,754 52,593
Plant maintenance 1,500 871 1,081
Other investments 436 517 141

Others: 13,805 38,126 18,004
Uruguay projects 9,536 36,454 13,428
Other investments 4,269 1,672 4,576

INDUSTRIAL ACTIVITY 121,661 233,150 100,836

Increase in assets 5,667 17,651 33,790

Conservation of assets 16,309 17,186 11,786

Forestation 9,225 23,230 26,647

Others 5,005 9,452 7,452

FORESTRY ACTIVITY 36,206 67,519 79,675

TOTAL INVESTMENTS 157,867 300,669 180.511

Industrial investments (cellulose and energy)

The industrial investments made by the Group in general relate to projects, normally
multi-year, devoted to improving the efficiency of the production process, optimising
consumption, improving yields and maximising the energy potential of plants. In
addition, it is necessary to make investments in maintenance and repair of operating
assets and investments geared to ongoing improvement in the environmental and health
and safety at work field, which further ensure compliance with current industrial and
environmental legislation.
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We have analysed below the principal investments made in the period devoted to
increasing the efficiency of cellulose paste manufacture and energy production
processes.

Extension of Navia plant

At the end of 2006 the Group began implementing the project for extension of its Navia
installations. The basic lines of this project, the most ambitious of those undertaken by
the Company in the period examined, were as follows:

. Increase in cellulose production capacity to 500,000 tons annually, from the
previous 300,000 tons annually.

. Maximisation of renewable energy generation capacity based on biomass, from
150,000 MWh/year to 535,000 MWh/year.

. Technological modernisation of installations and increase in energy efficiency of
the industrial complex and reduction in consumption and emissions, by
installation of a continuous timber steaming process, replacement of equipment
connected with energy production by units of improved energy yield and
replacement of consumption of 6,500 Tm annually of fossil fuel by biomass,
consequently reducing greenhouse gas emissions.

Together with this, in the framework of the Navia plant extension project actions were
undertaken to improve the environmental behaviour of the installation, modernising gas
odour treatment, reinforcing air quality control of the different plant sources by the
acquisition of equipment for ongoing monitoring of the process, conditioning of unused
land and effluent management. In the specific area of water, environmental efforts
focused on improving effluent quality and reducing water consumption.

These actions constituted a decisive advance in the competitiveness of the Navia plant,
positioning it as a European reference in the production of cellulose integrated with
energy generation based on biomass in an efficient manner, from both an economic and
environmental point of view.

After the main stages of the extension project were completed operations began in
March 2009. In accordance with industry standards a complete stabilisation plan was
defined in a nine-month period. During the fourth quarter of 2009 the level of
functioning was 80%-90% of forecast nominal capacity.

The total investment in the foregoing actions, including under the heading of
“Improvements in energy and plant efficiency — Navia Plant Extension Project”,
amounted to 243.3 million euros. It is expected that over the course of the second
quarter of 2010, after annual plant shut-down it will reach a production close to the
forecast nominal capacity.

Huelva plant

Energy efficiency improvement and generation capacity maximisation actions based on
biomass were also undertaken at the Huelva plant, by reformation of the existing
biomass boiler and installation of a new steam generator, such that energy production
based on biomass was increased by some 70,000 MWh/year and fuel-oil consumption
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reduced by approximately 2,500 Tm/year. Complementary to this, in the period in
question reforms were undertaken to increase productivity of the installation
(improvements in evaporators, which also resulted in an increase in energy efficiency),
reduction in atmospheric emissions (SO, and particles), optimisation of liquid effluent
treatment, search for ways to make internal use of waste generated and replacements
and improvements in the field of health and safety at work.

Investments in industrial and energy efficiency improvement at the plant amounted to
83.6 million euros in the period analysed.

Pontevedra plant

For its part, the investment also undertaken in Pontevedra basically related to
environmental impact improvements (optimisation of the effluent biological treatment
plant, permitting a reduction in chemical demand for oxygen up to 25% below the
indications in the reference document on best available technologies for the sector,
BREF IPPC), marginal increases in productivity, replacements (sections of the existing
turbo alternator and its control system) and improvements in working conditions.

The investment made under the heading “Plant efficiency improvements” amounted to
15.1 million euros in the period examined.

Forestry investments

Investments made in 2007, 2008 and 2009 in forest activities of the Group are detailed
below:

Thousands of Euros

2009 F. Year 2008 F. Year 2007 F. Year
Iberian Peninsula 23,808 24,163 16,365
Increase in assets 5,420 2,336 708
Conservation of assets 9,245 8,851 7,551
Forestation 5,504 8,574 4,674
Others 3,639 4,402 3,432
Uruguay 12,398 43,356 63,310
Increase in assets 247 15,315 33,082
Conservation of assets 7,064 8,335 4,235
Forestation 3,721 14,656 21,973
Others 1,366 5,050 4,020
Total Forestry Investments 36,206 67,519 79,675

The purpose of forestry investments is to ensure the availability of timber for future
industrial development by acquisition of new properties and forestation and subsequent
care at the forest asset growth stage. As a complement to planting and maintenance
activities the Company undertakes a programme of forestry research and development
in order to improve forest productivity by ongoing improvement of forest treatments
(fertiliser and phyto-sanitary treatments) and the development of clones better adapted
to climatic conditions and soil of own and third party assets. Approximately 65% of the
investment carried out in the period examined took place in Uruguay, with the
remaining 35% in the Iberian Peninsula.
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Forestry investment by the Group in 2007 amounted to virtually 80 million euros,
representing 44.1% of the total, and centred on the acquisition of 20,776 hectares of
land, mainly in Uruguay, the forestation of 18,106 hectares, of which 14,127 were in
Uruguay, and carrying out conservation tasks, mainly forest treatment, on 76,781
hectares (44,075 hectares in the Iberian Peninsula and 32,706 hectares in Uruguay).

In 2008, the total investment in forestry activities amounted to 67.5 million euros,
representing 22.46% of total investment in the period. Of this amount, 17.7 million
euros were invested in the acquisition of 9,822 new hectares of forest land in Uruguay
and 661 hectares in Spain. In addition, forestation work was carried out on 27,370
hectares, mainly in Uruguay, and conservation and forestry tasks on 159,910 hectares.

During 2009, investment in management of forest assets of the Company reached 36
million euros. This investment involved acquisition or 51 hectares in the Iberian
Peninsula, planting of 8,139 hectares, of which 4,466 hectares were in Uruguay, and
conservation and forestry tasks on 123,330 hectares, of which 34,620 were in the
Iberian Peninsula.

In accordance with the Group’s expansion line based on electricity generation with
biomass, in the period in question the Company undertook investments with a value of
6.4 million euros in order to tackle an energy crop plan, currently at its initial stage. On
the basis of the current knowledge and experience of the Group in the production,
planting and cultivation of rapid growth woody species, the Company is developing
programmes of species selection and intensive cultivation technique design at its R&D
installations, and experimental plots, which ensure the supply of cultivated biomass in
quality and cost to the current energy generation installations, and to future projects of
the Group. At the date of preparation of this document the Company has 7,492 hectares
of assets, own and leased, which are planted with forest species such as eucalyptus and
poplar devoted to this purpose.

Investments in intangible assets

Investments in intangible assets in the period examined basically relate to obtaining,
free of charge and therefore without cash outlay, emission rights pursuant to the
National Greenhouse Gas Emission Rights Plan for the 2008-2012 period. The annual
allocation of rights is 657,970 tons and consumption in 2008 and 2009 was 594,716
tons and 526,406 tons, respectively.

Group development expenses in the 2007-2009 period, approximately 2 million euros
annually, relate to the costs incurred in implementing projects aimed at increasing forest
productivity through the development of new clones, achieving improvements in forest
cultivation plans and carrying out research into new woody energy crops which will be
used in the generation of electricity based on biomass. In addition, costs were incurred
of this type in 2008 and previous years in the “Uruguay” project, sold in the 2009
financial year.
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Disinvestments
Uruguay project

During recent years ENCE has been engaging in intensive forestry activity in Uruguay
with the objective of producing and controlling sufficient timber to ensure supply to a
new cellulose plant of 1,000,000 tons in that country, with construction and operation of
the new installation planned in the Punta Pereira area (Department of Colonia,
Uruguay). Forestry investment in Uruguay for this purpose during the reference period
amounted to 119 million euros.

At the end of 2008 ENCE decided to dispose of the majority of its assets in Uruguay,
including the project for construction of the new cellulose plant, in a strategic
framework in which the decisions of the Company were concentrated on management
efforts in implementing industrial and energy efficiency improvement and expansion
projects in Spain, in particular in Navia and Huelva, strengthening the financial
structure to adapt to an unfavourable market environment and a financial context of
credit restrictions, and undertaking the development, with guarantees, of an independent
energy generation business with biomass (without market risks and with the possibility
of selling at regulated prices) characterised by the start-up of modular, replicable and
financeable projects, and consequently of less risk.

On 17 May 2009 a firm sale agreement was signed with a consortium made up 50%
each by two of the reference groups in the paste and paper sector, Stora Enso and
Arauco, with the subject of the transaction being sale of the whole of the Punta Pereira
project together with the associated forestry base (139,500 hectares in the central and
western areas of the country), the M'Bopicua logistics terminal and ownership of titles
to the corresponding vehicle companies. The amount of the sale was 229,360,371 euros
in cash. This operation generated an accounting loss of 77,020,000 euros set out under
the heading “Loss for the year from interrupted operations net of taxes” in the
consolidated profit and loss account for the 2009 financial year.

After the sale, the ENCE Group continued management of 29,600 hectares (owned and
leased) in the eastern region of Uruguay and the Pefiarol (Montevideo) wood-chipping
plant. Management of these non-strategic assets complements the capacity of access by
the Group to the international timber market and facilitates the Company’s price and
supply policy in the Iberian Peninsula, particularly in relation to the Huelva plant, with
the ability for substitution by timber from the area managed by long term contracts or
by supply deriving from purchases in the international market.

Details of the principal assets sold in this transaction and their book value at the time of
sale are as follows:

Intangible fixed assets 18,492
Tangible fixed assets 171,004
Biological assets 118,563
Stocks 12,977
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Trade debtors and other accounts receivable 10,919

Short term financial investments 7,288

Total 339,243

Data in thousands of euros.
Other disinvestments

In the 2008 financial year the Group recognised the greenhouse gas emission rights
received free of charge pursuant to the 2008-2012 National Allocation Plan,
corresponding to 657,970 tons of CO; at a market value at the time of the receipt of 23
euros per ton, as an intangible asset. On 3 June 2008 the Group entered into a contract
pursuant to which it sold these emission rights at a price of 25.4 euros per ton (which
facilitated cash flow generation of 16.7 million euros). The profit obtained on the sale
amounted to 1,579,000 euros and is set out under the heading “Other operating income”
in the consolidated profit and loss account for the 2008 financial year.

On the same date the Group entered into a purchase commitment, to be settled in 2012,
for emission rights for 506,202 tons of CO, at an average price of 23.69 euros. This
figure corresponds to the forecast consumption in 2012.

In 2007 the Group sold different real estate which it possessed in Pontevedra, owned by
Eucalipto de Pontevedra, S.A., which gave rise to a loss for the Group of 5,717,000
euros and which is set out under the heading “Net profit and loss on disposal of non-
current assets held for sale” in the consolidated profit and loss account for the said year.
Furthermore, the Group disposed of a logistics installation located at the port of Huelva,
which generated a profit of 555,000 euros, set out under the heading “Other operating
income” in the consolidated profit and loss account for the 2007 financial year. At the
time of sale these assets were shown at a cost of 22 million euros and a net book value
of 12 million euros.

Furthermore, in 2008 the sale took place of premises 1 and 2 of floors 15, 16 and 17 of
the building located in Madrid in which head offices are located. The sale price was 13
million euros and book value at the time of the sale was 6 million euros. On the same
date a lease was entered into with the purchaser company, which cannot be considered
to be of the nature of financial leasing.

5.2.2. Description of the principal investments of the issuer currently in progress,
including the geographic distribution of these investments (home and abroad)
and of financing method (internal or external)

Given the long delivery period, in 2007 the principal equipment was contracted for a
key project in the strategic expansion of ENCE in energy production based on biomass.
This project consists of construction of a plant of 50 MW installed power in the Huelva
Industrial Complex, which will use biomass as fuel, with the weight of energy crops in
the supply mix estimated at around 65%.

This project, currently being processed, will be developed in the EPC-Project Finance
mode and involve an approximate investment of 120 million euros. It is forecast that the
new installations will be commissioned in 2011.
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This project has a unique forestry support, since approximately 60% of the forest assets
managed by the Group are concentrated in Huelva, which enables a new energy crop
planting development plan to be carried out in its catchment area by change of use of
forest assets owned by ENCE of low productivity to cellulose production timber
cultivation and its transformation into energy crop plantations.

The cumulative investment at 31 December 2009 associated with this project amounted
to 47,577,000 euros (26,208,000 euros invested in 2009 and 21,369,000 euros in
previous years). Investment already committed and undertaken in future years
associated with it further amounts to 14,404,000 euros.

In addition, an agreement has been entered into between ENCE and the Andalusian
government for the purpose of promoting and developing joint initiatives in the field of
forestry regulation and increase in production and productivity of timber and biomass in
the rural environment, reducing the dependency of the Huelva plant on imported
material and laying the bases for developing renewable energy projects with biomass in
the province. The aim of this agreement, amongst other objectives, is transformation
into Mediterranean forest of the majority of abandoned or low-yield public eucalyptus
plantation, devoting the timber and biomass of these zones to industrial use, and
progressive reduction in the area of eucalyptus plantation in Andalusia, simultaneously
with an increase in total timber production by applying the forestry R&D&i techniques
developed by the ENCE Group, by which significant increases in timber production per
hectare are achieved. Furthermore, the agreement provides for creation of a network of
carbon sinks with an increase in net fixing of CO, of some 400,000 tons annually in
relation to the current situation.

In parallel, it is planned to continue with energy optimisation and rationalisation of the
cost structure of the cellulose plants by management improvements and actions of
minor investment, ongoing improvement of forest assets of the Company in line with
that carried out in previous years, and the acquisition and planting of land devoted to
energy crops which serve as support for the Company’s expansion plan in the field of
renewable energy generation with biomass.

5.2.3. Information on the principal future investments of the issuer

Forestry area

In the forestry area the Company continually prospects for the acquisition or leasing of
land of high productivity in the natural catchment area of its cellulose plants for the
purpose of enhancing the self-supply of timber to them. Factors enter into the purchase
or leasing decisions such as price or cost of leasing, estimated productivity of the land,
estimated cost of use and transport and timber market price forecasts at the time of
felling, in order thereby to assess the desirability and profitability of the investment to
be made. The costs associated with work of forest repopulation, fertilisation and
maintenance, leasing and of course the acquisition of new properties are regularly
capitalised and form part of the tangible fixed assets of the Company. The annual
investment in these areas is expected to be around 20-25 million euros in the Iberian
Peninsula and 3-4 million USD in Uruguay in forthcoming years.

Cellulose area
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In the cellulose area the Company’s plan will focus on additional efficiency and
productivity improvements as well as maintaining investments geared to ongoing
improvement of working conditions and environmental behaviour of installations.
Planned investment in each of the industrial centres in forthcoming years is between 4
and 6 million euros/year.

Energy area

The greatest growth prospects for the Group centre on the energy management division.
Given the position of ENCE as one of the largest forest owners and managers in Spain,
with broad experience in integrated forest exploitation from the production of nursery
plants to harvesting and transport of timber and forest waste, and its experience in
operating integrated industrial complexes for the production of cellulose and clean
energy, the Group has designed a growth line in the electricity generation area based on
biomass with the objective of installing between 150 and 210 MW not associated with
the cellulose production process in the 2010-2015 period. In this manner, the objective
of the Group is to promote growth of the Company towards a business of recurrent
stable income, supported by a regulatory framework geared to development of so-called
clean energy, and improving its cash flow generation capacity, looking towards a
regulated business away from the cyclical nature of the cellulose market.

The development plan consists of developing ten electricity generation plants based on
biomass distributed over the country with the Huelva 50 MW plant being the project at
the most advanced stage of processing.

These are all currently at the development stage, with the corresponding preliminary
prospecting analyses and studies having already been carried out in relation to the
viability of biomass supply, the potential environmental viability of the projects, and
capacity for discharging electricity through the distribution grid. In parallel with the
processing of projects, ENCE is working in these areas on structuring a stable
framework of biomass supply through negotiation and closing of agreements with
landowners for the purpose of commencing energy crop planting and therefore having
available biomass at the time when the plants enter operation.

The internal development timetable involves start-up of projects on a 2015 horizon,
since administrative processing of all permits required to construct a plant lasts between
1 and 2 years and plant construction usually lasts around 18 months.

ENCE has decided to construct projects with an installed power of between 10 and 20
MW due to optimisation of their profitability, with the option of becoming standardised
which would facilitate negotiation with equipment suppliers and obtaining price
synergies, as well as the negotiation, closing and replicability of financing structures
without recourse.

Although the scale effect is relevant, for future developments ENCE has opted for a
lower size as a compromise between investment cost, installation output and electricity
distribution and transport grid access capacity, and guarantee of fuel supply, such that
an adequate return is obtained with lower risks on both the investment side and in
administrative processing, project execution and plant operation. In addition, these
projects present the advantage of modularity, and are virtually replicable, such that the
learning in each project can be applied in following projects (from both a design point
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of view as well as processing, construction, operation and maintenance, and financing)
and it is possible to adapt their execution to cash flow generation, financial structure and
debt capacity of the Company at any time.

Nevertheless, the most important and advanced project, Huelva, will have an installed
capacity of 50 MW, this being possible since it is located in the ENCE industrial
complex with considerable access to energy crops (either on new agricultural land or on
reconverted ENCE land) and very close to the ENCE forest assets in Huelva,
Extremadura and Portugal, which ensures considerable availability and efficient
transport of waste from felling pulp timber plantations. The location of this plant in the
Huelva industrial complex will enable operating and maintenance synergies to be
generated and an Integrated Environmental Authorisation (“AAI”) to be obtained for the
new installations by updating the AAI of the industrial complex. This complex has had
this authorisation since 23 April 2008 and this updating was granted on 6 February
2010.

Execution of the strategic 150-210 MW could form the basis of new potential
developments in the biomass field, in which ENCE expects to encounter several
opportunities deriving from the different applications of biomass

The supply of biomass is the most important aspect of the project, and perhaps the most
important entry barrier for other possible competitors, an activity in which ENCE has
been present for almost 30 years, actively participating in the electricity production
business through biomass.

In this respect, in the framework of the Navia installations expansion project, a 37 MW
installed power plant has been constructed, in operation since March 2009, unconnected
in terms of fuel supply with the industrial cellulose production process, and ENCE was
able to design and execute a biomass fuel supply plan which guarantees plant operation
with the levels required in the business plan. This supply plan provides for the entry of
380,000 tons annually, of which 280,000 tons were contracted from different external
suppliers on long term contracts and the remainder obtained from the cellulose plant
production process through use of timber bark.

In order to reduce the supply risk and guarantee its cost over the time horizon of the
investment, and within the strategy of integrating energy crops with the forestry
activities of ENCE, as well as increasing synergies by leveraging knowledge of timber
management, it is intended that around 55%-65% of the biomass required by the
electricity generation plants comes from own exploitations or those directly managed by
ENCE, with the rest managed through long term supply agreements with public
administrations and other private sources.

Despite the fact that ENCE works on its projections, on a conservative basis, with actual
market figures existing at the present time with respect to investment costs, it is
reasonable to consider that as with other mature technologies, such as wind power,
investment costs may reduce as the technology is implemented, which would mean an
improvement in the profitability of projects. Section 6.1.1.4 of the document deals in
greater depth with the timetable for implementing projects and investments and
operating costs.
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In addition, the current situation in the agricultural market, with low profitability, means
that farming undertakings are open to new alternatives to make their land profitable.
European aid to farmers is progressively tending to disappear, with the possibility
opening up of entry into long term agreements for use of land for energy crops in
greater volumes and at lower costs.

Finally, the activities described are supported by an R&D&i plan with lines dedicated to
the forestry, industrial, and specifically energy crop areas (see section 11).
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6. DESCRIPTION OF THE UNDERTAKING
6.1.  Principal activities

6.1.1. Nature of the issuer’s operations and its principal activities

6.1.1.1 Overall picture of the Group

The Group organises its economic activities into three distinct but closely inter-related
management areas:

= Forest management division: Devoted to management of the forest assets of the
Company, including their exploitation, obtaining third party timber and the supply of this
raw material of different sources to the cellulose production plants. There is also a
marginal activity of timber sales to third parties and a forestry services and consultancy
unit which provides its services both to the parent and other Group subsidiaries as well as
third parties.

* Cellulose management division: Devoted to the production of cellulose in the three
production centres of the Company and its commercialisation. In addition, at these
centres renewable energy generation takes place of biomass origin alongside the
production of cellulose, given the nature of its production process.

* Energy management division: This division has two distinct activities. It is firstly
responsible for operating in the electricity market and managing energy, both originating
in connection with cellulose production and that obtained in generation plants based on
biomass independently of cellulose activities. In addition, the strategic development of
the Group falls in this Management Division, based on the identification, development,
execution and operation of new independent renewable generation installations based on
biomass, basically energy crops. In this second framework of activities, and with the
support of the Forest Management Division, the Energy Management Division is
responsible for obtaining and developing the base of energy crops and complete
programme for supply of biomass to feed these installations.
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Sales associated with each of the management divisions previously described are detailed
below:

2009 Financial Year 2008 Financial Year 2o \I(:ler;?nmal
Variation with Variation with
Mé respect to Me re;pect to Me
previous year previous year
(%) (%)
Sales of paper paste 361,035 (25.5) 484,727 (2.6) 497,698
Sales of electricity 126,901 7.7 117,796 76.8 66,639
Timber and forestry 47,615 (12.0) 54,004 (12.5) 61,802
services
Total Sales 535,551 (18.4) 656,617 4.9 626,139
EBITDA (14,844) NA 86,878 (36.6) 136,994
Net P&L after tax (154,571) NA 4,742 (91.2) 53,719

Cellulose production activities are closely and inseparably associated with electricity
generation based on use, as fuel, of waste generated in the paste production process. In
addition, the Group has specific installations geared to electricity generation based on
biomass and other fuels and has forest cultivations which are subsequently used as raw
material in the production of paper paste and energy. In this context the results of the
activities carried out by the cellulose production and energy management divisions are
analysed jointly by the management bodies of the Company, and there is no separate
financial information except in relation to income.

Furthermore, since the Forest Management Division has the basic objective of managing
the forest assets of the Company and commercialising timber for supply of its cellulose
plants, most of its sales (94%) are made between companies within the consolidation
perimeter of the parent, whilst the previous table solely indicates sales to third parties
outside the consolidation perimeter. It is not possible (and in any event it would not be
representative) to indicate a figure for EBITDA or after-tax profit and loss exclusively
associated with the said sales to third parties.

Alongside these clearly defined Management Divisions there are R&D&i activities,
health and safety at work, environmental, quality and forestry activity sustainability
management systems, which are fully integrated in day-to-day management and in the
Group’s lines, and corporate support areas (financial, capital and human resources, legal
department and corporate services).

From the point of view of asset location, the Group is present in the Iberian Peninsula and
in Uruguay. Assets devoted to the production of cellulose and energy are located in
Pontevedra and Navia (Asturias), in the northwest of the Peninsula, and in Huelva. Forest
plantations devoted to pulp timber production located in the Peninsula are situated in the
catchment area of the respective plants, and there are plantations in the north and south of
Portugal. In addition, there are plantations in the Atlantic zone of Uruguay, managed
through the subsidiary company ENCE Sierra Calmas, S.A. In Huelva province there are
also incipient plantations devoted to the production of woody energy crops. Finally, in
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Madrid, there is a corporate centre where ENCE senior management and corporate bodies
are located.

The relationship between the activities of the Group in Uruguay and the Iberian Peninsula
has historically been based on the supply of timber from the former country to the
cellulose production plants, basically Huelva. This activity was carried out by the Forest
Management Division since 1989, in which year the purchase began of land in that
country for forestation. However, in October 2009 ENCE transferred the companies
Eufores, S.A., Zona Franca Punta Pereira, S.A. and Celulosa y Energia Punta Pereira,
S.A, holding 139,500 hectares of forest and a project begun in 2008 in Punta Pereira
(Department of Colonia, Uruguay) comprising the construction of a cellulose plant and
port terminal integrated in it which at the time of the transfer was at the stage of land
preparation and earthworks.

Sale of the project was formalised by transfer of the shares and holdings of ENCE in the
three Uruguayan companies referred to in the previous paragraph to a consortium made
up of Stora Enso Oyj and Celulosa Arauco y Constituciéon S.A. The total sale price
amounted to the equivalent in USD of 229,360,371 euros, which ENCE received at the
time of formalising the contract and which firstly enabled reduction in the debt contracted
in a syndicated credit of 2 April 2008 by an amount of 179 million euros, and secondly
certain investments to be undertaken in the Navia, Pontevedra and Huelva plants.

ENCE has retained management, in the Atlantic zone of Uruguay, of 29,600 hectares
devoted mainly to eucalyptus globulus plantations, as well as the existing wood-chipping
plant in Pefiarol, Montevideo. These assets have been included in the company Sierras
Calmas, S.A., which also become subrogated to the leases and property consortium
existing in that region of Uruguay.

The Company’s strategy to ensure future return on investment includes (i) consolidation
and expansion of its position in the forest-timber market in the Iberian Peninsula, for the
purpose of reducing timber supply costs and improving the profitability of cellulose
production, (ii) integration of the cellulose production and energy businesses by
integrated management of forest resources in order to exploit the synergies of integrating
the two projects, and (ii1) expansion and development of the electricity business with
biomass in Spain, aimed at supporting growth of industrial activities of the undertaking,
obtaining supplementary profits which can compensate for the economic cycles in the
other two management areas, and utilise the opportunities provided by legislation to those
who generate electricity with renewable energy or offer surplus emission rights and
emission reduction credits (“CERs”) for carbon sinks or energy efficiency.

6.1.1.2. Forest Management Division

The forest management area comprises management of the eucalyptus forest assets,
mainly of the globulus variety, the supply of timber to plants, both own and third party by
managing the exploitation and transport chain, and the sale of timber to third parties. On a
complementary basis, as previously indicated, the division provides forestry services in
the field of forestry and environmental consultancy.

Asset management activities
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At 31 December 2009 the area of assets managed by the Group was 115,885 hectares. Of
this amount, 67% related to own assets and 33% to “consortium” assets to be used by
ENCE in both the Iberian Peninsula and Uruguay.

For these purposes consortium in general terms means a system of forest exploitation
consisting of the owner retaining ownership of the land and ENCE carrying out the tasks
of land preparation, planting and maintenance. At the time of felling the owner receives
an agreed percentage of the timber extracted from the consortium area, or an amount
corresponding to this percentage valued at market price. The duration of consortia is
normally established at a period equal to three cuttings (30 years). If it is agreed that
planting and/or maintenance tasks are for account of the owner (the plant is normally
supplied by ENCE), an additional premium is usually established for productivity, also
receivable at the time of felling.

Hectares % in
Geographical area Subsidiary under —
ownership
management
Iberian Peninsula Silvasur 68,871 68%
Norfor 12,959 23%
Iberflorestal 4,401 56%
Uruguay Sierras Calmas 29,654 87%
Total 115,885 67%

Of total hectares under exploitation, 18,106 were forested in 2007, 27,370 in 2008 and
8,139 hectares in 2009. In 2009 forestation work was significantly reduced due to the
partial disinvestment made in Uruguay.

2009 2008 2007
Hectares forested Financial Financial Financial

Year Year Year
Uruguay 4,466 19,961 14,127
Iberian Peninsula 3,673 7,409 3,979
Total hectares forested 8,139 27,370 18,106

The Group has been partially supplying itself with timber from its own assets since 1977.
The level of timber self-supply is currently approximately 13%-15%, which will
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nevertheless fall to 8%-10% by reason of sale of the Uruguay assets, although in recent
years major efforts have been made in the Iberian Peninsula to implement new genetic
material in own land which, together with more perfected forestry techniques, will enable
this percentage of self-supply to be increased in the future by greater productivity. All
necessary services for planting, improvement and conservation of forest assets are carried
out through Silvasur Agroforestal, S.A., Norte Forestal, S.A. and Iberflorestal, S.A. in the
Iberian Peninsula and by the company created in Uruguay to group together the assets not
disposed of in the sale operation already described, Sierras Calmas, S.A.

Management of ENCE forest assets takes place under sustainability criteria which seek
management and use of forests capable of maintaining their biodiversity, productivity and
regeneration capacity and viability, as well as enhancing their ecological, social and
economic functions.

The following table shows the total volume of timber harvested in the period in question
(from own forests and on-site purchases from third parties):

Thousands ms 2009 2008 2007
Iberian Peninsula 533 575 599
Uruguay 263 1,022 477

Total 796 1,597 1,076

Note: The volume of timber harvested in 2009 is affected by bringing
forward felling in 2008 and the sale of assets in 2009.

Felling takes place in parallel with the reforestation programme with improved plants in
order to achieve greater productivity of future assets, by applying forestry technology
(planting techniques and treatment of plantations, land preparation, fertilisation, pest
control) and advanced cloning (selection of trees, cloning in nurseries, raising in
greenhouses).

The cost of own timber covers outlays incurred in forestation and maintenance of forest
assets, which are capitalised together with the financial expenses connected with the
activity and depreciated as harvesting takes place. To this is added the costs of labour and
services contracted for this harvesting and transport to consumption points.

Timber supply activities

Although maximising the supply of own timber to cellulose production plants is a priority
objective of ENCE, achievable by productivity improvements and increase in the area
under management, the high degree of fragmentation of forest property in Spain and the
duration of felling cycles (10-15 years), which limit the rate of practical application of
genetic improvements applied, requires supplementing the volume of timber originating
from own forests of the Group by purchasing timber from third parties to meet internal
consumption deriving from cellulose production. The acquisition of timber from third
parties takes place in three ways:
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Purchases of standing timber: These are purchases of forest trees, with the
purchaser meeting costs associated with their use and transport. The costs
incurred by the Company including purchase of the standing timber and
remuneration for the labour in felling and transport of this timber to the plant. The
volume of timber supplied to plants from purchases of standing timber in 2009
amounted to 9% of the total.

Suppliers: This is timber which the Group purchases already cut from local
suppliers, normally delivered at the point of consumption. The cost of acquiring
the timber remunerates the whole value chain from standing timber to its transport
to the plant. The total volume of timber acquired from Peninsular suppliers
(including suppliers based in Portugal) in 2009 amounted to 64% of the total.

Most of the Peninsular eucalyptus timber consumption is located in the northern
and Atlantic zone, in areas close to forests. It is in these regions where there is a
well-developed market with years of tradition, with suppliers who operate at all
levels of the supply chain, from standing timber to delivery to the end customer.

The distribution by supplier of timber purchases from third parties at ENCE
installations in Navia and Pontevedra in recent years is shown below:

Navia 2009 2008 2007

1 13% 19% 19%

2 10% 8% 6%

3-5 15% 15% 16%

6-10 14% 16% 16%

Rest 49% 42% 43%
Pontevedra 2009 2008 2007
1 15% 17% 15%
2 13% 13% 13%
3-5 24% 27% 29%
6-10 16% 15% 15%
Rest 32% 28% 27%

On the other hand, in the catchment area of the Huelva plant the eucalyptus timber
market is highly marginal, and a small number of suppliers operate in it who have
traditionally been providing timber to this plant almost as sole customer. In the
time examined two single suppliers were responsible for between 50% and 60%
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of total volume of timber acquired from third parties, with the volume of timber
acquired from suppliers in Huelva accounting for around 15% to 20% of the total
consumed by the plant.

. Imports: This is off-Peninsula timber normally imported by sea. In the case of
timber originating in Uruguay, vessels normally transport both own timber and
that acquired from third parties. The volume of non-Iberian timber supplied to
plants in 2009 amounted to 18% of the total.

In 2009 the total supply of timber to the cellulose and energy production installations of
the Group amounted to 2.91 million m’, 8.4 % less than in 2008. This was basically due
to the reduction in cellulose production during this financial year as a result of
extraordinary technical shut-downs necessary to carry out the investment activities
planned at the installations, particularly in Navia, and the low rate of Huelva operations
between May and September conditioned by the low price of cellulose in the international
market. The volumes supplied by plant in the reference period are detailed below, by
source of timber:

Thousands ms 2009 2008 2007
Own assets 206 220 241
Purchases standing 256 200 183
Suppliers 1,338 1,232 1,310
Portugal 584 867 788
Non-lberian 528 661 569

Total 2,912 3,180 3,091

Note: ““Portugal” covers both own timber and that from suppliers and that
purchased standing.

Timber commercialisation activities

Sales and exchanges of timber with third parties in 2009 accounted for 1% of total timber
managed by the ENCE forest division.

Complementary business activities

As well as the activities described of timber production and acquisition, forestry activities
cover:

. Forestry and environmental projects and consultancy in the rural environment
through Ibersilva, S.A.U., with branches in Spain, Uruguay, Portugal and France.

. Production and commercialisation of forest plants in own nurseries, with 20,000
m” of greenhouses located in Figueirido (Pontevedra), Huelva, Navia (Asturias)
and Viana do Castelo (Portugal).
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6.1.1.3. Cellulose Management Division

The Cellulose Management Division comprises integrated production of cellulose and
energy at three production plants located in Navia (Asturias), Huelva and Pontevedra, as
well as commercialisation of the cellulose produced.

The manufacturing assets in Huelva and Pontevedra are assigned to the Company, whilst
those located in Navia are on the balance sheet of a subsidiary company, Celulosas de
Asturias, S.A., wholly owned by Grupo Empresarial ENCE, S.A. Sale of production in
international consumer markets is managed directly by the company.

The combined nominal production capacity of the three plants is 1,340,000 Tm/year. The
Huelva and Navia plants are specialised in production of ECF cellulose (elemental
chlorine free) and that of Pontevedra in TCF cellulose (totally chlorine free).

The Huelva and Pontevedra plants are historically at utilisation levels clearly exceeding
90%. At the end of 2009 the Navia plant reached a production rate virtually equivalent to
its nominal capacity after carrying out the installation extension and improvement
project, which placed it as the largest short fibre market cellulose plant in Europe. The
following graph shows the start-up curve of the Navia plant in terms of daily production
(moving weekly average).
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Installed capacity, production and degree of utilisation of each of the plants are detailed
below:

Type of paste and Installed capacity Production 2009 Degree of utilisation
plant (Tn/year) (Tn) (average al.mual
y computation)
ECF 910,000 590,340 64.9%
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Huelva 410,000 319,582 77.9%
Navia 500,000 270,758 54.2%
TCF 430,000 407,670 94.8%
Pontevedra 430,000 407,670 94.8%
Total 1,340,000 998,010 74.5%

2009 was not a very representative year for the actual average utilisation indices of the
installations for the reasons described below:

Navia Plant: Investment activity carried out (see 5.2 Investments) to increase the
production capacity of the installations from 300,000 to 500,000 Tm/year required
a start-up and optimisation period until reaching its cruising level of around 9
months, which is within the optimum range of the industry in the case of actions
of this importance. The installation utilisation index in 2008 was 96.1%.

Huelva Plant: The sharp fall in cellulose prices which began in the last part of
2008 led to taking the decision to operate this installation at 50% between May
and September 2009, such that it was not necessary to use higher cost imported
wood and thereby guarantee the profitability of the plant in an environment of
low-cycle prices. After entry into operation of the new energy installations in
September 2009, the installation again operated at its standard production rate.
The utilisation index of the installation in 2008 was 94.76%.

Pontevedra Plant: During 2009 minor improvements of an operating nature were
undertaken along with minor investments which enabled bottlenecks to be
eliminated and placed production capacity of the plant at around 430,000 Tm/year
at the end of the year, when this capacity was originally 410,000 Tm/year. The
installation utilisation index in 2008 was 98%.

A breakdown of evolution in production by type of cellulose is detailed below:

2009 2008 2007
Financial Financial Financial
Year Year Year
ECF 590,340 686,754 687,527
TCF 407,670 402,229 423,535
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Total

998,010

1,088,983 1,111,062

According to Company estimates, in 2009 ENCE maintained fourth position by
eucalyptus paste production capacity in the market at world level, maintaining a share of
17% of the European market and being the principal world producer in the production of
eucalyptus TCF short fibre paste. It is estimated that extension of the plant will permit the
market share of the Company to increase up to 20%.

The cellulose which the Group produces is basically used to manufacture printing and
document paper and tissue of maximum quality, particularly by the principal European
paper producers. The mix of destinations, customers and specialities has continued on the
same lines in the last 3 years.

The principal figures for production and sales of cellulose in the last 3 years are shown
below:

S 2009 2008 2007
Financial Year | Financial Year | Financial Year
Production of cellulose kTad 998 1,089 1,111
Sales of cellulose Tons 1,061 1,067 1,113
Average exchange rate $/€ 1.39 1.47 1.38
Cellulose price $/Ton 563 774 706
Cellulose price €/Ton 405 526 512
Cellulose sales M€ 361.0 484.7 497.7
Cash cost €/Tm 360 393 357
EBITDA M€ (14.8) 86.9 137.0

Note: Cash cost means the effect per ton of cellulose of the costs incurred annually by the Company in its activities,
excluding depreciation, financial costs and other non-recurring costs, but including forest exhaustion.

Note: The prices of cellulose shown, both in € and $, are average prices for the period effectively received by ENCE.

Note: With respect to prices in force in the market (denominated in euros) the Company applies discounts to its
customer for various items (trade discounts, volume discounts, discounts for prompt payment, etc.). These discounts are
variable based on the type of customer and market conditions at any time. The average discounts applied in the
reference period to the average price in euros were 12.7% in 2007, 13.6% in 2008 and 15.6% in 20009.
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The principal figures for cellulose production and sales activities in the four quarters of
2009 are shown below:

Units Q12009 Q22009 Q32009 Q42009
broduction 0f 1 ag 192 237 263 307
Sales of cellulose Tons 235 247 263 316
gfeerage exchange | g e 1.30 136 1.43 1.48
Cellulose price $/Ton 521 495 551 658
Cellulose price €/Ton 401 364 385 445
Cellulose sales M€ 77.6 76.7 86.9 119.8
Cash cost €/Tm 435.1 377.9 341.5 303.9
EBITDA M€ (21.5) (17.1) 2.4 20.9

Note: Cash cost means the effect per ton of cellulose of the costs incurred annually by the Company in its activities,
excluding depreciation, financial costs and other non-recurring costs, but including forest exhaustion.

Note: The prices of cellulose shown, both in € and $, are average prices for the period effectively received by ENCE.

Note: With respect to prices in force in the market (denominated in euros) the Company applies discounts to its
customer for various items (trade discounts, volume discounts, discounts for prompt payment, etc.). These discounts are
variable based on the type of customer and market conditions at any time. The average discounts applied in the
reference period to the average price in euros were 12.7% in 2007, 13.6% in 2008 and 15.6% in 20009.

Production process

The production process used in the Group cellulose production plants is the so-called
Kraft process with ECF bleaching process (elemental chlorine free) in the Huelva and
Navia installations, and TCF (totally chlorine free) in those of Pontevedra. These
processes do not involve the use of particularly pollutant or hazardous consumables.

As well as eucalyptus timber, received in the form of trunks (mainly with bark) or in the
form of chippings (normally timber imported from South America), the principal
products used in the production process are as follows:

. Chemical products: Oxygen produced on site and cryogenic oxygen, oxygenated
water, caustic soda, sulphuric acid, sodium chlorate, EDTA, lime and sulphur
dioxide. In addition, additives are used in insignificant amounts, such as talc,
antifoaming and dispersion agents.
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. Fuels to support biomass fuels: Fuel-oil, natural gas, propane and petroleum coke
in small amounts.

The timber received at the plant is debarked and chipped in order to be subjected to a
controlled steaming process with the addition of alkali produced on site based on the
supplies previously described. The steaming dissolves the content of lignin present in the
wood (a component which serves as a union between the cellulose fibres, providing
strength to the whole), making disintegration of the cellulose fibres possible. The mixture
so obtained is washed with water in a virtually closed circuit, separating the dissolved
lignin from the suspension of cellulose fibres. The cellulose paste so obtained is subjected
to a bleaching process and subsequent drying, cutting and packaging in order to facilitate
its transport to its point of use as raw material in the production of paper, cardboard, card,
packaging, etc.

For its part, the separated lignin together with the chemical products used in steaming of
the wood are concentrated in a multiple effect evaporation train in order to facilitate
combustion. The renewable energy generated on combustion of this biomass fuel is
sufficient to generate a steam flow such that, using an electric turbine, it is capable of
supplying the electrical and thermal requirements of the installation and generating a
surplus of additional renewable electricity. This surplus is even greater when, as happens
in the Group plants, use is also made of the bark of the wood to obtain supplementary
energy in a boiler designed for the purpose, which maximises the capacity for generation
of renewable energy with biomass from the wood used as raw material. Furthermore, the
process used is conceived such that it is possible to regenerate the alkali necessary for
steaming of the wood with minimum contributions to the circuit to replace losses.

Each plant continuously monitors environmental parameters of its liquid and atmospheric
effluents, noise, waste, etc., verifying and taking the necessary steps to ensure that they
are within the limits required in each case. The monitoring procedures and operating
guidelines are set out in the corresponding procedures, instructions and standards of the
Company’s management system. Furthermore, since December 2008 all plants have their
corresponding Integrated Environmental Authorisation and greenhouse emission
authorisations, with the allocation having been obtained of 657,970 emission rights
annually for the 2008-2012 period.

Loqistics

Group plants are strategically located to cover the European market thanks to their
proximity to ports of embarkation and the competitiveness of their logistical solution
which enables them to increase their proximity to the customer by coastal vessels of a
size more adapted to customer demand. The north-south flow of goods is greater than the
reverse, which enables it to operate in a market with a surplus of logistical resources
which are forced to return to northern Europe under ballast, which enables lower cost
logistical solutions to be contracted.

. The Huelva plant is located 10 km from the port of that city from where it can

competitively supply the Mediterranean zone in particular. Pontevedra is located 2
km from the port of Marin where there is a covered terminal which enables
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vessels to be loaded on their arrival, irrespective of weather conditions. There is
also container shipping capacity in this port.

. Navia, for its part, is 35 km from the port of Ribadeo, which to date has acted as
logistics base for the dispatch of units sold by the plant. However, the extension
of the Navia plant required design of a new logistic solution which guarantees the
dispatch of production at a competitive cost and reduces the environmental impact
of transport (saving in CO, emissions and lower saturation and greater safety on
highways). In this respect, the Company signed a framework agreement with
FEVE (Ferrocarriles de Via Estrecha) and the Principality of Asturias in 2008 to
structure a logistic solution by rail from the Navia plant to the port of Gijon,
where ENCE would operate a covered terminal with storage capacity for some
15,000 tons of cellulose, equivalent to ten days’ production. It is estimated that
this logistic solution will enter operation in 2012, after construction of the new
rail infrastructures. The cost of a port infrastructure of these characteristics is
around 8-10 million euros, although ENCE is currently in talks with different
logistics operators in order that the selected operator undertakes this investment
and operates the installation exclusively. Furthermore, these new infrastructures
will permit an efficient supply of timber in terms of cost and environmental
impact to the plant, with provision for the possibility of annual transport of up to
300,000 Tm/year from different points of the Cantabrian cornice and up to
100,000 Tm/year received in the port of Gijon by sea.

The Group sells cellulose mainly on CIF terms, i.e. including freight and insurance. The
Group also operates with deposit warehouses in different European ports, from which an
efficient capillary distribution takes place in cases in which supply has been agreed at the
customer’s installations, to which it arrives either by land or by a combination of lorry-
barge.

Development lines

The planned development of the cellulose business includes continuing optimisation of
the cost structure of the existing plants, thereby improving their efficiency in both
environmental terms and from the energy point of view, their productivity and in short
their competitiveness. In this respect, there is still room for improvement by cost
management or low investment measures to eliminate bottlenecks in the production
process, increase the weight of use of biomass fuels compared with fossil fuels, improve
the logistics conditions and rationalise the costs of maintenance and fuels, just to mention
a few.

From the commercial point of view, having overcome the collapse in prices and demand
in 2008 and 2009, the Company will continue seeking a more balanced mix of sales
between different paper sectors and geographical areas in order to diversify risks, looking
for the possibility of closing transactions with new customers in growth markets, in
particular in Eastern Europe and the Mediterranean.
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Sales

Sales from activities in the last 3 years have reduced at an annual compound rate of
14.8%, with a fall of 2.6% in 2008 over 2007, and 25% in 2009 over 2008. This evolution
has been conditioned by:

. Lower volume of cellulose sold resulting from the lower production volume
achieved by the Company for the reasons previously described, as well as a longer
annual shut-down in Navia in 2008 due to production capacity extension works.

. Price of cellulose: The average annual price of cellulose in 2009 fell to 563
USD/Tad compared with 774 in 2008, due to the general fall in demand and the
entry of new production in Latin America. The exchange rate reflected a rise in
the dollar in 2009 compared to 2008, but the combined effect of these two
variables meant an average price fall in euros of cellulose from 526 in 2008 to 405
in 2009.

The price of cellulose in 2008 was characterised by contracting demand, particularly as
from September, and consequent fall in prices from 478 euros/Tn recorded in August
2008 to 415 euros/Tn reached at the end of 2008.

The following graph shows quarterly evolution of tons of paper paste sold in the period
under analysis:

Evolution of Tons Sold
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As can be seen in this graph, the volume of tons sold in the period was reasonably stable.

Quarterly evolution is shown below of income from sales of paper paste:
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Evolution of Cellulose Sales
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In addition, the evolution of income from paper paste is conditioned by evolution in the
sale price. The cellulose paste production and sale market has historically been cyclical
and presents high volatility, with this behaviour basically being due to the different
movements which occur both in supply and demand, and also speculation carried out in
futures markets in respect of this commodity, which principally impacts on the evolution
of the reference paper paste price in international markets.

The behaviour is shown below of the reference paste price in dollars in international
markets, evolution in the dollar/euro exchange rate and evolution of the reference price in
euros:

Evolution of Average Paste Price and Exchange Rate
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The above graph shows how, as from the second half of 2008, there was a substantial fall
in market price in dollars, coinciding with contraction of the world economy at that time,
and subsequently there was a substantial price improvement in the second half of 2009, in
line with the reactivation of the world economy which began at that time and which again
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showed signs of growth. The reference price at the end of 2009 was around 700 dollars
per ton, equivalent to the price in the first months of 2007 and far from the 840 dollars
per ton reached in the third quarter of 2008.

With respect to the exchange rate, the period examined shows a certain parallel between
evolution of the price of paper paste in dollars and evolution of the USD/euro exchange
rate, although on examining longer historical series this situation does not occur in all
cases.

The destination markets of paper paste sales are as follows:

Tons Sold (%)

2009 2008 2007

FY FY FY
Germany 22.9% 24.4% 24.3%
Spain 19.7% 18.7% 18.1%
Italy 12.6% 11.1% 9.7%
United Kingdom 6.4% 10.7% 10.7%
Austria 5.7% 6.7% 6.1%
France 6.9% 8.0% 7.5%
The Netherlands 3.2% 4.4% 4.4%
Switzerland 4.6% 3.8% 4.1%
Poland 4.5% 4.0% 3.6%
Turkey 2.9% 2.4% 4.3%
Sweden 1.5% 1.9% 2.5%
Others 9.1% 3.9% 4.7%
Total 100.0% 100.0% 100.0%

The main destinations of Group sales are European countries, since logistics costs are
thereby controlled to a maximum. Furthermore, shares by countries remained stable in
the reference period, seeking a concentration per country adapted to the demand in each
one in order to minimise the country risk as far as possible.

As can be seen, the most relevant destinations of cellulose paste sales of the Group are
Germany, Spain and Italy.
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The evolution of sales by customer in the period analysed is shown below:

Tons Sold (%)

2009 2008 2007
FY FY FY

1 13.8% 11.4% 9.9%
2 9.4% 10.2% 7.6%
3-5 22.6% 21.3% 18.5%
6-10 142% 16.6% 17.4%
Rest 40.0% 40.5% 46.6%
Total 100.0% 100.0% 100.0%

In 2008 and 2009 the relative weight increased of Group sales to customers 1 and 2, due
principally to the concentration which took place in those years in the paper paste
destination sector, and sales to customers with greater balance sheet solidity in an
economic crisis environment. The relative distribution of the remaining customers

remained reasonably stable between periods.

Furthermore, analysis of the type of destination customer for paper paste produced by the
Group shows an increasingly greater concentration amongst those customer engaged in
the production of tissue, since the paper paste produced by the Group is best adapted to

its production process.
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6.1.1.4. Energy Management Division

Description of the energy management division

At the present time energy generation takes place in existing industrial complexes. A
description of assets can be found in section 8 of this document whilst the corporate
structure is described in section 7.

All Group energy generation installations are included under Royal Decree 661/2007,
such that based on its application, the energy generated is discharged into the Iberian
electricity system under the modes of either sale at regulated fixed tariff or based on a
market price system (“pool price”) plus premium laid down, at the election of the
producer every 12 months based on the results of analysis of market price prospects. The
Company has its own energy office, attached to the subsidiary Celulosa Energia, S.A.,
which is responsible for operations and negotiation of energy in the electricity market.
Likewise, the Company acquires the electricity necessary in the organised market to
supply its production processes, paying in addition the access tolls of third parties to the
grid laid down by law.

Since installations falling under Royal Decree 661/2007 have priority access to the
distribution grid, the sale is guaranteed of all production of ENCE plants, either in the
fixed tariff mode or under the market plus premium system. It is also important to take
into account that all plants have a sale and purchase system commonly referred to as “all-
all”, by which all production of the energy generation plants is sold and all electricity
required by the industrial complexes to cover production process needs is purchased.
Royal Decree 661/2007 establishes a stable remuneration mechanism over 25 years,
thereby eliminating possible risks deriving from the income received per MWh sold, and
each installation in question can elect for the regulated tariff or market price plus
premium system at any time during this period, although after selecting one of the options
it must be maintained for the following 12 months.

All industrial centres of the Group have biomass cogeneration installations, such that
electricity and useful heat for the production process are generated in the most efficient
possible manner. In addition, the Navia and Huelva complexes have condensation
generators to maximise the quantity of energy obtained from biomass, whilst Huelva also
has a natural gas cogeneration installation to support the cellulose production process.

In the Huelva industrial complex itself the Company is developing an independent 50
MW installed power installation with biomass fundamentally based on energy crops, as
part of the Company’s strategy of increasing the volume of business associated with the
production of renewable energy based on biomass as a means of organic growth (see
section 5.2.2.).

The following graph shows evolution of installed power (MW) after the investment

carried out in the Navia and Huelva plants (see Chapter 5.2). Huelva includes the natural
gas cogeneration plant.
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Note: Huelva includes cogeneration with gas

The biomass which the Group currently uses as raw material for renewable energy
generation originates from two principal sources: wood bark (solid biomass) obtained as
part of the supply to plants for cellulose production, and the black liquor or by-product
resulting from the wood steaming process, comprising lignin, water and remains of
chemical products used in the steaming, which are subsequently recovered and re-used in
the process. As well as these two sources, the Group acquires biomass from third parties,
basically forest waste and is implementing an ambitious programme of energy crops
which is the lever for its future development, as explained later in this document.

Movements in energy sales in recent years are shown below:
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Per centre in MWh/year
2009 2008 2007
Huelva 703,883 693,518 521,613
Pontevedra 197,319 215,265 182,379
Navia 314,487 142,125 143,582
Total 1,215,689 1,050,908 847,574

By technology in MWh/year

2009 2008 2007
Cogeneration with 429,723 357,390 325,962
biomass
Condensation with 435,385 348,167 260,872
biomass
Cogeneration with gas 350,581 345,351 260,740
Total 1,215,689 1,050,908 847,574
Total sales in M€/year
2009 2008 2007
Group Total 126.9 117.8 66.6

Energy sales in 2007 accounted for just 11% of total Group sales, whilst in 2008 they
accounted for 18% of total sales, and in 2009 24%.

Sales have been conditioned by the following factors:

. Investment in expansion and optimisation undertaken in production centres, both
of a purely energy nature and connected with cellulose production.

. Commissioning of the new Navia installations (see 6.1.1.3).

. Reduced cellulose production in Huelva, 2009 (see 6.1.1.3), which conditioned
production and sale of energy connected with this process.
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. Entry into force of Royal Decree 661/2007 and registration of new generation
plants under the Special Regime.

. Evolution of electricity market prices and of the tariff-market mix.

Income deriving from energy activities of the Group has grown significantly in the period
examined, + 8% in 2008 compared with 2007, and +77% in 2009 over 2008.

This strong growth is concentrated in the Huelva and Navia industrial centres:

The extension of the Navia plant which began in 2007 and ended during 2009 (see
section 5.2 of this Registration Document) enabled nominal electricity generation
capacity based on renewable sources (biomass) to be increased from 150,000 MWh/year
to 535.000 MWh/year.

At the Huelva plant a reform was carried out of the existing biomass boiler and a new
steam generator included in order to bring about an increase in energy production based
on biomass of some 70,000 MWh/year.

The quarterly evolution of income from energy sales compared with evolution of the
volume of energy produced is shown below:
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Energy Sales Income

Average income per megawatt produced in 2007 was approximately 78 euros. Changes to
energy systems together with the increase in energy production subject to the Special
Regime established by Royal Decree 661/2007 enabled the average sale price to increase
to 112 euros and 104 euros in 2008 and 2009, respectively.

In relation to price management strategy, the Company or its subsidiaries have contracted
and will continue to contract organised electricity market price hedging instruments (from
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the point of view of purchase or sale of energy) and/or of the price of certain fuels in
order to fix the return from their generation installations.

Specifically, in 2009 ENCE covered 306,600 MWh generated and sold to the market by
the CENER I unit at a price of 54 €/ MWh (daily market price, without premiums or
supplements). Furthermore, it covered part of the natural gas consumed by this
installation (1,485,000 MWhpcs) at a price of 28.92 €/ MWh (before discounts). Finally,
the Company covered 51,206 Tm of fuel-oil consumed at its production centres during
the first and second quarters of 2009 at a price of 290 €/Tm at plant.

Principal characteristics of electricity production based on biomass

As well as the production of cellulose, the industrial activities of ENCE focus on the
production of electricity from biomass.

In this respect, in accordance with European Technical Specification CEN/TS 14588,
biomass means all materials of biological origin excluding those which have been
encompassed in geological formations undergoing a mineralisation process, which
include coal, oil and gas. Consequently, the definition of biomass covers a large group of
materials of different origins and with very different characteristics, from the waste from
forest exploitations and agricultural crops to waste from garden pruning, waste from
agricultural-forestry industries, crops for energy purposes, liquid fuels deriving from
agricultural products, and waste of animal or human origin, amongst others.

Wastes and materials susceptible to use in energy production of the Group are as follows:

. Waste from forestry and agricultural industries: Chippings, bark or sawdust of
first and second timber conversion industries and stones, peelings and other waste
from the foodstuffs industry (olive oil, preserves, nuts, etc.).

. Energy crops: Are cultivations of plant species devoted specifically to the
production of biomass for energy use.

. Forest waste: Originates in the processing and exploitation of vegetable masses,
both for protection and improvement and to obtain raw materials for the forestry
sector (timber, resins, etc.).

. Woody agricultural waste: Trimmings from olive trees, vines and fruit trees.

. Herbaceous agricultural waste: Obtained during harvesting of various crops, such
as cereals (straw) or maize (cane).

The heterogeneous nature of the sources from which biomass can derive continues in the
uses of energy produced with biomass, and it can be used for heating and hot water
production in the domestic sector (family dwellings, residents’ associations, districts or
entire municipalities), heat for industrial processes and electricity generation.

In relation to the application of biomass, the conversion of biomass can give rise to
different energies:
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. Thermal energy: This is the most widespread application of natural and residual
biomass. Direct combustion systems produce steam which can be used from
heating to the production of electricity.

. Electricity: This is obtained above all from the conversion of biomass from
energy crops, from primary forest biomass and from industrial waste products. In
certain processes the biogas resulting from the fermentation of biomass can also
be used to produce electricity. The technology to be used to achieve electricity
depends on the type and quantity of biomass.

. Mechanical energy: This is generated from biofuels, which can totally or partially
replace fossil fuels, enabling petrol engines to be powered with bioalcohols and
diesel engines with bio-oils. In many countries this type of fuel is already reality,
for example in Brazil.

. Cogeneration: Finally, cogeneration systems are systems of combined production
of useful heat and electricity based on a single fuel. Natural gas is the primary
energy most used for the functioning of combined heat and power plants, which
function with gas motors or turbines. In the case of ENCE, however, biomass is
also used as a fuel for cogeneration installations such that the two advantages of
cogeneration and renewable energy sources are combined: the high efficiency
associated with the former and the sustainability associated with the latter.

In the cogeneration process the heat is presented in the form of high-pressure water steam
or in the form of hot water. Thanks to the use of residual heat, cogeneration systems have
an overall yield of around 85%, which means that the simultaneous use of electricity and
heat favours obtaining high rates of energy saving and a substantial reduction in energy
bills without altering the production process, an energy saving which is substantially
increased if residual energies are used.

Development lines

The production of electricity is traditionally integrated in ENCE with the production of
cellulose, since the energy is produced from combustion of the forest products associated
with the production of cellulose in steam boilers at high pressure and temperature,
specifically designed for this purpose, producing energy in turbines designed also to
supply the demand for useful heat in the industrial process (cogeneration). The basic
purpose is to guarantee self-supply of electricity and heat demand required for the
cellulose production process, taking advantage of the existence of organic surpluses from
paste production (lignin and bark), maximising electrical surpluses by progressive
improvements in energy efficiency.

Nevertheless, the Group is currently developing and enhancing an energy business line
independently.

In the future, as well as ongoing improvement and optimisation of processes in the energy
field in industrial complexes, the Company plans to develop new independent energy
generation plants based on biomass in different locations, optimising the supply of energy
Crops.
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Our decision to make investments and our confidence in the future development of the
biomass sector are based on a series of premise which are examined below:

Favourable regulatory framework

Support from public authorities for electricity generation based on biomass as a
renewable source is essential. For these purposes the new Directive 2009/29/EC, of 23
April, amending Directive 2003/87/EC on completing and extending the Community
Regime of Trade in Greenhouse Gas Emission Rights, forms part of the so-called “green
package” which the European Union has been promoting since 2007 to comply with the
“20/20/20” commitment. This commitment relates to a triple objective for the year 2020
by which 20% of consumption of final energy must derive from renewable sources,
greenhouse gas emissions reduced by 20% (with respect to those in 1990) and an
improvement brought about in energy efficiency of 20% with respect to the consumption
trend.

With respect to domestic legislation, successive regulatory frameworks in Spain have
improved the premiums received by electricity producers using biomass, a trend which is
expected to continue in the short and medium term. Significantly, promulgation in May
2007 of Royal Decree 661/2007, increasing the remuneration for electricity generation
with biomass and granting the possibility of charging a premium for those installations
under the ordinary regime which engage in co-combustion activities, opened the door to a
substantially higher growth in this type of generation. For its part, Royal Decree-Act
6/2009, of 30 April, adopting certain measures in the energy sector and promulgating the
social bonus, introduced as its principal novelty creation of the Remuneration Pre-
allocation Register. All electricity installations under the Special Regime must be
registered in this register in order to be entitled to charge under the economic regime
established in Royal Decree 661/2007.

In this respect, the contribution of renewable energy to gross end consumption of energy
in Spain is estimated for 2020 at 22.7%, almost three points higher than the mandatory
objective established by the European Union for its Member States, whilst the
contribution of renewables to electricity production will reach 42.3%, by which Spain
will exceed its forecasts in this field (40%)".

The data is contained in the advance 2011-2020 Renewables Plan, sent by the Ministry of
Industry, Trade and Tourism to the European Commission in compliance with the
Community Directive in the field (2009/28/EC), which provides for mandatory renewable
energy objectives for the EU and for each Member State in 2020, and preparation by
them of national action plans to achieve these objectives.

In this respect, the 2011-2020 Renewable Energy National Action Plan is in the process
of preparation, and therefore the scenario and objectives for each of the renewable
technologies during this period may be subject to review. It is expected that this new
Renewable Energy Plan will be published during the summer of 2010, since the
Government has undertaken to the European Union to provide its plans in the Renewable

' Data contained in the advance 2011-2020 Renewable Energy National Action Plan, sent by the Ministry
of Industry, Trade and Tourism to the European Commission in compliance with Directive 2009/28/EC.
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Energy field with the objective of complying with Community objectives. The
corresponding sector analyses prior to preparation of the document are being carried out
by the Institute for Energy Saving and Diversification (“IDAE”), a body attached to the
Ministry of Industry, Trade and Tourism. In this context IDAE has included ENCE
within the consultation group for analysis of the biomass sector and establishment of new
objectives and paths to achieve them to be included in the new Plan.

As an intermediate estimate, it is forecast that in 2012 the share of renewable energies
will be 15.5% (compared with the orientative forecast in the indicative trajectory of
11.0%), and in 2016 18.8% (compared with the 13.8% forecast in the trajectory).

The increased development of renewable sources in Spain relates to electricity generation
areas with forecast contribution of renewable energy to gross electricity generation of
42.3% in 2020.

At the present time, there are good prospects that the different Administrations will
continue to strengthen electricity generation based on biomass due to the positive effects
of biomass as a source of renewable energy:

. Neutral CO, balance and reduction in emissions of other pollutant agents
(particles, NOx, sulphur, etc.).

. It favours the sustainable treatment of waste, avoiding tipping and uncontrolled
burning.

. It reduces the risk of fires and plagues of insects.

. Creation of rural employment and development of own know-how. Reactivation

of the agricultural sector, using fallow land and making use of agricultural waste
now burnt on the land.

. Improvement in the trade balance, reducing the need to import fuels and purchase
CO; emission rights.

. Manageable energy which contributes to stability of the network, avoiding
transport losses and plants can be connected in locations close to consumption
points.

To these factors must be added the fact that until the middle of 2009 only 28% of the
electricity generation objective with biomass established in the Renewable Energy Plan
had been covered. In fact, only 152 MW of new biomass projects had been installed
between 2004 and May 2009, compared with the 1,695 forecast for 2010 in the Plan.
Furthermore, it must be taken into account that Spain is the third country of the UE-15
with highest electricity generation potential with biomass.
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As can be seen in the following graph, the 2005-2010 REP provided that biomass must
account for 45% of primary energy contributed by renewable sources by 2010.
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Legend: (M Tep)
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For which purpose it is necessary to mobilise 56% of the potential biomass existing in
Spain:
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Source: 2005-2010 REP, IDAE

As mentioned, Spain is a country with large energy generation potential based on
biomass in the EU:
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Nevertheless, the objectives laid down by the REP are not being complied with, and
therefore an increased push is expected on the part of the Administration for this energy
source, which could translate into greater incentives for energy generation by these means
and facilitate processing of the corresponding authorisations to undertake projects of this

type.
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Source: 2005-2010 REP; National Energy Commission
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Management of the entire biomass supply chain

ENCE has experience and know-how in management of the biomass supply chain.
Access to its own forest resources and joint action with its suppliers guarantee the
resource in the medium and long term. Furthermore, forest biomass is achieved at a more
efficient cost since ENCE is manager of the resource.

To this must be added that ENCE has an excellent position in R&D&i thanks to its
investments in the research field, particularly in energy crops, which reduces the
acquisition cost of raw material compared with the cost of purchasing from suppliers, and
in particular permits greater control and future reduction by improvements in productivity
of the crop. The Group already now has 8,979 hectares planted with ligneous energy
crops which are producing very high productivity data. In addition, there are agricultural
crops at the present time which show low yields for producers, to which must be added
the gradual elimination of aid deriving from the Common Agricultural Policy, which
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foments access to long term leasing agreements on price terms lower than those in
previous years.

Of the 8,979 hectares, 7,679 are devoted to supply of the 50 MW project in Huelva, and
are equivalent to 45% of estimated annual requirements for biomass of this installation.
The remaining volume relates to the initial activities for development of the remaining
Group projects. In the Huelva project around 70% of biomass supply will come from
energy crops, whilst the remaining supply will basically come from forest waste. The
energy crop planting plan for Huelva provides for the use of principally unirrigated land.

However, for the remaining new developments it is expected that around 50% of the
supply of biomass will come from energy crops, but mainly implemented on irrigated
land. The remaining supply will be covered with waste, basically forest waste. It is clear
that productivity of irrigated land is much higher than that of unirrigated land; this fact
combined with the fact that it is expected that in new developments a lower proportion
that that established in the plan for supply of the 50 MW Huelva project will be energy
crops leads to a need for hectares planted with crops for new developments with lower
installed MW compared with the Huelva project.

Based on the foregoing premises, ENCE is undertaking an ambitious growth plan focused
on the generation of electricity from biomass which is dealt with in more detail below.

Plan for development of 150-210 MW of electricity based on biomass

As indicated in section 5.2.3 of this Registration Document, ENCE is working on
development of a plan to install between 150 and 210 MW of electricity generated from
biomass by 2015, to which end consideration must be given to the following premises
which ENCE uses as basic criteria to comply with this objective.

It must firstly be indicated that ENCE has begun processing the necessary permits for the
purpose of implementing the plan. To this end, the most advanced project, that of Huelva
with 50 MW, has Integrated Environmental Authorisation and is therefore in its final
stage of processing, with the commencement of works expected during the second half of
2010 in order to thereby comply with the estimated date of entry into operation at the end
of 2011. In parallel, for the projects of between 10 and 20 MW the relevant studies have
been commenced to analyse the availability of electricity evacuation, biomass and verify
that there are no environmental impacts which cannot be borne by the recipient
environment.

On this basis, entry into functioning of projects would accord with the following scheme:
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The biomass development plan is associated with a major investment, estimated at some
2.5 million euros per MW installed, of which ENCE will only contribute between 20%
and 30% as own funds depending on the financing terms which are anticipated in the
context of negotiating the Project Finance structures for each individual project.

In relation to the operating parameters of the biomass plants, the basic hypotheses of
ENCE point towards operating indices above 8,000 equivalent hours annually, thanks to a
biomass supply plan mainly based on energy crops (around 55%) with the remaining 45%
from forest waste, with costs of between 40 euros per ton (forest waste) and 60 euros per
ton (energy crops). Figures are being considered for Operating and Maintenance costs of
around 15 euros per MWh produced. This data is in line with market figures and those
used by IDAE in its studies into monitoring development in the biomass sector in Spain.

In accordance with the plan, several of these projects are at an advanced stage of
promotion. Specifically, three of them (as well as the 50 MW Huelva project) have a
definitive acquired site and environmental studies are at an advanced stage. In two of
these projects access has also been applied for to the high voltage grid, depositing the
corresponding guarantees. The processing of permits is taking place at a good rate and
with a high degree of cooperation from the Administrations involved, without special
difficulties foreseen in this respect.

In parallel with the process of obtaining permits, ENCE is beginning the contracting and
planting of energy crop hectares for the purpose of implementing a stable plan for supply
of the plants after they enter operation. Due to the necessary period for obtaining the first
harvest (between 3 and 5 years) the Company considers this own supply activity in
parallel with technical promotion and construction of the energy projects to be
fundamental.

The plan for contracting and planting hectares associated with the 150-210 MW biomass
plan is taking place in accordance with the following planning:
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The cost of investment in planting varies based on the type of crop between 1,100 and
1,600 euros per hectare (unirrigated or irrigated), whilst the cost of irrigating properties
without existing infrastructure varies between 1,500 and 2,000 euros per hectare. Annual
maintenance is between 150 and 500 euros per hectare and year, and likewise depends on
the type of crop.

During the process of drawing up Royal Decree 661/2007, IDAE (Instituto para la
Diversificacion y el Ahorro de Energia (Institute for Energy Saving and Diversification)
of the Ministry of Industry, Trade and Tourism) made public that the remuneration
system to be included in this Royal Decree must provide an internal rate of return for
electricity generation products based on biomass, as for other renewables, of around 8%.
The presence of ENCE in all stages in the biomass supply chain and its experience in
developing energy crops, optimising the productivity of the different types of crop used
and their calorific power are two elements which favour improvement in these rates of
return.

With respect to contribution of own funds, although the target timetable for implementing
projects is defined, their modularity will enable their execution to be adapted to the cash
flow generation capacity of the Company.

6.1.1.5. Principal figures
See Chapter 9 of this Registration Document.

6.1.2 New significant services and products

No significant products or services have been developed other than previously referred to
in relation to the biomass development plan (see the foregoing section 6.1.1.1).

6.2 Principal markets

6.2.1 The cellulose market

Brief description
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Cellulose is the principal raw material for the manufacture of paper and its derivatives.
Producers can be classified in three ways:

1)  Cellulose producers can be classified amongst those who produce cellulose for
internal consumption (being integrated paper manufacturers) and those which
produce cellulose for sale to third parties. The latter produce what is called
“market cellulose”, which represents around 22% (excluding cellulose from
recycled paper) of world paste capacity, estimated at 225 million Tn/year.

2)  Depending on the production process used for separation of the three principal
components of the wood (water, lignin and cellulose fibre) and for bleaching
the cellulose, the process may be chemical, mechanical or a combination of
the two. Of all cellulose produced worldwide, approximately 93% is obtained
by using chemical processes, with the so-called “Kraft” —or sulphate— process
predominating. Cellulose can be bleached or crude by type of finishing.
Bleached chemical cellulose represents around 96% of chemical pastes in the
market, a segment in which ENCE Group activities fall.

3) Depending on the cellulose fibre used, it may be “short fibre” or “long fibre”,
depending on the length of the cellulose fibres used in the production process,
which in turn depends on the type of timber employed as raw material. Long
fibre cellulose, under the same conditions, is stronger and used in paper which
requires specific strength characteristics, whilst short fibre cellulose has better
dimensional stability properties, better qualities for printing and is generally
considered to be that which enables better quality paper to be produced. Long
fibre cellulose is obtained from soft wood (conifers, pine) whilst short fibre
cellulose derives from timber considered hard (such as eucalyptus and birch).
Long fibre cellulose represents approximately 46% of all bleached cellulose
produced through chemical processes aimed at the open market (21 million
Tm/year). Within short fibre, eucalyptus accounts for approximately 62% (15
million Tm/year) and over 33% of the global world market.

For these purposes, the Group has a profile of bleached chemical cellulose market
producer from eucalyptus timber (short fibre).

Analysis of demand

Evolution of the cellulose market, conditioned by a fall in production of printing and
writing paper in Europe (natural market of the Group) and in North America, but with a
large increase in China, has undergone a markedly volatile and varied behaviour during
the 2007, 2008 and 2009 financial years, which can be divided into three stages:

1. January 2007-August 2008

Despite the reduction in European paper industry activity (particularly in wood free
printing/writing and except for the increase in tissue paper production) the market for
cellulose paste remained balanced during this period, due to the increase in paper
production in China and the restriction on fibre supply as a result of timber supply
problems (Scandinavian long fibre and birch, short and long fibre from Canada as a result

-83 -



of labour disputes, lesser supply of timber from Indonesia as a result of greater control
over illegal cutting, and certain restrictions on maritime transport). In the case of
eucalyptus (paste produced by the Group) the increase in production of eucalyptus paste
worldwide was absorbed without greater problems on substituting other fibres as a result
of its greater availability, strategic nature (planned growth, geographical location of
producers, lower production costs and availability of timber) and lower price, as well as
its own physical characteristics. This enabled its price in USD to rise during this period
by 25%.

Global demand for cellulose (‘000 tn)
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Source: Hawkins Wright

2. September 2008-April 2009

As from August 2008 the principal market cellulose demand indicators began to show
signs of weakness at the same time as the world economy, due to the convergence of
several factors: drastic reduction in purchases in China up to the end of 2008, transfer of
stock from customers to producers worldwide, reduction in demand as a result of lower
paper production in Europe and North America (where 60% of consumption is
concentrated) due to the general weakening of the economy and lower consumption in the
two regions, leading to a very substantial increase in stocks —in producers. The sum of
these factors combined with the drastic reduction in financial capacity led to a rapid fall
in prices. This deterioration in the international market gave rise to a series of
extraordinary shut-downs and closures of capacity in less efficient plants, concentrated in
Europe and North America, even if Chinese production of annual plant fibres are added.

In this context the market price of eucalyptus cellulose fell rapidly, reaching a minimum
in Europe in April 2009 of 485 USD, equivalent to a reduction of 42% with respect to
August in the previous year. However, its worldwide consumption in tons did not cease
to increase despite the reduction in worldwide paste consumption.

The surplus paste was being absorbed in the first quarter of 2009 thanks to the strong
increase in China imports which, when the price was lower, took advantage of the
liquidity provided by the Chinese government to restore its stock and replace the local
production which shut down. The production cut-backs for their part enabled the lack of
demand in the remainder of the world to be set off.
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3. May 2009-December 2009

The weakness in demand in the more developed economies, markets which concentrate
around 60% of cellulose consumption, excess stock of paste accumulated during 2008,
the rapid fall in prices, the entry of new low-cost capacity in the southern hemisphere and
consequent loss of competitiveness of western producers, were factors which accelerated
the restructuring process in the sector.

Thus, during the first half of 2009 the succession of extraordinary shut-downs and
closures of capacity referred to in the previous stage had the consequence of an
adjustment in supply of bleached market paste close to 10% of installed worldwide
capacity.

This reduction in supply, combined with maintenance of higher demand in China and
partial recovery of demand in the rest of the world, permitted a gradual reduction of paste
stocks, the fall in which was particularly notable in the months of May and June 2009.
Furthermore, the weakening of the USD and improved balance between demand and
available supply favoured recovery of cellulose prices, evolution of which showed a
change in trend similar to that of other, also cyclical, raw materials.

In this context of recovery, cellulose prices underwent widespread rises in all markets;
thus, the price of eucalyptus cellulose in Europe recovered in this last stage by 44% from
a low point reached in April 2009, to 700 USD/ton. Evolution in annual demand and
capacity of market cellulose worldwide is shown below:
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In the first months of 2010 the upward trend in the price of eucalyptus cellulose
continues, with values expected of around 800 USD/ton at the end of the first quarter.

Geographical distribution of demand

Europe is the biggest consumer of bleached market cellulose (excluding non-bleached,
mechanical and thermomechanical cellulose) in the world, in 2009 accounting for
approximately 36% of total consumption, followed by China at 23%. In growth terms,
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China is the geographical area with the highest growth rates, with 55% growth in 2009. In
Western Europe bleached market cellulose demand fell in the same period by 12%,
basically due to stagnation of economic activity. At world level, bleached cellulose
demand in 2009 was equivalent to that of 2008.

In the case of eucalyptus cellulose, the evolution was positive in 2009, with world growth
of 14%, managing to win a market share with respect to other types of fibre. In Europe
the consumption of eucalyptus cellulose fell by 4.5% but in China it increased by 69%.
This data proves the good positioning of eucalyptus cellulose compared with other types
of fibre, and its potential.

A table is shown below with evolution of the principal bleached cellulose markets:
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Source: Hawkins Wright

Details are also shown of estimated short fibre cellulose demand (the category in which
eucalyptus fibre falls) at the end of 2009:
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kTad/year Demand

Western Europe 8,065
China 6,450
North America 2,815
Latin America 1,605
Japan 925
Eastern Europe 435
Oceania 80

Rest of Asia and Africa 3,815

Total 24,190

Source: Hawkins Wright

Whilst evolution in worldwide demand for eucalyptus market cellulose was as follows:

kTad/year 2009 2008 2007
World demand for market
eucalyptus cellulose

15,085 13,241 11,945

Source: Hawkins Wright

Analysis of supply

Total production capacity of bleached cellulose in the world market is 57.07 million tons
per year, with the production capacity of cellulose obtained from eucalyptus timber being
15.5 million tons.

The Group is currently the leading European operator in eucalyptus market cellulose and
the fourth worldwide, with an 8.6% share of global capacity.

Eucalyptus Capacity
rk Company Country (‘000 tn) Global Share
1 FIBRIA BRAZIL 5,245 33.8%
2 SUZANO BRAZIL 1,575 10.2%
3 CMPC CHILE/ARGENTINA 1,430 9.2%
4 ENCE SPAIN 1,340 8.6%

Source: Hawkins Wright

These companies sell significant percentages of their production in Europe, the natural
market of ENCE.

The supply of production capacity is mainly conditioned by two factors:
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The need to guarantee the supply of timber, the principal raw material, by the existence of
forest resources in sufficient amount and at a suitable average distance to guarantee
economy in the logistics process. In this respect, the forest assets necessary to supply a
cellulose plant of 1 million tons are around 100,000 and 150,000 hectares in areas of high
productivity with felling intervals of 8 to 10 years, such as the humid regions close to the
coast of Brazil, where annual productivity is obtained equivalent to between 7 and 10
tons of cellulose per hectare and year, ratios generally higher than those recorded in the
Iberian Peninsula.

A production structure which does not allow for gradual increases in production capacity:
new plants have a high investment cost, particularly due to environmental requirements
and the strong technological component which they incorporate. The latest “greenfield”
plants started up in the world have an installed production capacity of around 1 million
tons per year, although plants are also being planned with higher capacity. In any event,
the world economic crisis in recent years has temporarily paralysed these new very
capital-intensive developments, given the restriction on obtaining external financing.
Furthermore, as from taking the decision to construct a plant its commissioning takes
around 3 years.

Consequently, supply is very inelastic since it is displaced in time in relation to demand.
This factor, combined with a cost structure (low variable costs and high fixed costs)
which requires a high degree of utilisation to reach satisfactory profitability levels (high
operational gearing) means that in periods of excess supply there is strong price volatility.
These periods of excess supply result from relevant increases in production capacity
which only correspond to demand when increases in production capacity in the paper
sector take place. This imbalance is reflected to a large extent by increase in stocks
(indicative of times of excess supply and downward pressure on prices).

The evolution is detailed below of global stocks and cellulose prices. Stock levels are
measured in days, with 34 days considered a standard stock level. As can be seen in the
graph, there is an imbalance of approximately 3 months between the variation in stock
levels of producers and evolution in the price of cellulose. In recent months stock levels
have been reduced until reaching 23 days at the end of November 2009, due to
adjustment in supply and the restructuring process which the sector is undergoing.
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World Chemical Market Pulp Producer Stocks
60 Days of supply (Seasonally adjusted)
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Source: PPPC

Cellulose price

As mentioned in the previous section on ““Analysis of supply”, given the lack of elasticity
in supply the price of cellulose shows high levels of volatility, common in cyclical
sectors.

Cellulose prices have traditionally been fixed in USD. The long fibre cellulose market
continues to use USD as reference currency, whilst for short fibre cellulose
commercialised in European markets (the principal market in which the Group operates)
the euro is used. Nevertheless, this price is euros is also affected by the exchange rate
against the USD, since the high liquidity of cellulose as commodity leads, in times of
depreciation of the USD against the euro, to producers linked to economies more
dependent on the USD exporting short fibre cellulose to Europe at a price denominated in
dollars.
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The evolution of the price of eucalyptus cellulose in USD per ton in Europe is shown
below, in average annual terms, from 1960 to 2000:
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Source: FOEX

The following graph shows the price of eucalyptus cellulose in Europe, in USD per ton,
and in average monthly terms from 2000 until the end of 2009:
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The following table shows the price in dollars of eucalyptus cellulose on an annual
average together with movements in the euro/USD exchange rate, also on an annual
average, and conversion of the price in dollars to euros:

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Price (USD) 669 491 459 505 520 582 643 702 789 561
Rate (EUR/USD) 0.90 0.90 0.95 1.13 1.24 1.24 1.26 1.37 1.47 1.39
Price (EUR) 745 548 485 447 418 468 511 513 537 402

Source: FOEX and Oanda

It 1s estimated that during 2010 the recovery in the market which began in the final
months of 2009 will stabilise, supported by the increase in demand in China given its
strong increases in installed capacity of paper production and the expected recovery of
the US economy and principal European economies. Furthermore, reactivation of part of
production shut down for market reasons and volatility of demand may be factors which
negatively affect the upward trend in prices.

Evolution of the euros/USD exchange rate could in the medium term condition the impact
of potential price rises on the profit and loss account of the Company.

Nevertheless, the Company carries out an ongoing analysis of exposure to cellulose price
and euro/USD exchange rate risks in order to cover this exposure dynamically. In order to
cover the risks to which the Group is exposed as a result of fluctuations in the price of
paste, the Group contracted paste price swaps at 2 and 3 years to hedge its future sales.

At 31 December 2009 the Company had no paste price and euro/USD hedging agreement
in force.

The situation of hedging operations (swaps) at 31 December 2008 is detailed below:

Average Price

3 Year BHKP PIX Contract: Currency Tons (Dollar/Ton)

2009 USD 102,000 601.1

The reasonable value of this financial instrument at 31 December 2008 was positive by
3,729,000 euros and it was recorded under the heading of short term financial
investments under assets in the balance sheet.

Changes in the reasonable value of these instruments are directly recorded under net
worth in the account “Adjustments as a result of change in value — Hedging operations”.
The deferred tax generated by recognising these instruments amounted to 1,119,000 euros
at 31 December 2008. These deferred taxes are likewise recorded with a debit or credit to
net worth accounts (see section 14).

The heading “Variation in reasonable value of financial instruments — Trading portfolio
and others” in the attached profit and loss account for the 2009 includes a profit of
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3,808,000 euros (loss of 14,550,000 euros in 2008) corresponding to hedging liquidated
during the year.

The Group’s market

As can be seen in the following table, 80% of Group cellulose sales are destined for
export, mainly to the rest of Europe:

Tons sold (%)

2009 2008 2007
FY FY FY
Germany 22.9% 24.4% 24.3%
Spain 19.7% 18.7% 18.1%
Italy 12.6% 11.1% 9.7%
United Kingdom 6.4% 10.7% 10.7%
Austria 5.7% 6.7% 6.1%
France 6.9% 8.0% 7.5%
The Netherlands 3.2% 4.4% 4.4%
Switzerland 4.6% 3.8% 4.1%
Poland 4.5% 4.0% 3.6%
Turkey 2.9% 2.4% 4.3%
Sweden 1.5% 1.9% 2.5%
Others 9.1% 3.9% 4.7%
Total 100.0% 100.0% 100.0%

Apart from Spain, the principal Group markets are Germany and Italy, which together
made up 35.5% of total sales in 2009. Furthermore, the Company has increased its sales
in Eastern Europe and in certain Mediterranean countries, particularly Turkey and Israel,
which have a greater growth potential.
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Distribution by product (type of paper manufactured by the customer) in the 2007-2009
period was as follows:

Segment 2009 2008 2007
Tissue 53% 38% 34%
Printing/writing without coating 14% 19% 22%
Printing/writing coated 14% 17% 19%
Multilayer 9% 11% 9%
Other papers 4% 4% 4%
Decorative 4% 7% 8%
Cigarettes 1% 2% 2%
Filters 1% 1% 1%
Colour 0% 1% 1%
Total 100% 100% 100%

The increase in weight of tissue in the sales mix is the result of the higher potential
growth of this type of paper, with uses less linked to economic growth and more to social
development, and better adaption to the use of eucalyptus as principal fibre.

In addition, the reduction in demand in 2009 in most paper segments meant that the
Company focused more on the tissue sector, which remained active with relative strength.
A re-balancing of sales by product in the medium term can be expected.

In the last 3 years the ten main customers of ENCE have increased their weight and in
2009 accounted for approximately 60% of sales. In 2009 no customer individually
accounted for more than 15% of cellulose sales.

In this respect, ENCE has a portfolio of around 160 customers and maintains stable
supply relationships with the most important paper producers at European level. Sales to
its customers take place virtually totally by means of the reserve system. This system
consists of the customer providing ENCE with an estimate of its cellulose requirements
for the year, agreeing on monthly delivery and the prices in force at the time of each
delivery. The Company keeps the customer informed of prices in force and enters into an
individual contract with the customer for each delivery.

In this respect, ENCE establishes its sales contracts on standard cellulose industry terms,
i.e. “General Trade Rules for Wood Pulp”.

ENCE furthermore normally applies a discount to its customers on market prices in force
at the time of signature of each of the sale contracts, a discount which is agreed with each
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customer. The average Group discount is in the range of 14% to 16%. Payment normally
takes place within 60 days from delivery of the goods, although ENCE normally grants
an additional discount if payment is made in cash within the 15 days after delivery.

Group sales in external markets take place through independent commission agents
located in Europe. Domestic sales are made directly by the Group.

6.2.2. Electricity market

Legislation

Regulation in support of renewable energy in Spain started with the Energy Conservation
Act, 82/1980 of 30 December, which particularly fomented cogeneration and small
hydropower plants.

The Electricity Sector Act 54/1997, of 27 November, established the general lines of
liberalisation of the sector. With respect to renewable energies, the Act provided as
follows: “In order that sources of renewable energy cover at least 12 percent of total
energy demand in Spain by 2010, a Renewable Energy Development Plan shall be
established, the objectives of which shall be taken into account in establishing
premiums”. Furthermore, Act 54/1997 acknowledged that in order to achieve this
objective a Special Regime of support for these technologies was required (different from
the ordinary conventional power plant regime).

In compliance with the mandate laid down in Act 54/1997, on 30 December 1999 the
Council of Ministers approved the Renewable Energy Development Plan for the 2000-
2010 period, setting out the most relevant guidelines in articulating the strategies
necessary for promotion, development, dissemination and innovation of renewable
energies, becoming a basic instrument in energy and environmental policy of national
scope in the context of increasing liberalisation tending towards a single European energy
market. This Plan was replaced by the 2005-2010 Renewable Energy Development Plan,
approved by the Council of Ministers of 26 August 2005.

After several subsequent regulations geared to incentivising the production of electricity
under the Special Regime, at the present time Royal Decree 661/2007 is in force,
promulgated on 25 May 2007.

Additional Provision Nine of Royal Decree 661/2007 provides that during 2008 a study
should begin of a new Renewable Energy Plan (REP), taking into account achieving the
objectives indicated in order to establish a new projection for the period between 2011
and 2020. These new objectives will be taken into account in revision of the remuneration
system for the Special Regime planned for the end of 2010.

Finally, on 6 May 2009 Royal Decree-Act 6/2009, of 30 April, was published in the
Official State Gazette, adopting certain measures in the energy sector and approving the
social bonus (“RDA 6/2009”). For the purposes of electricity production under the
Special Regime, the principal novelty of RDA 6/2009 is creation of the Remuneration
Pre-allocation Register. All electricity installations under the Special Regime must be
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registered in this register in order to be entitled to charge under the economic regime
established by Royal Decree 661/2007 (see Section B.4.3).

RDA 6/2009 expressly provides that after the power objective of a certain technology is
achieved, the Government must, by Royal Decree, promulgate a new legal-economic
framework for these installations which takes into account the establishment of a
sufficient and adequate economic regime and motivate research into cost reduction in the
sector in question. Furthermore, it provides that in the event that the registered power is
higher than the power objective for a particular technology as a result of applications
submitted by developers who comply with certain requirements before 7 May 2009, the
possibility is provided that by resolution of the Council of Ministers annual restrictions
may be established on execution and entry into operation of installations already
registered and their prioritisation in order to guarantee economic and technical
sustainability of the system.

With respect to the economic profitability of electricity production, Royal Decree
661/2007 aims for cogeneration with biomass to reach reasonably attractive profitability
levels, both when the electricity is transferred to the distribution system and if sold in the
market. In the latter case, the profit may be somewhat higher, but there is a certain risk in
the final remuneration receivable resulting from participation in the daily electricity
market.

In the case of selling electricity in the market, the premium varies depending on the price
in the reference market. To this end various upper and lower limits are established for
each technology for the sum of the reference market price and premium.

The amounts of tariffs (transfer to distributor) and premiums, upper and lower limits and
other supplements are the subject of annual updating in accordance with variations in the
CPI less 25 basis points up to 31 December 2012 and 50 basis points as from that date.

In addition, it must be indicated that the economic regime is temporary, such that when
the power objective laid down in each of the groups is established, installations which are
registered as from that time will receive different remuneration.

For these purposes the production of electricity by cogeneration falls under heading A.1.3
of the tariffs, i.e. it is clearly distinguished from electricity production solely with
biomass (groups b.6 and b.8) or biogas (group b.7).

For these purposes systems of electricity generation by condensation, with biomass and
biogas, must reach minimum efficiency levels for gross generation of electricity, which
means that in order to be included in the Special Regime and benefit from the
remuneration, biomass plants must reach the following minimum electricity yields:

. Up to 5 MW: 18%
. From 5 to 10 MW: 20%

. From 10 to 20 MW: 22%
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. From 20 to 50 MW: 24%

Condensation generation installations based on biomass planned by ENCE in its
expansion plan and those existing at the present time comply with these obligatory yields,
as indicated in the case of the latter by their registration in the Register of Producers
under the Special Regime.

Calculation of efficiency takes place in accordance with the following formula:
Efficiency = [PEB]-0.086 / EPC, where: [PEB]: is gross annual electricity production in
MWh. EPC: is primary energy consumed in oil-equivalent tons, recorded at LCP (lower
calorific power). Not reaching the efficiency levels established may give rise to
revocation of the status of electricity producer under the Special Regime or suspension of
the economic regime.

Structure of remuneration

Royal Decree 661/2007 provides that for the sale of electricity exported to the grid one of
the two following options can be selected:

. Regulated tariff: The principal component of the price is fixed and denominated
base tariff (“Ptr”), to which a series of supplements are applied.

. Electricity energy market: Hourly electricity price in the market increased by a
certain premium and series of supplements. The principal remuneration in this
case is the sum of the daily market price band (“PMD”) plus a premium (“P”).

The electricity producer must in any event maintain the selected option until 12 months
have elapsed from the last change. In other words, if 12 months have elapsed with one of
the options and the producer considers that it will be more beneficial to change to the
other option it may do so, but in this case it must remain for 12 months with the new
option selected before again returning to the original situation.

The supplements which are added to the principal remuneration are:

. Supplement for reactive energy (“CR”): Both options (tariff or market) receive a
supplement for reactive energy.

. Power guarantee (“GP”): Plants which resort to the market will receive a power
guarantee supplement on using manageable primary energy.

. Efficiency supplement (“CEF”): All plants which exceed the REE (Red Electrica
Espafola) minima required will receive an efficiency supplement. Solely
applicable to cogeneration.

. Hourly discrimination supplement (“DH”): Optional supplement for plants in the
tariff option.
. Deviations (“DES”): All installations will be subjected to a deviation cost as a

result of variation between actual and forecast power exported.
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Reactive energy supplement

All installations under the Special Regime, independently of the sale option selected
(tariff or market) also receive a reactive energy supplement for maintaining certain power
factor values. This supplement is a percentage, based on the power factor with which the
energy is delivered, with a value of 7.8441 c€/kWh, which is reviewed annually.

At peak times the generation of reactive energy is subject to a bonus and in trough times
the absorption of reactive energy is rewarded.

Reference premiums and tariffs for cogeneration with biomass

The reference premiums and tariffs applicable to electricity exported by cogeneration
plants which use biomass as fuel are included in the following table, distinguishing by
type of fuel used:

) Reference
Group | Subgroup Fuel Power Period Regulated Premium
Tariff CE/KWH
a.l a.1.3 first 15 years | 17.0948 12.9291
P <2 MW
b.6.1 as from then | 12.688 0
(Energy crops) first 15 years | 15.651 11.2588
2 MW <P
as from then | 13.1825 0
first 15 years | 13.6659 9.5162
P <2 MW
b.6.2 as from then |9.2133 0
(Agricultural
waste) first 15 years | 11.4817 7.0895
2 MW <P
as from then |8.6118 0
first 15 years | 13.6659 9.5162
P <2 MW
b.6.3 as from then |9.2133 0
(Forest waste)
first 15 years | 12.6299 8.2383
2 MW <P
as from then |8.6118 0
b.8.1 first 15 years | 13.6659 9.5162
(Agricultural P <2 MW
industry waste) as from then |9.2133 0
2MW <P | first 15 years |11.6906 7.2931
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Group | Subgroup Fuel Power Period Regulated 1;:-23:::?
Tariff CE/KWH
as from then |8.7685 0
first 15 years | 10.1219 5.9874
P <2 MW
b.8.2 as from then | 7.1006 0
(Forestry
industry waste) first 15 years | 7.6175 3.6778
2 MW <P
as from then |7.6175 0
first 15 years | 10.1219 6.2652
P <2 MW
b.8.3 as from then | 7.1006 0
(Black liquor) first 15 years |9.9294 5.7733
2 MW <P
as from then |8.0775 0

Reference premiums and tariffs for generation with biomass

The reference premiums and tariffs applicable to electricity exported by generation plants
which use biomass as fuel are included in the following table, distinguishing by type of

fuel used:
Regulated Upper Lower
Group | Subgroup Power Period Tariff l;‘i‘:;‘;‘l‘;f Limit Limit
CE/KWH CE/KWH | CE€/KWH
b.6 first 15 years | 16.9642 12.7888 17.7553 16.4528
P2 MW
b.6.1 as from then | 12.5911
(Energy crops) first 15 years | 15.6509 11.2588 16.1111 15.2356
2MW <P
as from then |13.1825
first 15 years | 13.4216 9.2462 14.2107 12.9081
P <2 MW
b.6.2 as from then |9.0487
(Agricultural
waste) first 15 years | 11.4817 7.0895 11.9472 11.0813
2 MW <P
as from then | 8.6118
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Regulated Reference Upper Lower
Group Subgroup Power Period Tariff Premium Limit Limit
C€/KWH CE/KWH | CE/KWH
first 15 years | 13.4216 9.2462 14.2107 12.9081
b.6.3 P<2 MW
o as from then |9.0487
(Forest waste)
first 15 years | 12.6299 8.2383 13.0896 12.2141
2 MW <P
as from then |8.6118
first 15 years | 13.4216 9.2462 14.2107 12.9081
P 2MW
b8.1 as from then |9.0487
(Agricultural
lndﬁfuy first 15 years | 11.4817 7.0895 11.9472 11.0813
waste) 2 MW <P
as from then |8.6118
first 15 years | 9.9080 5.7336 10.6980 9.3848
b.8.2 P<2 MW
as from then | 6.9505
(Forestry
$:;Z§W first 15 years | 6.9484 2.5562 7.4096 6.5341
2 MW <P
as from then |6.9484 0
first 15 years | 9.9080 5.9986 10.6980 9.3848
P2 MW
b.8.3 as from then | 6.9505
(Black liquor) first 15 years | 8.5413 3.9170 9.6090 8.0075
2 MW <P
as from then |6.9484

Price formation in the electricity market and its evolution

The electricity production market is structured in the form of auctions and technical
operating system processes, comprised by the daily market, intra-day market, resolution
of technical restrictions, complementary services and deviation management.

The daily market concentrates the majority of transactions and electricity producers, self-
producers in relation to their surplus energy, external agents, distributors,
commercialisers and qualified consumers participate in it.

Prior to the export of energy to the grid in each time period, agents make offers for sale
and purchase of electricity to the Market Operator (“OMEL”), which is the operator
responsible for financial management of the electricity production market, i.e. the receipt
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of offers for sale, receipt and acceptance of offers for acquisition of energy and
guarantees, as appropriate, and finally the matching of sale and acquisition offers.

Furthermore, OMEL incorporates physical bilateral contracts into matching of the daily
market and the production of units under the Special Regime which have not been offered
in the market. Simultaneously, the System Operator (“Red Eléctrica Espafiola™) studies
the technical viability of delivery of electricity to the grid for the purpose of ensuring
stability of the system and, as the case may be, correcting imbalances which may arise
between generation and demand.

Evolution of electricity market

Evolucion precio del mercado eléctrico (mercado diario) y demanda de
energia 2007-09
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Legend: Evolution of electricity market price (daily market) and energy demand 2007-09
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Synergy of the biomass project with cellulose-forestry activities of ENCE

The fundamental aspects and competitive advantage contributed by ENCE in
development of an expansion project based on biomass generation is its capacity for
integrated management of forest resources, such that optimum use of forest assets is
possible, linking the production of pulp timber with the obtaining of biomass fuel, with
an efficient means of access to both sources of value thanks to rational utilisation of
logistics resources.

Furthermore, since the new generation projects will be for the most part installed in the
normal catchment areas of ENCE it will also have the current network of suppliers and
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also be able to increase the level of collaboration with local Administrations in regulation
of different land uses.

From an internal management point of view, ENCE will be able to carry out efficient
allocation of resources such as engineering, administration, legal services, purchasing and
finance. Furthermore, it can act in a coordinated manner in the acquisition of capital
goods, since leading suppliers are companies which also operate in the cellulose-forestry
sector.

6.2.3. Timber market

The eucalyptus timber in the Iberian Peninsula during the second quarter of 2008 reached
a price close to the historical maximum of 1995, a rise resulting from the existing
restrictions in supply caused by fires in previous years and the appearance of pests in the
west of the Peninsula. However, the impact of the crisis and reduction in consumption
varied this upward trend, with 2008 ending with prices lower than those at the beginning
of the year. Furthermore, ENCE carried out a proactive management of timber supply and
was present at all stages in the supply chain with high visibility and capacity for
anticipation with respect to market trends.

2009 continued this progressive price fall. The deceleration in timber industries, in
particular the real estate sector and timber yards, together with contraction of
consumption as a result of paper market weakness placed downward pressure on timber
prices. International prices also fell given the widespread reduction in consumption.

The following graph shows evolution of the price in euros per ton with bark of timber
from suppliers at the ENCE Pontevedra plant from the year 1990:
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Legend: Evolution of timber price with bark

In the northern part of the Peninsula and on the Atlantic cornice of Portugal where there
is a real organised market for eucalyptus timber, since consumption points are locate in
these areas (cellulose plants, timber yards, chipping plants, etc.) given the proximity of
forest masses. Consequently, the price of timber indicated in the above graph is a very
good indicator of the market trend in recent years. For its part, the price of standing
timber only continues the same trend, naturally discounting the costs associated with
extraction and transport of the timber to consumption points. The ownership structure of
the existing land in these regions, with small properties owned by private individuals,
local communities and in public ownership, and in many cases with major difficulties in
access and exploitation, favours the existence of very flexible specialist suppliers with
good access to forestland, capacity for adaptation to felling campaigns and a large
capacity for managing human and logistical resources. As shown in the previous graph,
the market price is fixed taking timber measured in tons as basis.

The supply of timber from third parties to the ENCE plants in Pontevedra and Navia rose
in 2009 to 81% of the total.

Applying the appropriate conversion factors (moisture content, percentage of bark and its
density, density of the timber without bark, etc.) evolution of the market cost of timber in
ENCE plants located in the north of Spain was as follows, measured in euros per cubic
metre of timber without bark:
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€/m° cc 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Pontevedra 52.6 54.1 52.7 53.6 54.0 55.0 54.6 56.0 65.9 62.4

Navia 55.8 57.6 56.0 56.6 58.3 59.1 58.8 61.0 71.9 67.5

At the end of 2009 (weighted average for the final quarter) the cost of timber at ENCE
plants was 65.6 €/m’ with bark in Navia and 53.9 in Pontevedra.

For its part, supply to the Huelva plant is strongly dependent on timber imports, basically
from Uruguay (49% in 2009), with a relatively lower weight than in the north of timber
supply for third parties (27% in 2009) and, on the other hand, a greater weight of volume
of wood from own assets (17% in 2009).

The evolution is shown below of the price of Iberian market timber supplied to the
Huelva plant in recent years:

€/m° with bark 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Huelva 48.4 50.0 54.2 53.3 54.8 57.9 53.0 515 61.3 59.5

According to estimates by the Company, the demand for eucalyptus timber in the Iberian
Peninsula moved between 11 and 11.5 million cubic metres in the reference period
(2007-2009) whilst, as indicated in section 6.1.1.2, the volume of Iberian timber supplied
to the production centres of ENCE moved in the said period between 2.4 and 2.5 million
cubic metres such that it can be said that ENCE obtained around 22%-23% of the
eucalyptus timber available in the Iberian Peninsula.

These transactions relating to imported timber are normally carried out in US dollars and
therefore its price at point of consumption is conditioned both by the price of the timber
at source, movements in exchange rates and the costs of trans-oceanic freight.

Average prices in euros per cubic metre and volumes of non-Iberian timber supplied to
the Huelva plant in recent years are shown below:

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Supply (thousands nf) 592 661 516 374 462 442 493 547 537 494
Cost (EUR/? ) 85.1 93.6 86.0 81.0 78.2 80.6 73.2 67.1 76.5 81.4

6.3.  Sustainable development and management

Attention to health and safety of persons, the environment and quality constitute a central
aspect to ENCE of its management. Consequently, all ENCE activities and development
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lines are implemented in accordance with a strategy of sustainability and ongoing
improvement, which is set out in the ENCE Management Policy.

The governing principle of this Management Policy, as well as the criterion of
sustainability and a focus by processes, is its integrated character, given that it jointly
tackles aspects of quality and efficiency, health and safety of persons, respect for the
environment and prevention of pollution. In 2009 ENCE continued promoting full
integration of environmental management, the quality of its products and processes which
generate them, and the prevention of occupational risks in order to comply with
commitments acquired to its customers, employees and the Company.

The ENCE Management Policy is instrumented in a series of principles listed below:

1. Visible commitment of management, supervisors and workers.
2. Training and participation of persons.

3. Communication with interested parties.

4. Compliance with legislation and other requirements.

5. Planning, prevention and ongoing improvement.

6. Cooperation with customers, suppliers and contractors.

In accordance with this Management Policy, ENCE defines guidelines which pursue
maximum efficiency in use of natural resources and executing its industrial processes.
Actions carried out are systematically audited by duly accredited independent bodies and
the Group has all certifications required in these areas.

Th