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Message from the Chairman

Shareholders,

The financial year of 2012 was fairly positive for the Portucel Group. Despite a particularly difficult
economic situation at home and abroad, it was possible to break the symbolic barrier of 1.5 billion
euros in sales, confirming the Group's position as the main European manufacturer of uncoated

woodfree (UWF) printing and writing papers.

This target was achieved without sacrificing the Group's level of profitability. The Group has in fact for
several years enjoyed a position as one of the leading companies in the world in its sector in terms of
the most important factors for its future competitiveness, in particular with regard to profitability and

the strength of its balance sheet.

Personally, it gives me great satisfaction to point to the significant contribution the Group continues to
make to Portugal's efforts to balance its external accounts. In 2012, the Group's exports rose to an
impressive figure of 1.25 billion euros, accounting for approximately 3% of the country's exports of
goods. The relative importance of the Group's export activity is in fact greater than suggested by this
percentage figure, if we consider the coefficient of national value added, which in Portucel's case is

well above the average for Portuguese exports.

The crucial importance of the Portucel Group is today a fact almost unanimously acknowledged. Its
positive contribution, in particular to the trade balance and to creating skilled employment, is all the
greater when we consider that its operations have an impact over much of the country's territory. The
Group's three industrial complexes - in Cacia, Figueira da Foz and Setlbal - are hubs which radiate
wealth to the regions, providing work for countless small and medium sized companies, in the

primary, secondary and tertiary sectors.

Portucel is well aware of the important role it plays in adding value to the country's resources. It is
therefore with a degree of frustration that | must once again refer to the great under-exploitation of
Portugal's capacity for forestry operations. Alongside other consequences which are less obvious,
this results in the need to make very significant imports of raw material each year to supply the
processing needs of the manufacturing sector. This situation represents an enormous waste, which

the country can ill afford.

The Group has worked systematically to encourage critical analysis of the factors hindering the
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modernization of Portugal's woodlands, as well as other issues which represent inefficiencies which
could be avoided, and which together add to what have generally been called the context costs of the

Portuguese economy.

There is here plenty of common ground between the needs of the Portucel Group and the positive
effects, both for all companies operating in the field of tradable goods and also, in general for the
balanced development of the country. We must nonetheless recognize that the scant progress which

has been made falls well short of what is possible and desirable.

The country context costs and, most particularly, the persistent shortfall in forest raw materials for the
needs of its manufacturing industry, constitute a huge obstacle to significant growth by the Group in
Portugal. Well aware of this restriction, the Group has for several years made persistent efforts to

extend its geographical production base.

In 2012, significant steps forward were made in this field, with confirmation, after rigorous field trials,
of the suitability for eucalyptus plantations of the areas granted under Portucel's concessions in
Mozambique. It is now possible that the forestry project which the Group has been pursuing in this
country, geared to setting up in future a paper pulp mill, will now be able to move to a significantly

faster pace of execution.

This project, and possibly other international ventures in sectors where the Portucel Group has
consolidated its know-how, or other related sectors, provide the guarantee that the Group will
continue to explore viable roads to growth, supported by the strength of the business model which it

has developed, through its persistent and disciplined approach.

The track record of the Portucel Group is a success story. | would like to acknowledge the extremely
positive contribution to this success made by our clients, suppliers, financial institutions and
employees, and also by a wide range of other organizations, with which we have been able to

cooperate on sound, lasting and mutually advantageous basis.

It is my clear conviction that Portucel will continue to enjoy success in its ongoing quest to consolidate

its position amongst the leading companies in the sector, adding to its achievements, year after year.

Setlbal, 29 January 2013

Pedro Queiroz Pereira

Chairman of the Board of Directors

Report and Consolidated Accounts 2012



Message from the Chief Executive Officer

Shareholders,

The Portucel Group recorded clearly positive performance in 2012 in its different areas of operation,
permitting it to record new annual records for both output and sales. This is the result of a highly
demanding capital expenditure programme, in both financial and technical terms, implemented over
recent years. This programme has enabled the Group to achieve a transformation in which it has fully
exploited its competitive advantages, attaining a dimension better suited to fully harnessing its

capabilities, especially with regard to its skilled human resources.

The business environment in which the Group has operated at home and abroad has been

particularly difficult and demanding.

At home, restrictive credit policies have badly hit its supplier base, making it extremely difficult for the
companies involved to renew their assets and in many cases jeopardizing their normal operations. By
means of a policy of early payment, or even pre-financing, the Group has sought to minimize the

problems caused by the scarcity of credit.

Also extremely worrying have been the difficulties in obtaining adequate cover for the credit risk on
our sales. The market has not been able to supply effective solutions and the extra facilities made
available by the State have in practice proved irregular, meaning they are not sufficiently reliable to
support highly demanding sales plans, especially when these sales are made to more than 100

countries, as in the case of the Portucel Group.

Outside Portugal, the main cause for concern is the continuing severity of the international crisis
which has for several years undermined the EU economy, causing several countries to record drops
in internal output and generating extremely high levels of unemployment, factors which have tended
to reduce the demand for paper. This fact, combined with the structural overcapacity which continues
to exist, despite the closure of a few less efficient units, has caused added difficulties in this economic
sector, which is the Group's most important market, both for bleached eucalyptus pulp (BEKP), and

for uncoated woodfree (UWF) printing and writing papers.

The Group has been effective in overcoming these difficulties, and has even achieved gradual growth

in its market share in Europe, which is estimated to approach 20%.

This relative growth in Europe, combined with consolidation of its position in the United States market

and an increasingly important presence in the markets of emerging economies enjoying rapid growth,
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has meant that the Group has maintained its order books sufficiently full at all times for it to operate
its production facilities at full capacity. This has been an essential factor in achieving a high level of

profitability, in a highly capital-intensive industry.

All this has been done without in any way sacrificing the Group's business model, which involves a
strong commitment to premium products, marketed under its own brands. This fact is clearly reflected
in its accounts, which show that indicators for returns on sales, equity and capital employed have

attained significantly interesting levels.

The Portucel Group has attached great importance to developing its power generation sector,
especially in the field of cogeneration, which is an essential part of its industrial model. Following on
from the measures contained in the Memorandum of Understanding on Specific Economic Policy
Conditionality, signed in May 2012 between the Portuguese Government, the European Community,
the ESB and the IMF, Ministerial Order 140/2012 established a tariff regime which makes it
unfeasible to continue operating highly efficient cogeneration facilities, after the end of the regulated

tariff period.

This regime, which goes against the objectives of Directive 2012/27/EU, recommending Member
States to exploit the potential of cogeneration on the basis of the demand for useful heat, as an
important means of achieving the target of a 20% increase in energy efficiency established by the
European Union for 2020, has already had an extremely negative effect on the Group's cogeneration

plants, insofar as the new tariff fails to cover even the cost of the natural gas used.

When so much is said about need to reindustrialize the country, care should have been taken to
assure that investment decisions could be made in the context of regulatory decisions free from
distortions such as those in evidence here. Portugal has in fact a long road to travel it is to become an
attractive investment destination. The first step, and perhaps the most important, should be to assure
that companies which already produce tradable goods are not subject to conditions which undermine

their ability to compete.
Portucel will work tirelessly to consolidate the sustainability of its business, seeking to remain

innovative and to achieve ever higher levels of efficiency.

Setubal, 29 January 2013
José Honorio

Chief Executive Officer
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1. The Portucel Group in 2012

Business Areas

Paper Production

and Marketing
Portucel Agro-Foresiry
Group
Pulp Preduction
and Marksting
Research &
Energy Development

Technology Showcases

Project undertaken by the Group, with support from RAIZ. The Group has 13 "technology showcases"
up and down the country, in the form of 13 model eucalyptus plantations which feature outstanding
yields and show how woodlands can be managed in a responsible manner, using certified cloned
saplings and best practice in forest husbandry, as required by forest certification schemes. In order to
encourage forest landowners and service providers which interact with the Group to adopt these best
practices in forest management, the Group has organized a series of educational visits to these
plantations, highlighting the results achieved at each site. This enables landowners and forestry

service providers to reproduce these examples in their own plantations.
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Location of Technology Showcases
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Location of Production Plants, Commercial Subsidiar
and Nurseries
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ECONOMIC AND FINANTIAL INDICATORS

2008
Million euros
Total sales 1.131,9
EBITDA @ 271,7
Operating earnings (EBIT) 181,12
Financial earnings -19,6
Net Profit 131,1
Cash Flow @ 221,7
Investment 246,9
Net debt 480,4
Net assets 2.451,3
Liabilities 1.205,1
Equity 1.246,3
Gross Debt 703,0
Cash and Cash equivalents 222,5
Treasury stock (market value) 20,8
Own shares held on Dec-31st 13,4
EBITDA / Sales (in %) 24,0%
ROS 11,6%
ROE 10,8%
ROCE 11,1%
Equity to assets ratio 50,8%
Net debt / EBITDA 1,8
Euros

Net earnings per share 0,17
Cash flow per share 0,29
EBITDA per share 0,36
Book value per share 1,65

@ Operating results + depreciation + provisions

@ Net profits + depreciation + provisions

® Interest-bearing liabilities — Cash and cash equivalents
@ Operating results / (average equity + average net debt)
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2009

1.095,3
222,2
132,1

-7,5
105,1
195,2
505,4
699,7

2.561,2
1.290,6
1.270,6
752,3
52,5
29,8
151

20,3%
9,6%
8,4%
7,1%

49,6%

3,1

0,14
0,26
0,30

1,69

2010

1.385,5
400,2
277,8
-20,1
210,6
332,9
95,5
687,0

2.672,5
1.369,0
1.303,5
820,9
134,0
34,3
151

28,9%
15,2%
16,4%
14,0%
48,8%

1,7

0,28
0,44
0,53

1,73

2011

1.487,9
385,1
266,2
-16,3
196,3
315,2
33,0
463,5

2.821,3
1.343,1
1.477,6
730,9
267,4
40,6
22,1

25,9%
13,2%
14,1%
13,5%
52,4%

1,2

0,26
0,42
0,52

1,98

2012

1.501,6
385,4
286,2

-16,3
211,2
310,4

30,1
363,6

2.724,5
1.243,6
1.480,8
693,0
329,4
108,0
47,4

25, 7%
14,1%
14,3%
15,1%
54,4%

0,9

0,29
0,43
0,54

2,06
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The Portucel Group

The Group’s contribution to the Portuguese economy

The Portucel Group has a structural impact on the Portuguese economy. In 2012, its relative
importance may be summarized as follows:
Turnover of 1.5 billion euros, representing almost 1% of Portugal's GDP;
Exports worth 1.25 billion euros, corresponding to nearly 3% of Portuguese exports of goods;
95% of paper and pulp sales go to around 113 countries over five continents;
Sales to North America and the Middle East accounted for 7% and 13% of Portuguese
exports to these markets;
European leader in the production of certified forestry plants;
European leader in the production of bleached eucalyptus kraft pulp (BEKP) and the fourth
leading producer worldwide;
Leading European manufacturer of UWF (uncoated woodfree) paper and the sixth leading
producer worldwide
World leader in the genetic improvement of Eucalyptus globulus, producing 6 million cloned
saplings / year;
Navigator — the world's best-selling premium office paper brand,;
Annual production capacity for 1.6 million tons of paper, 1.4 million tons of pulp and 2.5 TWh
in power generation;
The direct workforce numbers 2 275 employees, whilst generating indirect employment also
counted in the thousands;
More than 5 400 Portuguese suppliers;
Manages approximately 120 thousand hectares of woodlands;
Portugal’'s leading producer and planter of certified trees;
The first organization in Portugal to be licensed simultaneously to use the forest management
certification brands awarded internationally by the FSC® (Forest Stewardship Council®) and
the PEFC (Programme for the Endorsement of Forest Certification schemes)z;
The Group is Portugal’s largest producer of energy from biomass, accounting for 49% of total
power generation from this renewable source;
Power output amounting to 4.4% of all electricity generated in Portugal from this renewable

source,;

! User license code: FSC C010852
2 User license code: PEFC/13-23-001
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In the port sector, the Group is the exporter responsible for the largest turnover in
containerized cargo in Portugal, and in all probability in the Iberian Peninsula, accounting in
2012 for approximately 9% of all containerized cargo and close to 8% of all containerized and

conventional cargo exported through Portuguese ports.

Group Profile

Thanks to a successful strategy of research in forestry and manufacturing, combined with investment
in high tech plants, innovation and marketing, as well as a continuous training programme for its
skilled professionals, the Portucel Group is the leading European manufacturer of UWF (uncoated
woodfree) printing and writing paper, a category which includes office paper, placing Portugal at the
top of the ranking of countries manufacturing this type of papers. The Group is also Europe’s leading
manufacturer, and one of the largest producers in the world, of bleached eucalyptus kraft pulp
(BEKP).

The Portucel Group is today one of Portugal's leading players on the world stage, and is of structural
importance to the country's economy, thanks to a vertically integrated business model - applied
research, forestry, cellulose pulp, renewable energy and paper. The strategy of growth pursued by
the Group has been powered by capital expenditure projects in excess of 1 000 million euros, the
centrepiece of which is the new Setlbal Paper Mill, which started up in 2009. All this has permitted
the Portucel Group to consolidate its position as one of Portugal’s leading wealth creators, accounting
for some 3% of total exports of goods and generating an extremely high — and unrivalled — level of
National Value Added (NVA), due to the fact that its products are obtained almost entirely from

Portuguese raw materials and natural resources.

By using Portuguese resources it has a crucial knock-on effect on the wider economy and job
creation, given that 81% of the resources used by the Group are produced in Portugal and sourced
from more than 5400 companies in all sectors of the country's economy. The Group also accounts for

8% of total containerized and conventional cargo exported through Portuguese ports.

A number of factors lie behind the growing importance of exports in the Group’s overall turnover, not
least the manufacture of products which have gained a high international profile, competing
successfully on extremely competitive markets, and also a business model which sets out to create
value on the basis of innovation and development of our own brands, which today account for 62% of
all sales of sheeted paper, which in turn correspond to 51% of the Group's total paper sales. Special
attention should be drawn to Navigator, the world's best selling brand in the premium office paper

segment.
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In 2012, the Group sold its products to 113 countries over five continents, with a special focus on

Europe and the US, and 33% of its exports went to markets outside the European Community.

In 2012, the Portucel Group was responsible for 88% of European exports of UWF printing and
writing paper to North America, 52% of these exports to Africa, 32% to the Middle East, 45% to Latin

America and 3% to Asia. These figures clearly underline the Group’s strong international presence.

This achievement was highlighted in 2012 at the Luso-French Trophies, where the Portucel Group
was awarded the Portuguese Export Trophy, in the Large Corporations category. These awards,
organized by the Luso-French Chamber of Commerce, are intended to celebrate the success of

Portuguese companies in exporting to France.

The Group’s existing production structure comprises an industrial complex in Cacia, producing BEKP
and energy, and two integrated industrial complexes producing BEKP, energy and paper, located in
Figueira da Foz and Setubal, setting international standards for scale and technological

sophistication.

The Group pursues an active policy of renewing and improving Portugal's woodlands. Thanks to a
major investment project in 2012, in expanding and modernizing its nurseries, it now has Europe's

largest nursery for certified forest plants with annual production capacity of 12 million plants.

The Group applies best forestry practices and implements effective plans for wildfire protection and
defence and biodiversity management, two of the cornerstones of its forestry policy. The forests
managed by the Group represent an important carbon sink, helping to reduce greenhouse gases in

the atmosphere.

Sustainable woodlands management is one of the Group’s strategic concerns. As one of the leading
players in the eucalyptus forestry sector, the Group is responsible for management of approximately
120 thousand hectares of forest, and was the first organization in Portugal to obtain certification under

the international FSC and PEFC systems.

The Group has been a driving force behind the expansion of the forest certification process in
Portugal, in view of the benefits offered by modern management techniques in the sector and as a
sine qua non for the competitiveness of the country’s forestry products on international markets.
These efforts have involved cooperation agreements signed with forestry producer organizations and
awareness raising campaigns aimed at landowners. Significantly, the Group has pioneered the

payment of a cash premium for certified wood, the first of its kind in the world.
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Biodiversity conservation is another area in which the Portucel Group has invested heavily,
integrating measures to preserve habitats and species identified in its woodlands holdings into its
forest management procedures. The Group’s approach to biodiversity issues has in fact been the
subject of case studies presented in various national and international publications and has formed
one of the central themes of the "New Generation Plantations” project coordinated by WWF
International, in which the Group is actively engaged. This type of plantation maintains the integrity of
ecosystems and the high conservation value of woodlands, integrating processes for effective

participation by the respective stakeholders and contributing to economic growth and job creation.

Committed to diversified use of forests and farmland, the Group operates 37 hectares of vineyards,
almost all with mature vines, at its Espirra Estate in Pegdes. Using traditional methods rarely seen
today, the estate produces a top quality wine from Casteldo grapes cultivated in a unique

contemporary terroir, earning various international prizes.

The Portucel Group was one of the first Portuguese companies to be invited to join the then newly
founded WBCSD — World Business Council for Sustainable Development and, since 1995, has taken
an active part in the work of this organization which brings together leading international corporations

in its quest to boost awareness and acceptance of sustainable development principles.

The Group was accordingly one of the founders of the SFPI — Sustainable Forest Products Industry
programme organized by the WBCSD, and in conjunction with its Portuguese fellow members went
on to found BCSD-Portugal, a regional affiliate of the WBCSD network, which boasts a membership

including the country’s leading corporations and is currently chaired by the Portucel Group.

As part of its policy of social responsibility, the Group invested in 2012 approximately 3 million euros
in preventing and fighting wildfires, in what was by far the largest private sector contribution to
forestry protection in Portugal. The Group’s efforts in this field benefit the country’s woodlands in
general, as more than 85% of the work by Afocelca, the fire fighting organization to which the Group
is the major contributor, has been on land owned by third parties, providing valuable assistance to the

National Fire Fighting and Civil Protection Service

In 2012, the Group launched a partnership with the National Firefighting Academy for 'Safe Forest', a
pilot scheme designed to provide training for rural communities in prevention and the safe use of fire
on farmland. The program received funding and technical support from the Group, permitting the
National Firefighting Academy to organize 17 training sessions in 9 pilot municipalities in the districts
of Porto, Coimbra and Lisbon: Gondomar, Valongo, Paredes, Vila Nova de Poiares, Lousa, Gois,

Mafra, Alenquer and Torres Vedras.
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In the field of Research & Development the work carried on by RAIZ — Instituto de Investigacdo de
Floresta e Papel has supported cutting-edge projects for improving the characteristics of eucalyptus
and improving sustainable forestry management practices, ensuring the availability of raw material of

a high standard for the manufacture of top quality paper.

One of the key features of the Group’s sustainability strategy is its production of renewable energy.
The Portucel Group is currently a leading force in this sector and the country’s top producer of “green
energy” from biomass, accounting for 49% of the power generated from this renewable source in
Portugal. In 2012, the total electricity generated by the Group corresponded to almost 4.4% of the

country’s entire power output.

The Group’s commitment to renewable energy sources and best available techniques makes its
plants a model of sustainability and eco-efficiency. In addition to increasing their output of renewable
energy, the plants are examples of rational energy use and optimized energy efficiency in production
processes. The Group’s industrial facilities reuse and reclaim more than 85% of the industrial waste

produced.

As part of its strategy of international expansion, the Group has pressed ahead in 2012 on its
investment project in Mozambique, where it is developing a vertically integrated business model
based on establishing forestry plantations, which will later allow for the construction of an industrial

complex to produce renewable energy and cellulose pulp, entirely for export.

The Group is responsible for generating skilled employment and specialist professional careers. At
the end of the year, it had a direct workforce of 2,275 employees, and as well a much larger volume
of indirect employment, especially in the forestry, logistical, engineering and industrial maintenance

sectors.

One of the foundation stones of the Portucel Group's development has been its firm commitment to
social responsibility, supporting and contributing to a significant range of projects and voluntary

schemes to preserve the natural heritage and quality of life of local communities.

The Group has expanded its 'Give a Hand to Nature' programme, designed to raise awareness,
especially amongst the young, of the importance of protecting our woodlands and natural
environment. A prime example of this work was the educational event held at the Quinta de S&o
Francisco, home to the RAIZ Institute, for 150 primary school children from the areas around the

Group's sites in Cacia and Figueira da Foz.

Eager to promote a culture of transparency, dialogue and engagement with local communities, the

Group has extended its Open Doors programme (with the slogan: '‘Portuguese paper: more important
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than you might imagine') to its plant in Figueira da Foz. This programme was aimed in the first place
at employees and their families, and at a later stage at leading regional institutions and the general

public. The Open Doors programme also went ahead at the Setlbal industrial site.

The Portucel Group has continued its Social Project, a program to help families in need, launched by

the Group in partnership with Portuguese charities.
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Analysis of Results

Million euros
Total sales
EBITDA @
Operating profits
Financial results
Net earnings
Cash Flow @
Capex
Net debt @

EBITDA/ Sales (%)
ROS

ROE

ROCE

Equity ratio

Net Debt / EBITDA

Leading Indicators — IFRS

FY
2012

1501,6
385,4
286,2
- 16,3
211,2
310,4

30,1
363,6

25,7%
14,1%
14,3%
15,1%
54,4%

0,9

(1) Operating profits + depreciation + provisions

(2) Net profits + depreciation + provisions
(3) Interest-bearing net debt — liquid assets

(4) EBITDA corresponding to last 12 months
(5) Percentage variation corresponds to figures not rounded up/down
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FY
2011

1487,9
385,1
266,2
-16,3
196,3
315,2

33,0
463,5

25,9%
13,2%
14,1%
13,5%
52,4%

11

% Change ®)
2012/ 2011

0,9%
0,1%
7,5%
-0,3%
7,6%
-1,5%
-2,9
-99,8
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With turnover topping 1.5 billion euros, the Portucel group recorded in 2012 its highest ever figures
for output and paper sales, consolidating its position as Europe's leading manufacturer of uncoated
woodfree (UWF) printing and writing paper. The Group's growing turnover has been achieved thanks

to strong performance in paper operations, and also to burgeoning returns from the energy sector.

Despite the difficult climate in the world economy and the high level of unemployment recorded
throughout the year, with a negative impact on paper consumption, the Group was once again able to
increase the quantity of paper sold, breaking through the barrier of 1.5 million tons. This growth,
combined with an increase in the average sales price, contributed positively to the excellent
performance achieved in paper business. This increase in the Group's average sales price was in
contrast with the benchmark index in the paper market, the PIX Copy B, down by around 1%. This
was due essentially to changes in the geographical sales mix, combined with more favourable

exchange rate trends.

In bleached eucalyptus pulp (BEKP) business, turnover was down by approximately 11%, due largely
to the smaller volume of pulp available for sale on the market, as a result of increased paper output
and the consequent incorporation of larger quantities of pulp. Prices moved upwards over the year,
with the PIX BHKP index (in euros) gaining 0.6%, in line with the Group's average price. This helped
to offset the impact of the diminishing volume of pulp sales. As a result, the value of pulp sales in
2012 was down by approximately 10% in comparison with 2011.

The energy business area performed well over the course of 2012, with sales up by around 8% in
value, thanks to increased output and rising sale prices; however, business in this sector was hit by
steep rises in costs and by the reduction in the tariff applied to power produced through co-generation
by one of the Group's industrial units, under recently published legislation. It should be stressed that
the tariffs set by this legislation severely penalize the manufacturers of tradable goods, and are not

even sufficient to cover the cost of the gas required to operate the units.

Trends in a certain production costs were positive throughout 2012, in particular as regarded the
costs of some of the raw materials and chemicals used. This was nonetheless not enough to offset
the sharp hike in power and natural gas costs, up by around 36 million euros, meaning that the Group

recorded an overall increase in its production costs.

Logistics costs also worsened, due to wider dispersal of points of sale, rising fuel prices, reduced
availability of means of transport (due to changes in import and export flows) and exchange rate
variations, which were detrimental for this item. The increase in logistics costs was significantly
exacerbated by the dock workers' strikes that disrupted operations at the ports of Lisbon, Setibal,

Figueira da Foz and Aveiro over the last five months of the year.
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In this context, consolidated EBITDA stood at 385.4 million euros, close to the figure recorded in 2011
and resulting in an EBITDA / Sales margin of 25.7%, down 0.2 percentage points on the margin

recorded in the previous year.

Operating results stood at 286.2 million euros, up by 7.5% on 2011, having been favourably
influenced by the reversal of provisions of approximately € 15 million, as well as by a reduction in the

value of depreciation over the period, due to the normal life cycle of industrial assets.

The Group recorded a financial loss of 16.3 million euros, in line with that recorded in 2011. This was
due essentially to a significant reduction in borrowing rates over the year, which to a certain extent
countered the effect of the reduction in the Group's net debt, and to the negative result from currency

hedges.

As a result, the Group closed the financial year of 2012 with a consolidated net profit of 211.2 million

euros, representing growth of 7.6% in relation to the previous year.

Financial

Interest-bearing net debt stood at 363.6 million euros at year-end 2012, down by 99.8 million euros
from the end of 2011. This significant reduction in net debt reflects the Group's excellent capacity to
generate cash flow, in a year when cash generation was held in check by efforts to step up support to
raw material suppliers, by disbursement of the final payments on capital projects from previous
periods and the adoption of supplier payment practices which take into account the current difficulties

they face in obtaining bank credit.

Financial autonomy stood at 54.4% at the end of December and the ratio of Net Debt to EBITDA

improved to 0.9.

At 31 December 2012, the Group’s long term debt stood at 473.3 million euros, whilst debt maturing
in less than one year totalled 219.7 million euros. This short-term borrowing includes the Portucel
2005/2013 bond issue, with a value of 200 million euros, due to be repaid in May 2013. The Group

enjoys a comfortable level of liquidity, which will allow it to meet its commitments.
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Development

The Group has continued to advance with the first phase of its investment project in Mozambique
consisting, as previously reported, of developing a forestry operation and constructing a pulp mill and
power generation facility. Early results have been highly encouraging, especially from the field trials
for selecting the plant materials with the best potential and for testing forestry models. This should

make it possible to expand the scale of the forestry operation sooner than originally anticipated.

In the field of logistics, studies are being conducted to determine the feasibility of the different
alternatives for bringing in raw materials and other factors of production, and for dispatching BEKP.

This phase is expected to continue into next year.

In Portugal, the Group has followed up its investment in modernizing and doubling the capacity of its
Espirra nurseries by successfully concluding its first production season for cloned eucalyptus saplings
since the completion of the project, which will allow the Group, for the first time in its history, to
produce in the order of six million cloned plants. This will enable the Group to make better use of its

plantations and to provide high-quality, certified genetic materials for organizations of Portuguese

Report and Consolidated Accounts 2012



forestry producers, with significant benefits for the sector’s yields and the returns enjoyed by forestry

operators.

With the conclusion of this capital project, the Group now owns the largest nurseries for certified

forest plants in Europe, with annual production capacity of 12 million plants.

Another important area in the Group’s strategy is centred on certification of forestry management,
which it pioneered in Portugal. In 2012, the Group successfully renewed its forest management
certification under the strict FSC and PEFC systems, bearing witness to its efforts and investment in
implementing best forestry practise, biodiversity management plans and its plans for preventing and
fighting forest fires. In its continued efforts to help other forestry producers and land owners to
achieve certification, the Group again took part in local initiatives to promote these certification

schemes and renewed its support to leading organizations in the sector.

The Group pressed ahead with its forestation plan in 2012, as well as a range of maintenance
activities to protect its forestry holdings. In terms of protection against forest fires, the 2012 season
was closed with positive results overall. The resources mobilized to prevent and help fight forest fires
proved effective, and despite the adverse meteorological conditions experienced, the area of
woodland lost to fire was relatively small, and in line with that recorded in recent years. We should
stress that the overwhelming majority of the incidents — more than 85% - to which our resources
responded occurred on the property of third parties, illustrating the support provided to the national
forest fire protection system. This summer season once again proved that professional and certified

forest management is the best defence against the scourge of wildfires.

In the field of forest fire prevention, we should also draw attention to the Group's participation in the
program organized by MIT (Massachusetts Institute of Technology) Portugal, with work continuing in
2012 on the Fire-Engine project (Flexible Design of Forest Fire Management Systems). The models
for supporting public policy making and management of fire protection systems produced through this
partnership between the Portucel Group and MIT will be available for adoption by Portuguese

institutions.

Risk Management

The Group’s operations are exposed to a variety of financial risk factors, chief amongst which are
exchange rate risk, pulp price risk, interest rate risk, credit risk and liquidity risk. The Group operates

a programme for managing the main risk factors, monitoring the markets and seeking to minimize the

potential adverse effects on its financial performance.
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Exchange Rate Risk

Variations in the exchange rate of the Euro against other currencies can significantly affect both the

Group’s revenues and some of its cost items.

On the one hand, a significant part of the Group’s sales is denominated in non-Euro currencies,
meaning that their performance can have a significant effect on the Group’s future sales; the currency
with the greatest impact is the US dollar. Sales in GBP and CHF are likewise significant, whilst sales

in other currencies are less so.

Certain purchases of raw materials, chemicals, power and logistical services are also made in USD,
or are directly or indirectly affected by the dollar exchange rate, meaning that variations in the

respective exchange rate can have an impact on purchase prices.

In addition, when the Group makes a sale in a non-Euro currency, it runs an exchange rate risk until
the receipt or payment of this sale or purchase, unless it takes out hedges for this risk. This means
that, at any given time, its assets include a significant sum in receivables exposed to exchange rate

risks, as well as a set of payables, albeit smaller in scale, with the same exposure.

The Group has a commercial subsidiary in the US, Portucel Soporcel North America, with equity of
approximately USD 25 million, exposed to exchange rate risk. Other than this operation, the Group
has no investments in materially relevant operations abroad with net assets exposed to exchange

rate risks.

Occasionally, and as it sees fit, the Group has recourse to derivatives to manage its exchange rate
risk, in keeping with a policy which is reviewed from time to time and designed to limit the foreign
exchange exposure associated with future sales and purchases, receivables, payables and other

assets denominated in non-euro currencies.

During the second half of 2011 and the first half of 2012, the Group took out a set of hedges to cover
its net exchange rate exposure on sales estimated in USD for 2012. The derivatives contracted were
zero cost collars, with a total value of USD 179.5 million, maturing by 31 December 2012. These

instruments, with monthly maturities, recorded a negative result of 495 thousand euros.
In relation to its foreign exchange exposure on customer accounts, the Group maintained its policy of

hedging its net exposure to USD and GBP by contracting foreign exchange forwards for the expected

maturities of these receivables.
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In order to hedge its foreign exchange exposure on the equity of its commercial subsidiary in the US,
the Group renegotiated during the course of 2012 the foreign exchange forward it had contracted in
2011.

Pulp Price Risk

In order to reduce the risk associated with fluctuations in pulp prices, the Group took out a hedge in
late 2012 for some of its sales to be made in 2014, allowing it to contain the effect of price volatility

within a given range.

Interest Rate Risk

The cost of the financial borrowing contracted by the Group is indexed to short term reference rates,
reviewed at intervals of less than one year (generally six months for medium and long term debt),
plus risk premiums as negotiated from time to time. This means that variations in interest rates can

affect the Group’s results.

The Group has made use of derivatives, in the form of interest rate swaps, in order to fix the interest
rate on its borrowing, within given parameters. Towards the end of 2012, the Group contracted a
swap with a value of 125 million euros to cover the interest on a commercial paper issue made at the

same time. The swap matures in November 2015.

Credit Risk

The Group is subject to risk on the credit it grants to customers, and has adopted a policy of
managing this exposure by keeping it within set levels, through the negotiation of credit insurance
with an independent specialist insurer.

Sales which are not covered by credit insurance are covered by bank guarantees or documentary
credits and any unhedged exposure has remained within the reasonable limits approved by the
Executive Board.

As a result of the strict credit control policy followed by the Group, bad debts recorded in 2012 were

negligible.
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Liquidity Risk

In view of the medium/long term nature of its investments, the Group has sought to structure its debt
in a form that matches the maturity of the associated assets, for this reason seeking to contract long

term finance, and to refinance short term debit.

As stated above, at year-end 2012, the Group had gross long-term-borrowing of 473.3 million euros
and debt maturing in less than one year of 219.7 million euros. This short-term liability is easily
covered by surplus cash flow accrued by the company and credit facilities contracted but not used,

meaning that the Group enjoys a very comfortable liquidity position.

Considering the structure of the debt contracted by the Group, with maturities matching the assets
being financed, the Group is confident it has assured the capacity to generate the future cash flows
needed to discharge its liabilities, to guarantee capital expenditure in line with its medium/long term

plans and to provide shareholders with returns at the levels traditionally provided by the Company.
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2. Capital Markets and Share Price Performance

Capital Markets

After the financial year of 2011, which was particularly difficult for most markets, 2012 proved to be a
year of recovery, with investors returning to the equity markets. The main European markets recorded
significant gains, in particular towards the end of the year, with the largest gains in Frankfurt (up
29.1%), and strong performance also in the FTSE (up by 18.7%) and the CAC40 (up by 15.2%).
Performance in the Portuguese index fell short of the level recorded by other European markets,
although it managed to outshine the Madrid market index, which ended the year down by 4.7%. After
losing almost 15% over the first half of the year, the PSI20 rallied significantly in the second half, and

ended the year up by 2.9%.

Despite uncertainty as to the prospects for the pulp and paper sector in 2012, the year provided good
news for the industry, with pulp prices rising almost 18% and paper prices holding out against the
gloomy economic environment. As a result, the shares of leading companies in the sector performed
well and all recorded significant gains, partially recouping the losses suffered in 2011. Most pulp

manufacturers recorded strong gains in their share price.

Up in value by 24%, Portucel shares clearly outperformed the Portuguese market index, and also
compared favourably with most of the other indexes considered. The shares enjoyed excellent
performance in the second half of the year, and especially in December, when Portucel shares
gained around 7.5%. Average monthly trading stood at approximately 4 million shares, well down on
the level of trading recorded in 2011. As duly disclosed to the market at the time, Portucel acquired
approximately 24.85 million own shares at the end of the June, giving it a total of 47.4 million shares,

representing 6.17% of its share capital.
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3. Market Performance

Economic Environment

The world economy slowed again in 2012, although the pattern of growth differed significantly from
region to region: in the advanced economies, growth in Gross Domestic Product remained either
weak or negative, whilst the emerging and developing economies, if slightly less ebullient than in the

previous year, achieved growth at comparatively more robust levels.

International trade flows slowed significantly in 2012, reflecting the significant extent to which the

global economy is exposed to trends in the more developed regions.

The international business climate once again featured high levels of uncertainty, visible in the
continued volatility of the financial markets, in the erosion of business confidence and the consequent
deferment of economic recovery on a global scale. Dwindling confidence - associated with uncertainty
about the outcome of the public debt crisis in the Euro zone and persistent doubts about the
resolution of major fiscal issues in the USA - has critically undermined the prospects for growth

worldwide.

The euro zone, which includes the Group's most significant markets, found itself centre stage in the
economic and financial crisis. In a contractionary context, characterized by a broad process of
reduction in the levels of public and private sector debt, which had been shown to be excessive,
efforts intensified to consolidate budgets. This process was observed throughout the zone, but most
significantly in the countries which have reached agreement with the European Union, the ECB and
the IMF to correct imbalances in their public and foreign accounts. This process of procyclical
adjustment naturally contributed to a deepening of the recession: the outlying countries recorded
significant drops in GDP and a substantial increase in unemployment (exacerbating the reduction in

consumer spending and adding to the lack of confidence).

The sovereign debt crisis has been prolonged in part because of the difficulty of shaping a
coordinated and prompt European response, and also due to continuing doubts as to the willingness
of national authorities to implement the policies needed to resolve the problems and the ability of
some countries to meet the budget targets, in a recessionary environment. At the same time, the ECB
has responded to the economic recession by adopting an expansionist monetary policy, but the
perception of high risk levels in the outlying countries means that these economies continued to

operate within a more restrictive financial environment: private sector borrowing costs remained
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extremely high, practically unaffected by the rate changes announced by the ECB or by the drop in
the Euribor rate to all-time lows.

Nonetheless, the European authorities took important steps in the second half of the year, seeking to
restore investor confidence and contributing to an appreciable improvement in risk perception on the
financial markets. These developments included the decisions of the European Council to create a
banking union and the ECB's declaration that it was prepared to do whatever it takes, within the
scope of its mandate, to save the Euro. Lower spreads on issues of sovereign debt by outlying
countries, particularly towards the end of the year, offered a positive sign that the markets were

evolving towards normality.

In Portugal, the process of adjusting the economy continued, along the lines established in the
programme of economic and financial aid. This took place within an extremely restrictive monetary

and financial environment, in which budgetary policy remained wedded to contractionary aims.

This context, combined with high levels of economic and social uncertainty, severely inhibited
economic growth, resulting in a sharp drop in output (- 3.5%) and unprecedented levels of

unemployment (over 16%).

Linked to the high costs resulting from the worsening economic situation, in line with the recessionary
cycle, some progress was observed in the process of adjustment, in particular in current and capital
account balances, with growing exports and a sharp reduction in imports. At the same time,
perception amongst international investor of the risk of the Portuguese economy showed signs of

improvement.

The US economy showed signs of an upturn, despite relatively modest growth (slightly above 2%),
held down by the deleveraging process under way. Although far from full employment, the jobless
rate (7.8% at the end of 2012) compares very favourably with that recorded in Europe. Questions
about the credibility of budgetary policy - after a limited period of expansionist policies - and the
corresponding sustainability of the level of federal debt continue to hold back the prospects for growth

in the US economy.

Economic growth in Asia was significantly curbed, with a drop in external demand (the knock-on
effect from the developed economies) and slower rates of growth in the Chinese economy (but still
above 7%). At a structurally different level, the Japanese economy showed signs of renewal, with

growth of more than 2%, benefiting from reconstruction efforts during the first half of the year.
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Latin America experienced a significant slowdown in economic growth, one of the crucial factors
behind which was the less favourable trend in external demand, due in particular to the slowing of the

European economy.

UWF Paper

The European and North American markets account for 45% of the total volume of the world market
for uncoated woodfree (UWF) paper. It follows from this that sluggish economic growth in the US and
recession in Europe has lowered the overall demand for UWF paper, with consumption in these two

regions estimated to be down by around 3.5% on 2011.

Despite this gloomy economic climate in Europe, reflected in rising levels of unemployment, which is
a crucial factor for the consumption of office paper, demand for this product continued to prove
resilient, as in previous years, down by an estimated 1.5% on 2011, outperforming all other types of

printing paper.

The European paper industry felt the beneficial impact in 2012 of the capacity closures effected in the
previous year by some of our competitors. This helped to balance the market and allowed the
industry to operate at 93% of its total capacity, up by 3 percentage points on 2011. In the US, the

capacity utilization rate in the industry improved by one percentage point, to 91%.

On average, the US dollar was 8% stronger against the euro in relation to 2011, although it ended the

year 9% down from its highest point against the euro, recorded during the summer.

The combination of the exchange rate situation and trends in demand in different geographical
regions resulted in a reduction in UWF imports into the European market and stabilization in the
guantities exported, despite the reduction of 7% in the industry's production capacity. Markets in

Africa and the Middle East strengthened their position as a prime destination for European exports.

The Portucel group recorded its all-time highest figures for output and sales in 2012, as well as for
guantities sold on the European markets, which grew by 4% in relation to 2011. The Group's average
sale price for paper rose by approximately 1%, in contrast to a reduction of nearly 1% in the
benchmark index for the sector, Copy B, published by FOEX. The Group succeeded in bucking the

industry trend thanks to a better geographical mix in its sales and the positive exchange rate effect.

As a result, the Group continued to expand its penetration in the European market and increased its

market share by a further 85 thousand tons, giving it a total share in UWF of 17%, rising to over 20%
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for sheeted products (office paper and paper for the printing industry).

The Group's prime focus in sales is on premium segments, in view of the perceived quality of its
products and the positioning of its brands. The economic and financial situation, particularly in
southern Europe, where the Group enjoys a strong position in the UWF market, has resulted in a

degree of downgrading in the quality sought by consumers, and a reduction in total consumption.

Mill brands are another key element of the Group's sales strategy, and trends in this area were also
positive in relation to 2011. These brands continue to dominate the business mix, to an extent
unmatched by other manufacturers of this size. In particular, the Group's top premium brand,

Navigator, achieved new sales records around the world, growing by 4% in relation to 2011.

Changes in the geographical mix and strong inflationary pressures in the logistical sector resulted in

sharply rising transport costs.

Lastly, we should point to the problems caused by the tight restrictions on credit throughout the paper
distribution channels, creating an added difficulty and requiring special attention to be paid to credit

risk. The Portucel Group has once again been successful in managing its exposure in this area.

Branding

Over the course of the year, the Portucel Group continued to invest in the growth of its own brands as
the cornerstone of its sales strategy. As a result, these brands accounted for more than 62% of its

total sales of sheeted products.

Crucially important to the success of this strategy was the launch of new products, in the Group's
various brand ranges, allowing it to reach new segments of consumers, and helping to increase sales

in all its brands.

The Group's brands for the printing industry, Soporset and Inaset, were also centre stage at the
world's leading trade fair for the sector, in Diisseldorf, an event held every four years. Both brands
took advantage of the latest technological developments in digital printing to position themselves in

this segment, earning recognition for their excellent quality, even in the toughest assignments.
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Navigator

The Navigator brand, the world's best selling brand of premium office paper, consolidated its

leadership status over the course of 2012 by recording growth of 4% in sales.

Another innovative product was launched during the year, developed specifically for student
consumers. Navigator Students was placed on the Portuguese market from July to October,
responding to the growing need of younger consumers to purchase quality products at a competitive

price.

The product was made available through Portugal's mains retail chains and promoted by a campaign
inviting users to visit the brand's Facebook page, where they had the chance to win prizes. This

promotion attracted several thousand participants.

In the US market, the brand also launched Navigator Eco-Logical 18lb, a product whose special
feature is that it assures a standard of performance superior to that of competing 20Ib papers, despite

a grammage below the market standard.

Using a lower grammage also means less waste, making Navigator Eco-Logical an environmentally

responsible printing solution, at the same time as maintaining high standards of performance.

In addition, the use of Eucalyptus globulus fibre means that better use is made of natural resources,
insofar as a better yield is obtained from the wood used to manufacture it, in comparison with

products made using fibre from other tree species.

Significantly, the Navigator brand's attributes have been repeatedly acknowledged by consumers and
reflected in the findings of independent research. In the Brand Equity Tracking Survey — Office Paper,
conducted in 2011 by Opticom International Research AB, Navigator recorded outstanding results on
all assessment counts — awareness, quality perception and loyalty — and was classified as the office
paper mill brand with the greatest brand equity. It was also the fastest growing brand since 2005,
leaping from 7th to 2nd position in the European ranking of office paper brands with the best Brand
Equity Index (BEI).

Another study conducted annually by EMGE — Paper Industry Consultants in the wholesale/retail
sector confirms Navigator as the leading European brand, in terms of both spontaneous awareness
and brand performance, obtained from the weighted average of various technical and marketing
attributes. This was in fact the 7th time running that Navigator was named as the leading brand in

terms of awareness in Western Europe.
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This exceptional performance over recent years has earned Navigator the title of "World Best Selling

Premium Office Paper ", with sales in more than 90 countries.

The Navigator brand is also available in printing format for pre-printing applications (such as

stationery) and also in reels and envelopes.

All this combines to make it a fully integrated communication solution for any business.

www.navigator-paper.com

Discovery

Discovery is a paper brand which combines superb performance with excellent environmental

credentials - eco-efficiency - thanks to a concept of reduced grammage.

Top quality raw materials and cutting-edge technology come together in Discovery to produce a
lightweight paper, but one offering superior, jam-free performance, even in the most demanding

equipment.

Discovery enables consumers to show they are serious about the environment, because more paper
can be produced from the same quantity of raw materials, in comparison with traditional 809/m2

papers.

Investment in the production process over recent years has generated significant efficiency gains in
water and energy consumption, CO, emissions and fuel use, making this more than ever a green-

friendly brand.
Overall sales figures in 2012 point to a year of consolidation, with certain European markets recording
significant growth. These markets have shown themselves to be increasingly receptive to the brand's

innovative concept, recognizing its excellent quality standards.

www.discovery-paper.com
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Pioneer

In the course of 2012, the Pioneer brand of premium office paper consolidated the launch of Pioneer
Fresh Inspiration 75g/m2, a low-grammage paper which maintains the high quality standards
associated with the brand. This product offers clear environmental benefits, a factor which has

refreshed and energized the brand image.

Pioneer Fresh Inspiration has been designed to satisfy consumers with a new approach to existing
resources. The marketing claim “do more with less” ties in with the philosophy of women looking to
enjoy life with a positive attitude and a high degree of environmental awareness, women who want to

make the most of natural resources.

As in the rest of the range, the packaging for Pioneer Fresh Inspiration features a reference to the
brand’s partnership with the breast cancer charity, Associacdo Laco, as part of the brand's policy of

social responsibility, geared to the life experiences of its target group.

All products in the Pioneer office paper range carry the FSCTM stamp of approval, and in 2012 the
FSC certification was extended to cover all European countries. The Ecolabel is also displayed by the

great majority of products in this range.

The Pioneer Graphic range, with features developed to meet the needs of printers and designers,

reflects a commitment to satisfying the requirements of the printing industry,

Like the office range, these printing papers are also marketed using an original and sophisticated
positioning and communication, and have established themselves as a benchmark for the main

European ranges of UWF paper.

In 2012 Pioneer launched the Digital Inspiration concept, which combines all the brand's benefits in a

single solution for communication and persuasion, tailored to the needs of digital printing.

This concept retains the feminine positioning of the brand, whilst gearing itself in particular to dynamic
urban women who engage positively with new technologies, reflecting the application of Pioneer

paper to the full range of digital printing technologies.
The Pioneer brand is distributed to a broad geographical base taking in some 50 countries,

contributing significantly to the development of the brand, which recorded growth of 6% in quantities

sold in the office paper segment in 2012.
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www.pioneer-paper.com

www.pioneer-graphic.com

www.pioneer-digital.com

Inacopia

Inacopia was the first office paper in the world produced entirely from Eucalyptus globulus pulp, and

is today a well established brand with a reputation for high quality standards.

With a vast range including a line of premium quality products and another of standard quality
products, Inacopia offers a solution for each type of application, depending on the document and

printing equipment requirements.

The brand celebrated its 30™ anniversary in 2012, giving it one of the longest track records in the

world of any brand in the office paper segment.

WwWw.inacopia-paper.com

Target

The Target brand offers a range aimed at consumers seeking to achieve maximum impact with their

ideas, through the quality of the documents used to deliver their message.

By positioning itself as a ready-to-print product, with a full range of office paper types for different end
uses, Target has gained an outstanding reputation as an all-round paper solution. In the office paper
segment, the range includes paper for colour-intensive applications (Target Personal), internal

corporate applications (Target Corporate) and document production (Target Professional).

In 2012, the brand built up the market position enjoyed by Target Personal 1GOg/m2 and Target
Professional 709/m2, products which reach out to a new segment of consumers, thanks to superb
quality in special applications with colour and in high-volume applications, and also due to its lower

grammage, offering benefits in terms of both performance and green credentials.

For the printing segment, the range also offers two high quality products: Target Plus Offset and Target

Plus Preprint, with a generous range of grammages and formats.

Report and Consolidated Accounts 2012



In 2012, the brand recorded growth of around 38% in sales, thanks to a distribution base covering

more than 40 countries.

www.target-paper.com

Soporset

The Soporset brand is the Portucel group's leading printing sector brand, and the European leader in
the premium uncoated offset and pre-print papers. The brand concept is based on combining
excellent performance, the brand’s central selling point, with a fresh approach to technology and the

environment.

Sold to some 80 countries, Soporset has consolidated its position as market leader in its segment,

with impressive 9% growth in sales on the American market in 2012.

Its leadership position has been widely corroborated by market research, attesting to its excellent
performance, printing quality and the awareness levels enjoyed by the entire Sorporset brand, which

is the premium offset brand most frequently used in the European printing trade.

The Soporset brand consists of Soporset Premium Offset and Soporset Premium Pre-print, both

available in a range of formats and grammages.

Soporset Premium Pre-print was designed to serve the needs of stationery pre-printed on offset
machines (invoices, letters, bank statements, fax cover sheets, debit and credit notes), which is
subsequently personalized by laser or inkjet printing, and also for digital printing. Presenting superb

whiteness, this product assures excellent printing contrast and vibrant colour reproduction.

Soporset Premium Offset is a top quality offset paper, with high levels of opacity, smoothness and
thickness, designed to provide consistently high standards of printing performance and quality,
making it the ideal choice for printing jobs such as books, brochures, calendars, diaries, manuals,

leaflets and notebooks.

In 2012, the brand invested heavily in the potential of digital printing, developing communication
materials which focussed on this topic, including brand presentations, brochures and leaflets. A
special digital printing area was also created in the brand website, providing full details of the process

using this printing technology and the potential of the Soporset range in this type of application.
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WWW.soporset.com

Inaset

Tradition, experience and trust are the three central values around which the Inaset brand is
positioned, combining the tradition of a pioneering brand with the spirit of innovation. The brand has
stayed true to this tradition for more than three decades, making it a benchmark for leading offset

papers around the world.
At a time when the European printing market has suffered severe contraction, Inaset has maintained
its client base, thanks to its continuing appeal to quality printers and end consumers looking for paper

with the best features to deliver their message to the market.

www.inaset-paper.com

Explorer

Explorer paper guarantees first-rate results, in both printing quality and performance, especially in
documents with intensive colour use, making for more effective communication and a guaranteed
impact on readers. Users can enjoy a multi-purpose paper product with excellent opacity, whiteness

and softness, making it the right choice for top-level documents.

In 2012 the brand launched a new product in the Explorer office paper range - Explorer iLight 75g/m”.
Despite being 5 grammes lighter, meaning that fewer raw material is needed to produce the same
number of sheets, it is comparable in printing quality and runnability to other SOg/m2 premium papers

available on the market.

With the slogan "Enjoy outdoor living. Dare to be different! ", Explorer iLight 75g/m” was designed for
young consumers with an active lifestyle and open minds, reflecting the underlying concept for the

Explorer brand, associated with the challenged of outdoor adventure sports.

With a rapidly expanding distribution network, the Explorer brand achieved 18% growth in sales in
relation to 2011, and invested in revamping its website. As well as including the new Explorer iLight
7Sg/m2, the website now features a specific separator for the brand's printing products: Explorer
Premium Pre-print and Explorer Premium Offset, available in the wide range of grammages and

formats.
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A specific area has also been designed for digital printing, which adds further to the potential of the

Explorer range as top-quality support for this type of application.

www.explorer-paper.com

BEKP Pulp

After the contraction of the pulp market observed in the 3" quarter of 2012, caused primarily by the
traditional summer slowdown in European markets and the high levels of stocks existing at this time
in China, the market recovered again in the 4" quarter. With increases in the PIX price in USD,
reflecting a rush of price adjustments announced in October, for both long and short fibre. Due to
trends on the foreign exchanges, this increase in USD prices was not fully reflected in prices in Euros,

as shown in the following table.

PIX - BHKP
Prices
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The Chinese market continued to be the single most important driver of demand in the world pulp
market. Despite slacker demand in the summer months, this market remained robust throughout
2012, with pulp imports at high levels, higher than in 2011: up by 15.4% overall through to November,
at 17% for short fibre and 13.9% for long fibre.

At the same time, the difficult economic situation experienced in certain Euro Zone countries,
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combined with a still tentative recovery in the US and poor performance in the Japanese economy,
has resulted in a global economic slowdown, with repercussions for the paper industry, as well as a
degree of instability on the foreign exchanges, as emerging countries, principally geared to exports,
devalued their currencies to keep their products competitive. This is the case of major pulp producers
such as Brazil, Indonesia and Russia, where manufacturers are not in a situation so favourable to

rising prices in USD, as in the recent past.

The Group's BEKP pulp sales in the 4" quarter of 2012 stood at a fairly high level, and sales for the
year as a whole were in line with expectations, considering that the Group incorporates an ever

greater proportion of its pulp output into paper products.

A breakdown of BEKP pulp sales by paper segment shows that the Group strengthened its position in
the special papers segment, which offers the greatest value added, with sales to this segment rising
from 57% of total in 2011 to 63% in 2012.

An analysis of sales by destinations shows that almost all pulp sales went to European markets,
home to manufacturers of higher quality paper where technical demands are more stringent and

where the intrinsic qualities of the globulus pulp produced by the Group are more properly valued.

Logistics

The logistical operations carried out by the Portucel Group involved handling approximately 6.6
million tons of goods (inbound and outbound), divided into 2 million tons by sea, 4 million tons by road
and 600 thousand tons by rail. In addition, the Group moved 600 thousand tons in secondary road

transport to its clients, from logistical platforms in Europe and the US.

The Group sold to 113 countries 2012, placing its products in more than 4,400 locations around the
world, and remained committed to developing maritime transport, which accounted for around 58% of
primary logistics in the paper business, as well as rail transport and multimodal distribution for

exports.
In the port sector, Portucel is the largest exporter of containerized cargo in Portugal, and very

probably in the Iberian Peninsula, accounting for around 9% of all containerized cargo exported

through Portuguese ports.
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4. Industrial Operations

Production

The Portucel Group's industrial units again recorded outstanding performance in 2012, improving

their production efficiency and consequently breaking some of their previous records for output.

All the plants operated at full production capacity and achieved high levels of efficiency with their

equipment, allowing them to equal and even surpass their previous output indicators.

Performance in pulp operations was among the best ever recorded, whilst paper operations,
concentrated at the industrial sites in Figueira da Foz and Setubal, resulted in output at a new all-time
high of 1 530 thousand tons of printing and writing paper, making this more than ever the Group's
prime area of business. The increase in paper output, in relation to the previous year, resulted from

the natural progression in the operations of the new Setibal paper mill.

The positive performance of the Portucel Group's industrial units can be attributed to the excellence
of its production equipment which, combined with careful maintenance and operations, leads to high

standards of production efficiency.

The average age of the Group's industrial assets means that efficiency indicators can be kept high
with a low level of capital expenditure. As a result, investment is normally directed at increasing

production capacity or improving efficiency.

Pulp output at the Setlbal and Figueira da Foz industrial complexes stood at levels close to full
capacity, and special attention should be drawn to the performance at the Cacia pulp mill, which set a

new record for output, 2% higher than the best figures achieved in the past.

It should be noted that part of the output from the Cacia mill is now being integrated in paper
production at the other sites, resulting in a gradual decrease in the Portucel Group's exposure to pulp

sales on the open market.
The quality of the paper produced is in line with the highest international benchmarks, allowing the

Group to enjoy the benefits of growing sales of own-brand premium products on the world's toughest
markets.
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High performance and quality standards have allowed the Group to manufacture new paper products,
tailored to the varying requirements of world markets. In particular, thanks to the advanced
technology installed at the new Settbal Paper Mill, this unit has achieved quality levels which have

surpassed the most ambitious expectations.

Efficiency has been achieved in production thanks to a constant quest for fresh reductions in the
specific consumption of products and raw materials, and the Group has been successful in achieving
major efficiencies in the consumption of chemicals and reduced energy use. In this field, the Group
has adopted ever-cleaner technologies, based on renewable fuels and natural gas, reducing its
dependence on fossil fuels. The consumption of fuel oil in the Portucel Group is now close to
negligible.

Importantly, cost savings have been achieved in the purchasing of raw materials and chemicals for

pulp production, and energy consumption has been adjusted to the levels of production capacity.

Special reference should be made to consumption of bleaching chemicals at the pulp mills where,
thanks to increased operational efficiency in washing, combined with the improved performance of

this equipment, significant cuts in consumption have been possible.

In paper production, the Group's excellent energy performance is owed essentially to a reduction in
energy consumption, thanks to high levels of production efficiency and up-to-date equipment which

makes it possible to optimize our use of this resource.

We may also point to the performance of the natural gas co-generation plant in Setibal, which set a
new record for output, and also to the stable and efficient performance of the Group's biomass power

plants, which achieved consistently high standards of performance and efficiency.

The overheads of the Portucel Group's industrial units evolved positively, thanks to the policies and

programmes implemented, which have resulted in constant, ongoing reductions.
Maintenance operations at the Group's sites are entrusted to its subsidiary EMA 21 which has
achieved high standards of efficiency, breaking records for production equipment uptime whilst

performing well in terms of costs.

The LEAN project, designed primarily to improve production and maintenance operations, was

completed with great success, resulting in gains of 8.5 million euros over the implementation period.

The project aiming at improved energy efficiency at all Group plants is nearing completion, awaiting

merely the physical implementation of some of the investment plans developed. This project has
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essentially helped to raise even further the Group's already high level of efficiency in energy

performance, opening the way to further gains in this area.

The new MEO project was launched during the year at the Group's various plants, with a view to
improving operational efficiency through increased integration of the different units, contributing to the
transfer of best practices in operation and maintenance. This made it possible to consolidate the
results and improvements achieved with the previous LEAN project, helping to disseminate good
performance levels and intensifying a number of activities with the potential for achieving fresh

efficiency and productivity gains.

Capital Expenditure Projects

The need to consolidate the major industrial investment projects recently implemented has meant that
capital expenditure in the Portucel Group has been directed at the specific aims of improving

efficiency and productivity, allowing it to overcome constraints on its industrial operations.

Special attention has accordingly been paid to projects for replacing end-of-life equipment, to

environmental projects and to others for improving energy efficiency.

In 2012, the Group successfully completed the project for increasing the evaporation capacity at the
Figueira da Foz Industrial Complex. The new equipment came online in September with excellent

results for the site's energy efficiency.

Work was also completed on the project for replacing the furnace and superheaters in the biomass
boiler at the Setubal Industrial Complex, resulting in an expected increase in the useful life of this
equipment and significant improvements to environmental performance.

In another important project in the energy area, work was completed in September on converting the
lime kilns at the Setubal Industrial Complex from fuel oil to gas, resulting in further cost savings and

reductions in the level of atmospheric emissions.

At the Cacia mill, various projects were implemented to improve the reliability of production

equipment and to improve energy efficiency.

Several projects also went ahead to improve production efficiency in the manufacture of paper.
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5. Resources and Supporting Functions

Sustainability

On the road to sustainable development - a journey on which the world's nations and political leaders
set out in 1992 at the Earth Summit in Rio de Janeiro - 2012 will be remembered as the year when a
broader consensus was generated at the Rio + 20 Conference on the need for and the advantages of

what is called the green economy.

Forest-based industries, and in particular the paper and pulp industry, are the oldest and most

successful examples of the green economy.

After being bombarded in the later part of the twentieth century with groundless arguments against
the paper industry, the general public is now watching with interest and curiosity as the best informed
and less extremist environmental organizations begin to recognize the need for and usefulness of
forestry plantations as a source of industrial raw materials, a means of reforesting degraded land,
retaining fossil carbon and creating renewable energy. Forestry plantations around the world now
total 264 million hectares, accounting for 7% of the planet's forests (FAO, 2010). Research (Carle and
Holmgren, 2008) has revealed the potential of forestry plantations to satisfy 66% of global demand for
industrial roundwood, in 2010, a figure forecast to rise to 80% by 2030. In other words, according to
these researchers, despite representing only 67% of the world's forested area, planted forests have
the potential to account for 32% of world demand for wood in 2010, rising to a contribution of around
40% in 2030.

Bearing witness to their long-held concerns about the sustainability of the pulp and paper industry,
the largest and most active manufacturers in this sector are prime movers in the world sustainability
movement known as the WBCSD — World Business Council for Sustainable Development, founded

shortly after the Rio Summit.

The Portucel Group, having been invited to join this international organization at its earliest stage, has
been a consistently active participant over nearly two decades and has taken a leading role in the
SFPI — Sustainable Forest Products Industries initiative, later renamed as WBCSD - Forest

Solutions.

This leading role has included chairing the Forest Resources Action Team, one of four such teams

run by WBCSD — Forest Solutions, and putting two issues of great current importance on its agenda:
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water, in products, processes and forests, and the transparency of forest certification, in particular the
meaning and public perception of the different logos used by the two main certification schemes (FSC
and PEFC).

The WBCSD, which argues that the key to sustainable development lies with business rather than
with the regulators, has gained growing recognition of its role in an environment which might lead
some to believe that the business world would not be interested in the principles and challenges of
sustainability. This is because it has become increasingly clear that only a business model like that of
the Portucel Group, which is based on renewable natural resources, which serves the real needs of
society, which minimizes the impact of its operations and generates biodegradable products suitable

to recycling, is capable of withstanding the undesirable effects of globalization.

This was the context in which the Group took part in drafting the WBCSD's “Vision 2050” report and
put its weight behind a similar exercise undertaken by CEPI (European Confederation of Forest
Industries), with a view to integrating the medium and long term strategies of the United Nations and

the European Union.

On all fronts, and in dealings with all the respective stakeholders, it has been made clear that
plantations have an important role to play, provided they are managed in a way that combines

environmental responsibility, social acceptability and, of course, economic profitability.

Despite the Portucel Group's global vocation, reflected by the presence of its products in more than
100 countries, it has never ceased to concentrate its efforts on developing Portugal's woodlands,
providing incentives and financial, technical and human support for certification by the small forest
landowners characteristic of the northern and central regions of Portugal, encouraging them to work
through associations, with a commitment to transparency of good practice, and seeking at all times to
diversify, developing policies and initiatives for conserving biodiversity, without causing any type of

irreversible impact on the ecosystems in which it intervenes.

Several ventures, including the launch of a prize, with the University of Coimbra, for new business
ideas that open the way to the adoption of sustainable forest management, closer links with the
academic world, support for improving the health of Portugal's woodlands (combating Gonipterus and
supporting research into the pinewood nematode), and the joint funding, with the FCT (Science and
Technology Foundation), of research into eucalyptus plantations, were all steps taken in 2012
towards implementing our strategy of carrying further the Group's sustainability policy, as formally
defined in 2005.
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FORESTRY

Sustainable Management

The sustainability of forest resources in Portugal and the Iberian Peninsula is an issue of the greatest
importance to the Portucel Group. As its main source of raw material, quality and development
conditions of the Portuguese eucalyptus forest has provided an important base for the Group's growth
in Portugal. However, the supply of local raw material has not kept pace with the development of the
pulp and paper markets operated by Portuguese companies in this sector. This means there
continues to be a structural shortfall in Portugal's timber output in relation to the industry's needs,

estimated to be in the order of 2 million m* of wood each year.

This situation has emerged since the middle of the last decade, in particular in the wake of the highly
destructive forest fires of 2003 and 2005, without the authorities mobilizing themselves to remove the
obstacles to resolving the problem. This means that, over the last 3 years, Portugal has imported

approximately 1.8 million m®of eucalyptus timber per year, peaking at 2.4 million m* in 2011.

These imports represent lost opportunities to finance the country's agro-forestry potential, and a
barrier to generating employment and wealth. Estimates suggest that resolving this shortfall would
have made it possible to create more than 2000 jobs in Portugal, increasing the wealth generated in
the country by around 120 million euros. However, as recently demonstrated by preliminary data on
land use, published by the 6" National Forest Survey, there has been no progress towards making
more productive use of land: forestry and agriculture declined by 5% and 12% respectively over the
last 15 years, whilst bushland and pasture grew by 12% over the same period to 2.85 million

hectares.

Internally, the financial year of 2012 represented a further milestone in the reorganization of the
Portucel Group’s forestry operations, in particular with the specialization of land and forestry assets,
with the goal of standardizing processes and consequently the management model. Portucel
Soporcel Floresta is currently the Group's company in charge of forestry operations, bringing together
management of all its agro-forestry holdings, both on its own land and on land entrusted to its

management by the respective owners.
At year-end 2012, the Portucel was responsible for managing approximately 120 thousand hectares

of agro-forestry holdings, around 70% of which corresponded to eucalyptus plantations, spread over

160 Portuguese municipalities.

Report and Consolidated Accounts 2012



In a decisive contribution to strengthening the Group's presence at a local level, the business of
renting and acquiring land, which includes taking on new areas or renegotiating existing contracts,
represents an important way of conducting our relationship with forestry landowners. The Group has
formed partnerships with a growing number of forestry landowners seeking to add to the value of their
assets, either by reforesting their land with selected cloned saplings, which leads to significantly
improved yields in relation to traditional forestry, or else by enjoying the benefits of their land being

managed with the best forestry practices and certified under the strictest international schemes.

In its forestry operations, the Group has pressed ahead with its policy of actively contributing to the
renewal of Portugal's woodlands, implementing a management system based on the best available

practices. Operations in the 2012 forestation campaign were at a similar level to the previous year.

In terms of conservation and improvement of the eucalyptus species, activities were conducted over
an area of some 30 thousand hectares, and included control of spontaneous vegetation, selection of
young trees and fertilization work. Maintenance and improvement work was carried out on around 3

600 km of paths and fire breaks.

With a view to effective management of the diversity of its agro-forestry holdings, from the point of
view of countryside conservation, the Group has also generated significant outputs of cork, grapes,
game and pasture, amongst other products. The operations of Viveiros Alianga (the Portucel Group's
nursery company) resulted in the production of 8.6 million plants, of which around 1.5 million

corresponded to indigenous or protected species and 140 thousand to ornamental plants or shrubs.

An important achievement in 2012 was the completion of the extension and modernization works at
the Group's nurseries on the Espirra Estate. As a result of this work, the Espirra Nurseries have
doubled their production capacity for cloned eucalyptus saplings, and are now the largest and most
up-to-date nurseries for certified forest plants in Europe, positioning themselves as a global
benchmark for efficiency and technological innovation in this area. As a result of this investment,

sales increased by 20% over the previous year, with 2012 setting a new record for the value of sales.

The new unit has capacity to produce 12 million plants each year and is designed to respond to
market demand for certified Eucalyptus globulus clones, in addition to supporting the Group’s own
forestation activities. This capital project is yet further evidence of the Group’s systematic

commitment to contributing to real improvements in the Portuguese forestry sector.

Licensing applications were made for more than 200 forestation projects in 2012, including
reforestation, forestation and conversion projects. There was a significant increase during the period

in the number of forestation projects drawn up by the Group, reflecting its increased objectives in
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relation to the area to be planted. However, the licensing process remains extremely complicated and

weighed down by the bureaucracy required by the existing legal framework for operations of this type.

Forest certification and biodiversity management

The Portucel Group regards forest as one of the most important pillars for the sustainability of its
business. As the owner and manager of forestry holdings, it has adopted best practice in forestry
planning and management, acting at all times in keeping with a set of principles and rules on
responsible management, which conciliate environmental, social, technical and financial concerns.
The Group sees forestry certification as a route to strengthening its position in an international market
which makes increasingly stringent demands as to the sourcing of raw materials, and as a way of

responding to society’s legitimate concerns.

The Portucel Group renewed in 2012 the forestry management certifications obtained in previous
years, under the two most widely recognized internationally certification schemes: the FSC and the
PEFC. The Group's certification encompasses eucalyptus wood for producing pulp and paper (the
Group's main area of output), and cork, providing recognition from independent bodies of its
responsible management of its woodlands. The Group's certified area - which in little more than 5
years has grown by more than 20 thousand hectares - includes all its assets in mainland Portugal and
corresponds to a very significant portion of the country's certified woodlands (39% under the FSC and
54% under the PEFC).

The Group has also pursued its strategy of promoting certified forestry management in Portugal (a
process it initiated in 2007 by signing cooperation agreements with the leading organizations in the
sector, such as CAP — Confederacdo dos Agricultores de Portugal, Forestis — Associacdo Florestal
de Portugal, Fenafloresta, Forum Florestal and UNAC - Unido da Floresta Mediterranea), as well as
paying a cash premium to suppliers of certified wood. Because it regards certification as essential to
ensuring the competitiveness of forestry products on the international markets, as well as
encouraging the adoption of good forestry practices and plans for protecting woodlands against
wildfires, these cooperation agreements involve the sponsorship of a range of measures connected to
forest certification, help with certification applications and organization of training, awareness-raising
and demonstration sessions for technical staff from associations and forest landowners. All these
measures are designed to transfer technology and forestry know-how and to extend the certified area
belonging to private landowners (on whom the Group is largely dependent for the supply of raw
material to its mills), helping to build a common front to defend the interests of Portugal's forest-based

industries.
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Aware of the importance of transmitting the know-how developed in its forestry operations to
producers in general, the Portucel Group runs a network of 13 technology showcases, consisting of
model eucalyptus plantations. These technology showcases allow forestry producers to observe the
impact on yields and on the health of plantations of using the best plants, combined with up-to-date

forest husbandry.

The Group has also been actively engaged in the field of forest certification, collaborating with the
organizers of FSC and PEFC initiatives in Portugal and on their work in the country, serving as Vice-
Chairman of the General Meeting and member of the Stakeholders' Group, in the case of the FSC;
and as member of the Governing Board, member of the Advisory Board and member of Technical
Committee CT145, in the case of the PEFC.

On the international scene, the Group continued in 2012 to represent Portuguese pulp and paper
manufacturers on CEPI's Certification Issue Group and to contribute to the Policy and Standards
Committee (PSC) of the FSC, through its participation as representative of the northern economic

sub-chamber.

The Portucel Group's commitment to efforts to encourage forest certification in Portugal is all the
more significant if we recall that only a small fraction of the world's forests have obtained

management certification - approximately 6% from the PEFC, and around 4% from the FSC.

The forestry management model adopted by the Portucel Group includes a strategy for conserving
the countryside and rural heritage in the forestry holdings for which it is responsible. This is
implemented by means of an approach based on assessment of wildlife and biodiversity (species and
habitats), the mapping of areas of conservation value, assessment of the potential impacts of
operations and design and implementation of measures to mitigate these effects (Conservation

Action Plans).

In line with this approach, a monitoring programme is also implemented, providing information on the
heritage and wildlife present in the areas managed by the Group, and its importance: by the end of
2012, areas of conservation value had been identified corresponding to around 10% of the Group's
certified holdings. These areas encompassed 42 types of habitat, covering 4 thousand hectares,
including 8 priority habitats. The habitats identified included many which are representative of the
habitats classified by the National Protected Areas Network (RNAP) and Rede Natura 2000
(RN2000). A total of 236 species of fauna were identified (including birds, mammals, fish, reptiles,
amphibians and bivalves), 98 of which are classified species in the Rede Natura 2000 Sectoral Plan,
and of these, 41 have endangered status (included in the Red List of the International Union for
Conservation of Nature and on the national species conservation list). The survey identified more

than 700 species of flora, including 69 with special conservation status. Conservation measures have
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included the management of priority habitats, management of montados (cork oak savannahs) and
riverbanks, rehabilitation of meadowland and degraded riverside woods, and the protection of

endangered species by adjusting the forestry operations calendar to their biological cycles.

By applying this forest management model to its various activities on a systematic and ongoing basis,
the Portucel Group increases its control over the impacts of forestry operations on biodiversity and
ecosystems, enabling it to assure a minimum standard of no net loss, and whenever possible to

achieve overall a net positive gain.

Increased knowledge of biodiversity and of measures that can help halt losses have led the Group to
involve itself in other ventures in the field of conservation, at home and abroad, insofar as this is one
of the greatest challenges facing contemporary society. In 2012 these efforts ranged from
involvement in projects and partnerships with environmental non-governmental organizations
(ENGO), universities, the administrative authorities and other institutions, to a variety of media

initiatives.

The Group has continued its relationship with the Iberian Birdlife Research Centre (CEAI), on the
basis of a cooperation agreement for protection of the Bonelli's eagle, an endangered species in the
Iberian Peninsula. Under this agreement, technical and scientific support is provided for
implementation of good practice to conciliate forest management with conservation of this species.
This partnership grew out of the success of the conservation project for this species (LIFE06
NAT/P/000194 - Tree Nesting Bonelli's Eagle), on which the Group collaborated with CEAI from 2006
to 2011.

The Portucel Group has also remained committed to the New Generation Plantations (NGP) project,
coordinated by WWF International (World Wide Fund for Nature), in which it has been involved since
the outset, in 2007. This project has already achieved significant visibility worldwide and has brought
together a growing number of participants, offering a platform for developing and promoting adoption
of best management practices in forestry plantations. The project is based on the concept that this is
a way of preserving the integrity of ecosystems and protecting high conservation values, assuring
effective processes for stakeholder participation and contributing to economic growth and job

creation.

The Group's work in the field of certification, biodiversity conservation and, in general, preservation of
ecosystem services has led it to take part in a variety of events and media initiatives, as well as to
collaborate with a range of institutions, including the public authorities, universities, national and

international working parties and industrial associations.
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In 2012, the Group published an updated version of its case study “Biodiversity conservation in a
scattered landscape” on its website for the New Generation Plantations project, explaining how its
management model has incorporated a conservation strategy geared to the scale and scattered

distribution of its forestry holdings.

Another important venture was its cooperation with the former National Forestry Authority (AFN) on a
workshop on 'Ecosystem Services in Woodlands: Contributions to a Green Economy’, where the
Group presented the topic ‘PEFC and FSC forest management indicators - Application to WES —
Woodlands Ecosystem Services’ and with Lisbon University Faculty of Sciences, on the ILTER
network symposium (International Long Term Ecological Research), held in Portugal and devoted to

the topic ‘Science, Business and Society’, with a presentation on '‘Monitoring and assessment in a

certified forest management system: the experience of the Portucel Soporcel Group”.

The Group's collaboration with higher education institutions has also included a seminar on "Forestry
Management and Certification", as part of a master's course at the Faculty of Science and the Higher
Institute of Agronomy and the contribution of a chapter on planted forests to a publication by the

Calouste Gulbenkian Foundation, "Silviculture - Management of Forest Ecosystems".

Woodlands and forest certification were the topics which the Group had the chance to present at the
Rio + 20 Conference, as a contributor to the Portuguese pavilion on the invitation of the Portuguese

government.

Forest certification, fuller environmental reporting on forests, improved environmental awareness,
learning and the sharing of experience in various media projects, partnerships and initiatives are the
benefits perceived by the Group's stakeholders in relation to the results obtained from responsible

management of forest holdings.

The Group has a Code of Forestry Good Practice which serves as a benchmark for the work of our
teams in the forestry sector. This code brings together all the Group's internal rules, describing
practices for planting/replanting stands, maintenance and operation, covering issues of wildlife and
countryside conversation, as well as health and safety, waste management, defence against forest
fires and production of biomass for energy. In view of its importance and general interest, this code of

practice is available to the public, at the Group's website.

Forest Fires

Defence of Portugal’'s woodlands, through systematic programmes to help prevent and combat

wildfires, remains one of the Portucel Group’s central priorities. In 2012, the Group's investment in
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this area was in line with previous years, at around 3 million euros, focussing on prevention, training,

research and development.

The central thrust of the Group's strategy for managing forest fire risks is to reduce the probability of
fire events and the vulnerability of existing holdings; this took the form in 2012 of overseeing and
monitoring operations over an area of approximately 120 thousand hectares and adjacent areas. This
is a year-round task, involving strong links with the institutions making up the national wildfire defence
system (the Institute of Nature Conservation and Forests, the civil defence and police authorities, the
fire service, local authorities and organizations of forest landowners, amongst others), as well as with
a research and development network in Portugal and abroad. The Group's operations on the ground
involve the largest private budget allocation to forestry protection in Portugal, as well as contributing
by example to the creation of more efficient national system for woodland defence against wildfires,

attaching priority to public policies focussing on prevention.

Over the course of 2012, work continued on the integrated Fire-Engine project (Flexible Design of
Forest Fire Management Systems), as part of the MIT-Portugal program. In conjunction with MIT
(Massachusetts Institute of Technology) and three Portuguese universities, two models have been
developed for supporting public policy making and management of fire protection systems. Presented
to scientific gatherings and external partners, these models are ready for adoption by Portuguese
institutions in order to improve efficiency, in particular in the design of the forest protection system,

budget allocations and rules on the distribution of fire-fighting resources.

Another significant example of forest management initiatives with an impact on reducing the fire risk
was the maintenance work on water points, in addition to other work already mentioned, such as the
upkeep of 3 600 km of paths and fire breaks, control of undergrowth in more than 10 thousand
hectares and treatment of forest fuel. These treatments involved a range of techniques, including

clearance of brushwood, controlled burning, application of herbicides, trimming and thinning.

Complementing its active participation in more than 35 municipal forest fire defence committees, the
Group organized awareness raising initiatives as part of the 'Safe Forest' pilot scheme, organized in
conjunction with the National Firefighting Academy. This project was launched in 9 municipalities
(Gondomar, Valongo, Paredes, Vila Nova de Poiares, Lousa, Goéis, Mafra, Alenquer and Torres
Vedras) and has sought to raise awareness amongst residents in rural areas and urban peripheries of
basic fire prevention principles, such as the correct use of fire during controlled burning and in

bonfires, and also of how to protect lives and property.
In order to mitigate the fire risk during the period from June to October, the Group continued to

collaborate with the national fire-fighting system. Acting through Afocelca (the industry organization in

which the Group is majority shareholder), it mobilized more than 270 people in an operation which
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involved 3 watchtowers, 37 rapid response units, 17 semi-heavy units and 3 helicopters. This

organization is responsible for the front line defence of approximately 7% of Portugal's forests.

In order to support Afocelca's operations, the Group mobilized a team of expert technicians, with the
skills and equipment needed to provide an immediate response to occurrences from June to
September. This team, comprising 28 to 50 members, was permanently on call to support fire-fighting
work, including constant participation by technical staff in the National Rescue Operations Centre, at
the District Operations Centre and on municipal Forest Fire Defence Committees. Significantly, in the
2012 season, approximately 83% of all fires combated by the brigades making up this organization
occurred on neighbouring properties, meaning that these efforts provided valuable support to the

national fire-fighting authorities.

Thanks to its investment in prevention, 2012 was the sixth year running in which the Group's losses
stood at less than 1% of the area under its management. These are very positive results which reflect
the efficiency which it is possible to achieve in this area. It is essential that an equivalent level of

efficiency be attained throughout the country.

Procurement

Timber suppliers

It is crucial to the development of the Portucel Group that it is able to secure supplies of certified

wood on competitive terms.

Since 2006, the supply of eucalyptus roundwood on the Portuguese market has fallen short of
demand, meaning that significant quantities have to be purchased from markets such as Spain, Africa

and the South America, resulting in higher total costs, due to the logistics involved.

In relation to the wood sourced from its own woodlands, the Group was able to assure quality and the
sustainability of felling, given that nearly all the forestry holdings in question are certified. In the
pursuit of its policy of corporate responsibility and engagement with its local communities, the Group
remained strongly committed to certification of forest management and the chain of custody, as

means of assuring sustained development of its business.
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Market and international trade in Europe-bound timb er

The woodchip market in Europe, and especially in the Iberian Peninsula, has developed rapidly in
recent years, consolidating itself as a source of supply. The quantities traded worldwide have

increased, as oil costs have risen.

In 2012, in the light of the shortfall in supply of raw wood in the Iberian market, the Group turned to
the international market and imported the cargo of woodchip carriers from the South American

market.

In respect of its eucalyptus purchases on the international market, the Portucel Group requires that all
environmental, social and economic standards are duly complied with, and in 2012 purchased timber

exclusively from FSC certified plantations.

Forestry logistics and transport

The Group's forestry logistics and transportation sector was responsible for logistical flows of more

than 2 million tons of wood received at its industrial sites.

Over the course of the year, the Group relocated some of its external road freight timber reception
yards to port or railway yards, in particular in areas most distant from its production plants (such as in
Galicia). The logistical network is based on 15 timber reception and temporary storage yards,
collecting raw material from neighbouring areas, and 8 ports for optimized management of forest

logistical flows bound for the Group's mills.

This initiative is designed to assure transportation with less pollution and lower costs, substantially

reducing mileage in the transport of wood.

In 2012, tracking devices were installed in timber trucks in the Group's service, allowing for a

significant improvement in safety and operational control of road freight.
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Purchasing

The worsening economic crisis in Europe, combined with high energy prices in the European
economic zone and the dollar exchange rate effect, has continued to encourage the relocation of

industrial units to markets which, although more distant, are enjoying growth.

As a result, chemicals at attractive prices are in shorter supply, whilst a clear process is under way of
disinvestment in Europe and relocation of suppliers to the BRIC markets (Brazil, Russia, India and

China) and to Asia in general, accompanying fresh industrial investments in these regions.

Commodity prices were also extremely volatile in 2012, especially for the majority of chemical

products used in manufacturing paper.

Production capacity was also shut down due to business sell-offs, with some suppliers in a precarious
financial situation; suppliers were clearly concerned about the profitability of their European plants,

raising questions as to future investment plans and even their continued existence.

The supply base has offered little stability, although in the case of some chemicals the market is over-
supplied. Europe has witnessed an increase in vertically integrated Asian suppliers, who are also

seeking to move into the US market.

New products, or products with innovative features, are coming out of Asia, again from vertically
integrated suppliers. For reasons of global competitiveness and regulation, European suppliers have
difficulty in achieving this form of integration.

No significant problems have been experienced in securing supplies of wood to meet internal needs,

although some difficulty has been felt in obtaining benefits through price negotiations. Efforts were

made to achieve advantages through the TCO-Total Cost of Ownership System.

Prices for products purchased were revised upwards, especially due to the influence of commaodity
prices and rising energy costs. Brent prices were on average high, at over USD 108.00, which

exerted pressure on the prices of various raw materials.

The supply base contracted slightly, at both national and European level. In line with the strategy of
diversification adopted in the previous year, the Group gave priority to contracting suppliers from
different regions of the world, and especially from Asia, assessing and approving a number of

suppliers from this region for its supplies.
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The aim of this policy is to balance the current supply, to reduce dependence on a small number of
Portuguese and European sources and to improve access to other sources of innovation, moderating

acquisition costs.

The work carried out in 2012 will continue into 2013 and 2014, and the Group has plans to keep up
the search for potential in other supplier markets, such as Turkey, the Gulf, South Africa, Asia and
North America. This project will be supported by specific market research initiated in 2012 and which

will be stepped up in 2013.

As well as being appropriate in organizational terms (training, resources, processes), the
procurement strategy launched in 2012 will continue to pursue high standards, in particular with

regard to:

Improving the quality of product acquisition strategies, improving and incorporating better

knowledge of the global supply market;
Improving the process of approving new suppliers on the basis of a supply risk analysis;

Better preparation of negotiations, with more specific information on suppliers and the

supplier market;
Market research to identify and approve new suppliers - Asia, Turkey and the Gulf;

Increased use of TCO cost and calculation models, in order to optimize the purchasing

decision making process;

Continued training and development of the Group's procurement team, equipping them with

the necessary know-how, skills and tools to achieve better results;

Development, mapping and updating of common procurement procedures for all the Group's

plants, making for a leaner process.
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Environment

In 2012, the Portucel Group renewed the contract defining the terms on which it uses the European
Union Ecolabel on the paper it manufactures and markets, in the office stationery and printing

segments; License PT/11/002 is now valid through to June 2015.

In line with IPPC (Integrated Pollution Prevention and Control) legislation, the Portucel Group pressed
ahead with procedures, already under way, for renewal of the environmental licenses for its industrial

complexes in Figueira da Foz and Setubal.

The second period of application of the EETS (European Emissions Trading Scheme) ran from 2008
to 2012, and with the publication of directive 2009/29/EC, the new EETS directive included in the
Energy and Climate Package, the rules on the available EU licenses and the allocation of free
licenses have changed considerably. The preliminary allocation of free licenses was effected on the
basis of benchmarks defined at community level, with the third EETS application period starting on 1
January 2013, and due to end in 2020.

In 2011 and 2012, a set of forms, subject to verification, were submitted in relation to the Portucel
Group's facilities covered by EETS, allowing the competent authority (the Portuguese Environment
Agency, or APA) to determine the preliminary allocation to each facility of free emission licenses for
the period 2013-2020.

In connection with the monitoring and reporting of greenhouse gas emissions, the Group's various
facilities also submitted to APA in 2012 the documentation for updating their Greenhouse Gas
Emissions Permits (GGEP) for the EETS period running from 2013 to 2020.

In relation to the Seveso Directive (on the previous of serious accidents), the Group has established a
Serious Accidents Prevention Policy (SAPP) in order to communicate its principles for action and
commitments accepted in this field. The text of the SAPP was opened to worker consultation, in a

process due to be completed in early 2013, culminating in publication of the approved document.
Also in connection with this, the Group took part in an exercise simulating the External Emergency

Plan at the Mitrena Peninsula, known as 'MITREX 2012', involving all the Seveso establishments in

this industrial area.
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Environmental Performance

Despite the increase output, achieved on a sustained basis by all the Group's plants, in particular in
paper production, corresponding to around 45% over the last five years, the strategy for continuous
improvement of processes, products and operational efficiency has made it possible to achieve

continuous improvements in environmental performance indicators in all areas.

As a result of these efforts, the assessment of the environmental performance of production
processes, through systematic records of eco-efficiency and environmental impact indicators, points

to positive and sustained performance by all the Group's plants, in all fields: air, water, waste and

natural resources.

The use of Best Available Techniques, combined with ongoing efforts to implement improvements, so
as to increase the eco-efficiency of process, has permitted significant reductions in the water use and
improvement in the sustained used of renewable energy sources.

-
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Atmospheric Emissions
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Effluents
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Management Systems

In 2012, the Portucel Group assured the continued certification of the management systems
implemented. To this end, a series of external audits were conducted over the year by accredited
entities at the Group's various facilities, and the Group was successful in renewing the Safety
Management system at the Cacia plant, the Quality Management system at the Figueira da Foz
Industrial Complex and the Environmental Management system at the Setubal Industrial Complex.
Certifications were also maintained in respect of all other standards previously implemented and
certified.
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Setubal Industrial

Certifications

Figueira Foz VT External Bosques do
Industrial Complex Caek il s Timber Yards | Atlantico
Quality 1ISO 9001 1ISO 9001 ISO 9001
Environment ISO 14001 ISO 14001 ISO 14001

Safety

OHSAS 18001
NP 4397

OHSAS 18001
NP 4397

OHSAS 18001
NP 4397

FSC-STD-40-003
FSC-STD-40-004

Chain of Custody FSC-STD-40-005

(multsite) PEFC ST 2002:2010
PEFC ST 2001:2008
Accreditation Laboratory ISO/IEC 17025 |ISO/IEC 17025 |  ISO/IEC 17025

Under the FSC and PEFC multisite Chain of Custody certification, two new sites were added in 2012,
bringing the number of sites covered by the Portucel Group certification up to 29. Under the rules of
the FSC and PEFC systems, the Chain of Custody System reflects the requirements to be met by the
Group in relation to its strategy for procurement of fiborous materials sourced from forests. These
systems assure that the materials are obtained from certified forests or controlled wood; thanks to
traceability processes throughout the supply chain, this makes it possible to sell certified pulp and

paper products.

In 2012, the certified wood supplied to plants accounted for approximately 30%. All the long fibre and
recycled fibre pulp was purchased in compliance with the FSC and PEFC criteria and requirements,
in the form of certified products or FSC Controlled Wood, sourced from European Union countries.
This fact, combined with renewal of the license to use the European Union Ecolabel for the paper
manufactured and marketed by the Group, contributed to an increase of approximately 22% in the
sales of paper bearing this label. The Group's response to the requirements of these benchmark rules
is evidence of its compliance with legislation and with the strictest standards of environmental

performance and responsible forest management.

In advance of the coming into force on 3 March 2013 of the EU Timber Regulation (Regulation
995/2010), designed to assure the legal sourcing of timber, the Group has been implementing the
measures needed to comply with all the applicable requirements, by revising its management system.
The fact that the Portucel Group's management systems are applied across the group allows it to

pool resources and share experience gained at the various sites, resulting in improvements to the
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practices and procedures implemented. Alongside plans to make specific improvements at each site,
a group-wide project was launched in 2012 with a view to improving operational efficiency in the spirit
of lean manufacturing. The Group developed a series of common measures and other specific

initiatives at its individual plants, with the following aims:

To continue focussing efforts on ongoing improvements to manufacturing processes, by
consolidating, extending and improving existing measures, so as to cut waste on activities
which add no value;

To continue reducing the variability of processes with a view to achieving ever higher levels
of operational efficiency;

To continue making efforts to optimize costs in operational areas;

To optimize the costs of purchasing current consumables;

To assure high standards of safety, environment and quality.

Eco-efficient Paper

Paper is intrinsically a "green" product obtained from renewable raw materials and energy, from forest
biomass. It is biodegradable and can be easily recycled or incinerated to generate power, at the end

of its life cycle.

In addition to all these attributes, the paper produced by the Portucel Group features outstandingly

high levels of eco-efficiency.

Thanks to the Portucel Group, Portugal is how Europe's leading exporter of office papers, and its
paper industry has evolved alongside an impressive increase in its forested area, which grew by 77%
over the last century. This growth was particularly strong in the second half of this period, stimulated
by the development of the paper industry. Woodlands now cover approximately 40% of Portugal's
territory, giving it a forested area equivalent to that of Holland and the United Kingdom combined,

divided between some 400 000 landowners.

The main raw material used in producing paper pulp is eucalyptus timber, obtained from sustainable
and renewable plantations of Eucalyptus globulus, which are also the main source of biomass for

generating the renewable energy used in its manufacture.

The Eucalyptus globulus cultivated in Portugal is exceptionally eco-efficient. In comparison with other
forest species used in paper manufacture, it produces pulp from a smaller quantity of timber and
chemicals, permitting the manufacture of paper using less fibre for equivalent uses, and supplying

fibres which can be recycled more often, increasing the overall recycling rate in the paper industry.
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The eco-efficiency of the Portucel Group's papers is reflected in the environmental credentials it has
obtained, such as the European Union Ecolabel and forest certification under the FSC and PEFC
schemed, renewed during 2012.

Energy

In 2012, the Portucel Group recorded gross power generation of 1 879 GWh, representing a modest
reduction of 0.4% in relation to the previous year. Overall, the electricity generated by the Group
corresponded to 4.4% of the country’s entire power output.

Gross electrical power generated by the Group
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This was a year in which the Group consolidated various investment projects in power generation.

Power generation from biomass plants (3 combined heat and power plants and 2 dedicated power
stations) totalled 1 214 GWh, slightly down by 0.6% comparing to the previous year. This reduction
was due essentially to stoppages for work on boilers and biomass storage, transport and feeding
systems.
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Gross electrical power generated by the Group from biomass
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140

120

100

Evolutlon, %

80

60

2008 2009 2010 201 2012

The Portucel Group continues to enjoy the status of Portugal’s leading producer of electricity from
biomass, accounting in 2012 for an estimated 49% of the total power produced from this natural

resource.

Despite the increase in power generation from natural gas, due to the energy needs of the new paper
mill in Setdbal, 65% of the Group's energy production was derived from highly efficient co-generation
plants and power stations fuelled by biomass, i.e. a renewable resource. It is important to note that
co-generation combines the production of electrical power with much larger quantities of thermal
energy, making it considerably more efficient than conventional processes which generate only

power.

Co-generation in the Portucel Group is consistent with the stated objectives of Directive 2012/27/EU,
which recommends Member States to exploit the potential of co-generation on the basis of the
demand for useful heat, and these facilities are essential for achieving the target of a 20% increase in

energy efficiency set by the European Union for 2020.
However, Ministerial Order 140/2012 established rules which significantly reduce the tariffs applicable

to older co-generation plants, meaning it is no longer economically feasible for highly efficient co-

generation facilities to continue operation.
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Bioenergy and Fossil Fuels

The two biomass power stations in Cacia and Setubal and the Group's three biomass co-generation
plants have allowed it to consolidate its dominant position in the Portuguese renewable energy
market. The great benefit in terms of reduced CO, emissions will have an impact on the national
balance for these emissions and will reduce the country’s dependence on imported fossil fuels, a
national aspiration which the Group is accordingly helping to achieve. It is estimated that these power
stations belonging to the Portucel Group will avoid CO, emissions in excess of 450 thousand tons on

the national balance sheet.

Forest Biomass for Energy Purposes

The Portucel Group has consolidated its position as a producer and supplier of forest biomass and

timber by-products.

Integrated and sustainable forestry management, informed by the concern to preserve biodiversity, is
fundamental for a balance in obtaining raw materials for the production of tradable goods with a high
level of value added, such as pulp and paper. Another important point to note is the availability of

surplus biomass resources for energy production.

The Group has continued to supply its biomass reception centres, including those located at its plants,
allowing it to optimize further the operation of the chipping equipment used to process the biomass as
well as the logistics involved in biomass operations.

In 2012, the Portucel Group experienced no significant difficulties in supplying its forest biomass

needs exclusively from the domestic market.

Human Resources

At year-end 2012 the Portucel Group had a workforce of 2 275 employees, including 2 202 on
permanent contracts.

As part of its human resources’ policy, the Group stepped up its traineeship programme, doubling the

number of vacancies. These traineeships, due to take place over the course of 2013, will allow the

Group to offer 6- or 9-month work experience placements for 50 young people with vocational,
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graduate and master's level qualifications in varied areas such as law, economics, marketing, forest

management and engineering, chemistry, mechanics, IT and electrical engineering,

This initiative reflects the Portucel Group's role as a contributor to the training of a skilled workforce
for the future, in areas of interest to Portugal's development, seeking to add to the qualifications and
employability of these young people, who will have their first experience of the world of work in an

innovative company which is an international leader in its sector.

The Portucel Group continued to invest in ongoing training and professional development throughout
2012, providing a total of 117 826 training hours in 1 495 training initiatives, involving 2 030 trainees.
Special attention has been paid to training in health and safety at work, which accounted for 12 179

training hours, or 10.3% of total training time.

The absenteeism rate stood at 3.86% in 2012. Approximately 2.24% of this rate corresponds to sick

leave. These figures include the entire Group's workforce in Portugal.

Social Responsibility

In 2012, the Portucel Group developed closer links with the community through projects designed to
promote the improvement of woodlands and conservation of biodiversity, to create a culture of
openness and provide information about its industrial units, as well as running active programmes of
welfare support for people facing hardship.

In keeping with its policy of social responsibility, the Group has established partnerships with various
institutions working in the regions around its plants and forest holdings. Special mention should be

made of the following projects:

Social Project - Efforts continued under this project to provide food aid to households directly
hit by the severe social crisis affecting the country, in partnership with Caritas Setubal, the

Figueira da Foz Red Cross and Caritas Aveiro.

"Open Doors" Programme - The industrial complexes in Figueira da Foz and Setubal opened
the doors of their paper mills in order to bring the company into closer contact with its local
communities, showing them what it does and explaining the importance of its operations to
regional and national development. The Industrial Complex in Figueira da Foz also ran a

programme of tours for Group employees and their families, giving them a chance to see at
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first hand the advanced technology which, in conjunction with the new paper mill in Setabal,
has allowed the Group to establish itself as Europe's leading manufacturer of UWF (uncoated

woodfree) paper.

"Give a Hand to the Forest" Project - launched by the Group in order to promote
environmental conservation, through activities to raise awareness of forestry protection
issues among children and young people. In 2012, this project centred its activities on high-
visibility areas in urban areas in the municipalities of Aveiro, Figueira da Foz, Setubal, Nisa,
Monchique and S&o Pedro do Sul, where several thousand plants characteristic of these
regions were given away. Another example of this work was the educational event held at the
Quinta de S&o Francisco, home to the RAIZ Research Institute, for 150 primary school

children from the areas around the Group's sites in Cacia and Figueira da Foz.

Bocage Secondary School Project - The Group sponsored the acquisition of swipe cards for
students attending this school for the first time. The cards are designed to modernize
arrangements at the school, making it a safer environment for students, who are able to pay

all expenses using the card.

Emergency Department, Figueira da Foz District Hospital - In partnership with the League of
Friends of Figueira District Hospital, the Group donated ten vital signs monitors, contributing

to the provision of health care for the community in Figueira da Foz.

“Aveiro Young Artist 2011" Competition — The Group supported the competition in 2012, in its
13" year, organized by Aveiro Municipal Council. The competition is aimed at young artists in
all fields — painting, sculpture, writing, photography and digital arts — and seeks to gain public

recognition for up-and-coming talent.

Planting of trees on Aveiro University Campus and in the University Faith and Culture Centre
(CUFC) — the Group donated dozens of trees and bushes which were planted on the
University Campus. This project, as part of the celebrations of the 25" anniversary of the
University Faith and Culture Centre (CUFC), was designed to raise the awareness among the

student population of the need to preserve woodlands.

Another significant venture in 2012 was the Portucel Group's sponsorship of the University of
Coimbra's Arrisca C'2012 Ideas, Business Plans and Proof of Concept Competition. The “Portucel
Group Prize” is designed to support a range of initiatives able to transfer know-how and innovation to
the field of forest management and the energy and sustainability sector, and is awarded to the best
project in the field of "Sustainable Forest Management". In 2012, this prize was awarded to the

MedroJelly4Diet project, developed by three members of the academic staff and two students at the
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Coimbra Higher Agrarian Institute, with a view to production and marketing of low-calorie sweets,

jams and jellies from the fruit of the arbutus.

Paper was also donated to schools and welfare organizations in the area of influence of the Group’s

mills. A total of 146 donations were made to social, educational and cultural projects in 2012,

corresponding to approximately 43 tons of paper.

The Group also provided support for a number of seminars, organized by eminent institutions, such
as: IUFRO 2012 Conference (International Union of Forest Research Organizations — Division 5 —
Forest Products), the 15™ APLOG Conference (Portuguese Logistics Association), the 19" National
Conference of the Chamber of Engineers, Seminar on “Liberalization of the Natural Gas and
Electricity Markets", organized by APE (Portuguese Energy Association), Seminar on “Releasing
Portugal's Productive Potential” organized by the Forum for Competitiveness and the Conference on
“Logistics and Distribution in the Setdbal Region”, organized by APSS (Association of the Ports of

Setubal and Sesimbra).

In the field of internal social responsibility, the Company has continued to pay tribute to its personnel
who complete 15 and 30 years of Employment, presenting them with an award to acknowledge their

hard work and dedication.
Commendable work has also been carried out by the Sports and Social Clubs which, with the support

of the Portucel Group, have provided social and educational benefits for employees and their families,

organizing a varied range of cultural and sporting activities designed to develop group spirit.
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Innovation, Development and Research

Innovation in products and marketing

As described in the section on "Branding”, 2012 saw the launch of an innovative product aimed at the
student population, Navigator Students, designed to respond to the needs of younger consumers

looking for quality products at competitive prices.

Another important development in 2012 was the launch in the US market of Navigator Eco-Logical
18Ib, a product whose special feature is assuring a standard of performance superior to that of

competing 20Ib papers, despite a grammage below the market standard.

The Group's commitment to improving its product range leads it to search systematically to adapt to
the real market, conducting exhaustive and constant analysis of client needs, and of technological
developments in printing and the respective opportunities these offer. This process is backed up by
the superb technology used in the manufacturing process and the superior quality of the raw
materials. To this end, internal processes have been improved so as to consolidate the consistency of
product quality and to optimize the associated production costs, with a positive overall impact on

operational productivity and efficiency.

Special attention has also been paid to opportunities resulting from emerging printing technologies
with great potential for growth, such as web inkjet technology which allows for high-speed inkjet

printing.

The importance of the research and development (R&D) projects in which the Group is involved has
been recognized by the relevant authorities, including the Innovation Agency, the Ministry of Science,
Technology and Higher Education and the Foundation for Science and Technology. Under SIFIDE,
the system of tax breaks for companies involved in R&D, these authorities have certified investment
projects in this area as eligible. In 2008, 2009 and 2010, investment in this area totalled 4.1 million,
3.7 million and 3.8 million euros, respectively. In 2011, an application was made for a capex project
worth 9 million euros, and an investment project was carried out in 2012 with a value of more than 4

million euros.
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Research & Development

In 2012, the Portucel Group continued to invest in research in forestry, pulp and paper, through the
work of its forestry and paper research institute, RAIZ. These aims were pursued in close cooperation
with the Group's respective business sectors and a range of bodies in the science and technology

sector.

Industrial research in the pulp and paper sector has yielded the following results:

The PADIS R&D project, jointly funded by QREN, has been successfully completed after an audit by
the Innovation Agency. This project was a joint venture between the Portucel Group, RAIZ and the
Universities of Aveiro, Coimbra and Beira Interior, in order to develop new knowledge of the

printability of uncoated papers.

Work continued on the MPAPER research project jointly funded by QREN and carried out as a joint
venture by the Portucel Group and RAIZ with the University of the Minho and PIEP (Polymer
Engineering Innovation Centre). This project is designed to develop a model for forecasting the

macro-behaviour of paper, with a focus on dimensional stability, using multi-scale technology.

Research has been carried out into improving paper for high-speed inkjet printing, known as web
inkjet, with a study that looked at the influence of the structure of the base paper on surface
treatment, and on the formulations to apply, making it possible to develop prototypes to improve

performance in relation to standard commercial papers in this market segment.

The Group has also researched the application of enzymes with the support of Biocant, a leading
biotechnology laboratory. This has involved an in-depth study of the characteristics, workings and
optimization of conditions for the use of enzymes to improve the characteristics of white eucalyptus
pulp, confirming the excellent potential of this technology for streamlining resources, in particular

fibres and energy, in the manufacture of office paper.

The Valorcel research project, a joint undertaking between the Portucel Group, RAIZ and PIEP, has
made it possible to produce a composite incorporating up to 30% fibre, with good mechanical

properties, which has been tested in the production of parts of the automobile industry.
As part of its continued technological support for the Portucel Group, RAIZ has worked closely with

the paper production unit at the Setubal Industrial Complex and identified measures for reducing

water consumption, contributing to the sustainability of the plant's operation.
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The joint efforts of RAIZ, the University of Aveiro and the Cacia Mill have provided a better
understanding of the procedures for removing AOX (adsorbable organochlorine compounds) from
effluents, and identified measures for reducing AOX emissions, so as to manufacture products in

keeping with Ecolabel requirements.

The Portucel Group and RAIZ have played an active role in coordinating work on the chapter on the
kraft process, as part of the European review of the BREF reference document identifying the Best
Available Technologies in the sector and the associated emission levels. The reference document will

form the basis for licensing pulp and paper production activities in Europe.

RAIZ also supported efforts to improve methods for testing and characterizing diffuse emissions at
the Group's various industrial units, making for increased integration and sustainability of their

operations.

During 2012, type approval was obtained for Ferticel as a soil corrective, in recognition of the

nutritional interest of this compound developed by RAIZ from pulp and paper by-products.

With the support of RAIZ and Lenzing, industrial tests were also conducted at the Cacia Mill in which
pulp was successfully produced from cooking only knots from the Group's three industrial units in
specially adapted discontinuous digesters. The success of these tests opens up the possibility of

making better use of raw material and cutting on the quantity of waste produced.

In 2012, the Portucel Group invested in the fields of bio-energy and bio-refining, working on the BIIPP
research project (Integrated Biorefinery in the Pulp and Paper Industry), in partnership with the
Universities of Aveiro, Coimbra and Porto; the role of RAIZ in this project is to align the research and
its industrial application. The project involves studying the pre-extraction of hemicellulose from
Eucalyptus globulus trimmings and processing primary sludge from the waste water treatment plant in
order to produce sugar solutions and subsequent conversion into ethanol. The extraction of high
value added organic products from eucalyptus bark, such as triterpenic and phenolic compounds, is
another aspect of this project. These compounds are of recognized value to the pharmaceutical,

cosmetics and nutrition industries.

Also in the biorefinery area, RAIZ has sought to complement its key expertise in new technologies for
breaking down biomass and the kraft process, in partnership with organizations specializing in
biotechnology and chemical processes, with a view to developing raw material for the biochemicals,
bio-polymers and bio-compounds industry. The production of cellulose materials, including micro- and

nano-cellulose, and the development of new applications are another area of research work.

The following important results have been achieved in forestry research:

Report and Consolidated Accounts 2012



The genetic improvement programme has made it possible to formulate a new cloning
recommendation for 2012/14, comprising 4 new Eucalyptus globulus clones and 2 new hybrids,
specifically designed for the growing conditions in different parts of Portugal. This recommendation
will permit gains in industrial yields. The respective cloning documents have been drafted and

Technical Standard NTO7 has been reformulated.

The protocol for certifying clone identity has been revised, with improvements in terms of accuracy
and operability. The use of molecular markers has made it possible to compare the diversity of
samples of representative individuals of Eucalyptus globulus in RAIZ' genetic improvement
programme. The findings indicate that it is possible to broaden the genetic base of the species in
Portugal.

In partnership with the Portucel Group's forest management departments, the trial network has been
extended to two areas of research with immediate operational applicability - fertilization of new
plantations and alternative methods of soil mobilization -, seeking to cut costs and improve the quality
of these operations. The forestry soils and nutrition sector have also been involved in planning
maintenance fertilization, technical support for the licensing of areas for application of sludge and

ash, updating of technical standards and training for the Group's specialist staff.

Work has proceeded as envisaged in the National Plan for Control of Gonipterus platensis, the main
pest affecting eucalyptus yields in Portugal. Thanks to this plan, organized by the Group with
participation by the Directorate-General of Veterinary Affairs (DGAV), the Institute of Nature
Conservation and Forests (ICNF) and the National Institute for Agricultural and Veterinary Research
(INIAV), it has been possible to develop and apply strategies for combating this pest by chemical and
biological means. Biological measures have included releasing a new natural enemy of the pest (the

parasitoid Anaphes inexpectatus) and the importation of new natural enemies.

In partnership with the Higher Institute of Agronomy (ISA) and as part of the Pt-Lyptus project, an
ecophysiological model (3-PG) has been calibrated to estimate yields from Eucalyptus globulus.
Trials were also concluded for rapid identification of a method for selecting clones for their ability to
withstand drought. An irrigation research plan has been set up, and monitoring has started of trials
installed at the Caneca, Caniceira and Espirra Estates. Early findings, for ages of less than two years,

point to significant gains in yields in areas with irrigation.
In relation to the development of energy crops, five trials have been set up and/or monitored in

different locations, with high-density planting of eucalyptus clones, in a specific forestry regime and

short rotations, using two alternative crops: willow and miscanthus.
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The environmental characterization of stands remains an important aspect of RAIZ' work, with the
stratification of 23 thousand hectares of woodlands into homogeneous zones. The findings of this
work were integrated into the Geographical Information System, so as to enhance its operability and
support forestry management, by making it possible to provide grounds for investment plans, define
forestry projects and the respective intervention required, and also reduce the risks of decision-
making. This know-how has been internalized by Group staff, forestry producers and their

associations, through training in zoning and good forest husbandry.

Another feature of 2012 was intense activity in providing technical support for projects designed to
seek viable alternatives for optimizing forest yields in areas under Group management, so as to
reduce dependence on imported and third party wood, with a view to improving future supplies of

woods to the Portucel Group's pulp and paper mills.
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6. Outlook

Most indicators point to modest global economic growth in 2013, although with significant differences
between regions and countries. A number of structural issues persist with the potential to restrict
growth, including the uncertainty surrounding the debt crisis in the euro zone, the management of the
"fiscal cliff" in the US and the need for deleveraging of the public and private sectors in a number of

economies.

In the euro zone, signs of an economic slowdown can still be seen, and are expected to continue
throughout the year. Despite the recent boost to confidence in financial markets, economic growth is
expected to remain constrained by severe measures to consolidate state spending in most European
countries, by the high level of national, corporate and household debt and by the continued fragility of

the financial system.

Despite a number of positive signs in the US, in particular the recovery of the real estate sector and
improved competitiveness in energy costs, uncertainties remain as to the severity and pace of
policies to be implemented over coming years to consolidate the budget, with a possible impact on

economic growth.

Some emerging markets, and China in particular, have also begun to cool down, and growth in these
economies is expected to decrease in the next few years as a result of slacker demand from the
developed economies and the transition from a model of growth sustained almost entirely by exports
and public spending to one based on internal demand. In any case, the Chinese market is expected

to remain one of the main drivers of global demand.

Expectations accordingly point to the BEKP pulp market continuing to be sustained by strong demand
from Asian markets, and particularly from China, thanks to investment in the manufacture of tissue
papers and the policy pursued by the Chinese government of closing down obsolete plant. Demand
will be further bolstered by the foreseeable growth in internal demand, with a sharp impact on
consumption of tissue papers, despite the fact that estimates point in the short term to a temporary

dip in the pace of paper production, due to the high levels of existing stocks.

This positive performance in the Chinese market has offset the more recessionary environment in
Europe and the US. The recent closure of a plant in Brazil with annual production capacity of more
than 400 thousand tons, the cost inflation experienced in the main BEKP pulp producer countries,
combined with the high level of indebtedness of certain producers and the strong pressure on them to
maximize yields from sizeable capital projects currently under way are all factors which could help

sustain prices in the near future.
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The 4" quarter of 2012 saw the start of production in the Eldorado project, in Mato Grosso do Sul,
Brazil, with rated annual capacity of 1.5 million tons. The impact of this will be felt by the market in
2013, at the same time as a further new unit in Uruguay and another in Brazil are set to come online,
with combined capacity of 2.8 million tons/year. The start-up of these new pulp mills will test the
capacity of the market to absorb an appreciable increase in the supply of BEKP pulp, and could have

a negative impact on the market during the second half of 2013.

At the same time, the expected persistence of the economic downturn, with its inevitable effect on
employment levels, will continue to drive down consumption of uncoated woodfree paper in the more
developed economies, in particular in Europe and the United States, the Group’s most important
markets. It should be noted that apparent consumption in Europe, the Group's main market, fell by

almost 4% in 2012, and that this trend is set to continue.

Accordingly, despite the resilience shown by the cut-size paper market, where consumption fell by
only 1.5%, the positive impact of capacity closures in 2011, as well as the positive evolution in the
USD/Euro exchange rate, factors which together helped to provide some support for the market over

the past year, the outlook for the near future remains extremely uncertain.

Insofar as the rally in pulp prices in 2012 was one of the factors that helped sustain paper prices, by
maintaining strong pressure on non-integrated producers, the evolution of this market will also be an

important factor in the Group’s future performance.

In this difficult environment, the Group has striven consistently to expand the number of markets on
which it sells its products and to reposition its product mix on its traditional markets, capitalizing on
the excellent penetration and awareness levels enjoyed by its own brands and wide perception of the
quality of its value proposition. As a result, the Group has expanded its share in its traditional markets
and significantly increased its presence in new markets, in particular in Eastern Europe, North Africa
and the Middle East.

This has permitted the Group to keep its order books at comfortable levels and to operate

continuously at 100% capacity, placing nearly all its output on foreign markets.

Ongoing efforts have been made in all areas of the Portucel Group to streamline operations, improve
efficiency and increase productivity, so as to draw maximum advantage from its competitive
advantages. The tireless and ongoing pursuit of these aims has been one of the main factors behind

the consistently excellent results presented by the Portucel Group, year after year.
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Declaration required under Article 245.1 c) of the Securities Code

Article 245.1 c) of the Securities Code requires that each of the persons responsible for issuers make
a number of declarations, as described in this article. In the case of Portucel, a uniform declaration

has been adopted, worded as follows:

| hereby declare, under the terms and for the purposes of Article 245.1 c) of the Securities Code that,
to the best of my knowledge, the management report, annual accounts, legal accounts certificate and
other financial statements of Portucel, S.A., for the financial year of 2012, were drawn up in
accordance with the relevant accounting rules, and provide a true and fair view of the assets and
liabilities, financial affairs and profit or loss of the said company and other companies included in the
consolidated accounts, and that the management report contains a faithful account of the business,
performance and position of the said company and other companies included in the consolidated

accounts, describing the main risks and uncertainties which they face.

Considering that the members of the Audit Board and the Official Auditor sign an equivalent
declaration in relation to the documents for which they are responsible, a separate declaration with
the above text was signed by the directors only, as it was deemed that only the company officers fall
within the concept of “persons responsible for the issuer”. As required by this rule, we provide below a

list of the persons signing the declaration and their office in the company:

Pedro Mendonca de Queiroz Pereira Chairman of the Directors
José Alfredo de Almeida Hondrio Chief Executive Officer
Manuel Soares Ferreira Regalado Executive Director
Adriano Augusto da Silva Silveira Executive Director
Antonio José Pereira Redondo Executive Director

José Fernando Morais Carreira de Aradjo Executive Director
Luis Alberto Caldeira Deslandes Non-executive Director
Manuel Maria Pimenta Gil Mata Non-executive Director
Francisco José Melo e Castro Guedes Non-executive Director
José Miguel Pereira Gens Paredes Non-executive Director

Paulo Miguel Garcés Ventura Non-executive Director
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Company Officers

The company officers of Portucel. S.A., elected for the four-year term from 2011 to 2014, are as
follows:

Officers of the General Meeting
Chairman: Francisco Xavier Zea Mantero*

Secretary: Rita Maria Pinheiro Ferreira

Board of Directors

Chairman: Pedro Mendonca de Queiroz Pereira

Members: José Alfredo de Almeida Honério
Manuel Soares Ferreira Regalado
Adriano Augusto da Silva Silveira
Antoénio José Pereira Redondo
José Fernando Morais Carreira de Araujo
Luis Alberto Caldeira Deslandes
Manuel Maria Pimenta Gil Mata
Francisco José Melo e Castro Guedes
José Miguel Pereira Gens Paredes
Paulo Miguel Garcés Ventura

Executive Board

Chairman: José Alfredo de Almeida Hondrio

Members: Manuel Soares Ferreira Regalado
Adriano Augusto da Silva Silveira

Anténio José Pereira Redondo
José Fernando Morais Carreira de Aradjo

(*) Dr. Francisco Mantero was elected Chairman at the General Meeting of 10 April 2012, after the resignation tendered by Dr.
José Pedro Aguiar Branco.
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Company Secretary;

Full: Antonio Pedro Gomes Paula Neto Alves

Alternate: Anténio Alexandre de Almeida e Noronha da Cunha Reis
Audit Board

Chairman: Miguel Camargo de Sousa Eir6

Full members: Duarte Nuno d’'Orey da Cunha

Gongalo Nuno Palha Gaio Picdo Caldeira

Alternate member: Marta Isabel Guardalino da Silva Penetra

Remuneration Committee

Chairman: José Goncgalo Maury, representing Egon Zehnder

Members: Jodo Rodrigo Appleton Moreira Rato
Frederico José da Cunha Mendonga e Meneses

Statutory Auditor

Full: PricewaterhouseCoopers & Associados — SROC, Lda, represented by
Antonio Alberto Henriques Assis or César Abel Rodrigues Gongalves

Alternate: José Manuel Henriques Bernardo (ROC)
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MANDATORY DISCLOSURES
Disclosures referred to in articles 447 and 448 of  the Companies Code and paras. 6
and 7 of Article 14 of Reg. 5/2008 of the Securitie s Market Commission

(with regard to the financial year of 2012)

1. INFORMATION ON SECURITIES HELD BY COMPANY OFFICE RS

a) Securities issued by company and held by company officers:

Antonio José Pereira Redondo: 6 000 shares
Adriano Augusto da Silva Silveira: 2 000 shares
Duarte Nuno d’Orey da Cunha: 16 000 shares
b) Securities (*) issued by companies controlled by or controlling Portucel held by

company officers, in the sense defined in Article 4 47 of the Companies Code and
Article 248-B of the Securities Code:

José Alfredo de Almeida Hondrio: 20 000 shares and 500 bonds issued by Semapa —
Sociedade de Investimento e Gestédo, SGPS, S.A.
Manuel Soares Ferreira Regalado: 90 bonds issued by Semapa — Sociedade de

Investimento e Gestdo, SGPS, S.A.

Anténio José Pereira Redondo: 5 bonds issued by Semapa - Sociedade de
Investimento e Gestdo, SGPS, S.A.
Luis Alberto Caldeira Deslandes: 60 bonds issued by Semapa — Sociedade de

Investimento e Gestdo, SGPS, S.A.
Manuel Maria Pimenta Gil Mata: 100 bonds issued by Semapa - Sociedade de

Investimento e Gestdo, SGPS, S.A.

José Miguel Pereira Gens Paredes: 180 bonds issued by Semapa - Sociedade de
Investimento e Gestdo, SGPS, S.A.
Paulo Miguel Garcés Ventura: 125 bonds issued by Semapa — Sociedade de

Investimento e Gestdo, SGPS, S.A.
Miguel Camargo de Sousa Eir6: 50 bonds issued by Semapa — Sociedade de

Investimento e Gestdo, SGPS, S.A.

)*+The bonds issued by Semapa - Sociedade de Investimento e Gestéo, SGPS, S.A. and referred to in this item correspond to

bonds with a fixed rate of 6.85 per cent per annum, maturing in 2015, issued by Semapa with the name “Obrigacbes SEMAPA
2012/2015"
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Duarte Nuno d’Orey da Cunha: 2 907 shares and 25 bonds issued by Semapa -
Sociedade de Investimento e Gestdo, SGPS, S.A.

Maria Rita Carvalhosa Mendes de Almeida Queiroz Pereira: 16 464 shares and 50 bonds
issued by Semapa — Sociedade de Investimento e
Gestéo, SGPS, S.A.

c) Securities issued by the company and controlled and controlling companies held by
companies in which directors and auditors hold corp orate office in the sense defined
in Article 447 of the Companies Code and Article 24  8-B of the Securities Code:

Cimigest, SGPS, S.A. — 3 185 019 shares in Semapa — Sociedade de Investimento e
Gestéo, SGPS, S.A.

Cimo - Gestdo de Participagbes, SGPS, S.A. — 16 199 031 shares in Semapa —
Sociedade de Investimento e Gestédo, SGPS, S.A.

Longapar, SGPS, S.A. — 21 505 400 shares in Semapa — Sociedade de Investimento e
Gestéo, SGPS, S.A.

Sodim, SGPS, S.A. — 15 657 505 shares in Semapa — Sociedade de Investimento e
Gestéo, SGPS, S.A.

OEM - Organizacdo de Empresas, SGPS, S.A. — 535 000 shares in Semapa —
Sociedade de Investimento e Gestédo, SGPS, S.A.

d) Acquisition, disposal, encumbrance or pledge of securities (*) issued by the company,

controlled or controlling companies by company offi cers and the companies referred
to in b) and c):

José Alfredo de Almeida Honério acquired, on 30 March, 500 bonds in Semapa -
Sociedade de Investimento e Gestédo, SGPS, SA, for a price of 1,000.00 euros, per bond;

Manuel Soares Ferreira Regalado acquired, on 30 March, 90 bonds in Semapa -
Sociedade de Investimento e Gestédo, SGPS, SA, for a price of 1,000.00 euros, per bond;

)*+The bonds issued by Semapa - Sociedade de Investimento e Gestéo, SGPS, S.A. and referred to in this item correspond to

bonds with a fixed rate of 6.85 per cent per annum, maturing in 2015, issued by Semapa with the name “Obrigagcbes SEMAPA
2012/2015"

Anténio José Pereira Redondo acquired, on 30 March, 5 bonds issued by Semapa -
Sociedade de Investimento e Gestdo, SGPS, SA, for a price of 1,000.00 euros, per bond;
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Luis Alberto Caldeira Deslandes acquired, on 30 March, 60 bonds issued by Semapa -
Sociedade de Investimento e Gestédo, SGPS, SA, for a price of 1,000.00 euros, per bond;

Manuel Maria Pimenta Gil Mata acquired, on 30 March, 100 bonds issued by Semapa -
Sociedade de Investimento e Gestédo, SGPS, SA, for a price of 1,000.00 euros, per bond;

José Miguel Pereira Gens Paredes acquired, on 30 March, 180 bonds issued by Semapa -
Sociedade de Investimento e Gestédo, SGPS, SA, for a price of 1 000.00 euros, per bond;

Paulo Miguel Garcés Ventura acquired, on 30 March, 125 bonds issued by Semapa -
Sociedade de Investimento e Gestédo, SGPS, SA, for a price of 1 000.00 euros, per bond,;

Miguel Camargo de Sousa Eiré acquired 5 bonds issued by Semapa — Sociedade de
Investimento e Gestdo, SGPS, S.A., on 30 March, and 21 bonds issued by Semapa —
Sociedade de Investimento e Gestdo, SGPS, S.A., on 11 April, for a price of 1 000,00
euros, per bond, and 24 bonds issued by Semapa — Sociedade de Investimento e Gestao,
SGPS, S.A., on 12 April, for a price of 996 euros, per bond;

Duarte Nuno d'Orey da Cunha acquired 5 bonds issued by Semapa — Sociedade de
Investimento e Gestdo, SGPS, S.A., on 30 March, and 20 bonds issued by Semapa —
Sociedade de Investimento e Gestdo, SGPS, S.A., on 3 April, for a price of 1 000,00 euros,
per bond;

Gongalo Nuno Palha Picdo Caldeira effected the following transactions during 2012:

Date Securities Amount Price Transaction
(€)
16-04-2012 Portucel shares 20.000 2,160 Purchase
24-09-2012 Portucel shares 20.000 2,087 Sale
28-03-2012 Semapa bonds 5,0 1.000,00 Purchase
11-10-2012 Semapa bonds 5,0 1.020,00 Sale

Maria Rita Carvalhosa Mendes de Almeida Queiroz Pereira acquired 50 bonds in
Semapa - Sociedade de Investimento e Gestdo, SGPS, SA, on 30 March, for a price of 1
000.00 euros, per bond.

Cimigest, SGPS, S.A. acquired 3 184 919 shares in Semapa — Sociedade de
Investimento e Gestdo, SGPS, S.A., on 23 January, for a price of 5.424 euros, per bond,

Sodim, SGPS, S.A. disposed of 3 184 919 shares in Semapa — Sociedade de
Investimento e Gestdo, SGPS, S.A., on 23 January, for a price of 5.424 euros, per
share;
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2. LIST OF QUALIFYING HOLDINGS AT 31 DECEMBER 2012

(as required by Article 20 of the Securities Code)

% of non-suspended

Entity N° Shares % of capital voting rights
Semapa SGPS SA 582.172.407 75,85% 80,84%
Semapa - Soc. de Investimento e Gestdo, SGPS, S.A. 340.571.392 44.37% 47,29%
Seinpar Investments B.V. 241.583.015 31,48% 33,55%
Seminv - Investimentos, SGPS, S.A. 1.000 0,00% 0,00%
Cimentospar - Participacdes Sociais, SGPS, L.da 1.000 0,00% 0,00%
Duarte Nuno d'Orey da Cunha (*) 16.000 0,00% 0,00%
Treasury Stock 47.380.045 6,17%
(*) Officer in Semapa
82
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3. INFORMATION ON OWN SHARES
(required by Articles 66 and 324.2 of the Companies Code)

As required by Articles 66 and 324.2 of the Companies Code, Portucel, S.A., hereby discloses that
during the financial year of 2012 it made the following acquisitions of its own shares:

Data N° accdes Preco médio Posicao

(€E/accdo)  Acumulada
Total detido em 31/12/2011 22.111.382
16-05-2012 23.000 1,7943  22.134.382
17-05-2012 14.000 1,7654  22.148.382
18-05-2012 18.000 1,7546  22.166.382
21-05-2012 13.000 1,7531  22.179.382
22-05-2012 12.500 1,7561  22.191.882
23-05-2012 13.000 1,7527  22.204.882
24-05-2012 12.000 1,7676  22.216.882
25-05-2012 6.000 1,7800  22.222.882
28-05-2012 10.000 1,8000 22.232.882
29-05-2012 15.000 1,7917  22.247.882
30-05-2012 13.500 1,7729  22.261.382
31-05-2012 54.000 1,7024  22.315.382
01-06-2012 44.500 1,7054  22.359.882
04-06-2012 7.500 1,7197  22.367.382
05-06-2012 12.229 1,7326  22.379.611
06-06-2012 7.796 1,7368  22.387.407
07-06-2012 17.328 1,7382  22.404.735
11-06-2012 30.000 1,7894  22.434.735
12-06-2012 21.000 1,7820  22.455.735
13-06-2012 10.000 1,7920  22.465.735
14-06-2012 38.738 1,7523  22.504.473
15-06-2012 5.855 1,7728  22.510.328
28-06-2012 24.850.273 1,8500  47.360.601
01-08-2012 7.144 1,9700  47.367.745
02-08-2012 12.300 1,9692  47.380.045
Total detido em 31/12/2012 47.380.045

At 31/12/2011, Portucel held 47 380 045 own shares representing 6.17 % of its share capital.
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PORTUCEL GROUP

CONSOLIDATED INCOME STATEMENT
FOR THE YEARS ENDING 31 DECEMBER 2012 AND 2011

4th Quarter 4th Quarter

Amounts in Euro Notes 2012 2011 2012 2011
Revenues 4 Unaudited Unaudited
Sales 1,498,559,415 1,484,263,944 391,267,993 389,811,877
Services rendered 3,055,724 3,620,349 828,353 2,161,535
Other operating income 5
Gains on the sale of non-current assets 1,337,654 75,040 1,088,590 16,481
Other operating income 29,283,960 21,407,642 10,572,510 5,945,493
Change in the fair value of biological assets 18 (1,713,381) 266,690 (149,274) 1,001,268
Costs 6
Cost of inventories sold and consumed (608,922,607) (580,268,510) (170,197,450) (158,631,294)
Changes in inventories of finished goods and w ork in progress (3,075,039) (38,752,817) 5,554,028 (7,850,096)
Cost of materials and services consumed (392,969,459) (358,296,358)  (102,145,838)  (99,799,184)
Payroll costs (125,355,239) (133,713,092) (29,390,056)  (32,100,505)
Other costs and losses (14,782,923) (13,529,807) (4,814,532) (3,442,362)
Provisions 14,950,106 5,610,786 5,488,077 10,053,964
Depreciation, amortization and impairment losses 8 (114,173,911) (124,527,404) (35,318,315)  (31,598,272)
Operational income / (loss) 286,194,300 266,156,463 72,784,089 75,568,905
Group share of (loss) / gains of associated companies and joint ventures 19 605,926 593,751 490,189 (296,738)
Net financial results 10 (16,298,360) (16,346,454) (3,443,835) (1,076,782)
Profit before tax 270,501,865 250,403,760 69,830,442 74,195,385
Income tax 11 (59,316,756) (54,057,904) (18,815,343)  (21,923,791)
Net Income 211,185,109 196,345,856 51,015,100 52,271,594
Non-controlling interests 13 (15,979) (14,467) (39,796) (40,472)
Net profit for the year 211,169,129 196,331,389 50,975,304 52,231,122

Earnings per share
Basic earnings per share, Eur 12 0.289 0.262 0.070 0.070
Diluted earnings per share, Eur 12 0.289 0.262 0.070 0.070

The notes on pages 7 to 44 are an integral part of these financial statements.
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PORTUCEL GROUP

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
AS OF 31 DECEMBER 2012 AND 2011

Amounts in Euro Notes 31-Dec-2012 31-Dec-2011
ASSETS
Non-Current Assets
Goodw ill 15 376,756,383 376,756,383
Other intangible assets 16 4,548,581 2,776,759
Plant, property and equipment 17 1,398,755,181 1,529,709,225
Biological assets 18 109,055,925 110,769,306
Available-for-sale financial assets 19 126,032 126,032
Investment in associates 19 1,790,832 1,778,657
Deferred tax assets 26 38,951,737 46,271,758
1,929,984,670 2,068,188,120
Current Assets
Inventories 20 212,387,683 188,690,926
Receivables and other current assets 21 188,359,334 242,257,094
State entities 22 64,384,794 54,684,123
Cash and cash equivalents 29 329,368,449 267,431,715
794,500,260 753,063,858
Total Assets 2,724,484,931 2,821,251,978
EQUITY AND LIABILITIES
Capital and Reserves
Share capital 25 767,500,000 767,500,000
Treasury shares 25 (88,933,978) (42,154,975)
Fair value reserves 72,822 (523,245)
Other reserves 66,217,777 57,546,582
Currency translation reserves 945,918 (485,916)
Retained Earnings 523,626,415 499,721,013
Net profit for the period 211,169,129 196,331,389
1,480,598,083 1,477,934,848
Non-controlling interests 24 238,824 220,660
1,480,836,907 1,478,155,508
Non-current liabilities
Deferred tax liabilities 26 192,367,978 193,236,695
Pensions and other post-employment benefits 27 5,314,678 16,682,785
Provisions 28 4,653,122 19,602,592
Interest-bearing liabilities 29 473,259,873 566,813,031
Other non-current liabilities 29 13,863,060 18,109,324
689,458,711 814,444,427
Current liabilities
Interest-bearing liabilities 29 219,744,522 164,085,292
Payables and other current liabilities 30 233,848,436 284,893,379
State entities 22 100,596,354 79,673,372
554,189,313 528,652,043
Total liabilities 1,243,648,024 1,343,096,470
Total equity and liabilities 2,724,484,931 2,821,251, 978

The notes on pages 7 to 44 are an integral part of these financial statements.
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PORTUCEL GROUP

STATEMENT OF COMPREHENSIVE CONSOLIDATED INCOME
FOR THE YEARS ENDING 31 DECEMBER 2012 AND 2011

Amounts in Euro 2012 2011 4th Quarter 2012 4 th Quarter 2011
Unaudited Unaudited
Net profit for the year 211,185,109 196,345,856 51,015,100 52,271,594
Iltems that will be subsequently recycled through re sults
Fair value in derivative financial instruments 870,170 (877,789) (327,601) (3,163,275)
Currency translation differences 1,431,834 (1,367,491) 2,682,690 1,219,688
Tax on the items above w hen applicable (274,103) 276,504 103,194 996,432
2,027,900 (1,968,776) 2,458,284 (947,156)
Items that will not be subsequently recycled throug hresults
Actuarial gains / (losses) 4,547,551 (4,611,180) 2,006,518 2,561,311
Equity adjustments in group companies (3,382,269) - (2,952,546) -
Tax on the items above w hen applicable (187,004) 253,910 120,168 (1,479,040)
978,278 (4,357,270) (825,859) 1,082,272
Other comprehensive income for the year, net of tax 3,006,179 (6,326,046) 1,632,425 135,116
Total comprehensive income for the year 214,191,287 190,019,810 50,189,241 53,353,866
Attributable to:
Portucel's shareholders 214,173,123 190,015,904 50,193,527 53,380,687
Non-controlling interests 18,164 3,905 (4,286) (26,822)
214,191,287 190,019,810 50,189,241 53,353,866

The notes on pages 7 to 44 are an integral part of these financial statements.
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PORTUCEL GROUP

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FROM 1 JANUARY 2011 TO 31 DECEMBER 2012

Gains/losses Dividends paid and Treasury shares Application of prior
31 December 2011 recognized in the reserves distributed year's net profit 31 December 2012

Amounts in Euro year (Note 25) (Note 7)

Share capital 767,500,000 - - - - 767,500,000
Treasury shares (42,154,975) - - (46,779,004) - (88,933,978)
Fair value reserve (523,245) 596,066 - - - 72,822
Other reserves 57,546,582 - - - 8,671,195 66,217,777
Translation reserve (485,916) 1,431,834 - - - 945,918
Retained earnings 499,721,012 976,094 (164,730,885) - 187,660,194 523,626,415
Net profit for the year 196,331,389 211,169,129 - - (196,331,389) 211,169,129
Total 1,477,934,848 214,173,123 (164,730,885) (46,779,004) - 1,480,598,083
Non-controlling interests 220,660 18,164 - 238,824
Total 1,478,155,508 214,191,287 (164,730,885) (46,779,004) - 1,480,836,907

Gains/losses Dividends paid and Treasury shares Application of prior
31 December 2010 recognized in the reserves distributed year's net profit 31 December 2011

Amounts in Euro year (Note 25) (Note 7)

Share capital 767,500,000 - - - - 767,500,000
Treasury shares (26,787,706) - - (15,367,269) - (42,154,975)
Fair value reserve 78,040 (601,284) - - - (523,245)
Other reserves 47,005,845 - - - 10,540,737 57,546,582
Translation reserve 881,575 (1,367,491) - - - (485,916)
Retained earnings 304,020,378 (4,346,709) - - 200,047,343 499,721,012
Net profit for the year 210,588,080 196,331,389 - - (210,588,080) 196,331,389
Total 1,303,286,212 190,015,905 - (15,367,269) - 1,477,934,848
Non-controlling interests 216,755 3,905 - 220,660
Total 1,303,502,967 190,019,810 - (15,367,269) - 1,478,155,508

The notes on pages 7 to 44 are an integral part of these financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEARS ENDING 31 DECEMBER 2012 AND 2011

4th Quarter 4 th Quarter

Amounts in Euro Notes 2012 2011 2012 2011
OPERATING ACTIVITIES
Amounts received from customers 1,646,482,380 1,541,096,400 422,023,880 382,222,978
Payments to suppliers 1,233,552,339  1,163,973,302 280,264,395 244,668,282
Payments to personnel 120,488,129 99,055,053 41,547,099 44,030,922
Cash flow from operations 292,441,913 278,068,046 100,212,385 93,523,775
Income tax received / (paid) (60,618,875) (25,790,587) (28,138,267) 2,722,593
Other receipts / (payments) relating to operating activities 101,173,367 53,395,670 54,422,106 16,359,297
Cash flow from operating activities (1) 332,996,404 305,673,129 126,496,224 112,605,665

INVESTING ACTIVITIES

Inflows

Investment grants 32,536,179 5,474,411 9,509 (23,784)
Interest and similar income 4,303,268 6,525,765 1,330,690 3,517,120
Dividends 14,285 - 14,285 -
Inflow s from investment activities (A) 36,853,733 12,000,176 1,354,483 3,493,336

Outflows
Investments in associates - 755,378 - -
Tangible assets 28,287,308 61,389,476 3,611,291 40,830,322
Outflow s from investment activities (B) 28,287,308 62,144,854 3,611,291 40,830,322
Cash flows from investment activities (2=A - B) 8,566,425 (50,144,678) (2,256,808) (37,336,986)

FINANCING ACTIVITIES

Inflows
Borrow ings 118,384,759 - 35,633,045 -
Inflow s from financing activities (C) 118,384,759 - 35,633,045 -

Outflows
Borrow ings 159,434,524 85,000,000 66,575,897 (6,250,000)
Interest paid 27,066,442 21,688,378 12,746,333 8,181,482
Acquisition of treasury shares 24 46,779,004 15,367,269 - 3,782,251
Dividends paid and reserves distributed 14 164,730,885 - - -
Outflow s from financing activities (D) 398,010,854 122,055,646 79,322,230 5,713,732
Cash flows from financing activities (3=C - D) (279,626,096) (122,055,646) (43,689,185) (5,713,732)
CHANGES IN CASH AND CASH EQUIVALENTS (1)+(2)+(3) 61,936,734 133,472,805 80,550,231 69,554,946
CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THEY EAR 267,431,715 133,958,910 - -
CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR 29 329,368,449 267,431,715 80,550,231 69,554,946

The notes on pages 7 to 44 are an integral part of these financial statements.
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NOTES TO THE
CONSOLIDATED FINANCIAL

STATEMENTS
AS OF 31 DECEMBER 2012

(In these notes, unless indicated otherwise, all amounts are
expressed in Euro)

The Portucel Group (“Group”) comprises Portucel, S.A.
(hereafter referred to as the Company or Portucel) and its
subsidiaries.

The Group was created in the mid 1950’s, when a group of
technicians from “Companhia Portuguesa de Celulose de
Cacia” made this company the first in the world to produce
bleached eucalyptus sulphate pulp.

In 1976 Portucel EP was created as a result of the
nationalization of all of Portugal’s cellulose industry. As such,
Portucel — Empresa de Celulose e Papel de Portugal, E.P.
resulted from the merger with CPC — Companhia de Celulose,
S.A.R.L., Socel — Sociedade Industrial de Celulose, S.A.R.L.,
Celtejo — Celulose do Tejo, S.A.R.L. and Celuloses do
Guadiana, S.A.R.L.

Years after, as a result of the restructuring of Portucel —
Empresa de Celulose e Papel de Portugal, S.A. that led to its
privatization, Portucel S.A. was created, on May 31% 1993,
through Decree-law 39/93.

In 1995, the company was reprivatized, and became a publicly
traded company.

Aiming to restructure the paper industry in Portugal, Portucel
acquired Papeis Inapa in 2000 and Soporcel in 2001. Those
key strategic decisions resulted in the Portucel Group, which is
the largest European and one of the World’s largest producers
of bleached pulp. It is also the biggest European producer of
uncoated wood-free paper.

The Group’s main business is the production and sale of
writing and printing paper and related products, and it is
present in the whole value added chain, from research and
development of forestry and agricultural production, to the
purchase of wood and the production and sale of bleached
eucalyptus kraft pulp — BEKP and electric and thermal energy.

Portucel is a publicly traded company with its share capital
represented by nominal shares.

Head Office: Mitrena, 2901-861 Setubal
Share Capital: Euro 767,500,000
Registration No: 503 025 798

These consolidated financial statements were approved by the
Board of Directors on the 29th of January 2013.

The Group’s senior management, who are also the members
of the Board of Directors that sign this report, declare that, to
the best of their knowledge, the information contained herein
was prepared in conformity with the applicable accounting
standards, providing a true and fair view of the assets and
liabilities, the financial position and results of the companies
included in the Group’s consolidation scope.

1. Summary of the principal
accounting policies

The principal accounting policies applied in the preparation of
these consolidated financial statements are described below.

The accounting policies related to brands and financial
instruments classified as held to maturity are not applicable to
the financial statements presented below. However, they are
included to ensure completeness compared to the accounting

policies applied by its parent company — the Semapa Group,
which is also the ultimate parent company.

11 Basis of preparation

The Group’s consolidated financial statements have been
prepared in accordance with International Financial Reporting
Standards adopted by the European Union (IFRS — formerly
referred to as the International Accounting Standards - IAS)
issued by the International Accounting Standards Board
(IASB) and the interpretations issued by the International
Financial Reporting Interpretations Committee (IFRIC) or by
the former Standing Interpretations Committee (SIC) in force
on the date of preparation of the mentioned financial
statements.

The accompanying consolidated financial statements were
prepared on a going concern basis from the accounting books
and records of the companies included in the consolidation
(Note 39), and under the historic cost convention, except for
biological assets, available for sale financial assets and
derivative financial instruments, which are recorded at fair
value (Notes 31.3 and 18).

The preparation of the financial statements requires the use of
important estimates and judgments in the application of the
Group’s accounting policies. The principal statements which
involve a greater degree of judgment or complexity and the
most significant assumptions and estimates used in the
preparation of the aforesaid financial statements are disclosed
in Note 3.

1.2 Basis of Consolidation
1.2.1. Subsidiaries

Subsidiaries are all entities over which the Group has the right
to determine their financial and operating policies, generally
where the Group’s interest is represented by more than half of
the existing voting rights.

The existence and the effect of potential voting rights which
are currently exercisable or convertible are taken into account
when the Group assesses whether it has control over another
entity.

Subsidiaries are consolidated using the full consolidation
method from the date on which control is transferred to the
Group until such date where control ceases.

These companies’ shareholders’ equity and net income/loss
corresponding to the third-party investment in such companies
are presented under the caption of non-controlling interests in
the consolidated statement of the financial position (in a
separate component of shareholders’ equity) and in the
consolidated income statement, respectively. The companies
included in the consolidated financial statements are disclosed
in Note 39.

The purchase method is used in recording the acquisition of
subsidiaries. The cost of an acquisition is measured by the fair
value of the assets transferred, the equity instruments issued
and liabilities incurred or assumed on acquisition date, plus
costs directly attributable to the acquisition.

The identifiable assets acquired and the liabilities and
contingent liabilities assumed in a business combination are
initially measured at fair value on the date of acquisition,
irrespective of the existence of non-controlling interests. The
excess of the acquisition cost relative to the fair value of the
Group’s share of the identifiable assets and liabilities acquired
is recorded as goodwill, as described in note 15.

If the acquisition cost is less than the fair value of the net
assets of the acquired subsidiary (negative goodwill), the
difference is recognized directly in the income statement in the
period when it takes place.
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Transaction costs directly attributable to the acquisition are
immediately expensed.

Intercompany transactions, balances, unrealized gains on
transactions and dividends distributed between group
companies are eliminated. Unrealized losses are also
eliminated, except where the transaction displays evidence of
impairment of a transferred asset.

When, at the date of the acquisition of control, Portucel already
holds a previously acquired interest in the subsidiary, its fair
value is considered in determining the goodwill or negative
goodwill.

When Portucel acquires control over a subsidiary with less
than 100%, the purchase method considers non-controlling
interests either at their fair value or in the proportion of the fair
value of the assets and liabilities acquired. This decision is
made for each individual transaction.

When the Group trades shares of a subsidiary with non
controlling interests with no impact in control, no gain, loss or
goodwill is determined, and the differences between the
transaction cost and the book value of the share acquired are
recognized in equity.

In the event of losses in subsidiaries with non-controlling
interests, these losses are proportionally attributed to non-
controlling interests, despite the fact that they may become
negative.

The subsidiaries’ accounting policies have been adjusted
whenever necessary so as to ensure consistency with the
policies adopted by the Group.

1.2.2. Associates

Associates are all the entities in which the Group exercises
significant influence but does not have control, which is
generally the case with investments representing between
20% and 50% of the voting rights. Investments in associates
are accounted under the equity method.

In conformity with the equity method, financial investments are
recorded at their acquisition cost, adjusted by the amount
corresponding to the Group’s share of changes in the
associates’ shareholders’ equity (including net income/loss)
with a corresponding gain or loss recognized for the period on
earnings or on changes in capital, and by dividends received.

The difference between the acquisition cost and the fair value
of the assets and liabilities attributable to the affiliated
company on the acquisition date is, if positive, recognized as
Goodwill and recorded as investments in affiliated companies.
If negative, goodwill is recorded as income for the period under
the caption “Group share of (loss) / gains of associated
companies and joint ventures”.

Costs directly attributable to the transaction are immediately
expensed.

In the event that impairment loss indicators arise on
investments in associates, an evaluation of the potential
impairment is made, and if deemed necessary, a loss is
recognized in the consolidated income statement.

When the group’s share of losses in associate companies
exceeds its investment in that associate, the Group ceases the
recognition of additional losses, unless it has incurred in
liabilities or has made payments on behalf of that associate.

Unrealized gains on transactions with associates are
eliminated to the extent of the Group’s investment in the
associates. Unrealized losses are also eliminated, except
where the transaction reveals evidence of impairments on the
transferred assets.

The associates’ accounting policies used in the preparation of
the individual financial statements are adjusted, whenever
necessary, so as to ensure consistency with the policies
adopted by the Group.

1.3 Segmental reporting

Operating segment is a group of assets and operations of the
Group whose financial information is used in the decision
making process developed by the Group’s management.

The operating segments are presented on these financial
statements in the same way as internally used for the Group’s
performance evaluation.

Four operating segments have been identified by the Group:
uncoated printing and writing paper — UWF (Integrated pulp
and paper), bleached eucalyptus kraft pulp — BEKP (Pulp
stand alone), forestry and energy.

BEKP, energy and UWF paper are produced by the Group in
two plants located in Figueira da Foz and Setubal. BEKP and
energy are also produced in another plant located in Cacia.

Wood and cork are produced from woodlands owned or leased
by the Group in Portugal. The production of cork and pinewood
are sold to third parties while the eucalyptus wood is mainly
consumed in the production of BEKP.

A significant portion of the Group’s own BEKP production is
consumed in the production of UWF paper. Sales of both
products (BEKP and UWF) are made to more than 110
countries throughout the world.

Energy, heat and electricity is mainly produced from bio fuels
in cogeneration. Heat production is used for internal
consumption while electricity is sold to the national energy
grid.

The accounting policies used in segmental reporting are those
consistently used in the Group. All inter-segmental sales and
services rendered are made at market prices and eliminated
on consolidation.

Segmental information is disclosed in Note 4.

1.4 Foreign currency translation

1.4.1. Functional and reporting currency

The items included in the financial statements of each one of
the Group’s entities are measured using the currency of the
economic environment in which the entity operates (functional
currency).

The consolidated financial statements are presented in Euro,
which is the Group’s functional and presentation currency.

1.4.2. Balances and transactions expressed in forei __gn
currencies

All of the Group’s assets and liabilities denominated in foreign
currencies are translated into euro using the exchange rates
prevailing at the date of the statement of financial position.

Currency adjustments, favourable and unfavourable, arising
from differences between the exchange rates prevailing at the
date of the transaction and those at the date of collection,
payment or statement of financial position, are recorded as
income and costs in the consolidated income statement for the
year.

1.4.3. Group companies

The results and the financial position of the Group’s entities
which have a different functional currency from the Group’s
reporting currency are translated into the reporting currency as
follows:
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(i) The assets and liabilities of each Statement of financial
position are translated at the exchange rates prevailing at
the date of the financial statements;

(i) If materially relevant, the income and costs are converted
at the exchange rate prevailing at the dates of the
transactions. Otherwise, income and expenses for each
income statement are translated at the average exchange
rate of the months of the reporting period.

All resulting exchange differences are recognized in other
comprehensive income.

15 Intangible assets

Intangible assets are booked at acquisition cost less
accumulated impairment losses.

1.5.1. CO2 emission rights

The CO2 emission rights attributed to the Group within the
National Plan for the assignment of CO2 emission licences at
no cost, are recognized under Intangible Assets at market
value on the date they are awarded, with a corresponding
liability being recorded under “Deferred income — grants”, for
the same amount.

As emissions occur, the Group recognizes them as an
operating cost with a corresponding liability generated in the
period. Simultaneously, the deferred income for grants is
recognized proportionally as operating income.

Sales of emission rights give rise to a gain or a loss, for the
difference between the amount realized and the lowest
between (i) the respective initial recognition cost and (ii) the
market value of those rights, and are recorded as “Other
operating income” or “Other operating costs”, respectively.

At the date of the consolidated statement of financial position,
the portfolio of CO2 emission rights is valued at the lower
between the deemed acquisition cost (determined as
described above) and its market value. On the other hand,
liabilities due for the occurred emissions are valued at market
value at the same date.

1.5.2. Brands

Whenever brands are identified in a business combination, the
Group records them separately in the consolidated statements
as an asset at historical cost, which represents their fair value
on the acquisition date.

On subsequent valuation exercises, brands are recognized in
the Group’s consolidated financial statements at cost. They
are not subject to amortization, but instead tested for
impairment at each reporting date.

Own brands are not recognized in the Group’s financial
statements, as they represent internally generated intangible
assets.

1.6 Goodwill

Goodwill represents the excess of the cost of an acquisition
over the fair value of the Group’s share of the identifiable
assets, liabilities and contingent liabilities of the acquired
subsidiary/associate at the date of acquisition by the Group.
Goodwill on acquisitions of associates is included in
investments in associates.

Goodwill on acquisitions of subsidiaries and associates is not
amortized and is tested annually for impairment, and more
frequently if events or changes in circumstances indicate a
potential impairment. Impairment losses on goodwill cannot be
reversed. Gains or losses on the disposal of an entity include
the carrying amount of goodwill relating to that entity.

1.7 Property, plant and equipment

Property, plant and equipment that were acquired prior to
January 1% 2004 are recorded at their deemed cost, which is
the book value under the accounting principles generally
accepted in Portugal until 1 January 2004 (transition date to
IFRS), including revaluations made in accordance with the
prevailing legislation, deducted of depreciation and impairment
losses.

Property, plant and equipment acquired after the transition
date are shown at cost, less accumulated depreciation and
impairment losses. The acquisition cost includes all
expenditure directly attributable to the acquisition of the
assets, their transport to the place where they are to be used
and the costs incurred to put them in the desired operating
conditions.

Subsequent costs are included in asset's carrying amount or
recognized as a separate asset, as appropriate, only when it is
probable that future economic benefits will flow to the Group
and the respective cost can be reliably measured.

Planned maintenance costs are considered part of the assets’
acquisition cost and are therefore entirely depreciated until the
date of the next forecasted maintenance event.

All other repairs and maintenance costs, other than the
planned maintenance, are charged to the income statement in
the financial period in which they are incurred.

Depreciation is calculated with regard to the acquisition cost,
mainly using the straight line method from the date the assets
are ready to enter into service, at the depreciation rates that
best reflect their estimated useful lives, as follows:

Average useful life

(in years)

Buildings and other constructions 12-30
Equipment:

Machinery and equipment 6-25

Transportation equipment 4-9

Tools 2-8

Administrative equipment 4-8

Returnable containers 6

Other property, plant and equipment 4-10

The residual values of the assets and respective useful lives
are reviewed and adjusted when necessary at the date of the
statement of financial position.

If the book value of the asset is higher than the asset's
realizable value, then it is written down to the estimated
recoverable amount by recognizing an impairment loss (Note
1.8).

Gains or losses arising from derecognition or disposal are
calculated as the difference between the proceeds received on
the disposal and the asset’s book value, and are recognized in
the income statement as other operating income or costs.

1.8 Impairment of non-current assets

Non-current assets which do not have a defined useful life are
not subject to depreciation, but are subject to annual
impairment tests. Assets subject to depreciation are reviewed
for impairment whenever events or changes in circumstances
indicate that their carrying amount may not be recoverable.

An impairment loss is recognized as the amount of the excess
of the asset’'s book value over its recoverable amount. The
recoverable amount is the higher of the net sale price and its
value in use. For the purpose of conducting impairment tests,
the assets are grouped at the lowest level for which cash flows
can be identified separately (cash generating units which
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belong to the asset), when it is not possible to do so
individually for each asset.

The reversal of impairment losses recognized in previous
periods is recorded when it can be concluded that the
recognized impairment losses no longer exist or have
decreased (with the exception of impairment losses relating to
Goodwill — see Note 1.6). This analysis is made whenever
there are indications that the impairment loss formerly
recognized has been reversed or reduced.

The reversal of impairment losses is recognized in the income
statement as other operating income, except for the available-
for-sale financial assets (Note 1.10.4), unless the asset has
been revalued, in which case the reversal will represent a
portion or the total of the revaluation reserve. However, an
impairment loss is reversed only up to the limit of the amount
that would be recognized (net of amortization or depreciation)
if it had not been recognized in prior years.

1.9 Biological assets

Biological assets are measured at fair value, less estimated
costs to sell at the time of harvesting. The Group’s biological
assets comprise the forests held for the production of timber,
suitable for incorporating in the production of BEKP, but also
include other species like pine or cork oak.

When calculating the fair value of the forests, the Group uses
the discounted cash flows method, based on a model
developed in house, regularly tested by independent external
assessments, which considers assumptions about the nature
of the assets being valued, namely, the expected yield of the
forests, the timber selling price net of costs related with
harvest and transportation, the rents of the woodlands and
also plantation costs, maintenance costs and a discount rate.

The discount rate corresponds to a market rate without
inflation and was determined on the basis of the Group’s
expected rate of return on its forests.

Fair value adjustments resulting from changes in estimates of
growth, growth period, price, cost and other assumptions are
recognized as operating income/ costs in the caption “Change
in the fair value of biological assets”.

At the time of harvest, wood is recognized at fair value less
estimated costs at point of sale, in this case, the pulp mills.

1.10 Financial Instruments

The Group classifies its financial instruments in the following
categories: loans granted and receivables, financial assets at
fair value through profit and loss, held-to-maturity investments,
and available-for-sale financial assets.

The classification depends on the intention motivating the
acquisition of the instruments. Management determines the
classification at the moment of initial recognition of the
instruments and reassesses this classification on each
reporting date.

All acquisitions and disposals of these instruments are
recognized on the date of the respective purchase and sale
contracts, irrespective of the financial settlement date.

Financial instruments are initially recorded at the acquisition
cost, when their fair value equals the price paid, including
transaction expenses (except financial assets at fair value
through profit or loss). The subsequent measurement depends
on the category the instrument falls under, as follows:

1.10.1. Loans granted and receivables

Loans and accounts receivable are non-derivative financial
assets with fixed or determinable payments and which are not
quoted in an active market. They are originated when the

Group advances money, goods or services directly to a debtor
without any intention of negotiating the debt.

These instruments are included in current assets, except when
their maturity exceeds 12 months after the date of the
statement of financial position, in which case they are
classified as non-current assets.

Loans granted and receivables are included in “Receivables
and other current assets” in the statement of financial position
(Note 21).

1.10.2. FEinancial assets at fair value through prof it or
loss

This category comprises two sub-categories: (i) financial
assets held for trading, and (ii) assets designated at fair value
through profit or loss at initial recognition. A financial asset is
classified under this category if acquired primarily for the
purpose of selling in the short-term or if so designated by
management.

Assets in this category are classified as current if they are
either held for trading or are expected to be realized within 12
months of the date of the statement of financial position. These
investments are measured at fair value through the income
statement.

1.10.3.  Held-to-maturity investments

Held-to-maturity investments are non-derivative financial
assets, with fixed or determinable payments and fixed
maturities that the Group’s management has the positive
intention and ability to hold to maturity. Investments in this
category are recorded at amortized cost using the effective
interest rate method.

1.10.4.  Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial
assets that: (i) the Group has the intention of holding for an
undefined period of time, (ii) are designated as available-for-
sale at initial recognition or (iii) do not meet the conditions to
be classified in any of the remaining categories, as described
above.

These financial instruments are recognized at market value, as
quoted at the date of the statement of financial position.

If there is no active market for a financial asset, the Group
establishes fair value by using valuation techniques. These
include the use of recent arm’s length transactions, reference
to other instruments that are substantially the same as the one
in question, discounted cash-flows analysis and option pricing
models refined to reflect the issuer’s specific circumstances.

Potential gains and losses arising from these instruments are
recorded directly in the fair value reserve (shareholders’
equity) until the financial investment is sold, received or
disposed of in any way, at which time the accumulated gain or
loss formerly reflected in fair value reserve is taken to the
income statement.

If there is no market value or if it is not possible to determine
one, these investments are recognized at their acquisition
cost.

At each reporting date the Group assesses whether there is
objective evidence that a financial asset or group of financial
assets is impaired. If a prolonged decline in fair value of the
available-for-sale financial assets occurs, then the cumulative
loss — measured as the difference between the acquisition cost
and the current fair value, less any impairment loss on that
financial asset previously recognized in profit or loss - is
removed from equity and recognized in the income statement.

An impairment loss recognized on available-for-sale financial
assets is reversed if the loss was caused by specific external

CONSOLIDATED FINANCIAL STATEMENTS - 31 DECEMBER 2012 93



PORTUCEL GROUP

events of an exceptional nature that are not expected to recur
but which subsequent external events have reversed; under
these circumstances and for equity instruments, the reversal
does not affect the income statement and the asset's
subsequent increase in value is thus taken to the fair value
reserve.

1.11 Derivative financial instruments and
hedging account

1.11.1. Derivative financial instruments

The Group uses derivative financial instruments aimed at
managing the financial risks to which it is exposed.

Although the derivatives contracted by the Group represent
effective economic hedges of risks, not all of them qualify as
hedging instruments in accounting terms to satisfy the rules
and requirements of IAS 39. Instruments that do not qualify as
hedging instruments in accounting terms are stated on the
statement of financial position at fair value and any changes in
that value are recognized in financial results.

Whenever possible, the fair value of derivatives is estimated
on the basis of quoted instruments. In the absence of market
prices, the fair value of derivatives is estimated through the
discounted cash-flow method and option valuation models, in
accordance with prevailing market assumptions. The fair value
of the derivative financial instruments is included in
Receivables and other current assets and Payables and other
current liabilities.

Derivative financial instruments may be recognized as hedging
instruments if they meet the following characteristics:

i) At acquisition date, there is formal designation and
documentation of the hedging relationship, namely
regarding the hedged item, the hedging instrument and the
company’s evaluation of the hedging effectiveness;

ii) There is an expectation that the hedge will be highly
effective, at the inception of the hedging relation and along
its duration;

iiiy The effectiveness of the hedge may be measured at the
beginning of the operation and while it is running;

iv) For cash flow hedges, the realization of the cash flows
must be highly probable.

Whenever expectations of changes in interest or exchange
rates so justify, the Group hedges these risks through
derivative financial instruments, such as interest rate swaps
(IRS), caps and floors, forwards, calls, collars, etc.

In the selection of the derivative financial instruments, it is their
economic aspects that are the main focus of assessment.
Management also evaluates the impact of each additional
derivative financial instrument to its portfolio, namely in the
volatility of earnings.

1.11.2. Cash flow hedging (risk of interest rate, p  rice and
exchange rate)

In order to manage its exposure to interest rate risk, price risk
and exchange rate risk, the Group enters into cash flow
hedges.

Those transactions are recorded in the consolidated statement
of financial position at their fair value. The effective portion of
changes in the fair value of derivatives that are designated and
qualify as cash flow hedges is recognised in other
comprehensive income. The gain or loss relating to the
ineffective portion is recognised immediately in the income
statement.

Amounts accumulated in equity are reclassified to profit or loss
in the periods when the hedged item affects profit or loss (for
example, when the forecast sale that is hedged takes place).
The gain or loss relating to the effective portion of interest rate
swaps hedging variable rate borrowings is recognised in the

income statement within ‘net financial results’. However, when
the forecast transaction that is hedged results in the
recognition of a non-financial asset (for example, inventory or
fixed assets), the gains and losses previously deferred in
equity are transferred from equity and included in the initial
measurement of the cost of the asset.

When a hedging instrument expires or is sold, or when a
hedge no longer meets the criteria for hedge accounting, any
cumulative gain or loss existing in equity is recycled to the
income statement, unless the hedged item is a forecast
transaction, in which case any cumulative gain or loss existing
in equity at that time remains in equity and is recognised when
the forecast transaction is ultimately recognised in the income
statement.

1.11.3. Net investment hedging (exchange rate risk)

In order to manage the exposure of its investments in foreign
subsidiaries to fluctuations in the exchage rate (net
investment), the group enters into exchange rate forwards.

Those exchange rate forwards are recorded at their fair value
in the consolidated statement of financial position.

Hedges of net investments in foreign operations are accounted
for similarly to cash flow hedges. Any gain or loss on the
hedging instrument relating to the effective portion of the
hedge is recognised in other comprehensive income. The gain
or loss relating to the ineffective portion is recognised in the
income statement. Gains and losses accumulated in equity are
included in the income statement when the foreign operation is
partially disposed of or sold.

1.12 Corporate Income Tax
1.12.1. Current and differed income tax

Corporate income tax includes current and deferred tax.
Current income tax is calculated based on net income,
adjusted in conformity with tax legislation in place at the date
of the statement of financial position. For interim financial
statements, the Group uses management’s best expectation
for the year end effective tax rate.

Deferred taxes are calculated using the liability method, based
on the temporary differences between the book values of the
assets and liabilities and their respective tax base. The income
tax rate expected to be in force in the period in which the
temporary differences will reverse is used in calculating
deferred tax. If there is no reliable information about those
rates, deferred taxes are calculated using the tax rate in place
at each reporting date.

Deferred tax assets are recognized whenever there is a
reasonable likelihood that future taxable profits will be
generated against which they can be offset. Deferred tax
assets are revised periodically and decreased whenever it is
likely they will not be used.

Deferred taxes are recorded as acost or income for the
year, except where they result from amounts recorded directly
under shareholders’ equity, in which case deferred tax is also
recorded under the same caption.

Tax benefits attributed to the Group regarding its investment
projects are recognized in the income statement whenever
there is sufficient taxable income to allow its use.

The amounts to be included in the current tax and in the
deferred tax, resulting from transactions and events
recognized in reserves, are recorded directly in these same
headings, not affecting the net profit for the period.

1.12.2. Taxation group

Most of the Group’s portuguese subsidiaries are taxed as a
group since 2003, through “Regime Especial de Tributagdo de
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Grupos de Sociedades (RETGS)". Portucel S.A. leads this
taxation group, that includes the subsidiaries in which the
Group holds interests amounting to at least 90%, and that
meet the conditions of act 69° and following of the Portuguese
corporate income tax law (Cédigo do IRC).

The above mentioned subsidiaries calculate income taxes as if
they were taxed independently. In case of gains arising from
the taxation as a group, those gains are recognized by
Portucel S.A., as the leader of the taxation group.

1.13 Inventories
Inventories are valued in accordance with the following criteria:
i) Goods and raw materials

Goods and raw, subsidiary and consumable materials are
valued at the lower of their purchase cost or their net realizable
value. The purchase cost includes ancillary costs and it is
determined using the weighted average cost as the valuation
method.

i) Finished products and work in progress

Finished and intermediate products and work in progress are
valued at the lower of their production cost (which includes
incorporated raw materials, labour and general manufacturing
costs, based on a normal production capacity level) or their net
realizable value.

The net realizable value corresponds to the estimated selling
price after deducting estimated completion and selling costs.
The difference between production cost and net realizable
value, if lower, are recorded as an operational cost.

1.14 Receivables and other current assets

Debtors’ balances and other current assets are initially
recorded at fair value and are subsequently recognized at their
amortized cost, net of impairment losses.

Impairment losses are recognized when there is objective
evidence that the Group will not receive the full amount
outstanding in accordance with the original conditions of the
accounts receivable.

1.15 Cash and cash equivalents

Cash and cash equivalents includes cash, bank accounts and
other short-term investments with an initial maturity of up to 3
months which can be mobilised immediately without any
significant risk of fluctuations in value.

1.16 Share capital and treasury shares
Ordinary shares are classified in shareholders’ equity.

Costs directly attributable to the issue of new shares or other
equity instruments are reported as a deduction, net of taxes,
from the proceeds of the issue.

Costs directly attributable to the issue of new shares or options
for the acquisition of a new business are included in the
acquisition cost as part of the purchase consideration.

When any Group company acquires shares of the parent
company (treasury shares), the payment, which includes
directly-attributable incremental costs, is deducted from the
shareholders’ equity attributable to the holders of the parent
company’s capital until such time the shares are cancelled or
reissued.

When such shares are subsequently reissued, any proceeds,
net of the directly attributable transaction costs and taxes, is
reflected in the shareholders’ equity of the company’s
shareholders, under other reserves.

1.17 Interest-bearing liabilities

Interest-bearing liabilities are initially recognized at fair value,
net of the transaction costs incurred.

Interest-bearing liabilities are subsequently stated at their
amortized cost. Any difference between the amounts received
(net of transaction costs) and the amount to be repaid is
recognized in the income statement over the term of the debt,
using the effective interest rate method.

Interest-bearing debt is classified as a current liability, except
when the Group has an unconditional right to defer the
settlement of the liability for at least 12 months after the date of
the statement of financial position.

1.18 Borrowing Costs

Borrowing costs relating to loans are usually recognized as
financial costs, in accordance with the accrual principle and
the effective interest rate method.

Financial costs on loans directly related to acquisition of the
fixed assets, construction or production, are capitalised as part
of the asset's cost. Capitalisation of these charges begins
once preparations are started for the construction or
development of the asset and is suspended after its utilisation
begins or when the respective project is suspended.

Investment income earned on the temporary investment of
specific borrowings pending their expenditure on qualifying
assets is deducted from the borrowing costs eligible for
capitalisation.

1.19 Provisions

Provisions are recognized whenever the Group has a present
legal or constructive obligation, as a result of past events, in
which it is probable that an outflow of resources will be
required to settle the obligation and the amount has been
reliably estimated.

Provisions for future operating losses are not recognized.
Provisions are reviewed on the date of the statement of
financial position and are adjusted to reflect the best estimate
at that date.

The Group incurs expenditure and assumes liabilities of an
environmental nature. Accordingly, expenditures on equipment
and operating techniques that ensure compliance with
applicable legislation and regulations (as well as on the
reduction of environmental impacts to levels that do not
exceed those representing a viable application of the best
available technologies, on those related to minimizing energy
consumption, atmospheric emissions, the production of
residues and noise), are capitalized when they are intended to
serve the Group’s business in a durable way, as well as those
associated with future economic benefits and which serve to
extend the useful lives, increase capacity or improve the safety
or efficiency of other assets owned by the Group.

1.20 Pensions and other employment benefits

1.20.1. Defined benefit pension plans and retiremen __t
bonus

Some of the Group's companies have assumed the
commitment to make payments to their employees in the form
of complementary retirement pensions, disability, early
retirement and survivors’ pensions, having constituted defined-
benefit plans.

As referred in Note 27, the Group set up autonomous Pension
Funds as a means of funding most of the commitments for
such payments.
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Portucel assumed the obligation to pay a retirement bonus,
equivalent to six-months’ salary, for employees that retire at
the regular date of retirement of 65 years. The present value of
the liabilities for future retirement payments and bonuses are
determined on an actuarial basis and recorded as a cost of the
period in line with the services provided by the potential
beneficiaries in their employment, in accordance with IAS 19.

As such, the total liability is estimated separately for each plan
at least once every six months, on the date of closing of the
interim and annual accounts, by a specialised and
independent entity in accordance with the projected unit credit
method.

Past service costs resulting from the implementation of a new
plan, or increases in the benefits awarded are recognized
immediately in situations where the benefits are to be paid or
are past due.

The liability thus determined is stated in the statement of
financial position, less the market value of the funds set up, as
a liability, under Post-employment benefit liabilities, when
underfunded, and as an asset in situations of over-funding.

Actuarial gains and losses resulting from differences between
the assumptions used for purposes of calculating the liabilities
and what effectively occurred (as well as from changes made
thereto and from the difference between the expected amount
of the return on the funds’ assets and the actual return) are
recognized when incurred directly in shareholders’ equity.

Gains and losses generated on a curtailment or settlement of a
defined benefit pension plan are recognized in the income
statement when the curtailment or settlement occurs.

A curtailment occurs when there is a material reduction in the
number of employees or the plan is altered in such a way that
the benefits awarded are reduced with a material impact.

1.20.2. Defined contribution plans

Some of the Group’s companies have assumed commitments,
regarding payments to a defined contribution plan in a
percentage of the beneficiaries’ salary, in order to provide
retirement, disability, early retirement and survivors’ pensions.

In order to capitalize those contributions, pension funds were
set up, for which employees can make additional voluntary
contributions.

Therefore, the responsibility with these plans corresponds to
the contribution made to the funds based on the percentage of
the employees’ salaries defined in the respective agreements.
These contributions are recognized as a cost in the income
statement in the period to which they refer, regardless of the
date of the settlement of the liability.

1.20.3. Holiday pay, allowances and bonuses

Under the terms of the prevailing legislation, employees are
entitled annually, if hired until 2003, to 25 working days leave
(22 days if hired after that), as well as to a month’s holiday
allowance, the entitlement to which is acquired in the year
preceding its payment.

According to the current Performance Management System
(“Sistema de Gestdo de Desempenho”), employees and
statutory bodies have the right to a bonus based on annually-
defined objectives.

Accordingly, these liabilities are recorded in the period in which
all the employees, including the Board members, acquire the
respective right, irrespective of the date of payment, whilst the
balance payable at the date of the statement of financial
position is shown under “Payables and other current liabilities”.

1.21 Payables and other current liabilities

Trade creditors and current accounts payable are initially
recorded at their fair value and subsequently at amortized
cost.

1.22 Government grants

Government grants are recognized at their fair value when
there is a reasonable assurance that the grant will be received
and the group will comply with all required conditions, namely,
the group makes the eligible investments.

Government grants received to compensate capital
expenditure are reported under “Payables and other current
liabilities” and are recognized in the income statement during
the useful life of the asset being financed, by deducting the
value of its amortization.

Government grants related to operating costs are deferred and
recognized in the income statement over the period that
matches the costs with the compensating grants.

Grants related to biological assets carried at fair value, in
accordance with IAS 41, are recognized in the income
statement when the terms and conditions of the grant are met.

1.23 Leases

Fixed assets acquired under leasing contracts, as well as the
corresponding liabilities, are recorded using the finance
method.

According to this method, the asset’'s cost is recorded in
property, plant and equipment and the corresponding liability is
recorded under liabilities as loans, while the interest included
in the instalments and the asset’'s depreciation, calculated as
described in Note 1.7, are recorded as costs in the income
statement of the period to which they relate.

Leases under which a significant part of the risks and benefits
of the property is assumed by the lessor, with the Group being
the lessee, are classified as operating leases. Payments made
under operating leases, net of any grant received by the
lessee, are recorded in the income statement during the period
of the lease.

1.23.1. Leases included in contracts according to
IFRIC4

The Group recognizes an operating or financial lease
whenever it enters into an agreement, encompassing a
transaction or a series of related transactions which even if not
in the legal form of a lease, transfers a right to use an asset in
return for a payment or a series of payments.

1.24 Dividends distribution

The distribution of dividends to shareholders is recognized as
a liability in the Group’s financial statements in the period in
which the dividends are approved by the shareholders and up
until the time of their payment.

1.25 Revenue recognition and accrual basis

Group companies record their costs and income according to
the accrual basis of accounting, so that costs and income are
recognized as they are generated, irrespective of the time at
which they are paid or received.

The differences between the amounts received and paid and
the respective costs and income are recognized as
“Receivables and other current assets” and “Payables and
other current liabilities” (Notes 21 and 30, respectively).

Income from sales is recognized in the consolidated income
statement when the risks and benefits inherent in the
ownership of the respective assets are transferred to the
purchaser and the income can be reasonably quantified. Thus,
sales of products (BEKP and UWF paper) are recognized only
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when they are dispatched to the clients, and no more costs
with transportation or insurance are to be held by the Group.

Sales are recognized net of taxes, discounts and other costs
inherent to their completion, at the fair value of the amount
received or receivable.

Income from services rendered is recognized in the
consolidated income statement by reference to the stage of
completion of the service contracts at the date of the statement
of financial position.

Dividend income is recognized when the owners or
shareholders entitlement to receive payment is established.

Interest receivable is recognized according to the accrual basis
of accounting, considering the amount owed and the effective

recognized in the consolidated financial statements, and are
disclosed in the notes, unless the probability of the outflow of
funds affecting future economic benefits is remote, in which
case they are not disclosed. Provisions are recognized for
liabilities which meet the conditions described in note 1.19.

Contingent assets are not recognized in the consolidated
financial statements but are disclosed in the notes when it is
probable that a future economic benefit will arise from them
(Note 37).

1.27 Subsequent events

Events after the date of the statement of financial position
which provide additional information about the conditions
prevailing at the date of the statement of financial position are
reflected in the consolidated financial statements.

interest rate during the period to maturity.

Subsequent events which provide information about conditions
which occur after the date of the statement of financial position
are disclosed in the notes to the consolidated financial
statements, if material.

1.26 Contingent assets and liabilities

Contingent liabilities in which the probability of an outflow of
funds affecting future economic benefits is not likely, are not

1.28 New standards, changes and interpretations of existing standards

The application of the interpretations and amendments to the standards mentioned below, are mandatory by the IASB for the financial
years beginning on or after 1 January 2012:

Effective date *
1 January 2012

New standards, mandatory in 2012
IFRS 7 — Financial instruments: disclosures - Transfers of financial assets

*Periods bgining in or after

The introduction of the revision to this standard did not have any significant impact on the consolidated financial statements of the
Group.

New standards and interpretations not mandatory as at 31 December 2012:

There are new standards, interpretations and amendments of existing standards that, despite having already been published, are only
mandatory for the periods starting after 1 July 2012,and which the Group decided not to early-adopt in the current period, as follows:

Standards already aproved by EU, effective only for periods started after 1 July 2012
IAS 12 — Income tax - deferred tax

IAS 19 — Employee benefits - Defined benefits

IFRS 1 — First-time adoption of international financial standards - hyperinflationary economies and fixed dates removal
IFRS 7 — Financial instruments: Disclosures - Offsetting financial assets and financial liabilities
IFRS 13 — Fair value measurement and disclosure - New standard

IFRS 10 — Consolidated financial statements - New standard

IFRS 11 — Joint Arrangements - New standard

IFRS 12 — Disclosure of interests in other entities - New standard

IAS 27 — Separate financial statements - Consolidation removed from scope

IAS 28 — Investments in Associates and Joint Ventures - Changes in joint ventures treatment

IAS 32 — Financial instruments: Disclosures - Offsetting financial assets and financial liabilities
*Periods bgining in or after

Effective date *
1 January 2013
1 January 2013
1 January 2013
1 January 2013
1 January 2013
until 1 January 2014
until 1 January 2014
until 1 January 2014
until 1 January 2014
until 1 January 2014
1 January 2014

Standards not yet aproved by EU, effective only for periods started after 1 July 2012
IFRS 1 — First-time adoption of international financial standards - Government loans
Improvements to standards from 2009 to 2011

Improvements to IFRS 10, 11 e 12 - Transition guidance

Improvements to IFRS 10, 11 e 12 - Investment entities

IFRS 9 — Financial instruments - Phase 1 — classification and measurement

*Periods bgining in or after

Effective date *
1 January 2013
1 January 2013
1 January 2013
1 January 2014
1 January 2015

Interpretations already aproved by EU, effective on ly for periods started after 1 July 2012

IFRIC 20 — Stripping costs in the production phase of a surface mine - New interpretation
*Periods bgining in or after

Effective date *
1 January 2013

In 2012, the Group decided to early-adopt the changes to IAS 1 — Presentation of Financial Statements, which require the separate
presentation of “ltems that will be subsequently recycled through results” and “Items that will not be subsequently recycled through
results”, in the statement of comprehensive income for the period.

Up to the date of issuing this report, the Group had not yet concluded the estimate of the effects of changes arising from the adoption of
these standards, for which it decided not to early-adopt them. However, no material effect is expected in the financial statements as a
result of their adoption.
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2. Risk Management

The Group operates in the forestry sectors, in the production of
eucalyptus for use in the production of BEKP (bleached
eucalyptus kraft pulp), which is essentially incorporated in the
production of UWF (uncoated woodfree) paper but is also sold
in the market, and in energy production, essentially through
the forest biomass that is generated in the BEKP production
process.

All the activities in which the Group is involved are subject to
risks which could have a significant impact on its operations,
its operating results, the cash flow generated and in its
financial position.

The risk factors analysed in this chapter can be structured as
follows:

i. Specific risks inherent to the sectors of activity in which the
Group operates:
Risks associated with the forestry sector
Risks associated with the production and sale of BEKP
and UWF paper
Risks associated with energy generation
Human resources
General context risks
ii. Group risks and the manner in which it carries out its
activities.

The Group has a risk-management programme which is
focused on the analysis of the financial markets in order to
minimize the potential adverse effects on its financial
performance. Risk management is conducted by the Finance
Division in accordance with policies approved by the Board of
Directors. The Finance Division evaluates and undertakes the
hedging of financial risks in strict coordination with the Group’s
operating units.

The Board of Directors provides the principles of risk
management as a whole and policies covering specific areas
such as foreign exchange risk, interest rate risk, liquidity risk,
credit risk, the use of derivatives and other non-derivate
financial instruments and the investment of excess liquidity.
The internal audit department follows the implementation of
the risk management principles defined by the Board of
Directors.

2.1  Specific risks in sectors where the Group
acts

2.1.1. Significant risks from the forestry sector

The Portucel Group carries out the management of woodlands
covering an area of some 120 thousand hectares of land, from
north to south of the country, according to the principles laid
down in its Forestry Policy. Eucalyptus trees occupy 72% of
this area, namely the Eucalyptus globulus, the species that is
universally acknowledged as the tree with the ideal fibre for
producing high quality paper.

The main risk factor threatening the eucalyptus forests lies in
the low productivity of Portuguese forests and in the worldwide
demand for certified products, considering that only a small
proportion of the forests is certified. It is expected that this
competitive pressure will remain in the future. As an example,
the forestry area managed by the Group represents nearly 3%
of Portugal's total forested area, 55% of all certified
Portuguese forests according with PECF standards and 43%
of all certified Portuguese forests according with FSC
standards.

The main risks associated with the sector are the risks related
to the productive capacity of the plantations and the risk of
wildfires. In order to maximise the productive capacity of the
areas it manages, the Group has developed and uses Forestry
Management models which contribute to the maintenance and
ongoing improvement of the economic, ecological and social
functions of the forestry areas, not only regarding the
population but also from the forestry landscape perspective,
namely:

i. Increase the productivity of its woodlands through the
use of the best agro-forestry practices adapted to local
conditions and compatible with the environment and the
demand for biodiversity.

ii. Establish and improve the network of forestry
infrastructures to enable the required accessibility for
management, whilst making them compatible with the
forestry protection measures against wildfires.

iii. Ensure compliance with the water-cycle functions,
promoting, whenever possible, the rehabilitation and
qualitative protection of water resources.

The Group also has a research institute, Raiz, whose activity
is focused in 3 main areas: Applied Research, Consulting and
Training. In the forestry research area, Raiz seeks:

i. To improve the productivity of the eucalyptus forests
ii. To enhance the quality of the fibre produced from that
wood
ii. Toimplement a sustained forestry management program
from an economic, environmental and social
perspectives
iv. To lower the cost of wood production

Regarding the risk of wild fires, the manner in which the Group
manages its woodlands constitutes the front line for mitigating
this risk. Most of the Group’s forestry resources are certified by
the FSC (Forest Stewardship Council) and PEFC (Programme
for the Endorsement of Forest Certification Schemes),
certification programmes which guarantee that the Company’s
forests are managed in a responsible manner from an
environmental, economic and social standpoint, complying
with stringent and internationally-recognized criteria.

Amongst the various management measures to which the
Group has committed under this program, the strict
compliance with biodiversity rules and the construction and
maintenance of access roads and routes to each of the
operational areas assume particular importance in mitigating
the risk of wildfires.

Moreover, the Group has a share in the Afocelca grouping —
an economic interest grouping between the Portucel Group
and the ALTRI Group, whose mission is to provide assistance
in the fight against forest fires at the grouped companies’
properties and areas under management, in close coordination
and collaboration with the National Civil Protection Authority
(Autoridade Nacional de Protec¢do Civii — ANPC). This
grouping manages an annual budget of around 2.3 million
euro, and has created an efficient and flexible structure which
implements practices aimed at reducing protection costs and
minimizing the losses by forest fires for the members of the
grouping, which own and manage more than 225 thousand
hectares of forests in Portugal.

2.1.2. Risks associated to producing and selling UF W
paper and BEKP

Supply of raw materials

The supply of wood, namely eucalyptus, is subject to price
fluctuations and difficulties encountered in the supply of raw
materials that could have a significant impact on the
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production costs of companies producing BEKP (Bleached
Eucalyptus Kraft Pulp).

The planting of new areas of eucalyptus and pine is subject to
the authorization of the relevant entities, so that increases in
forested areas, or the substitution of some of the currently
used areas, depend on forest owners, which are estimated to
be around 400,000, on the applicable legislation and the speed
of the responsible authorities in approving the new projects. If
domestic production proved to be insufficient, in volume and in
quality, namely of certified wood, the Group could have to
place greater reliance on imports of wood from Africa and
South America.

Regarding imports of wood, there is a risk related to its
shipment from the place of origin to the harbours and to the
Group's mills. This transportation risk is reduced by the agreed
purchasing conditions, where the ownership of raw materials is
transferred at the port of arrival, and complemented by
insurance coverage of potential supplying losses caused by
any transportation accident that may affect the supplying of
wood.

The Group seeks to maximize the added value of its products,
particularly through increased integration of certified wood in
these products.

The low expression of this wood outside the forests directly
managed by the Group has meant a shortage of supply, to
which the Group has responded with an increase in the price
offered when comparing to wood originated from forests that
are not certified, through a price bonus for certified wood, a
new initiative from Group.

Furthermore, and considering the unparalleled contribution of
the eucalyptus industry to the National Value Added of the
Portuguese Economy, both direct and indirect, , as well as the
significance of such industries in exports and employment, and
the increasing demand for eucalyptus, not easily satisfied by
national forests, the Group has made the Government and the
public opinion aware of the need to guarantee that, until the
internal production of this type of wood does not increase
significantly on an economically viable basis, the use of bio
fuels for energy production should not be put ahead of the use
of eucalyptus wood in the production of tradable goods.

In the year ended 31 December 2012, an increase of Euro 5
on the cost of a cubic meter of the eucalyptus wood consumed
in the production of BEKP, would have had an impact in
Group's earnings of some Euro 20,000,000.

The production process depends on the constant supply of
steam and electric energy. For this purpose, the Group owns
several cogeneration units that ensure this constant supply. A
contingent plan with redundancies between the different power
generation units is in place in order to reduce the risk of failure
of the power supply to the pulp and paper mills.

Market Price for UWF paper and BEKP

The increase of competition, caused by imbalance of supply or
demand in BEKP or UWF markets may have a significant
impact on prices and, as a consequence, in the Group’s
performance.

The market prices of BEKP and UWF paper are defined in the
world global market in perfect competition and have a
significant impact on the Group’s revenues and on its
profitability. Cyclical fluctuations in BEKP and in UWF Paper
prices mainly arise from both changes in the world supply and
demand and the financial situation of each of the international
market players (producers, traders, distributors, clients, etc.),
creating successive changes in equilibrium prices and raising
the global market's volatility.

The BEKP and UWF paper markets are highly competitive.
Significant variations in existing production capacities could
have a strong influence on world market prices. These factors

have encouraged the Group to follow a defined marketing and
branding strategy and to invest in relevant capital expenditure
to increase productivity and the quality of the products it sells.

In the year ended 31 December 2012, a 10% drop in the price
per ton of BEKP and of 5% in the price per ton of UWF paper
sold by the Group in the period, would have represented an
impact on its earnings of about Euro 12,000,000 (2011: Euro
14,000,000) and Euro 60,000,000 (2011: Euro 58,000,000).

Demand for the Group’s products

Notwithstanding the references below to the concentration of
the portfolio of the Group's customers, any reduction in
demand for BEKP and UWF in the markets of the European
Union and the United States could have a significant impact on
the Group's sales. The demand for BEKP produced by the
Group also depends on the evolution of the capacity for paper
production in the world, since the Group’s major customers are
themselves paper producers.

The demand for printing and writing paper has been
historically related with macroeconomic factors and the
increasing use of copy and print material. A breakdown of the
global economy and the increase of unemployment can cause
a slowdown or decline in demand for printing and writing
paper, thus affecting the performance of the Group.

Consumer preferences may have an impact on global paper
demand or in certain particular types of paper, such as the
demand for recycled products or products with certified virgin
fibre.

Regarding this matter, and in the case of the UWF, the Group
believes that the marketing strategy and branding that has
been followed, combined with the significant investments
made to improve productivity and produce high quality
products, allow it to deliver its products in market segments
that are less sensitive to variations in demand, resulting in a
lower exposure to this risk.

Competition

Increased competition in the paper and pulp markets may
have a significant impact in price and, as a consequence, in
the Group’s profitability.

As paper and pulp markets are highly competitive, new
capacities may have a relevant impact in prices worldwide.

BEKP producers from the southern hemisphere (namely from
Brazil, Chile, Uruguay and Indonesia), with significantly lower
production costs, have been gaining weight in the market,
undermining the competitive position of European pulp
producers.

These factors have forced the Group to make significant
investments in order to keep production costs competitive and
produce high quality products as it is likely that this competitive
pressure will remain strong in the future.

The Portucel Group sells more than 70% of its paper
production in Europe, holding significant market shares in
Southern European countries and relevant market shares in
the other major European markets, as well as an important
presence in the USA.

The increase in the Group’s paper production capacity in 2010
of almost 500 thousand tons per year, as a result ofthe new
paper mill in the Setubal industrial site, as well as potential
investments the Group might start in this area, may influence
the distribution capacity as well as selling prices, which are
inherent factors in entering new markets.

Concentration of the customer portfolio

At 31 December 2012, the Group’s 10 main BEKP customer
groups accounted for 14% of the period’s production of BEKP
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and 79% of external sales of BEKP. This asymmetry is a result
of the strategy pursued by the Group, consisting of a growing
integration of the BEKP produced into the UWF paper
produced and commercialized.

As such, the Group considers that there is little exposure to the
risks of customer concentration regarding the sale of BEKP.

At 31 December 2012, the Group’s 10 main customer groups
for UWF paper represented 60% of this product’s sales during
the period. Also regarding UWF paper, the Group follows a
strategy of mitigating the risk of customer concentration. The
Group sells UWF paper to more than 110 countries, thereby
allowing a dispersion of the risk of sales concentration in a
reduced number of markets and/or customers.

Environmental legislation

In recent years, environmental legislation in the EU has
become increasingly restrictive regarding the control of
effluents. The companies of the Group comply with the
prevailing legislation.

Although no significant changes in the legislation are expected
in the near future, if that were to happen, the Group may need
to incur in increased expenditure, in order to comply with any
new environmental requirements that may come into force.

Currently, any known changes in law are related to the
predictable end of the CO2 emission rights’ free attribution
regime, after the conclusion of the current stage of the
National Plan for the Allocation of CO2 Emission Licences,
PNALE II.

This change will increase the costs for the transformation
industry in general and in particular for the paper and pulp
industry, without any compensation for the CO2 that, annually,
is absorbed by the forests of this industry.

In order to reduce the impact of this change, the Group has
been following a strategy of carrying out a series of
environment related investments that, among other
advantages, have resulted in a continued reduction of the CO2
emissions, in spite of the continuous increase in the production
volume over the last years.

On the other hand, under the terms set in Decree-Law
147/2008, dated 29 June that transposed directive 2004/35/CE
to the national law, the Group secured the environmental
insurances demanded by the referred law, thus guaranteeing
compliance and reducing exposure to environmental risks.

2.1.3. Risks associated with the production of ener ay

Energy is considered to be an activity of growing importance in
the Group allowing the use of the biomass generated in the
BEKP production, but also ensuring the supply - under the co-
generation regime - of thermal and electric power at the BEKP
and UWF paper industrial complexes.

Considering the increasing integration of the Group’s mills
dedicated to the production of BEKP and UWF paper and as a
means of increasing the use of the biomass gathered in the
woodlands, the Group built new biomass power-generating
units. These units complement those already in use and,
alongside natural-gas co-generation units, allow the Group to
create redundant units and thus mitigate the risk of an
interruption in the power supply to its industrial sites.

In this sector, the main risk is linked to the supply of raw
material, namely, biomass. The group has played a pioneering
role and has been developing a market for the sale of biomass
for supplying the power plants it owns. The fostering of this
market in a phase prior to the start-up of the new power-
generating units has enabled it to secure a sustained raw-
material supply network which it may utilize in the future. As
previously mentioned, the Group has been making the
Government and public opinion aware of the need to

guarantee that biomass is viewed in a sustainable manner,
avoiding the use of eucalyptus wood for biomass, as an
alternative of its use in the production of tradable goods. The
incentives in place in Portugal only consider the use of residual
forest biomass, rather than the use of wood to produce
electrical power.

In addition, and despite the legal provisions (Decreee-Law
23/2010 and Act 140/2012) that allow the Group to predict the
stability of tariffs in the near future, there is a risk that the
change in tariffs for sale of energy produced from renewable
resources will penalize those products. The constant search
for the optimization of production costs and efficiency of the
generating units is the way the Group seeks to mitigate this
risk.

2.1.4. Human Resources

The Group’s ability to successfully implement the outlined
strategies depends on its capacity to recruit and retain key
talents for each role. Although the Group’s human resources
policy seeks to achieve these goals, there might be some
limitations to achieving them in the future.

2.1.5. Other risks associated with the Group’s acti___ vity

The Group's manufacturing facilities are subject to risks
inherent to any industrial activity, such as accidents,
breakdowns or natural disasters that may cause losses in the
Group's assets or temporary interruptions in the production
process.

Likewise, these risks may also affect the Group’s main
customers and suppliers, which would have a significant
impact on the levels of the Group’s profitability, should it not be
possible to find new customers to ensure sales levels and new
suppliers that would enable the Group to maintain its current
cost structure.

The Group exports over 94% of its production. As a
consequence, transportation and logistic costs are materially
relevant. A continuous rise in transport costs may have a
significant impact in the Group’s earnings.

The Group’s activity is exposed to risks related to forest fires,
including:

i. destruction of actual and future wood inventory, belonging
to the Group as well as to third parties;

ii. increasing costs of forestry nd subsequent land
preparation for plantation.

2.1.6. Context risks

The lack of efficiency in the Portuguese economy continues to
be accompanied by management, as it may have a negative
effect on the Group’s ability to be competitive. This is more so,
but not exclusively, in the following areas:

i) Ports and railroads;

i) Roads, particularly those providing access to the
Group’s production units;

iii) Rules regarding territory management and forest
fires;

iv) Low productivity of the country’s forests;

V) The lack of certification of the vast majority of the

Portuguese forest.

2.2 Group’s risks and the way it develops its
activities

2.2.1. Risks associated with debt and liquidity lev els

Given the medium / long term nature of investments, the
Group has sought to set up a debt structure that follows the
maturity of the associated assets, thus seeking to contract
long-term debt, and refinance its short-term debt.
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At the end of 2012, the Group had a gross non-current debt of
Euro 473.3 million and a current debt of Euro 219.7 million.
With a healthy cash generating ability, cash surpluses
amounting to 329.4 million and credit lines contracted and not
used of Euro 20.45 million, the Group has a liquidity position
that allows it to face its liabilities without having to rely
significantly on debt markets.

Considering the structure of the debt contracted, which has a
average maturity matching the assets it finances, the Group
believes it will have the ability to generate future cash flows
that will enable it to fulfil its responsibilities, to ensure a level of
investment in accordance with the provisions in its medium /
long term plans and to maintain an adequate remuneration to
its shareholders.

The interest and principal payments of financial liabilities will
result in the following undiscounted cash flows, including

interest at current prevailing interest rates, based on the
residual maturity as at the date of the statement of financial
position:

More than 5

Amounts in Euro Up to 1 month 1-3 months  3-12 months 1-5years years Total
As of 31 December 2012
Liabilities
Interest-bearing liabilities
Bond loans 539,220 1,447,467 204,269,511 206,544,160 - 412,800,358
Commercial paper - - 127,412,764 - - 127,412,764
Bank loans - - 21,005,504 82,384,177 71,891,760 175,281,441
Accounts payable and other liabilities 134,634,818 12,072,775 32,992,324 - - 179,699,917
Derivative financial instruments - - 753,210 1,027,142 - 1,780,352
Other liabilities 313,400 946,168 2,567,598 13,863,060 - 17,690,226
Total liabilities 135,487,438 14,466,410 389,000,911 303,818,539 71,891,760 914,665,058
As of 31 December 2011
Liabilities
Interest-bearing liabilities
Bond loans 887,289 2,036,267 164,037,694 419,228,581 - 586,189,831
Bank loans 3,156,960 - 14,841,167 90,937,553 96,541,503 205,477,183
Accounts payable and other liabilities 143,784,539 76,917,725 4,995,415 - - 225,697,679
Derivative financial instruments 2,467,939 - 642,298 - - 3,110,237
Other liabilities 375,410 1,133,380 3,075,628 18,109,325 - 22,693,742
Total liabilities 150,672,137 80,087,371 187,592,203 528,275,458 96,541,503 1,043,168,672

The above mentioned presumption is based on the Group’s medium/long term plans, which consider the following main assumptions:

i A price level for eucalyptus wood between 95% and 110% of that recorded during the last year;
ii. A market selling price of BEKP between 80% and 115% of that recorded during the last year;
iii. A market selling price of UWF paper between 90% and 110% of that recorded during the last year;

iv.

A net-debt cost between 80% and 115% of that recorded during the last year;

v A production level of eucalyptus in the woodlands owned or operated by the group, of BEKP, of UWF paper and power within

the existing installed capacities.

Certain loans contracted by the Group are subject to financial covenants which, if not met, could entail their early repayment.

The following covenants are currently in force:

Loan

Ratio

BEl Ambiente Tranche A

Portucel Bonds 2010-2015
Portucel Bonds 2010-2015 - 2nd Emission
Commercial Paper Dec-2012 (3 years)

Interest Coverage = EBITDA 12M/ Annualized net interest
Indebtedness = Interest bearing liabilities / EBITDA 12 M

Net Debt / EBITDA = Net Debt / EBITDA 12 M
Net Debt / EBITDA = Net Debt / EBITDA 12 M
Net Debt / EBITDA = Net Debt / EBITDA 12 M

Based on the financial statements presented in this report, these ratios were as follows as at 31 December 2012 and 2011:

Racios 31-12-2012 31-12-2011

Interest Coverage 29.64 20.02
Indebtedness 1.84 1.53
Net Debt / EBITDA 0.90 1.10
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Considering the contracted limits, the group was comfortably complying with the limits imposed under the financing contracts. As of 31
December 2012 the Group presents a buffer of over 200% on the fulfilment of its covenants.

The group’s objectives regarding capital management, which is a wider concept than the capital shown in the statement of financial
position are:

i To safeguard its ability to continue in business and thus provide returns for shareholders and benefits for its remaining
stakeholders;

ii. To maintain a solid capital structure to support the growth of its business; and

iii. To maintain an optimal capital structure that enables it to reduce the cost of capital.

In order to maintain or adjust its capital structure, the Portucel Group can alter the amount of dividends payable to its shareholders,
return capital to its shareholders, issue new shares or sell assets to lower its borrowings.

In line with the sector, the group monitors its capital based on its gearing ratio. This ratio represents net interest-bearing debt as a
percentage of the total capital employed. Net interest-bearing debt is calculated by adding the total amount of loans (including the
current and non current portions as disclosed in the statement of financial position) and deducting all cash and cash equivalents. Total
capital employed is calculated by adding shareholders’ equity (as shown in the statement of financial position, excluding treasury
shares) and net interest-bearing debt.

The gearing ratios as of 31 December 2012 and 2011 were as follows:

Amounts in Euro 31-12-2012 31-12-2011

Total Loans (Note 29) 693,004,395 730,898,323
Cash and cahs equivalents (Note 29) (329,368,449) (267,431,715)
Net debt 363,635,946 463,466,608
Equity, excluding treasury shares 1,569,532,062 1,520,089,823
Total Capital 1,933,168,008 1,983,556,431
Gearing 18.81% 23.37%

2.2.2. Interest rate risk

The cost of the Group’s financial debt is indexed to short-term reference interest rates, which are reviewed more than once a year
(generally every six months for medium and long-term debt), plus negotiated risk premiums. Hence, changes in interest rates can have
an impact on the Company’s earnings.

The Group resorted to derivative financial instruments to cover its interest rate risk, namely interest-rate swaps, with the purpose of
fixing the interest rate on the Group’s borrowings within certain limits. At the end of 2012, the Group entered into an Interest Rate Swap
(IRS) with a notional of Euro 125 million, in order to hedge the interest rate risk of the new Commercial Paper Programme, which was
issued simultaneously. This instrument will mature in November 2015.

On 31 December 2012 and 2011, the detail of the financial assets and liabilities with interest rate exposure, considering the maturity or
the next repricing date was as follows:

CONSOLIDATED FINANCIAL STATEMENTS — 31 DECEMBER 2012 102



PORTUCEL GROUP

Amounts in Euro Up to 1 month 1-3 months  3-12 months 1-5years +5year s Total
As 31 December 2012
Asstes
Current

Cash and cash equivalents 329,301,235 - - - - 329,301,235
Total Financial Assets 329,301,235 - - - - 329,301,235
Liabilities
Non-current

Bearing Liabilities 100,000,000 100,000,000 274,345,238 - - 474,345,238

Derivative financial instruments - - 327,108 - - 327,108
Current

Other bearing liabilities - - 219,047,619 - - 219,047,619
Total Financial Liabilities 100,000,000 100,000,000 49 3,719,965 - - 693,719,965
Net accumulated difference 229,301,235 129,301,235 (36 4,418,730) (364,418,730) (364,418,730)
Amounts in Euro Up to 1 month 1-3 months  3-12 months 1-5years +5year s Total
As 31 December 2011
Asstes
Current

Cash and cash equivalents 267,383,485 - - - - 267,383,485
Total Financial Assets 267,383,485 - - - - 267,383,485
Liabilities
Non-current

Bearing Liabilities - 100,000,000 469,047,619 - - 569,047,619
Current

Other bearing liabilities 3,125,000 - 160,960,292 - - 164,085,292
Total Financial Liabilities 3,125,000 100,000,000 630,007,911 - - 733,132,911
Net accumulated difference 264,258,485 164,258,485 (46 5,749,426) (465,749,426) (465,749,426)

Portucel performs sensitivity analysis in order to assess the impact in the consolidated income statement and equity caused by an
increase or decrease in market interest rates, considering all other factors unchanged. This is an illustrative analysis only, since
changes in market rates rarely occur in isolation from changes in other market factors.

The sensmvny analysis exercise carried out is based on the following assumptions:
Changes in market interest rates affect interest income and expenses arising from financial instruments subject to floating
rates;
Changes in market interest rates only lead to interest income and expenses regarding fixed rate financial instruments if those
are measured at their fair value;
Changes in market interest rates affect the fair value of derivative financial instruments as well as other financial assets or
liabilities;
Changes in fair value of derivative financial instruments and other financial assets and liabilities are measured using the
discounted cash flows method, with market interest rates at year end;

An increase of 0.50% in the interest rates prevailing at the year end would have an impact in profit before tax of around Euro 3.000.000.

2.2.3. Currency risk

Variations in the euro’s exchange rate against other currencies can affect the Group’s revenue in a number of ways.

On one hand, a significant portion of the Group’s sales is priced in currencies other than the Euro, namely in US dollar, GBP and CHF
and other currencies with less relevance. The change of the Euro vis-a-vis these currencies can also have an impact on the Company’s
future sales.

Furthermore, purchases of certain raw materials are also made in USD, namely some of the wood pulp and softwood imports.
Therefore, changes in EUR vis—a-vis the USD may have an impact on acquisition values.

Additionally, once a sale or purchase is made in a currency other than the Euro, the Group becomes exposed to exchange rate risk up
to the moment it receives or pays the proceeds of that sale or purchase, if no hedging instruments are in place. Therefore, Portucel’s
statetement of financial position generally includes a significant amount of receivables and, albeit with a lesser significance, payables,
exposed to currency risk.

The Group holds an affiliated company in the USA, Portucel Soporcel North America, whose share capital amounts to around USD 25
million and is exposed to foreign exchange risk. Besides this operation, the Group does not hold materially relevant investments in
foreign operations, the net assets of which are exposed to foreign exchange risk.

Occasionally, when considered appropriate, the Group manages foreign exchange risks through the use of derivative financial
instruments, in accordance with a policy that is subject to periodic review, the purpose of which is to limit the exchange risk associated
with future sales and purchases and accounts receivable and payable, which are denominated in currencies other than the euro.

The table below shows the Group’s exposure to foreign exchange rate risk as of 31 December 2012, based on the financial assets and

liabilities that amounted to a net asset of Euro 79,227,232 converted at the exchange rates as of that date (31 December 2011 Euro
74,655,129) as follows:
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United States  British Pound Polish Zloty ~ Swedish Krone Czech Krone Sw iss Franc  Danish Krone Australian Norwish Mozambique Moroccan
Amounts in Foreign Currency Dolar Dolar Krone Metical Dirhams
As of 31 December 2012
Assets
Cash and cahs equivalents 3,193,543 95,335 314,014 11 - 64,926 - - 1,310 5,888,551 103,545
Accounts receivable 74,592,400 12,244,200 11,073,380 486,496 - 3,638,049 884,586 (12,176) 1,579,993 - -
Total Financial Assets 77,785,943 12,339,535 11,387,39 4 486,507 - 3,702,974 884,586 (12,176) 1,581,304 5,888,551 103,545
Liabilities
Payables (1,268,304) (112,164) - - - (155,358) (5) - - (708,784)
Total Financial Liabilities (1,268,304) (112,164) - - - ( 155:358) (5) - - (708,784)
Derivative financial instruments (81,560,000) (12,100,000)
Net Financial Position 76,517,640 12,227,371 11,387,394 486,507 - 3,547,616 884,581 (12,176) 1,581,304 5,179,767 103,545
As of 31 December 2011
Total Financial Assets 74,532,898 18,551,822 9,426,224 232,152 - 3,844,332 543,599 73,670 935,893 7,991,465 935,893
Total Financial Liabilities (2,882,113)  (1,679,107) (338,227) (499,742) (152) (7,833,648) (686,990) (2,279) (491,414) - (530,416)
Derivative financial instruments (110,306,000) (413,813)
Net Financial Position 71,650,785 16,872,715 9,087,997 (267,589) (152) (3,989,317) (143,391) 71,391 444,479 7,991,465 405,477

The Group has entered into foreign exchange derivatives in order to to hedge its exposure to exchange rate risk in regards to future
transactions in foreign currency.

As at 31 December 2012, a (positive or negative) variation of 10% of all currency rates relative to euro would have an impact in the
year’s pre-tax results of Euro (1,954,412) and Euro 2,388,725, respectively (31 December 2011: Euro 287,092 and Euro (2,305,257),
respectively) and in shareholders’ equity of Euro 1,724,861 and Euro (2,108,163) respectively (31 December 2011: Euro 2,899,289 and
Euro 4,422,344 respectively), considering the effect of the exchange rate hedging contracts in place.

2.2.4. Credit risk

The Group is exposed to credit risk in the credit it grants to its customers and, accordingly, it has adopted a policy of managing such risk
within preset limits, by securing credit insurance policies with a specialized independent company.

The vast majority of sales that are not covered by credit insurance are covered by bank guarantees and documentary credits, and any
exposure that is not covered remains within the limits previously approved by the Executive Committee.

However, the worsening of global economic conditions or adversities affecting the economy at a local scale can lead to a deterioration in
the ability of the Group's customers to pay their obligations, which may lead entities providing credit insurance to significantly decrease
the amount of the credit insurance lines that are available to those customers. This is the scenario the Group currently faces (although
with some improvement when compared with recent periods) which results in serious limitations on the amounts the Group can sell to
certain customers, without incurring in direct credit risk levels that are not commensurate with the Group’s credit risk policy.

As a result of the strict credit control policy followed by the Group, bad debts during 2012 and 2011 were virtually non existent.

As at 31 December 2012 and 2011, accounts receivable from costumers showed the following ageing structure, considering the due
dates for the open balances:

Amounts in Euro 31-12-2012 31-12-2011
Not overdue 159,452,178 179,172,416
1to 90 days 22,384,791 24,264,675
91 to 180 days 79,522 546,726
181 to 360 days 239,145 58,628
361 to 540 days 182,355 928
541 to 720 days 322,391 -
more than 721 days 213,617 181,993
182,873,999 204,225,366
Litigation - doubtful debts 1,566,293 2,254,172
Accumulated impairment losses (962,301) (2,110,064)
Net receivables balance (Note 21) 183,477,991 204,369 ,474
Limit of the negotiated credit insurance 148,955,527 165,916,154

The amounts shown above correspond to the open items according to the contracted due dates. Despite some delays in the liquidation
of those amounts, that does not result, in accordance with the available information, in the identification of impairment losses other than
the ones considered through the respective losses. These are identified using the information periodically collected about the financial
behaviour of the Group’s customers, which allow, in conjunction with the experience obtained in the client portfolio analysis and with the
history of credit defaults, in the share not attributable to the insurance company, to define the amount of losses to be recognized in the
period.

The guarantees in place for a significant part of the open and old balances, justify the fact that no impairment loss has been recorded for
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those balances. The rules defined by the credit risk insurance policy applied by the Group, ensure a significant coverage of all open

balances.

Accounts receivable outstanding by business area as at 31 December 2012 and 2011, were analyzed as follows:

31 December 2012

Amounts in Euro Pulp and paper Energy Foresty Not allocated Total
Not overdue 149,705,298 9,566,805 124,612 55,463 159,452,178
1to 90 days 12,101,804 10,097,750 121,971 63,265 22,384,791
91 to 180 days 48,235 26,905 2,433 1,950 79,522
181 to 360 days 214,185 - 20,882 4,078 239,145
361 to 540 days 132,224 - 50,020 110 182,355
541 to 720 days 258,508 - 62,303 1,581 322,391
more than 721 days 63,761 - 148,041 1,815 213,617
162,524,016 19,691,460 530,261 128,262 182,873,999
31 December 2011
Amounts in Euro Pulp and paper Energy Foresty Not allocated Total
Not overdue 159,230,457 19,339,240 503,358 99,361 179,172,416
1to 90 days 15,623,181 8,059,271 475,440 106,783 24,264,675
91 to 180 days - - 448,423 98,303 546,726
181 to 360 days - - 55,681 2,947 58,628
361 to 540 days 928 - - - 928
541 to 720 days - - - - -
more than 721 days - - 181,993 - 181,993
174,854,566 27,398,511 1,664,895 307,394 204,225,366

As at 31 December 2012, the available credit insurance lines amounted to Euro 391.320.000 (Euro 395,753,303 as at 31 December
2011).

The table below represents the quality of the Group’s credit risk, as at 31 December 2012 and 2011, for financial assets (bank deposits),
whose counterparts are financial institutions (Credit rating by Standard & Poor’s):

Financial Institutions

Amounts in Euro 31-12-2012 31-12-2011
Rating
AA- 80 116 -
A+ 670 584 587 625
A 2383080 76 009 014
A- 59 177 95616
BBB + - 60 029 703
BBB 434 383 -
BBB - 188 936 57 618 383
BB + - 29902 183
BB 225967 751 42 446 116
BB - 88 739 263 -
B+ 10 751 968 -
Other 1122773 694 595
330 398 032 267 383 235

The Group adopts strict policies in approving its financial counterparties, limiting its exposure in accordance with an individual risk
analysis and within previously approved limits.

However, the worsening of global economic conditions, which is reflected in the deterioration of the quality of credit of several countries,
also resulted in a general downgrade of the credit rating of most of the financial institutions the Group works with. This situation was
particularly relevant in what concerns Portuguese and Spanish banks, the Group’s main financial counterparts.

The following table shows an analysis of the credit quality of accounts receivable from customers, in which no default or impairment
loss was considered based on the information available to the Group:
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Amounts in Euro

31-12-2012 31-12-2011

Accounts receivable overdue but not impaired

Gross amount Credit Insurance Gross amount Credit Insu rance

Overdue - less than 3 months 22 384 791 11496 714 24 264 675 13 890 138
Overdue - more than 3 months 1037 030 681 068 788 275 173518
23421 821 12 177 782 25 052 950 14 063 656

Accounts receivable overdue and impaired
Overdue - less than 3 months - - - -
Overdue - more than 3 months 1566 293 - 2254172 -
1566 293 - 2254172 -

The maximum exposure to credit risk as at 31 December 2012 and 2011 is detailed in the following schedule. In accordance with the
policies described above, the Group contracted credit insurance policies for most of the accounts receivable from its clients. As such,
the Group’s exposure to credit risk is considered to have been mitigated up to acceptable levels.

Amounts in Euro

Maximum Exposure
31-12-2012 31-12-2011

Current
Current Receivables

188 359 334 242 515472

Bank deposits 330330 818 267 383 485
Derivative financial instruments 1096 618 -
3. Important accounting estimates 3.2 Useful lives of Property, plant and
equipments

and judgments

The preparation of consolidated financial statements requires
that the Group’s management makes judgments and estimates
that affect the amount of revenue, costs, assets, liabilities and
disclosures at the date of the statement of financial position.

These estimates are influenced by the Group’s management’s
judgments, based on: (i) the best information and knowledge
of present events and in certain cases on the reports of
independent experts; and (ii) the actions which the Group
considers it may have to take in the future. However, on the
future date on which the operations will be realized, the
outcome could be quite different from those estimates.

The estimates and assumptions which present a significant
risk of generating a material adjustment to the book value of
assets and liabilities in the following financial period are
presented below:

3.1 Impairment of Goodwiill

The Group tests the goodwill carried in its statement of
financial position for impairment losses annually, in
accordance with the accounting policy described in Note 1.8.
The recoverable amounts of the cash generating units are
ascertained based on the calculation of their value-in-use.
These calculations require the use of estimates.

On 31 December 2012, a potential increase of 0.5% in the
discount rate used in the impairment tests of that asset —
Goodwill allocated to the Figueira da Foz Integrated Pulp and
Paper cash generating unit - would decrease its value by Euro
70,415,780, which would still be higher than its book value by
27%.

Property, plant and equipment are the most material assets of
the Group. Those are depreciated over their estimated
economic useful lives.

The estimation of those useful lives, as well as the
depreciation method used, are essential in measuring the
annual depreciation charge to be recognized in comprehensive
income.

In order to best estimate these parameters, the Board of
Directors uses their best knowledge as well as benchmark
analysis with international peers.

Due to its significant impact in the Group financial statements,
management is also advised by external and independent
consultants in order to best estimate these variables.

3.3 Impairment (other than Goodwiill)

The identification of an impairment loss may arise from
multiple indicators, several of which are not controlled by the
Group, like access to debt, cost of capital, as well as by other
changes, internal or external.

Identifying impairment indicators, estimate future cash flows,
and determining the assets’ fair value imply a significant
degree of judgment by the Board of Directors, not only
regarding the variables mentioned above, but also regarding
discount rates, useful lifes and residual values.

3.4 Income tax

The Group recognizes additional tax assessments resulting
from inspections undertaken by tax authorities. When the final
outcome of the above reviews is different from the amounts
initially recorded, the differences will have an impact on the
corporate income tax and the deferred taxes in the periods
when such differences are identified.
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In Portugal, the annual tax returns are subject to review and
potential adjustment by tax authorities for a period of up to 4
years. However, if tax losses are utilised, these may be subject
to review by the tax authorities for a period of up to 6 years.

In other countries where the Group operates, these periods
are different and, in most cases, higher.

The Board of Directors believes that any reviews/ inspections
by tax authorities will not have a material impact on the
consolidated financial statements as of 31 December 2012.
The individual income tax returns up to 2010 have already
been reviewed, and that year's Group corporate income tax
return is being reviewed.

On 31 December 2012, a potential increase of 0.5% in the
effective income tax rate would mean an overall increase of
Euro 1,352,507 in the corporate income tax expense.

3.5 Actuarial assumptions

Liabilities relating to defined-benefit plans are calculated based
on actuarial assumptions. Changes to those assumptions can
have a material impact on the aforesaid liabilities.

On 31 December 2012, a potential decrease of 0.50% in the
discount rate used in the actuarial assumptions would mean
an overall increase of liabilities amounting to approximately
Euro 9,500,000 in their assessed value.

3.6 Fair value of biological assets

In determining the fair value of its biological assets, the Group
used the discounted cash flows method considering
assumptions related to the nature of the assets being valued
(Note 1.9). Changes in these assumptions may have an
impact in the value of those assets.

As of 31 December 2012, an increase of 0.5% in the discount
rate (7.0%) used to value those assets, would decrease their
value by approximately Euro 3,800,000.

3.7 Credit risk

As mentioned before, the Group manages credit risk in its
receivables through risk analysis when granting credit to new
customers and through regular review of the performance of its
costumer portfolio.

Due to the nature of its customers there are no credit ratings
for the portfolio that the Group can use to categorize and
analyse the portfolio as homogeneous population. Hence the
Group collects data on its customers’ financial performance
through regular contact, as well as through contacts with other
entities with whom the Group does business (e.g., sales
agents).

In addition, most of the Group’s receivables are covered by an
insurance policy that limits the exposure in these receivables —
generally - to the retention portion to be paid in case of any
incident, which varies based on the customer’s geographical
location. The insurer’'s acceptance of the Group’s receivables
portfolio and the premiums that the Group pays for that
coverage are a good corroboration of the average quality of
the Group’s portfolio.

3.8 Recognition of provisions and adjustments

The Group is involved in several lawsuits, for which, based on
the opinion of its lawyers, a judgment is made in order to
assess if the contingencies are remote, not probable or
probable.

Impairment losses in accounts receivable are booked
essentially based on the analysis of the aging of accounts
receivable, the customers’ risk profile and their financial
situation. If it had been calculated using the criteria set by the

Portuguese tax legislation, the impairment adjustments would
have been lower by approximately Euro 350,000.
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4. Segment Information

The Board of Directors is the group’s chief operating decision maker. Management has determined the operating segments based on

the information reviewed by the Board of Directors for the purposes of allocating resources and assessing performance.

Segment information is presented for identified business segments, namely Forestry, Pulp, Integrated Pulp and Paper and Energy.
Revenues, assets and liabilities of each segment correspond to those directly allocated to them, as well as to those that can be

reasonably attributed to those segments.

Financial data by operational segment for the years ended 31 December 2012 and 2011 is shown as follows:

2012
PULP INTEGRATED ELIMINATIONS/
FORESTRY STAND ALONE PULP AND PAPER ENERGY UNALLOCATED TOTAL
REVENUE

Sales and services - external 4,620,485 121,557,483 1,193,202,634 179,739,641 2,494,896 1,501,615,139

Sales and services - intersegmental 146,594,689 29,321,412 - 26,645,453 (202,561,554) -

Total revenue 151,215,174 150,878,895 1,193,202,634 206 ,385,094 (200,066,658) 1,501,615,139

Profit/(loss)

Segmental Profit 7,836,429 27,226,207 217,712,687 15,862,349 17,556,628 286,194,300
Opertaing Profit - - - - - 286,194,300

Financial costs- net - - - - (16,298,360) (16,298,360)

Group shares of (loss) / gains of subsidiaries - - - 605,926 - 605,926

Income tax - - - - (59,316,756) (59,316,756)
Net profit before non-controling interests - - - - - 211,185,109

Non-controling interests - - - - (15,979) (15,979)
Net profit - - - - - 211,169,130
Other Information
Capital expenditure 2,726,736 20,640,998 12,912,088 1,224 370,801 36,651,847
Depreciation 610,106 3,862,924 96,382,784 12,829,091 489,006 114,173,911
Provisions - - - - 14,950,106 14,950,106
Segment assets 219,492,446 400,398,400 1,372,234,243 336,592,212 393,850,768 2,722,568,067
Financial investments - - 126,032 1,790,832 - 1,916,863
Total assets 219,492,446 400,398,400 1,372,360,274 338,383,043 393,850,768 2,724,484,931
Segment liabilities 27,837,292 274,516,694 778,978,518 152,786,612 9,528,909 1,243,648,024
Total liabilities 27,837,292 274,516,694 778,978,518 152,786,612 9,528,909 1,243,648,024
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