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Dear Shareholders,

Ercros obtained record profit in 2016. The Company closed the year 
with profit amounting to EUR 45 million, six times that obtained  
in 2015 thanks to a reduction in fixed costs; the improvements 
made to productivity in recent years which have allowed Ercros to 
take advantage of the economic recovery; and the advantageous 
prices of energy and its main procurements.

In view the results for the year, for the first time in the  
Company's history the board of directors agreed to launch a 
shareholder remuneration plan which includes a programme to  
buy back treasury shares for retirement, for a maximum amount 
of EUR 9 million up to a limit of 5% of the share capital, and a 
dividend pay-out of EUR 0.04 per share, equivalent to 10% of  
the profit obtained.

In comparison to 2015, sales slid 2.5% due to the sale of the Palos 
de Frontera factory in June 2015 and a reduction in the price of 
methanol which, although it did not affect profit, did affect billings 
for the intermediate chemicals division.

Expenses decreased 6% thanks to lower electricity, gas and other 
raw material prices. Staff costs increased 2.5% due to staff cuts 
after the sale of the Palos de la Frontera factory and the 3.5% salary 
increase, which includes the lift on the salary freeze implement in 
past years. In accordance with the efficiency improvement policy 
implemented, except for staff costs, other fixed costs fell by 6%.

This situation led to a significant improvement in gross operating 
profit ("ebitda") which amounted to EUR 58 million, up 79%  
year-on-year. In 2016 the ebitda to sales ratio virtually reached  
the 10% target we set in the Efficiency improvement plan.

Cash generation due to ordinary operations led to EUR 18 million 
reduction in net financial debt which, at 2016 year-end amounted 
to EUR 73.5 million, thereby improving Ercros' solvency and 
leverage ratios, consolidating the significant progress made in 
previous years on the Group's capacity to settle its debts.

On the other hand, in the past year, investments were made 
amounting to more than EUR 21 million, double the 2015 figure, 
as a result of launching the Plan for adapting to the change in 
technology (“Act Plan”), encompassing the 2016-2020 period and 
including investments for a total amount of EUR 64 million.

The goal of the Act Plan, aimed basically at planning changing the 
technology used in the production of chlorine and caustic soda,  
is to safeguard Ercros' profitability by retaining the markets where 
it is currently present; reorganising its activity after it closes the 
plants that use mercury technology; and increasing the capacity  
of the chlorine production plants which use membrane technology, 
regarded as the best available technology, and that of other 
currently saturated plants. 

In accordance with the aforementioned plan's timeline, the 
hydrochloric acid and sodium hypochlorite plants in the Vila-seca I 
factory and the fermentation plant in the Aranjuez factory entered 
into operation between 2016 and the start of 2017. Likewise,  
the Regional Government of Catalonia approved the modification 
of the integrated environmental permit for the Vila-seca I factory, 
requested to undertake the technological migration in chlorine 
production.

In relation to sustainability matters, in 2016 Ercros continued 
its effort to improve the objectives established. Among the 
achievements it has attained, it is worth highlighting the lower 
direct emissions of greenhouse gases (-12%); the entry into 
service of the new gas treatment plant in the Cerdanyola factory, 
making it possible to reduce formaldehyde emissions and meet the 
requirements of the integrated environmental permit; and better 
compliance with the Responsible Care programme which now 
stands at 99%. On the other hand, there has unfortunately been  
an increase in the accident rate and absenteeism.

In relation to the Company's governance, in the past year the board 
of directors approved amending the internal code of conduct in 
relation to securities market matters in order to adapt it to the 
Regulation of the European Parliament on market abuse and 
approved three new policies: the policy on communicating with  
and contacting shareholders; the policy for selecting directors and 
the policy of shareholders' meeting attendance premium.

In 2016 the Company held three shareholders' meetings, the 
mandatory ordinary meeting and two extraordinary meetings.  
The first of the extraordinary meetings was convened at the request 
of shareholders in possession of 3.3% of the share capital, and the 
second, as a result of three motions excluded from the preceding 
extraordinary meeting because the board deemed that they were 
matters which, legally, came under its competence.

Letter from the chairman

Letter from the chairman1
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The shareholders' meeting re-elected Laureano Roldán Aguilar 
and Eduardo Sánchez Morrondo, under the classification of “other 
external directors”, and myself as executive director and appointed 
Lourdes Vega Fernández, who replaces Ramón Blanco Balín, and 
Jordi Dagà Sancho, who replaces Luis Fernández Goula-Pfaff 
as independent directors. Ms Vega Fernández is the first female 
member of Ercros' board of directors. Unfortunately, Mr Dagà 
Sancho died at the end of the year and, therefore, the board is in 
the process of adopting the resolutions necessary to fill the vacancy 
left. In the interim, the independent director occupies the vacancies.

The first phase of the Act Plan will be completed in 2017 with the 
stoppage and dismantling of the chlorine production plants which 
operate with mercury technology and the simultaneous entry into 
service of the expansion of the facilities with membrane technology, 
meeting at all times to the demand for the products of these plants 
(caustic soda and chlorine derivatives). This is our primary challenge 
for this year.

We expect the Company's activity level in 2017 to be similar to 
that of 2016. This forecast is supported by the fact that our main 
products continue to be in high demand and on our increased 
capacity to satisfy the volumes required thanks to the start-up of 
the activities envisaged in the Act Plan. Likewise, we expect the 
maintenance, or appreciation, of the dollar to continue to be a boon 
to the Company's results. On the other hand, the evolution of costs 
raises some doubt given that prices for the main raw materials and 
electricity and natural gas rose at the beginning of the year.

 
Antonio Zabalza Martí
Chairman and CEO of Ercros

Barcelona, 17 February 2017

Letter from the chairman1
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1. Organisational structure

The governing bodies of Ercros, S.A. (“the Company” or “Ercros”)  
are the general shareholders' meeting and the board of directors, 
and within the latter, the supervisory and control committees: 
the audit committee and the appointments and remuneration 
committee. The operational management body is Ecofin and  
the body which monitors and controls business performance  
is the management committee. 

a) General shareholders' meeting

In 2016 the Company held three general shareholders' meetings,  
the mandatory ordinary shareholders' meeting and two 
extraordinary shareholders' meetings. At each of the three meetings, 
Ercros paid a gross premium of EUR 0.005/share to shareholders 
present or represented.

(i) The ordinary shareholders' meeting

On 10 June the general shareholders' meeting was held. The agenda 
included, in addition to the mandatory or customary motions  
—approval of the financial statements, re-election of the external 
auditor, advisory vote on the directors' remuneration report, 
authorisation for acquiring treasury shares, delegation of powers 
to correct resolutions and the presentation of the Corporate social 
responsibility report for 2015— the following motions:

—  The re-election of Antonio Zabalza Martí as executive director 
and of Laureano Roldán Aguilar and Eduardo Sánchez Morrondo 
as “other external directors”.

—  The appointment of Jordi Dagà Sancho and Lourdes Vega 
Fernández as independent directors.

—  The number of members of the board of directors was set at five.

—  The amendment of articles 16 and 21 of the corporate bylaws 
and corresponding articles 9 and 12 of the shareholders' meeting 
regulations, respectively, in order to adapt or update their 
content to new legal provisions and established practices.

The ordinary general shareholders' meeting approved all of the 
motions contained in the agenda. There were 9,487 holders of 
81,792,010 shares in attendance at the meeting, representing 71.7% 
of the subscribed share capital with voting rights, of which 13.9% 
were present and the remaining 57.8% were represented.

(ii) The first extraordinary meeting

On 29 September, the first of the two extraordinary general 
shareholders' meeting was held. The meeting was convened at the 
request of shareholders representing 3.28% of the share capital in 
order to put to a vote of the shareholders several motions related to 
revoking the board of directors’ power to increase share capital and 
issue marketable securities.

Motions with the same content were the object of a request for an  
extraordinary shareholders' meeting by shareholders representing 
5.43% of the share capital on 15 January 2015. On that 
occasion, the board of directors recommended voting against 
the aforementioned motions due to the cash tensions which the 
Company, within the context of the general global economic 
crisis, was suffering at the time. When these motions were again 
proposed in 2016, the board argued that the general economic 
situation had improved substantially and the Company was in 
a radically different economic and financial situation. Thus, the 
board considered that the new motions presented by the group of 
shareholders were reasonable with regard to their purpose and were 
in line with the decision adopted by the board itself to not resort to 
the use of these financial instruments and, therefore, recommended 
that the shareholders vote in favour thereof.

The extraordinary general shareholders' meeting approved all of the  
motions contained in the agenda. There were 8,947 holders of 
81,623,176 shares in attendance at the meeting, representing  
71.5% of the subscribed share capital with voting rights, of which 
13.2% were present and the remaining 58.4% were represented.

In the request which led to the aforementioned extraordinary 
general shareholders' meeting being convened, the group of 
shareholders included three other motions which the board of 
directors resolved to exclude from the agenda because it deemed 
that they were matters which, in accordance with the Spanish 
Capital Companies Law, are within the board's competence.

(iii) The second extraordinary meeting

On 15 November, the second extraordinary general shareholders' 
meeting was held. The agenda contained the three motions that 
were excluded from the previous extraordinary meeting [see 
characteristic (ii) above].

Despite the explanations formally given to the proposing 
shareholders, the shareholders submitted a request to the 
Mercantile Registry for another extraordinary meeting to be 
convened in order to put the three excluded motions to vote.  
In order to resolve the situation and to avoid any potential damage 
which continuation of the conflict situation could cause the 
Company and its shareholders, the board of directors resolved  
to convene another extraordinary meeting.
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The three motions referred to the approval of a policy of 
shareholders' meetings attendance premium which would exclude 
extraordinary meetings and a reduction of the annual maximum 
amount which can be received by all directors to EUR 350,000 and 
to give instructions to the board to, in the event the Company 
made a profit in 2016, propose a dividend pay-out.

In a public announcement the board of directors recommended 
voting against the three motions which were rejected by the 
general shareholders' meeting.

There were 8,983 holders of 82,291,433 shares in attendance at 
the meeting, representing 72.1% of the subscribed share capital 
with voting rights, of which 15.7% were present and the remaining 
56.4% were represented.

b) Board of directors

On 10 June 2016, the ordinary general shareholders' meeting 
approved the re-election and appointment of Company directors 
and set the number of board members at five. Four of the directors 
belonged to the external category and, of them, two were 
independent. For the first time there is a female director.

The board of directors is organised as follows:

—  Executive director, Antonio Zabalza Martí.

—  Other external directors, Laureano Roldán Aguilar and Eduardo 
Sánchez Morrondo. The latter of the two is no longer an 
independent director because he belonged to this category  
for 12 consecutive years.

—  Independent directors, Lourdes Vega Fernández and Jordi Dagà 
Sancho, the latter of whom died on 26 December 2016. These 
directors replace, respectively, Ramón Blanco Balín and Luis 
Fernández-Goula Pfaff, who left the board upon completion  
of the mandate for which they were appointed.

The board of directors of Ercros, in their meeting after the 
aforementioned ordinary general shareholders' meeting, adopted 
the following resolutions:

—  To appoint Mr Zabalza Martí as chairman and Managing Director 
of the Company, occupying the same offices he held prior to his 
re-election as a director by the general shareholders' meeting.

—  To appoint Mr Dagà Sancho as coordinating director. 
Subsequently, on 9 November 2016, the board of directors 
appointed Ms Vega Fernández as the substitute coordinating 
director.

On 5 May 2016, the board of directors resolved, following a 
favourable report issued by the appointments and remuneration 
committee, to appoint Daniel Ripley Soria as non-director secretary 
of the board of directors to replace Santiago Mayans Sintes who 
left the Company upon his retirement.

In 2016 the board met on 15 occasions, 8 of which were in person, 
5 of which were conducted in writing without convening a formal 
meeting and 2 of which were held via telephone conference call. 
All of the directors attended 12 meetings and in the 3 remaining 
meetings, the absent directors delegated their votes to a  
non-executive director.

(i) Audit committee

As a result of the changes to the composition of the board of 
directors explained above, on 10 June 2016, following a report 
issued by the appointments and remuneration committee, the 
board appointed the members of the audit committee which is now 
comprised three directors, two of which are independent, including 
its chairman, in accordance with article 529 quaterdecies of the 
Spanish Capital Companies Law.

The audit committee is organised as follows:

—  The independent director, Mr Dagà Sancho, was appointed 
chairman to replace Mr Fernández-Goula Pfaff, who left the 
board when his mandate ended.

—  The independent director, Ms Vega Fernández, was appointed as 
a member to replace Mr Sánchez Morrondo, who was no longer 
classified as “independent”.

—  Mr Roldán Aguilar, who is classified as an “other external” 
director, was appointed as a member with the same position 
he held prior to being re-elected by the general shareholders' 
meeting.

As a result of Mr Dagà Sancho’s death, on 10 January 2017, the 
board of directors resolved to appoint Ms Vega Fernández as the 
chairwoman of this committee.

In 2016 the audit committee held 4 meetings, which were attended 
by all of its members. 

The internal audit service reports to the audit committee.  
On 15 July 2016, Xavier Álvarez García replaced Pedro Bienes Bonet 
as the head of this service who left Ercros due to the reorganisation 
of this department. Since 2012 Mr Álvarez García had been the 
deputy manager of the internal audit service.
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(ii) Appointments and remuneration committee

Also as a result of the changes to the composition of the board 
of directors and following a report issued by the appointments 
and remuneration committee, the board appointed the members 
of the appointments and remuneration committee which is now 
comprised three directors, two of which are independent, including 
its chairwoman, in accordance with article 529 quaterdecies of the 
Spanish Capital Companies Law.

The appointments and remuneration committee is organised  
as follows:

—  The independent director, Ms Vega Fernández, was appointed  
as the chairwoman to replace Mr Sánchez Morrondo, who was 
no longer classified as “independent”.

—  Mr Sánchez Morrondo, who is now classified as an “other 
external” director was appointed as a board member to replace 
Mr Fernández-Goula Pfaff, who left the board when his mandate 
ended.

—  The independent director, Mr Dagà Sancho, was appointed as a 
member to replace Mr Blanco Balín, who left the board when his 
mandate ended.

In 2016 the committee held five meetings, two of which were 
attended by all of its members and in the other three the absent 
director delegated his vote.

c) Ecofin

It is the body that ensures the implementation and follow-up  
of the agreements adopted by the board of directors, periodically 
monitors the evolution of business and approves the execution  
of the Groups's investments and financing.

It is comprised of the chairman-CEO, the general business and 
economic-financial managers and the general secretary. This body 
meets at least biweekly and whenever necessary.

d) Management team

It is responsible for monitoring business performance on  
a monthly basis.

It is comprised of the chairman-CEO, the general managers, the 
managers of the three divisions and the managers of the general 
secretary, administration, finances, sustainable development, human 
resources and IT. To the meetings of the management committee 
are invited different leaders of the Group, among them the 
commercial leaders of the main businesses

Throughout the year, this committee met 11 times.

Structure of the board of directors on 31-12-16 1

Director Position Type Committees Date of renewal

Antonio Zabalza Martí Chairman and CEO Executive — 10-06-16

Laureano Roldán Aguilar Director External Audit 10-06-16

Eduardo Sánchez Morrondo Director External Appointments and remunerations 10-06-16

Lourdes Vega Fernández Director Independent Audit and appointments  10-06-16 
   and remunerations 

Daniel Ripley Soria 2 Non-voting Secretary — — —

1  Mr Blanco Balín and Mr Fernández-Goula Pfaff resigned as directors of the Company on 10-06-16 on the expiration of the term for which they were appointed,  
being replaced by Ms Vega Fernández and Mr Dagà Sancho, respectively. 
Mr Dagà Sancho died on 26-12-16. At the time of writing this report, on 17-02-17, the board is in the process of filling the vacancy.

2 On 5-05-16, Mr Ripley Soria replaced Mr Mayans Sintes as non-director secretary of the Company.
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2. Industrial structure

The Ercros industrial group (“the Group” or “the Ercros Group”) is 
diversified into three business segments: the chlorine derivatives 
division, a strategic business unit whose common link is chlorine; 
the intermediate chemical division, focused on the chemistry of 
formaldehyde, the product from which the rest of its portfolio 
products are manufactured, and the pharmacy division, which 
manufactures active pharmaceutical ingredients (“APIs”) 

The Group has 11 production centres distributed throughout Spain.

3. Operation

a) Mission and principle

The general purpose of the Ercros Group is the consolidation of a 
solid and long-lasting industrial group, that contributes toward the 
wealth and wellbeing of the society in response to the trust placed 
in it by its shareholders and which enable it to fully develop the 
personal and professional capacity of those who form a part of it.

The Group's actions aimed at increasing its value are guided 
by three basic principles: (i) maximum safety for its employees, 
neighbours and facilities; (ii) absolute respect for the environment 
and (iii) satisfaction of the needs of its customers and total quality 
of its products.

b) Corporate strategy

The Ercros Group defines its business strategy according to 
multiannual plans that establish the measures to be adopted in 
order to increase productivity and efficiency of the Company’s 
resources.

Situation of the Group2

Chlorine derivatives

Intermediate chemical

Pharmacy

Cardona, Flix, Monzón, 
Tarragona, Sabiñánigo,  
Vila-seca I and Vila-seca II

Almussafes, Cerdanyola  
and Tortosa

Aranjuez

Caustic potash
Caustic soda
Chlorine
EDC
Hydrochloric acid
PVC
Sodium chlorate 
Sodium chloride
Sodium chlorite
Sodium hypochlorite 
TCCA
VCM

Formaldehyde
Glues and resins
Moulding compounds
Paraformaldehyde
Pentaerythritol
Sodium formate

Erythromycin
Fusidic acid
Fosfomycin

Chemical industry
General Industry
Derivatives manufacturing
VCM manufacturing
General Industry
Construction
Paper pulp bleaching
Chemical industry
Water treatment
Water treatment
Pool water treatment
PVC manufacturing

Derivatives manufacturing
Wood industry
Sanitary and electrical equipment
Resins
Paints
Tanning industry

Antibiotic
Skin infections
Antibiotic

Industrial structure

Divisions Centres  Products Applications
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The three major strategic long-term objectives of the Group are:

—  To create a chemical group with an international presence, 
efficient, sound and profitable.

—  To achieve productive, industrially integrated installations with  
a European dimension and placed in efficient locations.

—  To specialize its portfolio in products of high performance, that 
present greater comparative advantages for the Group and have 
a greater expectation of growth.

Act Plan

The Group's short and medium-term strategy to address (i) the 
change in technology brought about by the ban on the production 
of chlorine using mercury technology at the end of 2017 and  
(ii) on the same date, the discontinuation of activity announced by 
Ercros’ main chlorine customer is defined in the Plan for adapting 
to the change in technology (“Act Plan”) which encompasses the 
2016-2020 period.

The goal of the aforementioned plan is to safeguard the Group's 
profitability by (i) retaining the markets where it is currently 
present; (ii) reorganising its activity by closing the chlorine 
production plants which use mercury technology; (iii) expanding 
the capacity to produce chlorine with membrane technology  
—regarded as the best available technology— and (iv) increasing  
the capacity of other plants which currently operate at 100% of 
their capacity [see chapter 4.3 b)].

As reported in the financial statements for previous years’, the 
chlorine production plants are being closed due to the European 
Union’s ban on the use of mercury technology in chlorine and 
caustic soda production processes which goes into effect on  
11 December 2017. In the Group's case, this ban entails closing 
71% (213,000 t/year) of its current chlorine production capacity 
and affects the Flix and Vila-seca I factories. 29% of its remaining 
capacity (85,000 t/year) corresponds to the Sabiñánigo and  
Vila-seca I plants which operate with membrane technology.

This event coincides with the Group's main chlorine consumer's 
decision to close its MDI plant in Tarragona. Thus making the 
investment —estimated at around EUR 180 million— which would  
be required to convert all of the production capacity with mercury 
to membrane technology unnecessary.

The plan includes increasing the current chlorine production 
capacity with membrane technology by 80,000 t/year to 165,000 
t/year, in line with the demand forecast for 2018 and beyond. 
Expanding the plants which already operate with membrane 
technology is more cost efficient and profitable then converting 
old mercury plants given the lower marginal cost of expanding the 
already operative facilities in a modular and quick manner with 
additional fixed costs that are virtually zero. Once these steps are 

taken, the Group will have reduced its chlorine production capacity 
by 44%, although it will be using membrane technology in all of 
its production, which is more efficient and, therefore, the impact 
on chlorine production will only be 30%. Likewise, the change in 
technology will also entail significant savings (-40%) in electricity 
consumption due to increased efficiency and reduced production.

In addition, the plan includes activities which seek to increase  
the Group's manufacturing capacity: (i) of the products, the 
facilities of which are close to reaching 100% of their current 
capacity, as is the case with various active pharmaceutical 
ingredients, with TCCA for swimming pools and with products from 
the intermediate chemicals division and (ii) of chlorine derivative 
products the supply of which could decrease due to the general 
restructuring of the industry as a result of the ban on the use of 
mercury technology which will entail the elimination of a portion  
of the installed capacity.

The total investment required to implement the Act Plan is 
EUR 63.70 million (initially estimated at EUR 53.70 million, but 
subsequently increased by an additional EUR 10 million) with an 
average return period of two years. To finance the plan, the Group 
obtained credit facilities from the Ministry of Economy, Industry 
and Competitiveness amounting to EUR 27.84 million for a  
period of 10 years [see chapter 4.2 a) (i)]. The remainder (56.3%)  
is expected to be financed, mainly, with the funds generated by  
the Company itself. 

Once the Act Plan is fully implemented, its impact on ebitda is 
expected to be a net increase of EUR 8 million (it was initially 
estimated that the impact would be a EUR 5 million increase in 
ebitda, but the additional investment enabled the estimate to be 
increased to EUR 8 million) on an average ebitda for the cycle of 
EUR 43 million. This estimate is based on the expectation that the 
activities of the Act Plan will lead to a gross increase of ebitda of 
EUR 28 million, EUR 8 million more than the EUR 20 million which 
the Group calculates will be lost due to lower chlorine production 
and the termination of the contract with its main consumer.

At 2016 year-end the Group was unable to estimate, and 
therefore provision, the cost for adjusting its production structure, 
dismantling and, if necessary, the environmental remediation of  
the land where the plants which are going to be closed are located.  
On the other hand, to the extent that it expects to offer 
redeployment options for the majority of its staff affected, the final 
cost will depend on the number of workers who ultimately avail 
themselves of this option.

Likewise, the Group has hired an external consultant to search for 
companies interested in occupying the land which will be vacated 
at the Flix factory in order to offset, to the maximum extent, the 
impact of the measures which must be adopted on employment. 
To that end, it has the collaboration of the Regional Government 
of Catalonia, the Municipal Council of Flix and the union 
organisations.
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The new Ercros Group which will emerge after the Act Plan will 
continue to be present, or even increase its presence, in the markets 
where it is currently active and will have a more balanced customer 
portfolio oriented toward products with greater added value. In 
addition to being less dependent on electricity and products related 
to chlorine, it will also reduce the current sensitivity of its ebitda to 
the economic cycle. The Group, in addition to continuing to have 
little debt, will have renovated efficient and competitive plants 
which are well positioned with respect to their markets and the 
accessibility of their inputs.

c) Business model

(i) Chlorine-caustic soda chain

Chlorine is the common denominator of the chlorine derivatives 
division. Chlorine and caustic soda are obtained simultaneously 
in the same production process using sodium chloride (common 
salt) dissolved in water (brine) and electricity, in a ratio of 1 ton of 
chloride to 1.1 ton of caustic soda. This combination is known as 
the electrochemical unit (“ECU”).

Caustic soda is a highly reactive basic chemical product used widely 
in the industry, demand for which is growing at a rate of 1.5 times 
GDP growth. The margin for caustic soda, a product marketed 
worldwide, is determined by the price of electricity which represents 
50% of the production cost of the ECU.

For safety and economic efficiency reasons, the majority of chlorine 
produced is consumed in the same location since it is obtained 
in gas form and is also highly reactive. Two thirds of the chlorine 
produced by the Group is consumed internally to manufacture 
derivative products of these derivative products the main product  
is PVC which, in turn, is the main chlorine derivative worldwide.

PVC is a thermoplastic in high demand across the globe. Compared 
to other ethylene derivatives, it has the advantage of being 
comprising, in part, chlorine (chlorine represents approximately 
60% of PVC’s weight), making it the plastic which is least 
dependent on ethylene.

PVC performance is linked to that of construction, its main market.  
The margin for this product is determined by the price of ethylene, 
which represents around 55% of its total costs. However, to 
understand the ultimate profitability of PVC the ECU must be 
considered as a whole, calculating both the income and the expenses 
arising from the manufacture of PVC as well as those of caustic 
soda which is co-produced with the chlorine included in the PVC.

The short and medium-term challenge of the chlorine derivatives 
division is to increase the combined margin of PVC, its associated 
caustic soda and the other chlorine derivatives against a backdrop 
of electricity prices which are not competitive at the European  
level and tackle the change in technology in the production of 
chlorine and the closing of the plants which use mercury cells 
before 2018 [see subsection b) above].

As stated earlier, the primary raw material used by the chlorine 
derivatives division is electricity, the cost of which is set based on 
the auction price at the daily energy auctions carried out by the 
company Red Eléctrica de España (“REE”) to which the regulated 
costs must be added. Although the caustic soda market is European, 
the electricity costs for production belong to the Iberian market 
and, therefore, electricity is a component which affects the Group’s 
competitiveness.

In addition, the Group receives remuneration for the interruptibility 
services it provides REE, consisting of the option this company has to 
interrupt the supply of electricity to the Group in cases in which the 
production and demand of electricity makes it necessary. The amount 
paid by REE for the interruptibility service is set annually through an 
auction which occurs prior to the start of the calendar year. 

As regards ethylene, the other important raw material for this 
division, its price is determined by crude oil prices, as well as the 
availability of ethylene in the Eurozone Normally, fluctuations in  
the price of ethylene are passed on to PVC customers.

PVC production may also be carried out in part using an 
intermediate product, EDC, which already includes ethylene and 
chlorine. In fact, in the production of PVC, Ercros uses EDC produced 
internally and purchase EDC. The choice of one or the other option 
depends on several factors: (i) the cost of electricity, (ii) the cost of  
ethylene, (iii) the cost of purchased EDC and (iv) the availability 
of chlorine. In accordance with the situation of each one of these 
factors, Ercros decides what is best option is at any given time.

On the other hand, the common salt from which the chlorine 
and caustic soda is obtained must be high-quality salt, free of 
impurities, particularly when membrane technology is used. The 
Group is working to obtain the purest salt possible in order to 
optimise its production costs.

PVC production entails high levels of thermal energy consumption, 
obtained primarily from natural gas. Natural gas prices are 
determined by crude oil prices and the euro/dollar exchange rate.

2 Situation of the Group
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(ii) Formaldehyde chain

Formaldehyde is the main product of the intermediate chemicals 
division and its primary raw material is methanol. Procurement 
of methanol represents around 36% of the division’s total costs. 
Normally, fluctuations in the price of methanol are passed on  
to customers, and thus, the Group seeks to maintain its margins, 
regardless of the evolution of the price of this raw material.

79% of the formaldehyde produced is used to manufacture 
derivatives, both liquid and solid. The latter, which represents  
69% of the business' billings, has greater added value than liquids 
and its market is global with exports representing 88%. Liquid 
products, due to their water content and, therefore, greater 
transport costs, have a smaller market, limited to a radius of 
between 800 and 1,000 km from the production centre.

Solid products are used to manufacture resins, lubricants, paints, 
varnishes and high-performing lacquers, as well as electrical and 
healthcare components. The margin for this group of products 
benefits from recognition by the market of its quality and the 
know-how applied in its production.

The challenge faced by this business is to remain a global leader 
as a result of the higher quality of its products with respect to 
the competition's products, mainly from Asia, while maintaining 
its competitiveness. The fact that sales in dollars almost double 
purchases made in dollars makes this businesses' margin very 
sensitive to the euro/dollar exchange rate.

The intermediate chemicals division's short and medium-term 
strategy is to search for new markets to absorb the larger volume 
of products offered as a result of having increased the production 
capacity of the pentaerythritol plants at the Tortosa factory and  
of the moulding compounds plants at the Cerdanyola factory.

(iii) Active pharmaceutical ingredients

The pharmaceuticals division’s activity is focused on producing  
raw materials and APIs, from the antibiotic, antiulcer and antifungal 
family. The division is also specialised in preparing bespoke active 
and intermediate ingredients for customers.

In the pharmaceuticals division, sales in dollars have a significant 
impact on revenue (43.6%). This, coupled with the fact that sales  
in dollars almost double purchases in dollars, causes fluctuations in 
the euro/dollar exchange rate to have a significant impact both  
on the volume of sales and the division's margin.

This business' main long-term challenge is meeting the quality 
demands made by its customers and regulatory bodies, developing 
new products, increasing its presence in new markets and 
withstanding competition from China and India.

The pharmaceutical division's short and medium-term strategy is to 
make better use of the fusidic acid and erythromycin fermentation 
plant and the sterile products plant, the production capacity of 
which was renovated and increased recently, and to increase the 
capacity of the synthesis products plant.

d) Competitive situation 1

Ercros is a leader in the main markets where it has a presence and 
supplies a wide variety of industries: chemical, construction, wood, 
paint, food, pharmaceuticals, electrical material, water treatment, etc. 

The Group exports nearly one half of its sales (48.9%) and markets 
these in 104 countries, mainly in the European Union.

The products of the intermediate chemicals and pharmaceuticals 
divisions represent a significant percentage of the global market. 
In terms of paraformaldehyde and pentaerythritol, Ercros is ranked 
first in the global market. It is also a leader in the fusidic acid and 
fosfomycin market.

In Europe, it leads in sales of trichloroisocyanuric acid (“TCCA”) 
and in Spain it leads in sales of sodium and potassium hydroxide, 
sodium chlorate, sodium chlorate, formaldehyde, pentaerythritol 
and moulding compounds and is ranked second in the PVC and 
glues and resins market.

The size of the Group's competitors varies based on the business 
and the type of product marketed. The Group sells its products to 
more than 2,000 customers.

In the chlorine derivatives division, if we use the European caustic 
soda market as a reference, the Group is ranked ninth among 
producers, and has the same ranking in the PVC market. In both 
markets, the Group competes with large operators who are more 
vertically integrated.

Technology is one of the key factors for the competitiveness  
and continuity of this division. This is facilitated by the use of 
mercury free processes for manufacturing chlorine since the plants 
which still operate with mercury technology, which represent  
71% of the Group's current capacity, must stop production before 
11 December 2017.

Situation of the Group2

1  The figures provided in this section are from the calculations made  
by the Group itself.
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The other key factor which determines the competitiveness of  
this business segment is electricity. The aforementioned stoppage 
of the electrolytic plants which operate with mercury will entail a 
40% decrease in electricity consumption and, therefore, the Group's 
exposure to this cost, which significantly increased in recent years 
and exceeded the average cost of the majority of surrounding 
countries, will be reduced.

The Group expects to reduce its chlorine supply by 30% from 
2018. This reduction will only affect the sales of chlorine which are 
currently made to its primary customer which, on the same date, 
will end its contract with the Group [see chapter 5.1 a) (vii)].  
The Group will continue its operations in the other markets in 
which it operates.

e) Seasonal trends

In general terms, in the calendar year, the Group’s markets are more 
active during the second and third quarter, except for August. In 
recent years, the trend among customers of reducing orders at the 
end of the year as a result of Christmas holidays and the general 
desire to reduce their warehouse stocks at the end of the year has 
become more pronounced.

The products with the most notable seasonal shifts are those used 
for water treatment —sodium hypochlorite, sodium chlorite and 
TCCA— use of which peaks in the summer, and PVC, consumption  
of which is slower in the cold months of the year due to the 
stoppage in construction. Demand for other products is steady 
throughout the year.

Likewise, due to the electricity schedules, the production of chlorine 
and caustic soda is lower in the winter months when the number 
of hours with the higher electricity price increase and, thus making 
costs no longer competitive. Therefore, the production of chlorine 
and caustic soda and their associated products is greater in the 
middle quarters of the year. In any case, the cost of electricity  
each month is the factor which creates the most seasonality in  
the Group's results.

In an outlook for a multiple-year economic cycle, products from 
the chlorine derivatives division are the most cyclical. In the basic 
chemical industry, due to the high volume of products manufactured 
worldwide and the unequal growth of supply and demand, it is 
customary for two to five-year periods in which the supply and 
demand are balanced and the product profitability is adequate to 
alternate with other periods where the supply increases excessively 
with respect to demand, or demand falls causing an imbalance, 
ultimately eroding margins. Electricity prices have also been 
fluctuating significantly from year to year, causing the Group’s annual 
results to be cyclical, as was the case in 2016 compared to 2015.

In the past eight years, we have witnessed a significant drop in 
demand in the PVC market due to the crisis which led to excess 
product which had a very negative effect on its profitability. In 
2016, after several years of a reduction in the capacity, as well 
as the number of operators, a balance was once again reached 
between supply and demand and, therefore, the profitability of this 
product has improved noticeably. The obligation to stop chlorine 
production with mercury technology at the end of 2017 may give 
rise to an even greater reduction in the supply of PVC in Europe in 
cases in which operators decide not to convert or to only convert a 
small portion of their current facilities. 

f) Regulatory environment

The specific legal requirements for the industries in which the 
Group operates which have the greatest impact on its activity and 
its results are those related to the energy market, the safety and 
health of persons and environmental protection, and there have not 
been any significant changes thereto in 2016.

(i) Energy marked reform

The Spanish Government, having implemented the main milestones 
of the energy marked reform in recent years, did not implement any 
new regulatory developments in the energy market in 2016 which 
had a significant economic impact on the Group's activity. Nor are 
any expected at medium-term.

(ii) Polluted soil

Royal Decree 9/2005, establishing the list of potentially soil polluting 
activities and the criteria and standards for declaring polluted soil, 
requires industries to launch, if appropriate, a remediation project, 
subject to approval by the competent authority.

On 30 November 2016, the Group submitted to the competent 
authorities the characterisation studies for the last portion of 
the soil at the Flix factory which were still pending. Based on the 
studies, the authorities will determine the clean-up project which 
must be implemented [see characteristic (iii) below]. With this 
project, all of the industrial soil at the Flix factory will have been 
characterised and the environmental recovery projects for such land 
will have been determined.

Over the past year, the Group continued with its characterisation and 
remediation work on the soil at the Vila-seca I and Vila-seca II factories.

The remediation project for the El Hondón lands, where the former 
Cartagena factory was located, is in the process of being reviewed 
by the local authorities. It is also waiting for the local authorities 
to determine the financing for the portion it must assume of the 
project’s estimated cost (EUR 36 million).
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The cost of the execution of these projects has been provisioned 
in full, together with the costs, as third-party liability, for 
contamination of the Flix reservoir. These provisions are included 
under “Provisions and other current and non-current liabilities”.

(iii) Industrial emissions

Directive 2010/75/EU on industrial emissions (integrated pollution 
prevention and control), transposed into Spanish legislation through 
Law 5/2013, requires that the environmental permits be adapted at 
all centres to which it applies and requires that the best available 
techniques (“BAT”) be applied in production processes, within four  
years of publication of the conclusions from the reference documents 
on the best available techniques (“Bref”) applicable in each case. 

For electrolysis plants which use mercury cells (100% of the chlorine 
production capacity at the Flix factory and 71% of the current 
chlorine production at the Vila-seca I factory), this regulation 
establishes that the period for continuing to operate with this 
technology expires on 11 December 2017 [see subsection b) above].

In accordance with Directive 2010/75/EU, in June 2016, EU Decision 
2016/902 was published establishing BAT conclusions for common 
waste water treatment/management systems in the chemical industry, 
adaptation to which must be carried out prior to 9 June 2020.

Royal Legislative Decree 1/2016, of 16 December, consolidates into 
a single legal text the amendments made to Law 16/2002, of 1 July, 
on integrated pollution prevention and control and the provisions on 
industrial emissions contained in legislation with the power of law.

(iv) Greenhouse gas emissions

In accordance with the resolution from the Under secretariat of 
State for the Environment, of 18 November 2014, the Group has 
1.98 million of EUA (greenhouse gas emission allowances assigned) 
to it at zero cost for the 2013-2020 period, of which 247,280 EUA 
correspond to 2016 (251,915 EUA to 2015). 

In 2016 the Group received income from offsets related to emission 
rights amounting to EUR 2.08 million (EUR 1.90 million in 2015).

(v) Serious accidents involving hazardous substances

Royal Decree 840/2015, known as Seveso III, approving control 
measures for the risks inherent to serious accidents involving 
hazardous substances, requires the production centres to which it 
applies to have an up-to-date safety report, to periodically perform 
preventive inspections and simulations of serious accidents, 
implement a site emergency plan and investigate accidents which 
occur and report them to the authorities.

(vi) Reclassification of formaldehyde

On one January 2016 the new European classification of 
formaldehyde entered into force. As a result of this new 
classification, formaldehyde is now considered as a category 1B 
carcinogen (which includes products which may cause cancer, 
specifically, nasopharyngeal cancer) and a category 2 mutagen 
(which includes products which may be considered mutagenic for 
humans). This new classification is not a result of new studies, but 
rather a change in the classification criteria of the International 
Agency for Research on Cancer which forms part of the World 
Health Organisation.

As a result of this new classification and to adapt to the new 
requirements, the intermediate chemicals division has modified  
its production processes involving formaldehyde and, in uses of 
this product which are sensitive to this new situation, this division’s 
R&D department has developed new resins which meet the 
international requirements for reducing formaldehyde.

2 Situation of the Group
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Business performance and results

1. Analysis of business performance and results

a) Production

The Group's combined installations manufactured 2.05 million tons 
of products, 4.1% less than in 2015. This difference is explained, 
mainly, by the sale of the Palos de la Frontera factory and the Salina 
of Huelva on 2 June 2015.

This only affected the chlorine derivatives division which 
experienced a 5.2% drop in production, since the other two 
divisions performed positively between 2015 and 2016.

In the intermediate chemicals division, production increased  
2.1% due to strong demand for certain products and the division’s 
strategy of taking maximum advantage of the low cost of raw 
materials and energy prior to a change in trend.

Meanwhile, the 4.6% increase in the pharmaceuticals division was 
due to the entry into service of the new sterile products plant and 
the need to satisfy the increase in demand.

b) Sales

In 2016 sales amounted to EUR 602.54 million, down 2.5% from 
EUR 618.27 million in 2015.

By business segment, sales in the chlorine derivatives division 
increased slightly (+1%). The impact of the sale of the Palos de la 
Frontera factory and the Salina of Huelva —explained in subsection 
a) above— on billings for this division was offset thanks to the 
healthy performance of caustic soda and PVC, which increased sales 
both in terms of volume and price, as well as a more significant 
contribution mainly from marketed products. Thus, between 2015 
and 2016 billings for the chlorine derivatives division increased 
from EUR 385.11 million to EUR 389.09 million.

Billings for the intermediate chemicals division dropped 
significantly, specifically by 12.9%, from EUR 184.33 million in 2015 
to EUR 160.59 million in 2016. This drop is the result of passing 
on the lower prices of the division’s main raw materials, methanol 
and urea, to the prices of the finished products. This impact 
was partially mitigated by the fact that the majority of markets 
performed well (except Brazil and certain Asian countries such as 
India, Bangladesh and Pakistan, which had a negative impact on 
paraformaldehyde). The products which benefited most from the 
favourable economic environment were the polyols (pentaerythritol 
and dipentaerythritol) and the moulding compounds.

Once again, the pharmaceuticals division performed best, with  
sales up 8.3% to EUR 52.86 million (EUR 48.83 million in 2015).  
The consolidation of the volume of products sold enabled prices  
to be increased, which explains the increase in billings. In addition, 
the increased importance being taken on by the most expensive 
range of products, such as sterile fosfomycin, also had an impact. 
This product also benefited from increased production capacity as  
a result of the entry in the service of a new plant.

In 2016 the dollar/euro exchange rate continued to favour the 
sales volume, mainly, in the intermediate chemicals division and 
the pharmaceuticals division which conduct a larger number of 
transactions in this currency; although in comparison to 2015, the 
affect was neutral due to the stability shown in the average exchange 
rate between both years, as explained in subsection f) below.

In 2016, as in previous years, the product which contributed most  
to the Group's revenue was PVC. Sodium hydroxide ranked second 
in contributions to consolidated billings. These two products 
represent 31.4% of total sales.

The range of products which had the largest annual increase in 
sales was the fosfomycin family (37.5%) followed by erythromycin 
(36.1%), both of which are from the pharmaceuticals division. From 
the chlorine derivatives division, caustic soda ranked third (26.3%).

c) Expenses

In 2016 expenses amounted to EUR 561.34 million, down 5.6%  
on 2015. The most significant drop under expenses was that of 
supplies (-18%) which reflected lower energy costs: electricity  
and gas, the prices of which fell around 14%.

The reduction in supplies was accompanied by a drop, although 
more moderate, in the cost of procurements (-3.3%). In this case, 
the reduction was led by methanol, the price of which fell 31% and 
urea the price of which fell by 26.5%. 

Electricity, methanol and ethylene are the raw materials which 
have the greatest impact on the Group's costs. These three products 
represent 41.5% of the total amount of consolidated purchases 
and account for more than 35% of the total costs for the chlorine, 
formaldehyde, and PVC manufacturing processes, respectively.

Lower electricity costs had a positive impact on ebitda for the year. 
However, during the final months of the year the trend reverses and 
the cost of electricity reached record highs at the start of 2017. The 
remuneration for interruptibility of the electricity supply assigned 
in 2016 was similar to that of 2015 which, in turn, is similar to that 
assigned for 2017. The cost of electricity has a particular impact on 
the production of chlorine, caustic soda and chlorine derivatives.
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In 2016 the cost of natural gas also dropped substantially (34.9%), 
in this case as a result of the lower volume consumed, due to the 
stoppage of the combined heat and power plants, as well as the 
aforementioned fall in the price. As occurred with electricity, the 
change in the trend of oil prices observed at the end of the year 
also pushed the cost of natural gas upwards in 2017. The price 
of this supply particularly affects margins for the intermediate 
chemicals and PVC businesses.

Changes in the price of ethylene also had an impact on the cost  
of PVC production; meanwhile methanol affected the variable 
costs of the intermediate chemicals division. Unlike electricity, 
fluctuations in the prices of these two products are, for the most 
part, usually transferred to the price of the finished products, 
particularly in the second case, making it easier to maintain 
margins. So far, in 2017 both procurements are experiencing  
an upward trend.

Between 2015 and 2016, the percentage impact of procurements 
and supplies on the Group’s sales improved almost 3.5 percentage 
points from 65.3% to 61.8%.

“Other operating expenses” amounted to EUR 107.45 million and 
includes the costs incurred and the quantifiable expenses expected 
to be incurred for the dismantling of obsolete plants and ground 
treatment, as well as costs incurred for maintenance, leases  
of facilities and equipment, etc. “Other operating expenses”  
also includes an estimate of the economic contribution the  
Group will have to make to the Spanish Treasury amounting to  
EUR 4.17 million, since it made a profit in two consecutive years 
within the four years following its application for a collective 
redundancy procedure in 2013 which affected workers over age 50,  
in accordance with that established in Royal Decree Law 5/2013, 
of 15 March, on measures to promote the continuity of the 
professional career of older workers and promote active ageing.

Staff costs which amounted to EUR 81.82 million increased by  
2.5% with respect to 2015 due to the combined effect of, on 
the one hand, the reduction of the average workforce by 12 
people, mainly due to the sale of the Palos de la Frontera facilities 
mentioned earlier and, on the other hand, the 3.5% salary increase. 
The salary increase included a 2% recovery of which was pending 
from the salary freeze in 2010-2012. In 2016 the Ercros Group's 
average workforce was 1,357 persons.

In accordance with the efficiency improvement policy  
implemented, in 2016, if staff costs are excluded —which as we 
mentioned increased— the remaining fixed costs decreased  
by 6% with respect to 2015.

Sales by divisions 
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d) Results

(i) Consolidated profit

In 2016 the Group's margins and results improved significantly. 
Consequently, ebitda grew 78.6% from EUR 32.62 million  
in 2015 to EUR 58.25 million in 2016, a positive difference  
of EUR 25.63 million.

In both years, the ebitda to sales ratio increased from 5.3% 
to 9.7%, an improvement of nearly 4.4 points. In 2016 ebitda 
virtually reached the 10% target set by the Group in the Efficiency 
improvement plan (10%).

The decrease in amortisations (-2.5%) to EUR 19.37 million, 
together with the reversal of the impairment loss of certain  
assets, amounts to EUR 11.99 million [see characteristic (ii) below], 
allowed for significant improvements in EBIT, which was four times 
greater in 2016 than in 2015 going from EUR 12.75 million to  
EUR 50.87 million representing an increase of EUR 38.12 million.

Finance costs fell 28.9% in 2016, from EUR -7.65 million in 2015 to 
EUR -5.44 million in 2016, as a result of: (i) the reduction of debt; 
(ii) the lower average cost thereof and (iii) improved results as a 
result of accounting for investees using the equity method. In 2016 
there were no significant gains on exchange differences as was the 
case in the first quarter of 2015 due to the dollar's appreciation with 
respect to the euro. Thus, the exchange differences went from gains 
of EUR 1.65 million in 2015 to losses of EUR 0.12 million in 2016.

Given that the tax rate applicable to Ercros is 25% and the offset of 
tax losses was restricted to 25% in 2016, Ercros was able to lower 
its tax charge for 2016 by (i) applying tax benefits from prior years 
and (ii) recognising a deferred tax asset amounting to EUR 3.70 
million for the tax loss carry forwards which Ercros believes it will 
be able to offset in the coming four years. Consequently, income tax 
stood at EUR -0.15 million in 2016 (EUR +0.49 million in 2015).

All of the foregoing resulted in profit of EUR 45.16 million in 2016. 
In comparison to the previous year, profit in 2016 was more than six 
times that in 2015 with an increase of EUR 37.92 million.

Income statement

EUR MILLION

 Year Year Variation 
 2016 2015 (%)

Income 619.59 627.21 -1.2
 Turnover 602.54 618.27 -2.5
 Other operating income 4.38 6.37 -31.2
 Change in inventory  12.67 2.57 ×4.9 1

Expenses -561.34 -594.59 -5.5
 Procurements -270.22 -279.41 -3.3
 Supplies -101.85 -124.22 -18.0
 Employee benefits expense -81.82 -79.86 2.5
 Other operating expenses -107.45 -111.10 -3.3

Ebitda 58.25 32.62 78.6
Amortization expense -19.37 -19.87 -2.5
Reversal of the impairment  
loss of certain assets 11.99 0.00 —

Ebit 50.87 12.75 ×4.0 1
Finance costs -5.44 -7.65 -25.8
Exchange differences -0.12 1.65 —

Profit before tax 45.31 6.75 ×6.7 1
Taxes -0.15 0.49 —

Profit for the year 45.16 7.24 ×6.2 1

1 Multiplicative factor.

 
 
(ii) Results for the chlorine derivatives division

As stated in subsection b) above, the healthy performance of caustic 
soda, PVC and marketed products were the main reasons for the 1% 
growth in billings for the chlorine derivatives division between 2015 
and 2016, which otherwise was adversely affected by the sale of the 
Palos de la Frontera factory and the Salina of Huelva.

The increase in the sales volume and the price of caustic soda is 
related to the reduced availability of this product in the European 
market as a result of the stoppage of production plants which 
operate with mercury technology. In 2016 sales of marketed caustic 
soda also increased.

Margins for caustic soda and other chlorine derivatives benefited 
from low energy costs in 2016. In the case of PVC, lower EDC and 
ethylene prices, its main raw materials, also contributed.
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As a result, ebitda for this division improved significantly.  
In 2016 it was 2.4 times greater than in 2015, increasing from  
EUR 13.69 million to EUR 33.35 million, representing a difference  
of EUR 19.66 million.

In 2016 the impairment loss of certain assets in 2014 was reversed, 
mainly in relation to the Vila-seca II factory for EUR 11.99 million 
as it expects to consolidate the increased profitability of PVC which 
has occurred over the last two years.

This, along with the increase in ebitda, made it possible for this 
business to obtain profit for the year of EUR 29.44 million,  
EUR 33.71 million more than in 2015, when it obtained a loss  
of EUR 4.27 million.

(iii) Results for the intermediate chemicals division

In 2016, despite a significant reduction in revenue (-12.9%), 
margins for the intermediate chemicals division recovered 
significantly.

The reason for this is that it only partially passed on the lower raw 
material and energy prices to the price of the finished products 
which, in turn, was possible thanks to strong demand in the 
majority of its primary markets.

Between 2015 and 2016, ebitda for this division increase  
from EUR 11.84 million in 2015 to EUR 16.00 million in 2016, 
representing an increase of 35.1%.

This improvement was reflected in the profit for the year which 
stood at EUR 10.06 million, 45.4% higher than in 2015.

(iv) Results for the pharmaceuticals division

The pharmaceuticals division continued to improve its results  
in 2016. In comparison to 2015, profit for this business increased 
from EUR 4.32 million to EUR 5.80 million.

This difference reflects the increase in the division's ebitda  
which increased 25.5% between 2015 and 2016 to stand at  
EUR 8.90 million (EUR 7.09 million in 2015).

As stated earlier, billings for the pharmaceuticals division increased 
8.3% between 2015 and 2016 due to an increase in the price of the 
main products, the continuity of the volumes sold and the increased 
significance the portfolio's most expensive products are acquiring.

The pharmaceuticals division was able to continue improving  
its ebitda to sales ratio which increased from 14.5% in 2015  
to 16.8% in 2016.

Business performance and results3

Statement of comprehensive income by divisions

EUR MILLION

 Chlorine derivatives division Intermediate chemicals division Pharmaceuticals division

 Year Year Variation Year Year Variation Year Year Variation 
 2016 2015 (%) 2016 2015 (%) 2016 2015 (%)

Turnover 389.09 385.11 1.0 160.59 184.33 -12.9 52.86 48.83 8.3

Ebitda 33.35 13.69 ×2.4 1 16.00 11.84 35.1 8.90 7.09 25.5
Amortizations -12.52 -13.30 -5.9 -4.29 -4.03 6.5 -2.56 -2.54 0.8
Reversal of the impairment loss  
of certain assets 11.99 0.00 — 0.00 0.00 — 0.00 0.00 —
         
Ebit 32.82 0.39 ×84.2 1 11.71 7.81 49.9 6.34 4.55 39.3
Financial results -3.62 -4.66 -22.3 -1.64 -1.06 54.7 -0.54 -0.28 92.9
         
Profit/loss before tax 29.44 -4.27 — 10.07 6.75 49.2 5.80 4.27 35.8

Assets 301.06 284.26 5.9 209.43 179.40 16.7 49.69 48.02 3.5
Liabilities 216.20 228.15 -5.2 87.99 74.07 18.8 36.16 33.58 7.7
Investments in fixed assets 14.01 3.13 ×4.5 1 3.71 4.46 -16.8 3.31 2.76 19.9

1 Multiplicative factor.
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e) Geographical market

The drop in the Ercros Group's sales in 2016, down 2.5% on 2015, 
had a more significant impact on the domestic market (-3.2%) but 
was also felt in exports (-1.9%).

Sales in Spain, amounting to EUR 307.69 million, represented 51.1% 
of consolidated revenue. The remaining 48.9% corresponded to 
sales abroad, amounting to EUR 294.85 million.

For the second consecutive year, the most active market was that 
of the OECD, with an 8.2% increase in billings with respect to 2015. 
Sales of PVC in Turkey and active pharmaceutical ingredients in 
Turkey and Japan were the protagonists of this increase. The market 
encompassing OECD countries which do not belong to the EU 
represents 9% of the Group's total sales.

However, the most important geographic area for the Group is the 
European Union, which represents 27.9% of consolidated sales. This 
market increased slightly (1.1%) driven by an increase in sales in Italy.

12.1% of the Group's revenue was billed in the rest of the 
world. This area of the market experienced a significant drop off 
(-13.7%) with respect to 2015 do, mainly, due to lower sales in the 
intermediate chemicals division. The markets which performed most 
poorly were Brazil and Asian countries, the latter affected by slower 
growth in China.

The chlorine derivatives division sold 63.9% of its revenue in Spain. 
This market remained virtually stable (+0.2%), meanwhile sales 
abroad increased (+2.6%).

In the intermediate chemicals division, reduced billings affected the 
domestic (-16.9%) and the international market (-10.7%). The latter 
represented 66.4% of this division's revenue.

In the pharmaceuticals division, increased billings had a more 
significant impact on the Spanish market which grew 11.4% 
compared to the international market, which grew 7.9%. Exports 
represent 90.4% of sales for this business.

f) Exchange rate

In order to mitigate exchange rate risk, the Ercros Group attempts 
to balance its sales in dollars, with its purchases in this currency.

After the significant devaluation of the euro with respect to  
the dollar in 2015, in 2016 the relationship between the two 
currencies was very stable. The average exchange rate went from 
1.110 euros/dollar in 2015 to 1.107 euros/dollar in 2016.
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Despite the fact that in the comparison with 2015 the effect of the 
dollar was neutral, the near parity of this currency with the euro 
had a positive impact because it made the Group's products more 
competitive, while at the same time was beneficial for the return  
in euros on sales in dollars, improving profitability.

Sales in dollars amounted to DOL 85.98 million (DOL 94.38 million 
in 2015), representing 12.9% of consolidated sales (13.8% in 2015).

As regards purchases, those made in dollars amounted to  
DOL 52.61 million (DOL 35.10 million in 2015), representing 12.8% 
of the Group’s total procurements and supplies (7.9% in 2015).

The decline in sales in dollars and the increase in purchases  
in this currency led to a reduction in the Group's net exposure  
to the dollar, specifically the net sales amount less purchases in  
this currency in 2016 amounted to DOL 33.37 million compared  
to DOL 59.28 million in 2015.

The intermediate chemicals division and the pharmaceuticals division 
are the businesses with the most exposure to the dollar exchange 
rate due to the large number of sales made in dollars in relation to 
purchases made in this currency, in both cases almost double.

The following is a table summarizing the purchases and sales in 
dollars made by the Ercros Group:

 Year 2016 Year 2015

Sales in dollars (million) 85.98 94.38
Euro/dollar exchange 1.10 1.11
Equivalent in euros (million) 77.85 85.24

Purchases in dollars (million) 52.61 35.10
Euro/dollar exchange 1.11 1.11
Equivalent in euros (million) 47.49 31.70

Transactions net balance  
in dollars 33.37 59.28
Equivalent in euros (million) 30.36 53.54

 
The Group anticipates that at medium and long-term the dollar  
will appreciate against the euro given the policy of raising interest 
rates on which the Federal Reserve has embarked. With this in mind, 
the Group does not feel it is necessary to hedge its net exposure  
to the dollar.

2. Key indicators 

Indicators 1 Year 2016 Year 2015

Financing    
Liquidity 1.18 0.98
Solvency 1.13 0.98
Indebtedness 0.33 0.52
Debt coverage 1.26 2.80
ROCE (%) 15.04 4.16
Average collection period (days) 65.00 68.00
Average payment period (days)  62.31 70.70

Operating  
Production (TON million) 2.05 2.14
Added value (EUR million) 140.31 112.48
Productivity (EUR/person) 103,397.20 82,162.16
Gross margin/sales (%) 56.39 55.45
Ebitda margin/sales (%) 9.67 5.28

Stock exchange  
Quoted market value (EUR/share) 1.84 0.62
Capital value (EUR million) 209.92 70.28
EPS (EUR) 0.40 0.06
CFA (EUR) 0.34 0.12
PER 4.65 9.71
PVC 0.95 0.40

Social  
IF 2.97 1.67
Global IFG  4.85 3.03
Absenteeism 4.50 4.17
Emission rate 1,060 1,058
Direct emissions of CO2  
(TON million of equivalent CO2) 2 0.66 3 0.67
Quality certification activity (%) 100.00 100.00
Environmental certification activity (%) 100.00 100.00
Prevention certification activity (%) 100.00 100.00

1  The calculation formula and purpose of each indicator are described  
at the end of this chapter.

2  Direct and indirect CO2 emissions (scopes 1 and 2).

3  Pending external verification.

Business performance and results3
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3. Environmental issues

a) Objective

The Group's environmental management is aimed to prevent 
pollution and progressively reducing emissions and waste 
generated through the most appropriate treatments; to reduce 
the environmental impact generated by its activity, through the 
innovation of the productive processes, and to achieve a more 
rational use of energy, with the implementation of the most 
advanced technologies and the incorporation of improvements  
in the production systems. All this entails:

—  To reduce discharges into water and emissions into the air, 
especially greenhouse gas emissions, because of its effects  
on climate change.

—  To reduce and rationalize consumption of energy supplies and 
natural resources.

—  To decrease industrial waste, giving priority to its reduction  
and recycling, and ensuring it is appropriately treated.

—  To preserve biodiversity in the protected areas belonging to  
the environment of the industrial plants.

b) Available tools

The main tools to reach these objectives are: the sustainability 
management system and the Company’s sustainable policy that 
comes from it, and the manual developing this policy, as well 
as procedures and plans derived from it, voluntary agreements 
subscribed by the Group, mainly the Responsible Care programme 
of the chemical industry; training and sustainability committees.

The Ercros Group's sustainability policy provides the frame of 
reference that governs its actions in terms of sustainability and aims 
to protect people and the environment, as well as other mainstays 
such as product stewardship and costumers’ satisfaction. The 
sustainability policy is developed in the sustainability manual, which 
sets out the basic guidelines of the management system and from 
which general corporate procedures are derived, that are the basis 
on which the specific documents of each work centre are defined.

In addition, the Group has procedures to regulate the training of 
people working at its facilities; internal communication; awareness 
raising, consultation and participation of staff, and the filing of 
complaints regarding violations of the code of ethical conduct, 
the ethical channel procedure, among others. With regard to 
external stakeholders, the Group has a procedure that regulates the 
submission of reports, complaints and suggestions for improvement 
(customer attention line —“LAP”, the Spanish acronym for Línea de 
Atención al Público—).

The body responsible for ensuring sustainability is Ercros committee 
for sustainable development (“Cedes”).

c) Management and certification systems

The Group applies a sustainability management system, which is 
certified and verified annually by an accredited Company, based on 
the following environmental specific reference standards:

—  UNE-EN ISO 14001:2004 standard on environnemental 
management system. Since April 2009, all of the Group's industrial 
facilities have been certified in accordance with this standard.

—  The European eco-management and audit scheme (“EMAS”). 
Currently, all factories except Almussafes, Cerdanyola and Flix 
are registered. In 2016, the Aranjuez factory was again registered 
in this registry after a temporary suspension while some 
deficiencies are corrected.

In addition, the Group uses other management systems with an 
environmental impact in its productive facilities which are certified 
and verified annually by an accredited Company, based on the 
following standards:

—  UNE-EN ISO 14064-1:2012 standard on specifications for the 
quantification and declaration of greenhouse gas emissions. 
Certification under said standard has been in place since 2016 
and the Group's carbon footprint as an organisation is calculated 
based on its application.

—  UNE-EN ISO 50001 standard on energy management systems 
which has been implemented in the Vila-seca I, Vila-seca II, 
Sabiñánigo and Tarragona.

d) Achievements

The Group upheld its commitment to continually improving its 
environmental objectives with the following achievements in 2016:

—  The emissions rate remained at the same level as in 2015. Direct 
greenhouse gas emissions dropped significantly (12%) between 
2015 and 2016. The primary reason for this reduction was the 
stoppage of the combined heat and power plants and the entry 
into service of a new, much more energy-efficient boiler at the 
Tarragona Complex.

—  The entry into service of the new gas treatment plant at the 
Cerdanyola factory (bio scrubber) which led to a reduction 
in formaldehyde emissions and made it possible to meet the 
requirements for the integrated environmental permit.

—  Compliance with the Responsible Care programme was 99.4% 
(99.2% in 2015).
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e) Lawsuits and risks

The following are the new significant lawsuits and updates in 
relation to the main lawsuits pending resolution in 2016.

In relation to the Company:

—  On 2 February 2016, the Regional Government of Catalonia 
responded to the appeal for judicial review presented by Ercros 
in relation to the dismissal of the request for nullity of the 
approval of the non-substantial modification of the integrated 
environmental permit for the Inovyn plant in Martorell, related 
to the increase in the capacity of the mercury cells in the 
electrolytic process. Based on this response, on 3 May, Ercros 
submitted additional pleadings. Having presented the closing 
arguments, the Ercros is waiting for the court to set a date for  
a vote and the related decision.

—  On 19 May 2016, the environmental division of the State 
Prosecutor's Office notified Ercros that the administrative 
proceedings opened in relation to the allegedly unlawful acts 
with an environmental impact related to several of the Group's 
centres had been converted into a criminal investigation. On 
9 June, Ercros submitted a document to the aforementioned 
state prosecutor's office requesting that it be informed of the 
actions taken, as well as any future actions which may arise. 
The prosecutor's office refused Ercros' appearance indicating 
that, to date, there is no record that a specific crime has been 
committed.

—  In 2016 Ercros was sentenced to pay benefit surcharges for a 
lack of safety measures in three cases of exposure to asbestos. 
In addition, in June, Ercros paid EUR 80,000 to the heirs of a 
former employee for a claim seeking damages due to exposure 
to asbestos. In another claim related to asbestos exposure, Ercros 
was absolved. All of the persons related to these cases worked at 
factories which historically belonged to a Group company and 
which have either ceased activity or were disposed of at least  
25 years ago.

In relation to the Cerdanyola factory:

—  On 2 March and 20 October 2015, Ercros was informed of 
the imposition of two sanctions for serious breaches of the 
formaldehyde emissions limit at the Cerdanyola factory for a 
minimum amount of EUR 20,000 which Ercros paid. As yet, no 
evidentiary proceedings have begun for the appeal filed by the 
Company before the Superior Court of Justice of Catalonia on 
11 February 2014 in relation to the decision of the Regional 
Government of Catalonia which imposes a limit on the emission 
of formaldehyde of 20 mg/m3 at the Cerdanyola factory based 
on the fact that the regional and state regulations in force do 
not establish one.

  In relation to this complaint, Ercros began a second judicial 
review proceedings before the Superior Court of Justice of 
Catalonia in relation to the decision of the Secretary of the 
Environment and Sustainability of the Regional Government 
of Catalonia in relation to the non-substantial modification of 
the integrated environmental permit for the Cerdanyola factory 
consisting of the unification of the sources of emissions of gases 
into the atmosphere. As in the previous case, Ercros is appealing 
the limit on formaldehyde emissions included in the decision. 
Currently, Ercros is waiting for the court to set a date for a vote 
and the related decision.

In relation to the Flix factory:

—  On 24 March 2016, the Catalan Water Agency agreed to review 
the rate applicable for the water charge for industrial and similar 
uses for the first three quarters of 2015 at the Flix factory. On 
13 April, Ercros submitted pleadings requesting the proposed 
settlement be voided.

  On 2 February 2015, this agency upheld the appeal filed by 
Ercros in relation to the ex officio review of the water charge 
for the Flix factory corresponding to 2013, which used figures 
unfavourable for the Company to correct the charge. Several 
days later, the review for the 2014 charge was received which 
used the same criteria which caused Ercros to submit pleadings 
on 29 May 2015.

  On 20 May 2016, the Superior Court of Justice of Catalonia 
handed down a judgment dismissing the appeal for judicial 
review filed by Ercros against the ex officio review of the water 
charge for the Flix factory for 2011.

  On 28 December 2016, the same court partially dismissed  
the appeal for judicial review filed by Ercros against the  
Finance Board’s decision of 17 October 2013 dismissing the 
economic-administrative appeal filed by Ercros against  
the decision determining the water charge for 2012.

—  On 27 May 2016, Ercros filed an appeal against the decision of 
the Court of First Instance number 36, of Barcelona establishing 
that the judicial review courts have jurisdiction to hear the claim 
filed by Ercros for damages arising from the agreement entered 
into with Acuamed and the Flix Municipal Council, through 
which Ercros granted the use of its waste tip to this municipality. 
The appeal is pending a decision from the Barcelona Appellate 
Court which must decide if the dispute belongs in the civil 
courts, as Ercros holds or in the judicial review courts, as the 
other parties hold.

Business performance and results3
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In relation to the Tortosa factory: 

—  On 22 January 2015, Ercros filed a complaint with the 
administrative court against the Secretary of the Environment 
and Sustainability of the Regional Government of Catalonia, 
after the Superior Court of Justice of Catalonia partially 
dismissed the appeal for judicial review filed by Ercros in relation 
to the decision of the aforementioned administrative body, 
requiring a guarantee for waste management at the Tortosa 
factory and the imposition of new total organic carbon (“TOC”) 
limits at two emission sources as a condition for renewing 
the integrated environmental permit for said factory. On 18 
December 2015, Ercros prepared its closing statements while 
the administrative body against which the complaint was filed 
did so on 20 January 2016. The date for the vote regarding the 
proceedings has yet to be set and the decision has yet to be 
handed down.

In relation to the Palos de la Frontera factory (sold on 2 June 2015):

—  On 19 November 2015, the Department of the Environment and 
Regional Planning of the Regional Government of Andalusia 
opened, at the request of the State Prosecutor's Office, an 
investigation of Ercros related to an alleged environmental crime 
perpetrated between 2008 in 2015 at the Palos de la Frontera 
factory. Ercros presented the information in due time and form 
and, to date, has received no response from the authorities.

For all of these cases, provisions have been recognised for the 
amount that the Group considers there is a reasonable probability 
will be recognised by the court and, therefore, it will have to settle. 

The environmental risks inherent to the Group's activity are 
described in chapter 5.1 a) (i).

Of the environmental activities which Ercros must tackle, the land 
remediation carried out at the Flix, Vila-seca I, Vila-seca II, Palos de 
la Frontera and El Hondón (where the former Cartagena factory is 
located) factories are of particular note, as well as the recuperation 
project for the Terrera Nova waste tip in Cardona.

Ercros must also close the chlorine production plants which use 
mercury technology before 2018 [see chapter 2.3 b)].

f) Public incentives, grants and deductions

The expenses incurred by the Group for the protection  
and improvement of the environment in 2016 amounted  
to EUR 18.20 million (EUR 16.41 million in 2015).

In 2016, greenhouse gas emission allowances amounted  
to EUR 2.08 million (EUR 1.90 million in 2015).

At 2016 year end, the Group has incentives and tax credit carry 
forwards for investments in environmental protection accrued between 
2002 and 2006, totalling EUR 0.74 million (EUR 1 million in 2015).

4. Headcount matters

a) Management model

The Group has developed and consolidated a management model  
of the human team approved for all its work centres that is 
consistent with the industrial reality and the business environment 
in which it operates.

The objectives of this model are: (i) to enable men and women 
working in the Group to develop their human potential without 
limits and (ii) to adapt their level of training to business needs.

b) Headcount evolution

Between 2015 and 2016, the average workforce of the Ercros Group 
decreased by 12 people from 1,369 to 1,357. As of 31 December of 
last year, the workforce was 1,350 people.

c) Headcount structure

The reduction in the average workforce did not entail changes  
in the labour categories compared to 2015.

Technical staff represents 43% of the total average headcount; 
operators and junior officers, 42% and administrative staff,  
15%. Women perform mostly technical and administrative tasks.

d) Gender diversity and equal opportunities

Women represent 15% of the workforce, one percentage point 
higher than in 2015 due to the addition of six women to the 
average workforce in 2016, in the context of a reduction in a  
12 person reduction in the average workforce.

On 10 June 2016, the ordinary general shareholders' meeting 
approved the appointment of Lourdes Vega Fernandez as a 
Company director. This is the first time in history that a woman has 
been appointed to the board of directors of Ercros in accordance 
with that set forth in article 8.3 of the board regulations.

The Group does not discriminate on the basis of gender in the 
selection process, the salary policy or the functional policy. Even so, 
the presence of women differs from what is desired. It is expected 
that the implementation of the Equality plan and the generational 
change will facilitate the approach to gender parity.

Business performance and results
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The equality committee, comprised of representatives of the Group's 
management and the social partners, is responsible for promoting 
equality and non-discrimination within the Group and for ensuring 
that equality policy is implemented.

The Ercros Group fulfils the goal of 2% recruitment of personnel 
with a disability greater than or equal to 33%. This percentage  
is covered by (i) direct recruitment, in 2016 there were 15 people  
in this situation in the Group's workforce (14 people in 2015),  
and (ii) the recruitment of services to special employment centres.

e) Development, promotion and training

Training is an important part of the Group's activity. The areas 
which receive the most attention are prevention, the environment 
and personal and professional development.

During 2016, the Group coordinated 491 training actions, were 
attended by 5,716 people and entailed 34,936 educational hours 
(in 2015, 4,838 attendees were trained in 380 educational actions 
involving 28,798 teaching hours). Of these actions, 135 received a 
bonus through the Tripartite Foundation for Employment Training, 
(a Spanish state foundation which promotes employment) which 
were attended by 1,129 people with a total of 15,266 educational 
hours. The credit available for the bonus of training actions in the 
last year was EUR 165,789.04, of which 100% was used.

In 2016, each staff member who attended a course received an 
average of 27.75 hours of training (21.04 hours in 2015).

The Group has signed 21 agreements with educational centres 
to conduct employment training at its work centres. In 2016, 45 
professional training, undergraduate and graduate students availed 
themselves of this option.

f) Prevention

In 2016 the overall accident rate, which measures the number of 
accidents —with and without leave— of internal and external staff 
for every 1 million hours worked, was 4.85 (3.03 in 2015), with a total 
of 16 accidents, of which 12 led to medical leave. Between 2015 and 
2016, the number of accidents among own staff increased (from 6  
to 10), as well as personnel from contracted companies (from 4 to 6). 
In comparison to the overall accident rate for the last five years, this 
is 42.2% higher.

Absenteeism due to common illness was 4.5%, compared with  
4.2% in 2015.

Business performance and results3

Evolution of the average headcount 
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Distribution of the headcount by gender 
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Calculation formula and purpose of each indicator

Liquidity:
—  Calculation: current assets ÷ current 

liabilities.
—  Purpose: evaluate the capacity to 

meet payment commitments in the 
short term.

Solvency:
—  Calculation: (equity + non-current 

assets) ÷ non-current liabilities.
—  Purpose: evaluate to which extent 

non-current assets are financed with 
permanent resources.

Indebtedness:
—  Calculation: net debt ÷ capital used.
—  Purpose: evaluate the level of  

non-Group financing.

Debt coverage:
—  Calculation: net debt ÷ ebitda.
—  Purpose: evaluate the capacity  

to repay third-party financing  
in number of years.

ROCE:
—  Calculation: ebit ÷ resources used.
—  Purpose: evaluate the capacity  

of assets in operation to generate 
operating gains.

Average collection period:
—  Calculation: (average receivables in 

the year ÷ sales) × 365.
—  Purpose: evaluate the average of days 

between sales and total collections 
in the year.

Average payment period:
—  Calculation: (average payables in  

the year ÷ operating costs) × 365.
—  Purpose: evaluate the average of 

days between purchases and total 
payments in the year.

Production:
—  Calculation: volume of produced 

units.
—  Purpose: measure the number of 

physical units produces.

Added value:
—  Calculation: ebitda + personnel costs.
—  Purpose: measure the wealth 

generated by the Group.

Productivity:
—  Calculation: added value ÷ number 

of employees.
—  Purpose: measure each employee’s 

contribution to the generation of  
the Group’s added value.

Gross margin/sales:
—  Calculation: (income – supplies)  

÷ sales.
—  Purpose: evaluate the profitability  

of the Group’s product portfolio.

Ebitda margin/sales:
—  Calculation: ebitda ÷ sales.
—  Purpose: measure the proportion 

between sales and operating gains 
obtained.

Quoted market value:
—  Calculation: Ercros share quoted price 

at year end.
—  Purpose: know the value that  

the marked gives to each Company' 
share.

Capital value:
—  Calculation: quoted price at year end 

× number of issued shares.
—  Purpose: know the value that  

the marked allocates to the  
Group' equity.

EPS:
—  Calculation: profit for the year  

÷ number of shares.
—  Purpose: measure the earnings 

corresponding to each share.

CFA:
—  Calculation: operating cash flow  

÷ number of shares.
—  Purpose: measure the generated cash 

flow corresponding to each share.

PER:
—  Calculation: market capitalization  

÷ profit for the year.
—  Purpose: know how many times  

the profit per share is included in the 
Company's share price.

PVC or P/BV:
—  Calculation: market capitalization 

÷ equity.
—  Purpose: relate the Company’s 

value in the stock exchange to its 
underlying net book value.

IF:
—  Calculation: number of accidents 

with leave of own personnel  
× millions of worked hours.

—  Purpose: measure the ratio of 
accidents suffered by own personnel.

Global IFG: 
—  Calculation: number of accidents 

with or without leave of own and 
third-party personnel × millions  
of worked hours.

—  Purpose: measure the ratio of total 
accidents, with or without leave, 
suffered by all the people working in 
the Group’s factories, whether they 
belong to the Group or not.

Absenteeism:
—  Calculation: percentage of lost days 

÷ total theoretical days to be worked 
in the year.

—  Purpose: know the percentage of 
lost days due to non-occupational 
sickness.

Emission ratio:
—  Calculation: volume of most 

significant pollutants (air, water  
and waste), a factor that varies based 
on their danger.

—  Purpose: measure the evolution 
of the Company’s environmental 
behaviour.

CO2 emissions: 
—  Calculation: in accordance with 

standard UNE-EN ISO 14064-1:2012 
guidelines.

—  Purpose: measure the impact of the 
activity on climate change.

Activity with quality certification:
—  Calculation: percentage of centres 

with the ISO 9001 certification  
÷ total centres.

—  Purpose: know the stage of 
implementation of a quality 
management system in the Group.

Activity with environmental 
certification:
—  Calculation: percentage of centres 

with the ISO 14001 certification  
÷ total centres.

—  Purpose: know the stage of 
implementation of an environmental 
management system in the Group.

Activity with prevention 
certification:
—  Calculation: percentage of centres 

with the OHSAS 18001 certification  
÷ total centres.

—  Purpose: know the stage of 
implementation of an occupational 
risk prevention management system 
in the Group.

+ = added – = subtracted × = multiplied ÷ = divided
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Liquidity and capital resources4

1. Economic analysis of the balance sheet

For enhanced analysis and comparison, as a management tool, the 
Group conducts an economic analysis of the balance sheet, which 
is obtained by reclassifying certain figures on the consolidated 
statement of financial position in order to reduce the number of 
operating aggregates.

The changes in the balance sheet between 2015 and 2016 show 
an EUR 18.93 million increase in non-current assets as a result of 
increased investments made within the framework of the Act Plan, 
as well as a EUR 12.94 million increase in working capital, as a 
result a reduction in amounts payable to suppliers and an increase 
in inventories.

The EUR 43.95 million increase in the Group's total equity is the 
result of the profit obtained in the year. On the other hand,  
the EUR 17.77 million reduction in net financial debt is due  
to the cash generated from the Group's ordinary operations 
[see section 2 a) (i) below]. At 2016 year end, net financial debt 
amounted to EUR 73.46 million.

Economic analysis of the balance sheet

EUR MILLION

   Variation 
 31-12-16 31-12-15 (%)

Non-current assets 274.79 255.86 7.4
Working capital 63.53 50.59 25.6
 
Applied funds 338.32 306.45 10.4

 
Equity 219.83 175.88 25.0
Net financial debt 1 73.46 91.23 -19.5
Provisions and other borrowings 45.03 39.34 14.5
     
Origin of funds 338.32 306.45 10.4

1  All financial debts with non-bank entities are recognized in net financial debt. 
Additionally, apart from cash and cash equivalents, those deposits that guarantee 
debt commitments have been recognized as a decrease in the financial debt  
(EUR 26.43 million in 2016, and EUR 28.29 million in 2015). 

2. Liquidity

The Group manages its liquidity risk by using financial planning 
techniques. These techniques take into account the cash inflows 
and outflows from ordinary activities, investments and financing.

The Group’s objective is to maintain a balance between the 
flexibility, the term, and the conditions of the source of financing 
contracted based on the expected requirements at short, medium 
and long term.

The Group's financing is subject to compliance with obligations and 
financial ratios, which in 2016, were appropriately fulfilled.

The improved results entailed a change in the situation of current 
assets which, at 31 December 2016, were EUR 38.51 million higher 
than current liabilities, when at 2015 year end the reverse occurred, 
current liabilities exceeded current assets by EUR 4.34 million.

a) Main sources of financing

In 2016 the Group used the following financing sources:

(i) External

—  The factoring facility in euros with syndicated recourse,  
which allows it to finance it working capital up to a limit of  
EUR 102.15 million. At 31 December 2016, the balance drawn 
down against this facility was EUR 64.73 million, as compared to 
EUR 81.03 million in 2015. This reduction is due to the fact that 
the Group has less of a need for financing due to an increase 
in cash generation as a result of the healthy performance of its 
businesses. The interest rate applied is 1-month Euribor plus a 
spread of 3.5 points.

  The Group expects to renew its syndicated factoring facility in 
2017 since its income statement improved substantially in 2016 
and the Act Plan is perfectly defined and in the process of being 
executed. Alternatively, the Group could avail itself of other 
financial markets with similar costs and periods, such as the 
alternative fixed-income market (“MARF”) or to issuing bonds or 
other financial instruments.

—  The securitisation facility which provides an advance against 
accounts receivable in dollars up to a limit of DOL 12 million 
(equivalent to EUR 11.38 million at the time it was arranged), 
pursuant to the agreement reached with the Finacity 
Corporation on 9 May 2016 for the following three years  
(2016-2019). On 31 November 2016, DOL 6.90 million had been 
drawn down against this facility. The interest rate applied is  
Libor plus a spread of 3.5 points.
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—  The loans granted and paid out at 29 December 2016 by the 
Ministry of Economy, Industry and Competitiveness through the 
plans to promote competition amount to EUR 27.84 million, for 
which purpose a security deposit was arranged for EUR 3 million. 
These loans are allocated to partially financing the investments 
included in the final phase of the Act Plan. The interest rate is 
4.1% and the repayment period is 10 years with a grace period 
of 3 years.

—  The financing agreements with investment service providers 
amounting to EUR 2.36 million which bears interests at  
market rates.

—  The BIP credit facility with American Express for financing 
suppliers amounting to EUR 2.53 million.

The Group is confident that, as has been the case until now,  
if new investment opportunities arise at any production facility,  
in order to meet its expectations for growth, it could rely on 
suppliers or customers of the beneficiary products for financing.

(ii) Internal

—  Unrestricted cash flow from the businesses' operating activities 
which in 2016 was EUR 38.95 million (EUR 14 million in 2015). 
As stated in section (i) above, the significant increase in the 
funds generated by the businesses’ activity allowed drawdowns 
against the external financing facilities to be reduced.

With the financial resources obtained, the Group repaid financial 
debts and made interest payments for an aggregate amount of 
EUR 35.87 million (EUR 30.25 million in 2015) Thus, despite having 
drawn down against the new facility from the Ministry of Economy, 
Industry and Competitiveness, for EUR 27.84 million, the Group was 
able to reduce net financial debt by EUR 17.77 million between 31 
December 2015 and 31 December 2016 (EUR 8.29 million between 
2015 and 2014). In fact, the disbursement of the aforementioned 
EUR 27.84 million caused the Group's cash and cash equivalents to 
increase up to EUR 48.26 million at 31 December 2016 (EUR 21.62 
million to 31 December 2015). In 2017 the majority of this cash will 
be allocated to paying the investments of the Act Plan.

b) Restrictions on dividend distribution

In accordance with the syndicated factoring agreement  
[see subsection a) (ii) above] and the ICO loan agreement,  
the Group is prohibited from approving or making payments to  
its shareholders (directly or indirectly), in relation to dividends, the  
return of contributions in the case of share capital reductions, 
the distribution of any type of reserves, any other type of 
premium (except the shareholders' meeting attendance premium), 
remuneration or payment, including in the form of repaying the 
principal, interest payments, fees or any other item of any type  
of debt arranged with its shareholders.

However, when required, as was the case in 2016, when the  
board of directors has proposed a shareholder remuneration plan, 
the Group obtained the necessary waivers.

c) Level of borrowings

Between 31 December 2015 and 31 December 2016, the ratio of 
net financial debt to the sum of total equity plus net financial debt, 
which enables the Group's level of debt to be measured in relation 
to the resources available and, therefore, the Group's solvency, 
improved from 0.34 to 0.25 due to the reduction of its financial 
debt in 2016 and the increase of its shareholders' equity.

In this same period, the ratio of net financial debt to ebitda 
improved significantly from 2.80 to 1.26 as a result of the increase 
in ebitda between 2015 and 2016 and the decrease in net financial 
debt. A reduction which clearly reflects the significant improvement 
in the Group's ability to settle its debts.

The Group measures and analyses these ratios periodically and 
prepares future estimates for these ratios which is a key factor when 
determining its investment and divestment policy to reduce debt, 
pay dividends, return capital to its shareholders or issue shares.

The Group is confident that it will continue to reduce the level  
of debt in the coming years, thanks to: (i) the partial and selective 
disposal of assets not used in operations and (ii) the increase in cash 
flows from its ordinary operations. However, on a one-off basis,  
in 2017 and 2018 the financial debt will increase due to the external 
financing required to implement the investments contained in the 
Act Plan [see section 3 b) below].
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d) Default

In compliance with article 262 of the Spanish Capital Companies 
Law, at 31 December 2016, the average payment period to suppliers 
was 62.31 days (70.70 days at 2015 year-end), representing a 
decrease of 8.39 days between the two years.

At 31 December 2016, payments exceeding 60 days represented 
39% of all payments made (40.9% in 2015).

The Ercros Group expects that the cash generated from its current 
activities will enable it to continue reducing the percentage of 
payments which exceed 60 days in line with the reduction between 
2015 and 2016.

3. Capital resources

The Group manages its capital resources (i) applying a policy of 
financial prudence which takes into account the phase and duration 
of economic cycles and (ii) preserving the Group's capacity to 
perform its transactions by maintaining a high level of solvency so 
that it can provide adequate returns to its shareholders and benefits 
to other stakeholders, such as employees, customers, suppliers, etc. 

The capital volume is established based on the existing risks.  
The necessary adjustments are made to the capital, based on the 
changes in the economic conditions and the risks associated with 
the activity.

Between 31 December 2015 and 31 December 2016, total equity 
increased by EUR 43.95 million as a result of the positive impact  
of the profit obtained.

a) Firm commitments to obtain capital resources

There are no firm commitments to obtain new capital resources. 

b) Investments undertaken or which are mandatory

In 2016 investments amounted to EUR 21.03 million, compared 
to EUR 10.35 million in 2015. At 31 December 2016, there were 
investment commitments amounting to EUR 14.09 million  
(EUR 10.40 million in 2015).

The increase in the amount of investments made and committed  
is related to the launch of the first phase of the Act Plan [see 
chapter 2.3 b)].

The activities included in this plan represent an investment of  
EUR 63.70 million, within average return period of two years, and 
is expected to be executed in two phases: (i) the first phase, before 
chlorine production with mercury technology is stopped, covers the 
2016-2017 period, and entails investments of EUR 45.70 million and 
a positive impact on ebitda of EUR 22.40 million and (ii) the second 
phase, after chlorine production with mercury has stopped, covers 
the 2018-2020 period and entails investments of EUR 18 million 
and a positive impact on ebitda of EUR 5.60 million.

The primary investments included in the first phase are:

1. At the Vila-seca I factory (chlorine derivatives division):

—  The increase of the production capacity of sodium hypochlorite 
and hydrochloric acid, as well as the installation of new electrical 
equipment and a caustic soda concentrator. The expansion of 
the aforementioned plants is already underway as of the date  
of preparation of this report.

—  The 65,000 t/year increase in the capacity of the current chlorine 
production plant which uses membrane technology bringing 
this plants final capacity to 120,000 t/year (the current installed 
capacity is 55,000 t/year). 

  This figure exceeds the capacity increase initially planned  
by 35,000 t/year and represents an additional investment of  
EUR 10 million and an estimated improvement of EUR 3 million 
per year. Both figures are included in the total amount of the Act 
Plan and in the estimated increase in ebitda, provided above.

  With this investment, the Group will better cover its chlorine 
needs, thereby, reducing his need to import EDC to manufacture 
PVC. In any case, the industrial model is sufficiently flexible to 
allocate the chlorine produced to the most profitable use at any 
given time.

2. At the Vila-seca II factory (chlorine derivatives division):

—  The replacement of a PVC reactor with the resulting increase  
in production capacity.

3. At the Sabiñánigo factory (chlorine derivatives division):

—  The 15,000 t/year increase in the capacity of chlorine  
production with membrane technology bringing the production 
capacity with this technology to 45,000 t/year.

4. At the Aranjuez factory (pharmaceuticals division):

—  The increase in the production capacity of the fermentation and 
synthesis plants. The new fermentation plant is already  
in operation.

Liquidity and capital resources4
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The investments planned for the second phase are:

1. At the Sabiñánigo factory (chlorine derivatives division):

—  The increase in the capacity of the TCCA production plant for 
swimming pool water treatment.

2.  At the Tortosa and Cerdanyola factories (intermediate chemicals 
division):

—  The increase in the production capacity of the pentaerythritol 
and moulding compounds plants, respectively.

When this report was being prepared, the new hydrochloric acid 
and sodium hypochlorite plants at the Vila-seca I factory and the 
new fermentation plants at the Aranjuez factory were already  
in operation. Likewise, the Territory and Sustainability Department 
of the Regional Government of Catalonia had approved  
the modification of the integrated environmental permit for the 
Vila-seca I factory, a legal requirement in order to expand the 
chlorine production capacity of the electrolysis plant which uses 
membrane technology, coupled with the simultaneous stoppage 
of activity at the current electrolysis plant which uses mercury 
technology, in accordance with that set forth in the Act Plan.

The Group estimates that it will allocate EUR 44 million to financing 
the investments it plans to carry out in 2017. For the 2018-2020 
period, the Group anticipates annual capex of EUR 14 million. Both 
amounts include the activities included in the Act Plan and the 
ordinary activities to be carried out.

In order to finance the activities of the Act Plan, the Group has 
obtained credit facilities from the Ministry of Economy, Industry 
and Competitiveness [see chapter 4.2 a) (i)] amounting to  
EUR 27.84 million over a 10-year period. The remainder (56.3%)  
is expected to be financed, mainly, with the cash flow generated  
by the businesses' ordinary activities.

4. Contractual or off-balance-sheet obligations

The Group has no contractual or off-balance-sheet obligations 
which require significant financial resources.
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Risks and uncertainties5

1. Principal risks to which the Group is subject

The activity of the Ercros Group is associated with the existence of 
different types of risks, which are classified in different typologies 
following the criteria that the Group considers most appropriate for 
an efficient management thereof. In this sense, not all businesses 
present the same risks, although sometimes they share some. In 
general, the Ercros Group is subject to operational, financial and 
corporate risks.

The Group has the necessary governing bodies to supervise the 
development of the organization's overall strategy and to exercise its 
functions with the necessary efficacy, objectivity and independence. 
It also has procedures to identify, measure, evaluate, control and 
prioritize the risks to which it is exposed, and of management 
systems that define the control, monitoring and reduction or 
elimination of these risks.

Relevant risks are those that may compromise the achievement of 
the objectives of the business strategy, the maintenance of financial 
flexibility and the Group's solvency.

Many of the risks to which the Group is subject are inherent to 
the development of the activities carried out or are the result of 
external factors, so that these risks can be mitigated but cannot  
be completely eliminated.

Among the main risks which may affect the running of the Group, 
the following are worth noting:

a) Operational risks

During the course of carrying on its business activity, the Group is 
exposed to the following operational risks:

(i) Environmental risk

Although all of the Ercros Group's production centres have 
environmental management systems implemented which enable 
them to minimise the impact the industrial activity could have 
on the environment, in the performance of their business activity, 
the aforementioned centres are subject to risks which might cause 
environmental damage, such as the accidental emission of harmful 
substances or fires.

The Ercros Group carries out the corresponding official verification 
controls on its management systems and carries on its business 
activity in accordance with the emission limits set forth in the 
applicable laws, relevant licences and in accordance with the 
voluntary agreements it has signed. In addition, the Group has 
implemented indices to evaluate its overall emissions into the water 
and the atmosphere and waste generation, enabling it to verify the 
evolution of its environmental management.

The Ercros Group periodically reports on the reduction of emissions 
achieved in its industrial activity.

(ii) Risks related to changes in regulations

In recent years legal requirements have become more demanding 
and have given rise to significant changes in the chemical 
industry, in Europe, Spain and regionally. The Ercros Group makes 
a significant effort to adapt to this new legal framework and 
performs the activities and actions necessary to comply with the 
requirements set forth in the various regulations. Specifically 
legislation and regulations related to the safety of facilities and 
people, occupational health, environmental protection and the 
transport, packaging and manipulation of hazardous goods.

Certain of the rules, limits and procedures which affect the Group 
are in the process of being implemented and may change in the 
future. If this occurs, the Group will adapt to the new requirements. 
At this time, the Group does not expect this to have a significant 
impact on results.

On 11 December 2017, the legal period imposed by the European 
Union for the use of mercury technology for the production 
of chlorine in electrolysis plants ends. After that date, chlorine 
production must be carried out only with the best available 
technology, which does not include mercury technology. Currently, 
the chlorine production capacity using mercury technology 
represents 100% of the electrolysis plant at the Flix factory and 
71% of the electrolysis plant at the Vila-seca I factory. On 10 May 
2016, the Group presented its Plan for adapting to the change in 
technology (Act Plan), encompassing the 2016-2020 period, the 
objective of which is to safeguard profitability by retaining the 
markets where it is currently present and reorganising its activity 
after it closes the chlorine production plants that use mercury 
technology.

On 1 January 2016, the new European classification of 
formaldehyde went into force requiring production processes 
involving this product to be adapted.

(iii) Risk from complaints

The Ercros Group has a long history of industrial activity and some 
of its production centres are more than 100 years old. The Group 
has always complied with and adopted the legislation in force at 
all times, however, the new legal requirements established in recent 
years and their application, in certain cases retroactively, give rise 
to the risk that the Group may be affected by unlimited liability 
complaints for the cost of treating or remedying polluted soils and 
environments or compensation due to occupational diseases. 

Specifically, Ercros has complaints open for environmental pollution 
and has submitted soil remediation and landscape regeneration 
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projects to the competent authorities. For all of these cases, 
provisions have been recognised for the amount that the Group 
considers there is a reasonable probability will be recognised by the 
court and, therefore, it will have to settle.

On 30 November 2016, the Group submitted to the competent 
authorities the characterisation studies for the remaining soil at 
the Flix factory which were still pending. Based on the studies, 
the authorities will determine the clean-up project which must be 
implemented. The work performed to date entails the installation of 
more than 300 research wells making it possible to determine the 
impact that the past industrial activity has had on the soil, subsoil 
and groundwater at the factory and to define the specific clean-
up process. On 22 December 2016, the hydraulic confinement and 
correction project on the only portion of the land at the factory 
which was officially declared contaminated soil was concluded and, 
therefore, all of the land is now suitable for industrial use.

Since the beginning of 2016, the Group has received several 
complaints from former employees or their heirs in relation to 
exposure to asbestos. These complaints are in addition to those the 
Group is already facing for the same reason. These types of liabilities 
are not attributable to the Group's current management, nor do  
they relate to damage caused to current, active employees, rather, they  
are liabilities demanded as the universal successor of companies 
which have been defunct for many years and are not related in any 
way to current activities. The Group has recognised provisions for 
the amounts it expects could be claimable in the legal proceedings 
which are still pending resolution, arising from complaints requesting 
payment of damages for exposure to asbestos and benefit surcharges 
for a lack of safety measures for exposure to asbestos.

(iv) Risk of loss of competitiveness

The Ercros Group carries on its activity in a global environment,  
into which new competitors are continually entering, competitors 
who have benefited from looser regulations in their countries 
of origin, fewer environmental requirements compared to the 
European market, lower wages and energy costs and by measures  
in support of development. The cost differential in these countries  
is a decisive competitive factor when it comes to setting the final 
price of products. This situation is worsened by the fact that the 
Group's main products are commodities which are subject to  
stiff competition from emerging markets, such as India and China. 
Competition from these countries is one of the main risk factors  
of the intermediate chemicals and pharmaceuticals businesses.

The Group must compete in Europe —its main market after the 
Spanish one— against competitors, which benefit from lower 
electricity prices (in chlorine derivatives division, this can represent 
up to 50% of the cost of production) and which have a network of 
logistics infrastructure, such as, for example, railway transport with 
international track gauge, which facilitates and reduces the cost of 
transporting goods.

Against this backdrop, the Ercros Group is focusing its strategy on 
improving productivity, reducing costs, increasing the efficacy of 
operations and diversifying the business activity towards innovative 
products with greater added value.

However, what has been traditionally been a factor in the Group's 
loss of competitiveness, the euro/dollar exchange rate, particularly 
with regard to products from the USA and from countries which use 
this currency in business transactions, mainly emerging economies, 
has become a competitive advantage as a result of the dollar's 
appreciation against the euro during the last year.

(v) Risk of concentration and the cyclical nature of products

In general terms, the markets in which the Group operates are more 
active during the second and third quarter of the year, except for 
August. In recent years, the trend among customers of reducing 
orders at the end of the year as a result of Christmas vacation  
and the general desire to reduce their warehouse stocks at the end 
of the year has become more pronounced.

The products with the most notable seasonal shifts are those used 
for water treatment: sodium hypochlorite, sodium chlorite and 
chloroisocyanurates, use of which peaks in the summer, and PVC, 
consumption of which is slower in the cold months of the year 
due to the stoppage in construction. Demand for other products is 
steady throughout the year.

64.6% of the Group's activity revolves around the production of 
chlorine and its derivatives. Chlorine and caustic soda are produced 
in the same process; however, while chlorine, for safety and 
efficiency reasons is consumed practically in full in the production 
centre during the manufacture of chlorine derivatives, caustic soda 
is sold worldwide. The most significant product manufactured from 
chlorine is PVC, the performance of which is tied to the performance 
of construction. This fact confers an element of volatility on the 
price of caustic soda (a chlorine co-product) which has to be taken 
into account in the projections of for the Group's results.

As mentioned in section (ii) above, the closure planned for the 
electrolysis plants which use mercury technology at the end of 
2017, will give rise to a significant reduction in the production 
capacity of chlorine, caustic soda and their derivative products. 
The Group is working towards maintaining its presence in all of its 
markets and, therefore, the current level of service to its customers, 
in particular, customers of caustic soda, sodium hypochlorite, 
hydrochloric acid and PVC.

In any case, the Ercros Group estimates that the impact that this 
may have on the ebitda can be offset by the actions envisaged in 
the Act Plan, whose first phase is in an advanced stage of execution.
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(vi) Risk of dependence on raw materials

The Group is heavily dependent upon certain raw materials, the prices 
of which are subject to cyclical variations, and on occasions, may not 
be available in the quantities required or within the desired time.

The three main procurements and supplies —energy, ethylene and 
methanol— represent 41.5% of the total amount of consolidated 
purchases and more than 35% of the total cost of the chlorine, 
formaldehyde, and PVC manufacturing processes, respectively.

The Ercros Group attempts to pass the fluctuations in costs on to its 
products, however it is not always able to do so entirely, or when it 
is able to, there is often a certain delay.

The Group tries to mitigate this effect by signing stable agreements 
with the suppliers of the most volatile raw materials and by 
efficiently managing stock. Furthermore, it tries to negotiate supply 
agreements with its customers in which the prices are tied to the 
cost of the raw materials.

Therefore, with respect to the cost of electricity, the reform of 
the energy framework carried out by the Spanish Government 
in 2014 led to a significant change in the remuneration system 
for the interruptibility service and, therefore, the company Red 
Eléctrica Española pays large electricity consumers in order to allow 
it to interrupt the supply of electricity under certain conditions. 
According to the new system implemented, remuneration for each 
consumption point is set through auctions which are held once a 
year and is valid for the following year.

Furthermore, the price of the MWh consumed in the electrolysis 
plants is determined according to the daily electricity auctions, 
which are significantly influenced by the electricity generation 
structure, such that the price drops when electricity generation 
using renewable sources is high (wind and hydraulic energy) 
and rises when the contrary happens. This adds a component of 
uncertainty and variability to the energy costs borne by the Group.

However, the drop in total chlorine production, as well as that of 
the co-produced caustic soda, mentioned in section (ii) above, 
will lead to a 40% drop in electricity consumption in 2018 and, 
therefore, the Group will notably reduce its sensitivity to this cost 
which has increased significantly in recent years.

Gas, ethylene and methanol prices have continued to fall in 2016 
in line with the main raw materials, however, in the last months of 
the year, prices were on the rise and, to date, this upward trend has 
continued in 2017. 

In general, the Ercros Group can pass on the fluctuations in the 
prices of ethylene and methanol to its customers. However, that is 
not the case with the energies (electricity and gas). Consequently,  
a significant increase in the price of these products, as occurred  
at the start of 2017, affects the margin for the finished products 
and the Group's competitiveness and profit.

(vii) Risk of customer concentration

Although no customer represents more than 5% of the Ercros 
Group's billings, it is worth highlighting the importance of the main 
chlorine consumer, which consumes 30% of the chlorine produced 
by the Group. Currently, the Group has a contract with this customer 
for the supply of chlorine which ends on 30 November 2017.  
This client’s decision to close the MDI plant implicitly entails that 
the aforementioned supply agreement with the Group will not  
be renewed.

The loss of this customer will coincide with the end of chlorine 
production with the use of mercury technology. Therefore, the 
Ercros Group will reduce its production capacity and will have to 
restructure its activity [see characteristic (ii) above].

The Group does not expect the UK's exit from the EU to have  
a significant impact on its income statement.

(viii) Tax risk

The Group tries to minimise the tax risk arising from its activities.  
To that end, it strives to comply meticulously with its tax 
obligations, and avoids taking decisions based on aggressive 
or controversial interpretations of tax regulations. Nor does it 
attempt to plan its operations based on structures which attempt 
to minimise the tax charge through companies located outside of 
Spain. The Ercros Group receives advisory services from external tax 
advisors in order to comply with tax regulations and not assume 
risks in the interpretation of the regulations.

However, occasionally, the tax authorities use criteria for 
interpreting the regulations applicable to the activities carried  
out by the Group which give rise to discrepancies with the criteria 
used by the Group.

In this regard, on 30 May 2016, the technical office of the tax 
authorities notified the Group of the definitive tax assessment after 
their review of the tax exemption applied on the consumption 
of ethyl alcohol used to manufacture medicine in 2011 and 2012 
amounting to EUR 5.3 million. The Group filed an appeal before 
the Central Economic-Administrative Tribunal as a result of its 
disconformity with the aforementioned assessment. The Group 
expects a positive outcome and, therefore, has not booked any 
provision to settle the payment arising therefrom.

The Group is under review by the tax authorities in relation to VAT 
and tax withholdings and prepayments, for the period starting on 
February 2012 to December 2013 and in relation to income tax for 
2011, 2012 and 2013. Likewise, it has the last four years open for 
review for the other taxes applicable to it. The Company's directors 
and its legal advisers consider that a tax audit would not give 
rise to any tax contingencies of material amounts in the event of 
discrepancies in the interpretation of the tax legislation applicable 
to the Group's operations.
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b) Financial risks

In the normal course of operations, the Ercros Group is exposed to 
credit risk, market risk (interest rate risk and exchange rate risk) and 
liquidity risk.

Ercros' main financial instruments, other than derivatives, include 
syndicated factoring, the securitisation facility of accounts 
receivable in dollars, loans with public financial institutions, bank 
loans, credit facilities, financial leases, cash and short-term deposits.

The Group has no derivative contract in force for hedging the 
interest rate or exchange rate risk.

The Group's policy, maintained in recent years, is not to negotiate 
with financial instruments.

(i) Credit risk

Ercros has established a customer credit management policy and 
the exposure to default risk is managed in the normal course of 
business. Solvency assessments are carried out on all customers 
who require a limit greater than a certain amount.

Likewise, in certain sales, the Group requires the customer to deliver 
a letter of credit or a bank guarantee.

The Group has a credit insurance policy associated with the 
customers of the securitisation programme for receivables in dollars.

The Group's customer portfolio does not have a high concentration.

With respect to the Group’s remaining financial assets, such as cash 
and cash equivalents, credits, available-for-sale financial assets, 
the maximum exposure to credit risk is equivalent to the carrying 
amount of these assets at year end.

(ii) Market risk

Interest rate risk

External financing is based on syndicated factoring, the 
securitization programme for accounts receivable in dollars, loans 
with public financial institutions, credit policies with financial 
institutions and, to a lesser extent, loans subsidized by public bodies.

The interest rate is variable for the credit policies and some 
loans and is mainly referenced to the evolution of the Euribor 
plus a spread. The main loans with a fixed interest rate are: 
syndicated factoring, whose interest rate is Euribor +3.5 points; 
the securitization programme for accounts receivable in dollars, 
which is Libor +3.5 points and loans from the Ministry of Economy, 
Industry and Competitiveness, which is 4.1%.

In the current context of low interest rates —near zero— the Group 
does not anticipate risks related to a rise in interest rates due to 
the expansive monetary policy implemented by the ECB which 
foreshadows an extended period of low interest rates.

Exchange rate risk

See chapter 3.1 f) above.

(iii) Liquidity risk

Ercros manages liquidity using financial planning techniques. These 
techniques take into account the cash inflows and outflows from 
ordinary activities, investments and financing. Ercros’ objective is 
to maintain a balance between the flexibility, term, and conditions 
of the source of financing contracted based on the expected 
requirements at short, medium and long term.

The improved economic environment in Europe and the low cost 
of raw materials and energy has allowed Ercros, for the second 
consecutive year, to end the year with a profit. This profit provided 
it with the liquidity necessary to meet its obligations in a timely 
manner and reduce, at the same time, its financial debt. The Group 
expects the situation to remain the same in 2017 and, therefore, 
does not expect to be exposed to liquidity risk in its transactions.

Ercros’ financing, through the syndicated factoring, is subject 
to compliance with a series of obligations and financial ratios, 
which at 2016 year end, were appropriately fulfilled. In addition, 
in the event the need arises, Ercros believes that it could use other 
complementary mechanisms to obtain one-off liquidity, such as 
the partial and selective disposal of assets not used in operations or 
share capital increases. 

Ercros expects to renew its syndicated factoring in 2017 since  
its income statement improved substantially in 2016 and the Act 
Plan is perfectly defined and in the process of being executed.  
In addition, the factoring has operated normally since the Group 
arranged it in 2011.

Alternatively, the Group could avail itself of other financial markets 
with similar costs and periods, such as the alternative fixed-income 
market (‘MARF’) or to issuing bonds or other financial instruments.

In relation to Law 15/2010, of 5 July, amending Law 3/2004, of 
29 December, establishing measures to combat late payment in 
commercial transactions, at 31 December 2015, the average payment 
period to suppliers was 62.31 days (70.70 days at 2015 year-end), 
representing a decrease of 8.39 days between the two years.

At 31 December 2016, payments exceeding 60 days represented 
39% of all payments made (40.9% in 2015).
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Risks arising in the year Circumstances which gave rise to the risks Functioning of the control systems

Risks related to changes in regulations Asbestos complaints The corresponding provisions have been recognised

Risks related to changes in regulations Declaration of formaldehyde The production processes and the products affected  
 as a carcinogenic agent by the restrictions established in the new regulations  
  have been adapted

Tax risk Assessment regarding the consumption Ercros has contested this assessment and expects  
 of alcohol for manufacturing medicine the tribunal to find in its favour

Governance risk Shareholder activism The board of directors has established  
  communication channels in order to channel  
  shareholders' demands and, when it has deemed  
  them applicable, it has addressed them

Ercros expects that the cash generated from its current activities will 
enable it to continue reducing the percentage of payments which 
exceed 60 days in line with the reduction between 2015 and 2016.

c) Corporate risks

(i) Governance risk

The Company is exposed to the activism of a group of  
non-controlling shareholders whose goal is to exercise influence 
over the Company's management, which could affect its 
governance. The activity of this group was reflected, mainly,  
in the convening of two extraordinary shareholders' meetings  
held in 2016 [see characteristics (ii) and (iii) of chapter 2.1 a)].

2. Risks arising in 2016
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Events after the reporting period6

a) New chairwoman of the audit committee

When this report was being prepared, the board of directors was 
in the process of filling the vacancy caused by the death of Mr 
Dagà Sancho. In the meantime, the independent director Ms Vega 
Fernández is acting as the chairwoman of the audit committee.

b) Treasury share purchase

See chapter 9.

The Group considers that it will maintain the same level of activity in 
2017 as in 2016 given the strength of demand for its main products 
and the Group's increased capacity to satisfy the volumes required. 

This expectation is based on a sales forecast calling for increased 
sales of caustic soda and chlorine derivative products due to the 
scarcity of supply on the European market arising from the closing 
of production plants which use mercury technology, and of PVC, 
sterile fosfomycin and fermented active pharmaceutical ingredients 
due to the increased availability of products as a result of the 
increased production capacity. The likelihood that the dollar will 
remain consistent or perhaps even appreciate will continue to be  
a boon to the Group's results. 

The scenario is more uncertain with regard to costs given the 
increases in the prices of raw materials, such as electricity and 
natural gas which we have been seeing in the first part of 2017.

The Group's main risk in 2017 is that arising from the stoppage and 
dismantling of the chlorine production plants which operate with 
mercury technology and the simultaneous entry into service of the 
expansion of the facilities with membrane technology, meeting at 
all times to the demand for the products manufactured in these 
plants (caustic soda and chlorine derivatives). In 2017 the Group 
recognised the provision necessary to settle the restructuring, 
dismantling and remediation costs arising from the discontinuation 
of mercury technology in the production of chlorine.

Foreseeable evolution7
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8 R&D activities

The Group's R&D activities have been focused on developing 
new products with greater added value and seek superior and 
sustainable production processes in order to minimise the 
environmental impact of its activity and obtain optimal efficiency 
with the best available techniques.

The Group operates its own R&D centres which provide service to 
the pharmaceuticals division (in Aranjuez), the chlorine derivatives 
division (in Sabiñánigo and Monzón) and the intermediate 
chemicals division (in Tortosa) and establishes collaboration 
agreements with universities and technology centres.

As part of the development of the ErcrosBio® range of products, the 
Centre for Technological and Industrial Development (“CDTI”) has 
approved a three-year collaboration programme in which the Group 
and two other Spanish companies are participants. In collaboration 
with the Institute of Chemical Research of Catalonia (“ICIQ”) 
and with assistance from the Technological Research Centres 
programme, the Group has continued developing new catalysts for 
the formaldehyde manufacturing process. In collaboration with the 
Business Information and Network Creation Centre (“CIRCE”), the 
Group is studying the use of hydrogen and CO2 to obtain methane. 
Lastly, the Group signed collaboration agreements with leading 
research centres in order to optimise the polyols manufacturing 
process.

In 2016, to finance its R&D activity, the Group availed itself of 
public assistance programmes which offer reductions on its Social 
Security contributions, tax deductions and re-industrialisation 
activities granted by the Ministry of Economy, Industry and 
Competitiveness.

In 2016 investments and expenses related to innovation and 
technology amounted to EUR 5.10 million (EUR 4.22 million in 2015).

Key projects

The following are the most relevant project carried out in 2016 or 
currently underway.

In the chlorine derivatives division: 

—  The new range of PVC resins which has a very high molecular 
weight and is being evaluated by potential customers and 
the development of operating criteria for the polymerisation 
reactors in order to optimise the type of pores and morphology 
of the PVC particle in order to satisfy the demands of new 
flexible uses with a high-quality surface.

—  The continuation of the programme for obtaining chlorine and 
potash through “zero-gap” membrane technology at the pilot 
plant.

—  A new activation for sodium chlorate anodes which reduces 
consumption of precious metals during the manufacturing 
process for the aforementioned product.

In the intermediate chemicals division:

—  The new range of resins for uses which require very low 
formaldehyde emissions and increased mechanical properties for 
the wood, furniture and insulation industry.

—  In the moulding compounds family, the new formulas to 
improve certain benefits, particularly for use in the electricity 
and healthcare industries. In this connection, it is worth 
mentioning the development of a new product which will be 
used in high-end healthcare products.

—  The increase in the production capacity of polyols and moulding 
compounds.

In the pharmaceuticals division:

—  The entry into service of the new sterile products plant.

—  The new process for extracting fusidic acid, which has  
enabled the Group to optimise the processing time and reduce 
the consumption of the extracting solvent.

—  The work to produce new fermentation products.

—  The laboratory growth tests for a new antibiotic which may be 
added to the industrial production in the future.

—  The tests to improve productivity and develop new fermentation, 
extraction and purification methods.
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9 Acquisition and disposal of treasury shares

Ercros did not acquire own treasury shares in 2016 and 2015.

The ordinary general shareholders' meeting held on 10 June 2016 
approved authorising the board of directors, within 18 months of 
the resolution and within the limits and requirements of article 146  
and related provisions of the Spanish Capital Companies Law,  
to acquire treasury shares, derivatively, directly or through Group 
companies.

Pursuant to this authorisation, on 10 November 2016, the board 
of directors agreed to implement a treasury share buy-back 
programme for a maximum amount of EUR 9 million up to a limit 
of 5% of the share capital (equivalent to 5.7 million shares at  
11 November 2016, the date the resolution was announced).  
The purpose of the programme is to retire the treasury shares 
acquired by reducing the share capital by the nominal amount 
thereof, following the resolution adopted for such purposes during 
the next ordinary general shareholders' meeting.

The shares are being purchased at market price in accordance 
with the price and volume conditions established in Commission 
Delegated Regulation (EU) 2016/1052 of 8 March 2016 and in 
the Company's internal code of conduct in relation to securities 
market matters. The buy-back programme will draw to a close on 
30 June 2017, although the Company reserves the right to end 
the programme earlier once it has acquired the maximum number 
of shares authorised, it reaches the maximum monetary amount 
allocated or another circumstance arises making it advisable.

On 17 January 2017, the Company announced the appointment  
of the investment services company Solventis A.V., S.A. as the main 
manager of the programme.

Within the framework of the treasury share buy-back  
programme, at the date of preparation of the consolidated  
financial statements, 17 February 2017, the Company had acquired 
1,562,403 shares, equivalent to 1.369% of the share capital for a 
total of EUR 3,949,567.72. 

The Company does not have any share options for its directors or 
employees, nor does it have any type of legal or bylaw restriction 
with regard to exercising voting rights or for the acquisition 
or transfer of shares. Likewise, it is unaware of the existence of 
any shareholder agreements that restrict or condition the free 
transferability of shares.
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Other relevant information10

1. Stock market information

a) Share capital performance

There were no changes to Ercros' share capital between 2015  
and 2016. At 31 December 2016, share capital amounted to  
EUR 34,225,941.30 and was represented by 114,086,471 shares  
of EUR 0.30 par value each. 

b) Share performance

Ercros ended 2016 with a capital value of EUR 209.92 million, three 
times greater that corresponding to 2015, which was EUR 70.28 
million. At 31 December 2016, the Company's share price reached 
EUR 1.84, representing a 197% revaluation with respect to 2015.

In line with 2015 year-end, during the first four months of the year, 
the performance of the Ercros share remained flat with respect 
to trading and share price. The outlook changed radically after 
the month of May when, in the wake of the first quarter results, 

performance began to improve. As a result, on 7 November,  
the share price reached its maximum price for the year of EUR 2.41 
per share, a level not reached in the last eight years.

On 22 July, a record was set for the year for the most shares traded 
in a single day, 4.70 million. The average trading volume for the year 
was 509,346 shares per day.

For the first time since 2009, the number of shares traded in the 
year exceeded the number of shares composing the share capital,  
in this case by a multiple of 1.15 (by a multiple of 0.81 in 2015).

c) Performance of the stock market indices

In 2016 the Ercros share was ranked fifth in terms of revaluation 
on the Spanish Stock Market. In comparison to the main indices, 
between 2015 and 2016 year end, Ercros had revalued 197%, while 
the Ibex-35 and the general index of the Madrid Stock Exchange 
("IGBM") fell 2%; the same percentage by which the industrial index 
for basic and construction materials ("ICNS") rose.

Main share-related parameters

 31-12-16 31-12-15 31-12-14 31-12-13 31-12-12

Shares on the stock market (million) 114.09 114.09 1 112.23 2 107.03 3 101.50 4
Capital value (EUR million) 209.92 70.28 44.12 50.27 40.60

Traded shares (million)
In the course of the year 130.90 92.91 63.72 65.49 34.55
Maximum in one day 4.70 5.92 1.48 1.66 1.21
Minimum in one day 0.02 0.02 0.01 0.02 0.01
Daily average 0.51 0.36 0.25 0.26 0.13

Traded volume (EUR million)
In the course of the year 187.86 55.99 31.35 32.13 18.62
Daily average 0.73 0.22 0.25 0.13 0.07

Share price (EUR)
Highest 2.41 0.86 0.58 0.61 0.74
Lowest 0.44 0.39 0.37 0.35 0.36
Average 1.44 0.6 0.49 0.49 0.53
Last 1.84 0.62 0.39 0.47 0.40

Frequency ratio (%) 100 100 100 100 100

Liquidity ratio (%) 101.15 81.43 56.76 61.89 34.04

1 Yearly average 2015 = 113.99 million shares.

2 Yearly average 2014 = 110.17 million shares.

3 Yearly average 2013 = 103.52 million shares.

4 Yearly average 2012 = 100.77 million shares.
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d) Dividend policy

Ercros does not have a formal dividend policy. 

In its meeting held on 17 February 2017, the board of directors 
resolved to propose to the general shareholders' meeting to pay a 
dividend of EUR 4.56 million, equivalent to a pay-out of 10% of the 
profit obtained in 2016 and EUR 0.04 per Ercros share held.

e) Credit rating

The Company has no record of any credit rating for the Group.

2. Significant events in 2016

a) General shareholders' meetings

In 2016 the Company held three general shareholders' meetings, the 
mandatory ordinary shareholders' meeting and two extraordinary 
shareholders' meetings. At the three meetings, Ercros paid a gross 
premium of EUR 0.005/share to shareholders present or represented 
for attending [see chapter 2.1 a)].

b) Changes to the board of directors and the committees

On 10 June 2016, the ordinary general shareholders' meeting 
approved the re-election and appointment of Company directors 
and set the number of board members at five. After this resolution, 
the board of directors was comprised an executive director, Antonio 
Zabalza Martí; two “other external” directors, Laureano Roldán 
Aguilar and Eduardo Sánchez Morrondo and two independent 
directors: Lourdes Vega Fernández and Jordi Dagà Sancho, the latter 
of whom died on 26 December 2016.

After the aforementioned ordinary meeting, the Ercros board of 
directors, appointed Mr Zabalza Martí as the Company's chairman 
and managing director and Mr Dagà Sancho as the coordinating 
director. Subsequently, on 9 November 2016, the board of directors 
appointed Ms Vega Fernández as the substitute coordinating 
director. Likewise, the board, in meeting on 10 June, appointed  
the members of the board's standing committees.

When the financial statements were being prepared, on 17 February 
2017, the board of directors was in the process of filling the 
vacancy caused by the death of Mr Dagà Sancho. In the meantime, 
the independent director Ms Vega Fernández is acting as the 
chairwoman of the audit committee.

On 5 May 2016, the board of directors resolved to appoint Daniel 
Ripley Soria as the non-director secretary of the board of directors 
to replace Santiago Mayans Sintes [see chapter 2.1 b)].

c) Treasury share buy-back programme and dividend pay-out

In its meeting on 10 November 2016, the board of directors 
approved a shareholder remuneration plan which includes  
a programme to buy back treasury shares for retirement, for a 
maximum amount of EUR 9 million, and a dividend pay-out with 
charge to 2016 profit [see chapter 9].

d) Significant shareholders and acquisition 
of shares by the chairman

At 31 December 2016, the shareholders Mr Casas Galofré,  
Mr Rodríguez Martín and Dimensional Fund Advisors had declared 
a significant ownership interest in Ercros, which combined 
represented 10.2% of the Company’s share capital, according 
to the public register of the Spanish National Securities Market 
Commission ("CNMV").

On 31 May 2016, the chairman of the Company, Mr Zabalza Martí, 
acquired 57,488 shares of Ercros which, in addition to those he 
already possessed, represent an ownership interest of 0.08% of the 
share capital.

e) Impact of the ban on the use of mercury 
technology and the Act Plan

On 20 January 2016, the Company reported a significant event  
in which it explained the impact of the ban on the use of mercury 
technology in the chlorine production plants and the closure of  
the MDI plant at the Tarragona factory of the main chlorine 
customer in 2018.

On 10 May 2016, Ercros presented its Plan for adapting to the 
change in technology (“Act Plan”) which includes investments 
amounting to EUR 63.70 million and the purpose of which is to 
reorganise the Group's activity after the closure of the affected 
plants and after its main customer halts its chlorine consumption 
[see chapter 2.3 b)].

f) Securitisation agreement with Finacity Corporation

On 9 May 2016, the Company announced the signature of  
the securitisation facility agreement with Finacity Corporation,  
for DOL 12 million (equivalent to EUR 11.38 million at the time  
of signature), for a three-year period (2016-2019), which provides 
Ercros an advance against accounts receivable in dollars  
[see chapter 4.2 a) (i)].

This new financing will help the Group perform the activities 
included in the Act Plan and supplements other already available 
financing.

Other relevant information10



41Other relevant information

3. Information on social responsibility

The Group has a corporate social responsibility (“CSR”) policy which  
was amended in 2016. This policy establishes the guidelines for  
sustainable development, gender equality, information and 
transparency and commitment to the social, employment, environmental 
and economic reality of its environment, among other matters.

Over the past year, the Company's internal code of conduct in 
relation to securities market matters was updated to adapt it to 
Regulation 596/2014 of the European Parliament and of the Council 
of 16 April, on market abuse and in the consolidated text of the 
Spanish Securities Market Act, approved by Royal Legislative Decree 
4/2015, of 23 October, and its implementing regulations.

Likewise, the ordinary general shareholders' meeting approved the 
amendment of the corporate bylaws and the general shareholders' 
meeting regulations in order to adapt or update their content 
to the new legal provisions and established practices, and the 
board of directors approved the policy on communicating with 
and contacting shareholders, institutional investors and voting 
investors; the policy for selecting directors and the policy of 
shareholders' meeting attendance premium. All of these documents 
can be found on the corporate website (www.ercros.es).

Currently, the Group is working on adapting it Code of ethical conduct 
and the ethics channel procedure, which establishes mechanisms by 
which reports can be submitted in relation to alleged violations of 
the rules included in the Code of ethical conduct, to the amendments 
introduced to the internal code of conduct in relation to securities 
market matters. In 2016 no reports were filed through the ethics channel.

Ercros has signed voluntary commitments with objectives that are more 
ambitious than those envisaged in the prevailing legislation, such as:

—  The Responsible Care programme in the chemical industry. 
In 2016 the Group's level of compliance with the 6 codes of 
management practices was 99.4% (99.2% in 2015).

—  The Global Compact promoted by the UN. The 2015 report 
presented in 2016 was classified as advanced.

—  Sustainability management systems (ISO 14001, ISO 14064,  
ISO 50001, ISO 9001 and OHSAS standards).

—  The corporate governance code for listed companies (“CGC”) 
approved by the CNMV. Of the 64 recommendations contained 
in the aforementioned code, 12 are not applicable, and of the 
remaining 52 recommendations, the Group complies with 50. 
Of the other two, one partially complies and the other explains 
the non-compliance. Consequently, in 2016 the degree of 
compliance with the recommendations of the CGC applicable  
to it was 96.2% compared with 92.3% in 2015.

—  The XVIII general agreement for the chemical industry  
for 2015-2016.

—  The Guidelines for applying CSR in the chemical and life sciences 
industry which serves as the basis for preparing the Corporate 
social responsibility report [see section 5 below].

—  The CDP questionnaire. This is a global independent 
organisation which evaluates the efforts made by businesses 
which seek solutions for and to mitigate the effects of global 
warning through disclosure and transparency. In 2016 the 
report issued by the Group obtained a C rating in the section 
regarding to the transparency of information and conduct with 
regard to climate change, among other matters.

—  The Ecovadis CSR rating, the goal of which is to improve 
businesses' environmental and social practices by taking 
advantage of the influence of global supply chains. In 2016 the 
Ercros Group improved its advanced rating by 11 points to obtain 
75 points out of 100 (64 point the 2015).

Over the past year, the Group carried out other social responsibility 
actions, such as: 1,099 meetings as part of the Improved dialogue 
plan in which 4,697 people participated; 2 volunteer campaigns  
in which internal and external staff were involved, which collected 
food that was distributed among social organisations and plastic 
caps in collaboration with solidarity projects through the Seur 
Foundation, respectively, and 20 open days and visits to the 
factories in which 626 people participated.

4. Corporate governance report

The Corporate governance report of the Ercros Group for 2016, 
which is part of the consolidated management report, is presented 
in a separate document and is also available on the websites of 
Ercros (www.ercros.es) and the CNMV (www.cnmv.es).

5. Corporate social responsibility report

The Group publishes a Corporate social responsibility (“CSR”) report 
which follows the Guidelines for applying CSR in the chemical and 
life sciences industry, promoted by the Business Federation of the 
Spanish Chemical Industry (“Feique”) In collaboration with Forética, 
which in turn includes the indicators required for the certification 
of an ethically and socially responsible management system 
according to the SGE 21:2008 standard.

The CSR report is audited by Bureau Veritas and in all its editions 
has been rated “excellent”. The report for 2015, which was 
presented in 2016, was the fourth one published following the 
aforementioned guidelines and the first one published annually.

The report is available on the corporate website (www.ercros.es).

10
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Consolidated statement of financial position1

EUR MILLION

Total assets 31-12-16 31-12-15

Non-current assets 305.62 284.72
 Property, plant and equipment  249.23 235.29
 Investment properties  30.92 30.92
 Intangible assets  5.86 6.54
 Investments accounted using the equity method  6.65 6.34
 Non-current financial assets  5.97 3.13
 Deferred tax assets  6.99 2.50
  
Current assets 254.56 226.96
 Inventories  72.01 57.85
 Trade and other receivables  102.13 113.50
 Other current assets  31.11 33.44
 Current tax assets 1.05 0.55
 Cash and cash equivalents  48.26 21.62

  
Total assets 560.18 511.68
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1

EUR MILLION

Total equity and liabilities 31-12-16 31-12-15

Total equity 219.83 175.88
 Equity of the parent Company 219.83 175.88
  
Total liabilities 340.35 335.80
 
Non-current loans  124.30 104.50
 Deferred taxes  58.81 42.77
 Non-current provisions  25.99 26.86
 Other non-current liabilities  35.08 30.79
 Non-current loans  4.42 4.08

Current liabilities 216.05 231.30
 Current loans 76.36 87.10
 Current portion of non-current loans 12.98 11.27
 Trade and other payables 106.85 115.56
 Current provisions 5.53 4.47
 Other current liabilities 14.33 12.90
  
Total equity and liabilities 560.18 511.68
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Consolidated statement of comprehensive income2

EUR MILLION

 Year 2016 Year 2015

Income  619.59 627.21
 Income from ordinary operations  602.54 618.27
 Other operating income  4.38 6.37
 Changes in inventory of finished goods and work in progress 12.67 2.57

Expenses -561.34 -594.59
Consumption of raw materials and other consumables -270.22 -279.41
Supplies -101.85 -124.22
Personnel expenses  -81.82 -79.86
Other expenses  -107.45 -111.10

Gross operating profit 58.25 32.62
Depreciation/amortization expenses -19.37 -19.87
Reversal of the impairment loss of certain assets (net) 11.99 —

Operating profit 50.87 12.75
Finance income  0.09 0.18
Finance expenses  -6.08 -8.06
Exchange differences (net) -0.12 1.65
Share of gains from associated companies  0.55 0.23

Profit before tax 45.31 6.75
Income/expense from income taxes  -0.15 0.49

Profit for the year 45.16 7.24

Other comprehensive income (net of taxes) — 0.20

Profit/loss for the year 45.16 7.44

Profit for the year attributable to:

Owners of the parent Company 45.16 7.24

Other comprehensive income (net of taxes) attributable to:
Owners of the parent Company — 0.20

Profit per basic and diluted share (EUR) 0.3958 0.0635
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Consolidated statement of changes in equity3

Ercros Group annual financial statements

EUR MILLION

      
  Other  Retained  Total  
 Capital reserves earnings equity

Balance at 31-12-14 33.68 140.80 -6.29 168.19
Transfer of 2014 accumulated gains — -6.29 6.29 —
Comprehensive income for 2015 — 0.20 7.24 7.44
Transactions with shareholders and owners:    
 Capital increase 0.54 0.21 — 0.75
 Shareholders' meetings premium — -0.43 — -0.43
Other concepts — -0.07 — -0.07

Balance at 31-12-15 34.22 134.42 7.24 175.88
Transfer of 2015 accumulated gains — 7.24 -7.24 —
Comprehensive income for 2016 — — 45.16 45.16
Transactions with shareholders and owners:    
 Shareholders' meetings premium — -1.21 — -1.21

Balance at 31-12-16 34.22 140.45 45.16 219.83
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Consolidated cash flow statement4

EUR MILLION

 Year 2016 Year 2015

A. Cash flow from operating activities (1+2+3+4) 38.95 14.00

1. Profit before tax 45.31 6.75

2. Adjustments to profit 18.19 30.87
 Depreciation and amortization expense 19.37 19.87
 Impairment losses  -14.23 2.90
 Changes in provisions 7.57 4.50
 Grants released to income -2.08 -1.90
 Losses from derecognition and disposals of tangible and intangible assets  -0.08 -0.75
 Finance income -0.09 -0.18
 Finance costs  6.08 8.06
 Exchange gains/losses 0.12 -1.65
 Share of profit of equity accounted investees  -0.55 —
 Other income and expenses 2.08 0.02

3. Change in working capital -13.24 -15.45
 Inventories  -11.75 -3.33
 Trade and other receivables  11.20 0.81
 Other current assets  3.56 0.35
 Trade and other payables  -10.97 -10.94
 Other current liabilities  — —
 Other non-current assets and liabilities  -5.28 -2.34

4. Other cash flows from operating activities -11.31 -8.17
 Interest paid -5.30 -6.83
 Interest received  0.32 0.19
 Dividends received  0.24 0.24
 Income tax payments  -6.57 -1.77

B. Cash flows from investing activities (6+5) -18.11 -5.20

5. Payments on investments -18.71 -9.15
 Intangible assets  -0.30 -1.78
 Property, plant and equipment  -18.41 -7.37

6. Proceeds from disposals 0.60 3.95
 Intangible assets  — —
 Property, plant and equipment  0.60 —
 Divestment in discontinued operations — 3.95
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4

EUR MILLION

 Year 2016 Year 2015

C. Cash flows from financing activities (7+8+9) 5.80 -7.07

7. Proceeds from and payments on equity instruments — 0.86
 Proceeds from issuance of equity instruments — 0.86

8. Proceeds from and payments of financial liabilities 7.01 -7.50
 Issues:  
  Long and short term loans (+) 37.58 15.92
 Repayment and redemption of:  
  Long and short term loans (–)  -30.57  -23.42

9. Dividends paid and payments on other equity instruments -1.21 -0.43
 Shareholders' meetings premium -1.21 -0.43

D. Net increase/decrease in cash and cash equivalents 26.64 1.73
 Cash and cash equivalents at 1 January 21.62 19.89
 Cash and cash equivalents at 31 December 48.26 21.62
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Consolidated statement of financial position1

EUR MILLION

Total assets 31-12-16 31-12-15 31-12-14 31-12-13 31-12-12

Non-current assets 305.62 284.72 292.57 309.43 331.21
 Property, plant and equipment 249.23 235.29 245.69 264.37 277.14
 Other non-current assets 56.39 49.43 46.88 45.06 54.07
     
Current assets 254.56 226.96 228.15 254.86 273.97
 Inventories 72.01 57.85 55.53 60.51 75.88
 Trade and other receivables 102.13 113.50 116.20 145.37 151.02
 Other current assets and cash  80.42 55.61 54.62 46.65 45.10
 Non-current assets held for sale — — 1.80 2.33 1.97
     
Total assets 560.18 511.68 520.72 564.29 605.18

 
Total equity and liabilities
     
Total equity 219.83 175.88 168.19 172.21 173.87
     
Non-current liabilities 124.30 104.50 100.28 123.91 128.81
 Long term loans 58.81 42.77 42.33 56.22 56.50
 Long term provisions  35.08 30.79 25.92 27.57 30.45
 Deferred taxes and other non-current liabilities 30.41 30.94 32.03 40.12 41.86
     
Current liabilities 216.05 231.30 252.25 268.17 302.50
 Short term loans 89.34 98.37 106.35 113.56 100.66
 Trade and other payables 106.85 115.56 130.07 137.29 169.86
 Provisions and other current liabilities 19.86 17.37 15.83 15.16 31.98
 Liabilities associated with non-current assets held for sale — — — 2.16 —
     
Total equity and liabilities 560.18 511.68 520.72 564.29 605.18
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Consolidated statement of comprehensive income

Historical data series

2

EUR MILLION

Items Year 2016 Year 2015 Year 2014 Year 2013 Year 2012

Income 619.59 627.21 606.80 624.21 699.08
 Turnover 602.54 618.27 603.67 624.97 677.53
 Other operating income and changes in inventories 17.05 8.94 3.13 -0.76 21.55
     
Expenses -561.34 -594.59 -592.36 -595.76 -683.77
 Procurements -270.22 -279.41 -287.80 -294.01 -340.28
 Supplies -101.85 -124.22 -117.00 -119.85 -136.05
 Personnel expenses -81.82 -79.86 -78.81 -80.14 -86.10
 Other expenses -107.45 -111.10 -108.75 -101.76 -121.34
     
Ebitda 58.25 32.62 14.44 28.45 15.31
Amortizations -19.37 -19.87 -18.89 -19.31 -18.19
Reversal of the impairment loss of certain assets 11.99 — -0.56 — —
     
Ebit 50.87 12.75 -5.01 9.14 -2.88
Finance costs -5.56 -6.00 -7.50 -10.14 -11.06
     
Profit/loss before tax 45.31 6.75 -12.51 -1.00 -13.94
Profit/loss for the year from discontinued operations  —  — 0.81 -3.43 —
Corporate income tax and non-controlling interests -0.15 0.49 5.41 0.68 1.81
           
Profit/loss of the year 45.16 7.24 -6.29 -3.75 -12.13
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Directory

Corporation

Headquarter
Av. Diagonal, 593-595
08014 Barcelona − Spain
E-mail: ercros@ercros.es
Tel.: +34 609 880 630 and +34 934 393 009
Fax: +34 934 308 073

Shareholders office
Av. Diagonal, 593-595
08014 Barcelona − Spain
E-mail: accionistas@ercros.es 
Tel.: +34 934 393 009
Fax: +34 934 308 073

Chlorine derivatives division

Headquarter
Av. Diagonal, 593-595
08014 Barcelona − Spain
E-mail: derivadosdelcloro@ercros.es
Tel.: +34 609 880 630 and +34 934 393 009
Fax: +34 934 308 073 

Basic chemicals
E-mail: quimicabasica@ercros.es
Tel.: +34 609 880 630 and +34 934 446 651
Fax: +34 932 321 460

Customer attention centre (“CAC”)
E-mail: cac@ercros.es
East zone:
Tel.: +34 902 518 100 and +34 934 446 682
Fax: +34 934 874 058
West zone:
Tel.: (+34) 902 518 400
Fax: (+34) 934 874 058
Export:
Tel.: +34 934 445 337 and +34 934 446 675
Fax: +34 934 873 445

Sales office in France
E-mail: ercrosfrance@ercros.fr
Tel.: +33 140 267 480

Plastics
E-mail: plasticos@ercros.es
Tel.: +34 609 880 630 and +34 933 230 554
Fax: +34 933 237 921

Customer attention centre (“CAC”)
E-mail: cac@ercros.es
Tel.: +34 934 446 687
Fax: +34 934 517 802

Water treatment
E-mail: tratamientoaguas@ercros.es
Tel.: +34 609 880 630 and +34 934 532 179
Fax: +34 934 537 350

Customer attention centre (“CAC”)
E-mail: cac@ercros.es
Tel.: +34 934 532 179
Fax: +34 934 537 350

Production facilities

Cardona factory
C/Els Escorials, s/n
08261 Cardona (Barcelona) − Spain
E-mail: cardona@ercros.es
Tel.: +34 938 691 125
Fax: +34 938 691 297

Flix factory
C/Afores, s/n
43750 Flix (Tarragona) − Spain
E-mail: flix@ercros.es
Tel.: +34 977 410 125
Fax: +34 977 410 537

Monzón factory
Carretera Nacional 240, Km. 147
22400 Monzón (Huesca) − Spain
E-mail: monzon@ercros.es
Tel.: +34 974 400 850
Fax: +34 974 401 708

Sabiñánigo factory
C/Serrablo, 102
22600 Sabiñánigo (Huesca) − Spain
E-mail: sabinanigo@ercros.es
Tel.: +34 974 498 000
Fax: +34 974 498 006
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Tarragona Industrial Complex

Tarragona factory
Polígon industrial La Canonja
Carretera de València, s/n
43110 La Canonja (Tarragona) − Spain
E-mail: complejotarragona@ercros.es
Tel.: +34 977 548 011
Fax: +34 977 547 300

Vila-seca I factory
Autovia Tarragona-Salou C-31 B, Km. 6
43480 Vila-seca (Tarragona) − Spain
E-mail: complejotarragona@ercros.es
Tel.: +34 977 370 354
Fax: +34 977 370 407

Vila-seca II factory
Carretera de la Pineda, Km. 1
43480 Vila-seca (Tarragona) − Spain
E-mail: complejotarragona@ercros.es
Tel.: +34 977 390 611
Fax: +34 977 390 162

Intermediate chemicals division

Headquarter
Av. Diagonal, 593-595
08014 Barcelona − Spain
E-mail: quimicaintermedia@ercros.es
Tel.: +34 609 880 630 and +34 934 393 009
Fax: +34 932 321 460

Customer attention centre (“CAC”)
E-mail: cac@ercros.es
Tel.:  +34 933 069 320/19/25  

and +34 934 445 336
Fax: +34 932 472 052

Sales office in China
E-mail: ercros@netvigator.com
Tel.: +85 231 494 521

Innovation and technology department
Polígon industrial Baix Ebre, carrer A
43897 Tortosa (Tarragona) − Spain
E-mail: quimicaintermediait@ercros.es
Tel.: +34 977 597 207
Fax: +34 977 597 095

Production facilities

Almussafes factory
Polígon industrial Nord
C/Venta Ferrer, 1
46440 Almussafes (Valencia) − Spain
E-mail: almussafes@ercros.es
Tel.: +34 961 782 250
Fax: +34 961 784 055

Cerdanyola factory
C/Santa Anna, 105
08290 Cerdanyola del Vallès  
(Barcelona) − Spain
E-mail: cerdanyola@ercros.es
Tel.: +34 935 803 353
Fax: +34 935 805 409

Tortosa factory
Polígon industrial Baix Ebre, carrer A
43897 Tortosa (Tarragona) − Spain
E-mail: tortosa@ercros.es
Tel.: +34 977 454 022
Fax: +34 977 597 101

Pharmaceuticals division

Headquarter and Aranjuez factory
Paseo del Deleite, s/n
28300 Aranjuez (Madrid) − Spain
E-mail: aranjuez@ercros.es
Tel.: +34 918 090 340
Fax: +34 918 911 092

Commercial department
E-mail: farmaciacomercial@ercros.es
Tel.: +34 918 090 344
Fax: +34 918 923 560
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