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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

To the Board of Directors and Shareholders of
Gerdau S.A.
Porto Alegre - Brazil

We have reviewed the accompanying condensed cdasadi balance sheet of Gerdau S.A. and subsidasie$ June
30, 2007, and the related condensed consolidaséensents of income, of comprehensive income anchsifi flows
for the three-month and six-month periods then dnded of changes in shareholder’s equity for tker®nth period
then ended. These interim financial statementsha&reesponsibility of the Company’s management.

We conducted our review in accordance with the dgteas of the Public Company Accounting Oversighair8lo
(United States). A review of interim financial amfation consists principally of applying analytigaocedures and
making inquiries of persons responsible for finahaind accounting matters. It is substantiallg liesscope than an
audit conducted in accordance with the standardiseoPublic Company Accounting Oversight Board (EhiStates),
the objective of which is the expression of an apinregarding the financial statements taken as halev

Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any nateniodifications that should be made to such coseén
consolidated interim financial statements for therbe in conformity with accounting principles geailly accepted in
the United States of America.

Deloitte Touche Tohmatsu
Auditores Independentes
Porto Alegre, Brazil
August 28, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKIRM

To the Board of Directors and Shareholders
Gerdau S.A.
Porto Alegre, Brazil

We have reviewed the accompanying condensed cdasedi balance sheet as of June 30, 2006, and ldtedre
condensed consolidated statements of income, op@mnsive income, and of cash flows for each efttiree-
month and six-month periods ended June 30, 20060atianges in shareholders’ equity for the six-thgmeriod
ended June 30, 2006 of Gerdau S.A. and its subgsglighe “Company”). This interim financial infoation is the
responsibility of the Company’s management.

The review of the interim financial information &) Gallatin Steel Company, a 50% owned joint uesit which

represented an equity investment of 1.1% of taiabkolidated assets as of June 30, 2006 and equitgéme of 4.9%
and 4.4% of income before taxes on income and ritynimterests for the three-month and six-monthiqus ended
June 30, 2006, respectively, and (b) Acos VillaBe&. a subsidiary, which statements reflect tosslets of 5.9% of
the related consolidated total as of June 30, 2806 total net sales of 6.7% and 6.4% of the rélatmsolidated total
for the tree-month and six-month periods ended JBDe 2006, respectively; have been carried out thero
accountants.

We conducted our review in accordance with thedsteds of the Public Company Accounting Oversighaio
(United States). A review of interim financial amfation consists principally of applying analytigaocedures and
making inquiries of persons responsible for finahand accounting matters. It is substantiallg liesscope than an
audit conducted in accordance with the standardiseoPublic Company Accounting Oversight Board (EhiStates),
the objective of which is the expression of an apinregarding the financial statements taken as halev

Accordingly, we do not express such an opinion.

Based on our review and the review performed by dbieer accountants, we are not aware of any maéteria
modifications that should be made to the accompanyinterim financial information for it to be irooformity with
accounting principles generally accepted in thedéhBtates of America.

We previously audited in accordance with the stesslaf the Public Company Accounting Oversight Bo@united
States), the consolidated balance sheet as of Diredi, 2006, and the related consolidated statsnoéincome, of
comprehensive income, of cash flows and of changastareholders’ equity for the year then ended fmesented
herein), and in our report dated April 20, 2007 expressed an unqualified opinion on those congelitiinancial
statements. In our opinion, the information sethfon the accompanying condensed consolidatechbalaheet as of
December 31, 2006, is fairly stated in all matergspects in relation to the consolidated balaheetsfrom which it
has been derived.

PricewaterhouseCoopers
Auditores Independentes
Porto Alegre, Brazil

August 8, 2006, except for th&' 5
paragraph of this review report
as to which the date is April 20, 2007



CONDENSED CONSOLIDATED BALANCE SHEETS

GERDAU S.A.

(in thousands of U.S. Dollars, except number ofestja

Current

Cash and cash equivale
Restricted cas
Short-term investmer
Trading
Available for sal
Held to maturit
Trade accounts receivable, |
Inventories
Unrealized gains on derivati\
Deferred income taxe
Tax credits
Prepaid expens
Other current asst
Total current assets

Non-current assets

Property, plant and equipment, |
Deferred income taxe
Judicial deposit
Unrealized gains on derivativ
Tax credit
Equity investmen
Investments at cc
Goodwill
Prepaid pension cc
Advance payment for acquisition of investn
Other non-current ass
Total assets

ASSETS

June 30, (Unaudited) December
Note 2007 200¢ 31, 200t

492,76 732,31¢ 485,49
13,46t 9,15: 13,51
1,888,53¢ 1,673,14° 2,221,42
197,45 299,45¢ 123,43
81,12 76,20: 138,20
1,702,11. 1,289,93: 1,283,42
3 2,679,82: 2,028,12¢ 2,380,87.
9 94: 39 2,66
39,55( 55,70: 51,73
248,39" 159,73t 253,51
50,60° 39,59: 39,30
103,60: 79,60¢ 90,86
7,498,38: 6,443,37( 7,084,43
4 7,048,94¢ 5,018,57: 5,990,62
148,80¢ 227,29: 187,71
6 91,97: 70,32( 80,10
9 7,56¢ 12,62 6,62
243,33( 129,55! 192,96
225,59( 185,93 197,51
18,50: 11,75( 11,37
548,44 389,27: 336,76
272,75¢ 90,15: 243,55
14,89: 75,59: 14,89
250,42: 171,37: 142,29
16,369,612 12,825,812 14,488,86

The accompanying notes are an integral part ofcitriglensed consolidated interim financial inforimati
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GERDAU S.A.

CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands of U.S. Dollars, except number ofesia

LIABILITIES AND SHAREHOLDER'’S EQUITY

June 30, (Unaudited) December
Note 2007 200¢ 31, 200¢
Current liabilities
Short-term dek 5 588,43. 640,23« 503,29
Current portion of long-term de 5 459,50° 410,33 561,82
Trade accounts payal 1,269,23: 1,007,35° 1,113,33
Income taxes payak 38,38 54,88 41,81
Unrealized losses on derivati 9 1,21¢ - 1,25
Deferred income tax 45,29: 100,96( 25,23
Payroll and related liabiliti¢ 227,82 143,37( 177,42
Dividends and interest on equity pay: 1,21 1,50: 99,00
Taxes payable, other than income t: 241,02¢ 118,56: 182,13
Other current liabilitie 305,14: 299,89¢ 218,98
Total current liakidi¢ 3,177,27¢ 2,777,10° 2,924,30
Non-current liabilities
Long-term debt, less current porti 5 3,224,43: 2,608,84( 3,128,86:
Debenture: 5 521,16¢ 444,45 443,28
Deferred income taxe 406,58 270,64: 416,04
Accrued pension and other post-retirement benefiigatior 260,40! 217,34 251,41
Provision for contingencie 6 207,76( 205,44¢ 189,72
Unrealized losses on derivati 9 14,32¢ 6,65¢ 10,48
Deferred credit related to acquisition of Corpodactidenc 109,69¢ - 106,89
Other non-current liabilitie 255,65¢ 174,09¢ 204,71
Total non-current ligtes 5,000,02! 3,927,48:. 4,751,43.
ofél liabilities 8,177,30: 6,704,58¢ 7,675,73
Commitments and contingencies 6
Minority interest 2,161,19: 1,629,45( 1,882,48
SHAREHOLDERS' EQUITY 7
Preferred shares - no par value - 800,000,000 gmétbshares and
435,986,041 shares issued at June 30, 2002G1&land at December 31, 2006. 2,253,377 2,253,377 2,253,377
Common shares - no par value - 400,000,000 au#tshares and
231,607,008 shares issued at June 30, 200Z20&land at December 31, 1,179,236 1,179,236 1,179,23
2006.
Additional paid-in capital 132,78¢ 129,94¢ 131,54
Treasury stock - 5,030,532 and 4,200,596 prefeshedes at June 30, 2007 and
2006, respectively, and 5,103,345 at Decemibe2B06. (45,354) (28,409) (46,010)
Legal reserve 82,603 6,96( 74,42
Retained earnings 2,108,071 1,143,71( 1,459,81
Accumulated other comprehensive income (loss)
- Foreign currency translation adjustment 285,912 (157,94¢ (151,79¢
- Unrealized net gains and losses on pensiorpastietirement benefits, net of
tax 20,478 - 30,052
- Unrealized gain on available for sale secsjtieet of tax 14,006 - -
- Additional minimum pension liability - (35,104
Total shareholders' equity 6,031,11! 4,491,77: 4,930,64
Total liabilitiesyd shareholders' equ 16,369,612 12,825,812  14,488,86

The accompanying notes are an integral part ofcitriglensed consolidated interim financial inforioati
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GERDAU S.A.

CONDENSED CONSOLIDATED INTERIM STATEMENT OF INCOMEJnaudited)
(in thousands of U.S. Dollars, except number ofehand per share amounts)

Three-month period ended

Six-month period ended

Note June 30, June 30,
2007 200¢€ 2007 200¢
Sale: 4,240,71: 3,306,25; 8,102,66¢ 6,451,29:
Less: Federal and state taxes on ¢ (379,62 (289,12¢ (693,16¢ (586,25¢
Less: Discoun (69,63¢ (30,502 (128,641 (71,84¢
Net sale 3,791,45¢ 2,986,62¢ 7,280,85¢ 5,793,18
Cost of sale (2,809,637 (2,142,22C (5,450,693 (4,228,062
Gross profi 981,811 844,40¢ 1,830,16¢ 1,565,12!
Sales and marketing exper (84,73¢ (68,054 (156,96¢ (127,557
General and administrative exper (250,12& (202,76& (455,29¢ (414,481
Other operating income (expenses) 12,94: (11,221 39,61¢ 62,75
Operating incomr 659,891 562,36¢ 1,257,51¢ 1,085,84
Financial expens: (104,867 (72,85¢ (226,45¢ (185,532
Financial incom 85,32¢ 91,86¢ 209,92« 224,95:
Foreign exchange gains and losses 124,99« 21,54¢ 212,25¢ 115,75!
(Losses) gains on derivatives, (34,731 9,89¢ (30,672 10,57
Equity in earnings of unconsolidated companies 20,23( 37,18( 38,82¢ 66,47
Income before taxes on income and minority int 750,84¢ 649,99¢ 1,461,39( 1,318,06.
Provision for taxes on incon 11
Curren (137,027 (121,282 (274,67¢ (247,44¢%
Deferrec (17,55: (7,691 (46,55¢€ (43,431
(154,58C (128,97< (321,234 (290,87¢€
Income before minority intere 596,26¢ 521,02t 1,140,15¢ 1,027,18
Minority interes (179,722 (107,967 (298,89C (179,547
Net income 416,546 413,058 841,266 847,63
Per share data (in US$ 8
Basic earnings per shi
Preferre 0.62 0.6z 1.27 1.2¢
Commol 0.62 0.62 1.27 1.2¢
Diluted earnings per she
Preferre 0.6z 0.62 1.2¢ 1.2¢
Commol 0.62 0.62 1.2¢ 1.2¢
Number of weighted-average common shares outstgrdBeasic and
dilutec 231,607,00¢ 231,607,00¢ 231,607,006 231,607,00¢
Number of weighted-average preferred shares oulisigr- Basic 430,945,53¢ 432,990,36: 430,926,430 432,620,19:
Number of weighted-average preferred shares oulisign- Dilutec 437,653,26¢  438,699,58¢ 437,727,300  438,926,28!

The accompanying notes are an integral part ofcitriglensed consolidated interim financial inforioati
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GERDAU S.A.
CONDENSED CONSOLIDATED INTERIM STATEMENT OF COMPREHNSIVE INCOME (Unaudited)
(in thousands of U.S. Dollars)

Three-month period ended Six-month period ended
June 30 June 30
2007 200¢ 2007 200¢€

Net income as reported in the consolidated statemeaf income 416,546 413,058 841,266 847,63
Amortization of unrealized losses on pension arstrptirement

obligation, net of tax (4,935) - ,594)

Unrealized gain on available for sale securities$,af tax 14,006 - 14,006

Foreign currency translation adjustments 2038 (17,322) 437,710 217,67
Comprehensive income for the perio 674,42( 395,73¢ 1,283,40¢ 1,065,311

The accompanying notes are an integral part ofcitriglensed consolidated interim financial inforioati
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GERDAU S.A.
CONDENSED CONSOLIDATED INTERIM STATEMENT OF CHANGES!I SHAREHOLDERS' EQUITY (Unaudited)
(in thousands of U.S. Dollars, except per shata)da

Cumulative
Additional other
Preferred Common paid-in Treasury Legal Retained comprehensive
Note shares shares capital stock reserve earnings loss Total
Balances as of January 1, 2006 1,456,479 755,903 134,147 (21,951) 198,685 1,431,062 (410,727) 3,543,59
Net income - - - - - 847,639 - 847,63
Capitalization of reserves 796,898 423,333 - - (210,912) (qQ9,319) -
Appropriation of reserves - - - - 187 (19,187) -
Purchase of treasury preferred shares 7 - - - (19,454) - - - (19,454)
Foreign currency translation adjustment - - - - - - 217,677 217,67
Dividends - $0.16 per Common share and per Prefesitare 7 - - - - - (103,154) - (103,154)
Stock option exercised during the period - - (5,281) 12,996 - (3,331) - 4,38
Stock option plan expense recognized during thinger - - 1,083 - - - - 1,08
Balances as of June 30, 2006 2,253,377 1,179,236 129,949 (28,409) 6,960 1,143,710 (193,050) 4,491,77
Balances as of January 1, 2007 2,253,377 1,179,236 131,546 (46,010) 74,420 1,459,818 (121,746) 4,930,64
Net income - - - - - 841,266 - 841,26
Appropriation of reserves - - - - ,183 (8,183) -
Foreign currency translation adjustment - - - - - - 43107 437,71
Dividends - $0.28 per Common share and per Prefeitare 7 - - - - - (185,166) - (185,166)
Amortization of SFAS 158 transition amount, netax - - - - - - (9,574) (9,574)
Unrealized gains on securities available for sad¢ of tax - - - - - - 14,006 14,00
Stock option exercised during the period - - - 656 - 336 - 99
Stock option plan expense recognized during thager - - 1,240 - - - - 1,24
Balances as of June 30, 2007 2,253,377 1,179,236 132,786 (45,354) 82,603 2,108,071 320,396 6,031,11

The accompanying notes are an integral part ofcttwiglensed consolidated interim financial inforimati
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GERDAU S.A.

CONDENSED CONSOLIDATED INTERIM STATEMENT OF CASH WS (Unaudited)
(in thousands of U.S. Dollars)

Cash flows from operating activitie:
Net incomt
Adjustments to reconcile net income to cash f
from operating activitie
Depreciation and amortizat
Equity in earnings on unconsolidated compame
Foreign exchange I
Losses (gains) on derivative instrum
Minority interes
Deferred income tax
Loss (gain) on disposal of property, plard aguipmer
Provision for doubtful accoul
Provision for contingencie
Distributions from joint ventur
Othe

Changes in assets and liabilitie
Increase in accounts receiva
(Increase) decrease in invento
(Decrease ) increase in accounts payable and athabdities
Decrease (increase) in other as
Increase in other liabilitie
Purchases of trading securi
Proceeds from maturities and sales of trading #és
Net cash provided by operating activitie

Cash flows from investing activitie:
Additions to property, plant and equipm
Payment for acquisitions in North Amer
Payment for acquisition in Argenti
Payment for acquisition in Spi
Advance payment for acquisition in P
Payment for acquisition in Mexi
Payment for acquisition in Dominican Repu
Payment for acquisition in Venezu
Cash balance of acquired compa
Purchases of available for sale secui

Proceeds from maturities and sales of availabledte securitie

Net cash used in investing activitie

Three-month period endec

Six-month period ended

June 30, June 30,

2007 200¢ 2007 200¢€
416,54¢ 413,05¢ 841,26¢ 847,63
135,77( 118,73¢ 287,17¢ 242,91
(20,23C (37,18C (38,82€ (66,47€

(124,994 (118,142 (212,258 (115,75C
34,731 (9,89¢ 30,67: (10,571
179,72 107,967 298,89( 179,54
17,55: 7,691 46,55¢ 43,43
8,04¢ (4,992 9,38( (10,228
1,34: 2,37¢ 3,48: 5,83
43t (12,87C 3,991 (4,633
11,257 30,75( 31,661 61,15

- - (35
(82,312 (107,271 (340,378 (261,091
(170,101 (100,334 (135,082 30,42!
(7,814 267,66( 92,32¢ 214,62
217,70¢ (36,52¢ 171,74 (129,87€
10,77¢ 65,95: 79,25¢ 70,28
(335,302 (216,667 (414,128 (394,177
588,86( 16,13¢ 941,52¢ 598,89
881,98¢ 386,447 1,697,22: 1,301,95:
(380,892 (255,008 (743,75C (496,386
(4,988 (107,145 (4,988 (114,837
- - (3,91€ (3,91€
- - - (200,082
- (60,698 - (60,698

- - (258,84C

(42,90C - (42,90C

(4,592 - (4,593
3,41¢ 22,371 9,65: 66,44
(243,968 (40,94¢ (461,658 (240,515

187,83¢ - 387,631
(486,092 (441,43C (1,123,362 (1,049,992

The accompanying notes are an integral part ofcttwiglensed consolidated interim financial inforiomti
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GERDAU S.A.

CONDENSED CONSOLIDATED INTERIM STATEMENT OF CASH WS (Unaudited)
(in thousands of U.S. Dollars)

Cash flows from financing activities
Cash dividends and interest on equity
Proceeds from exercise of employee stock op
(Increase) decrease in restricted
Debt issuanc
Repayment of de
Net related party debt loans and repayn

Net cash provided by (used in) financing activitie

Effect of exchange rate changes on
Increase (decrease) in cash and cash equiv

Cash and cash equivalents at beginning of p
Cash and cash equivalents at end of period

Three-month period endec

Six-month period ended

June 30 June 30

2007 200¢ 2007 200¢
(126,612 (181,347 (306,898 (312,25C
59¢ 46t 99: 4,38
- (14 (€ 46:
475,13¢ 253,30¢ 666,86¢ 728,63:
(588,275 (67,30¢ (877,83C (461,131
(78,438 (24,52€ (75,95¢ (16,51&
(317,591 (19,427 (592,832 (56,415
21,35( (10C 26,231 4,39
99,65: (74,51C 7,26¢ 199,94
393,111 806,82¢ 485,49¢ 532,37!
492,764 732,316 492,764 732,31l

The accompanying notes are an integral part ofcttwiglensed consolidated interim financial inforiomti
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2.1

2.2

GERDAU S.A.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIALNFORMATION (Unaudited)
(in thousands of U.S. Dollars, unless otherwisgesk)

Operations

Gerdau S.A. is asociedade andnimancorporated as a limited liability company undae laws of the
Federative Republic of Brazil. The principal besis of Gerdau S.A. (“Gerdau”) in Brazil and of its
subsidiaries in Canada, Chile, the United Stateaglhy, Colombia, Argentina, Spain, Peru and as ftlois
year also in Mexico and Venezuela (collectively tB®mpany”) comprise the production of crude staed
related long rolled products, drawn products amdlspecialty products. The Company produces b@std
on the mini-mill concept, whereby steel is produaeelectric arc furnaces from scrap and pig iroguared
mainly in the region where each mill operates. daaralso operates plants which produce steel fromdre in
blast furnaces and through the direct reductiocgss.

The Company manufactures steel products for usguilyconstruction, manufacturing, agribusinessaedl as
specialty steel products. The markets where the paom operates are located in Brazil, the UnitedeSta
Canada, Chile, Colombia, Spain, Peru and, to &iesdent, in Argentina, Mexico, Venezuela and Wiag

Basis of presentation
Accounting practices

The accompanying condensed consolidated financi@rmation has been prepared in accordance with
generally accepted accounting principles in thetééhiStates (“U.S. GAAP”), which differ in certaispgects
from the accounting practices adopted in Brazilr@Blian GAAP”) applied by the Company in the pregieon

of its statutory financial statements and for othegral and regulatory purposes. The consolidatednfiial
statements for statutory purposes are preparedariln reais.

The condensed consolidated financial informatiofaand for the three-month and six-month perioaddeel
June 30, 2007 and 2006 is unaudited. Howeverhénadpinion of management, this financial informatio
includes all adjustments, consisting only of normedurring adjustments, necessary for a fair ptesen of
the consolidated financial position, results of rigtiens and cash flows for the interim periods emesd. The
results for the three-month and six-month periodded June 30, 2007 are not necessarily indicativihe
results to be expected for the entire year.

This condensed financial information has been pegh@an substantially the same basis as the comsetd
financial statements as of and for the year endedember 31, 2006 and should be read in conjunction
therewith.

The year-end condensed balance sheet data wasdlémwn audited financial statements, but doesmutde
all disclosures required by generally accepted @atiog principles in the United States of America.

Recently issued accounting standards

In February, 2007, the FASB (Financial Accountirtgriflards Board) issued SFAS (Statements of Finlancia
Accounting Standards) No. 159, “The Fair Value Optifor Financial Assets and Financial Liabilities—
Including an amendment of FASB Statement No. 1I%e SFAS 159 permits entities to choose to measure
many financial instruments and certain other itetnfair value. The objective is to improve finaraigporting

by providing entities with the opportunity to migig volatility in reported earnings caused by meaguelated
assets and liabilities differently without havirgapply complex hedge accounting provisions. Th&eent

is effective as of the beginning of an entity'ssfiffiscal year that begins after November 15, 2007e
Company is in the process of evaluating the fir@rioipact of adopting SFAS 159.
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2.3

24

2.5

GERDAU S.A.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIALNFORMATION (Unaudited)
(in thousands of U.S. Dollars, unless otherwisgesk)

Adoption of new accounting standards

The Company adopted FSP No. AUG AIR-1, “AccountiogPlanned Major Maintenance Activities”, which
amended the guidance on the accounting for plantedr maintenance activities, and it specificaltggudes
the use of the previously acceptable “accrue iraade” method. The Company records expenses fongthn
major maintenance activities and the costs fortpdfiitdowns as operating expenses are incurredopy
the issuance of this FSP; therefore, no impacthferadoption of this new standard was recorded.

The Company adopted the provisions of FIN (FASEerpttetation) No. 48, “Accounting for Uncertainty in
Income Taxes” on January 1, 2007. As a result efithplementation of FIN 48, the Company recogniaed
material adjustment in the liability for unrecogedzincome tax benefits. As of January 1, 2007 Gbmpany
had $22,778 of unrecognized tax benefits, of wi$&®,778 would, if recognized, decrease the Comany’
effective tax rate. There have been no materiahgbs to these amounts during the six months enatesl 30,
2007. The Company does not expect any significacteases or decreases to the unrecognized taxitsenef
within the next 12 months. The Company has alskassified an amount of $8,878 related to tax ca@ities
from “Provision for contingencies” to “Other longrin liabilities” as of June 30, 2007. Such amouares
related to income taxes benefits previously reabmaie its tax books, but for which Company’s legdbiaors
considered as a probable loss contingency. These santingencies were not reclassified for thequsriended
June 30, 2006 and December 31, 2006. Such contirmgeamount to $12,626 and 12,759, respectively.

The Company’s continuing practice is to recognigerest and/or penalties related to uncertain tesitipns in
income tax expense. As of January 1, 2007 the Coynpad approximately $1,400 of accrued interest and
penalties related to its uncertain tax positions.

The Company has several different tax years opexaminations, since each fiscal authority of esmtntry

in which the Company operates has different tinforgax examinations. In most cases, the years 2062 to
2006 remains open for tax examinations; in Candaaba,years from 2000 to 2006 remains open for tax
examination.

Currency translation

The Company has selected the United States dallis aeporting currency. The U.S. dollar amouragenbeen
translated following the criteria established iPASFNo. 52, “Foreign Currency Translation” from tfieancial
statements expressed in the local currency ofdhetdes where Gerdau and each subsidiary operates.

The Company’s main operations are located in Braézd United States, Canada, Spain and Chile. ot |
currency is the functional currency for those ofiers. These financial statements, except for thafsthe
subsidiaries located in the United States whickaaly prepare their financial statements in U.Sladgl are
translated from the functional currency into th&lUdollar. Assets and liabilities are translatethatexchange
rate in effect at the end of each period. Averagehange rates are used for the translation of rexgn
expenses, gains and losses in the statement ahecGapital contributions, treasury stock transactiand
dividends are translated using the exchange ratd tee date of the transaction. Translation gaing losses
resulting from the translation methodology desditebove are recorded directly in “Cumulative other
comprehensive loss” within shareholders’ equity.inGaand losses on foreign currency denominated
transactions are included in the consolidated stamé of income.

Controlling shareholder

As of June 30, 2007, the Company’s parent, Metaéar@erdau S.A. (“MG”, collectively with its subsdies

and affiliates, the “Conglomerate”) owned 45.15%e¢Pmber 31, 2006 and June 30, 2006 — 45.15% and
45.09% respectively) of the total capital of then@any. MG’s share ownership consisted of 75.73%al(i
periods presented) of the Company’s voting comniwares and 28.38% (in all periods presented) afidts
voting preferred shares.
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2.6

GERDAU S.A.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIALNFORMATION (Unaudited)
(in thousands of U.S. Dollars, unless otherwisgesk)

Stock Based Compensation Plans

Gerdau Ameristeel Corp (“Gerdau Ameristeel”) arsl stibsidiaries and Gerdau S.A. maintain stock based
compensation plans. The Company accounts forttduk4ased compensation plans as from JanuaryQg 20
under SFAS 123 — R (“SFAS 123R”") “Shared-based main SFAS 123R addresses the accounting for
employee stock options and eliminates the altereatse of the intrinsic value method of accountimat was
provided in Statement 123 as originally issued.is Btatement requires a public entity to measueectist of
employee services received in exchange for an asfeduity instruments, based on the grant-dateviiue

of the award. That cost will be recognized over pleeiod during which an employee is required tovjute
services in exchange for the award (vesting peridde grant-date fair value of employee share ogtiand
similar instruments is estimated using option-pigcimodels adjusted to the unique characteristicthage
instruments.

The Company applied the modified prospective apfibn method to account for the implementation BAS
123R, which consists recognizing costs of servieadered as from January 1, 2006 according tordmet-glate

fair value of stock options instruments, but does nequire to restate previous year financial stetets, and
instead requires pro forma disclosures of net ircamd earnings per share for the effects on comafienshad

the grant-date fair value been adopted in priofogsr Under this transition method, compensatiost ¢or
stock options plans as from January 1, 2006, ircling applicable amount of: (a) compensation carsall
share based instruments granted prior to, but ebvgsted, as of January 1, 2006 (based on the-dasa fair
value in accordance with the provisions of SFAS)128d (b) compensation cost for all share based
instruments granted after January 1, 2006 (basdtieogrant-date fair value estimated in accordamite the
new provisions of SFAS 123R).

Through December 31, 2005, the Company appliedintrnsic value method established by Accounting
Principles Board (“APB”) Opinion N° 25, “Accountindor Stock Issued to Employees” to account
compensation for stock based compensation.

The Company and its subsidiary Gerdau Ameristegk teeveral stock based compensation plans. A brief
summary of those plans is presented below:

Gerdau Plan

The Extraordinary Stockholders’ General Meetingsafrdau held on April 30, 2003 decided, based ola@a p
approved by an Annual Stockholders’ meeting andaughe limit of authorized capital, to grant optsoto
purchase shares to management, employees or indigidvho render services to the Company or toiesitit
under its control, and approved the creation of‘tteeg Term Incentive Program”. Under the plan, Beard
of Directors may grant options to purchase shares &xercise price established by the Board oféddars and
that can be exercised after a vesting period and fipe years after vested.

During the three-month and six-month periods entlgte 30, 2007, the Company recognized $639 and®1,2
of stock compensation costs related to the optisesed during 2007. At June 30, 2007, the remaining
unrecognized compensation cost related to thesestew options was approximately $9,796 and thehieilg
average period of time over which this cost willrbeognized is 3.27 years.

Gerdau Ameristeel Plans

Gerdau Ameristeel has several stock based compemgdéns, which are described below.

The long-term incentive plans are designed to rdwaerdau Ameristeel’'s senior management with bause
based on the achievement of return on capital tedetargets. Bonuses which have been earned areledva

after the end of the year in the form of cash, lstqapreciation rights (“SARs”), and/or options. Tjartion of
any bonus which is payable in cash is to be paithenform of phantom stock. The number of shares of
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phantom stock awarded to a participant is deterdhime dividing the cash bonus amount by the fair ketr
value of a Common Share at the date the award arfitpin stock is made. Phantom stock and SARs vést 25
on each of the first four anniversaries of the ddtihe award. Phantom stock will be paid out feilog vesting

in the form of a cash payment. The number of ogtiawarded to a participant is determined by digdime
non-cash amount of the bonus by the fair markatevalf the option at the date the award of the optic
made. The value of the options is determined byHbman Resources Committee of the Gerdau Ameristeel
Board of Directors based on a Black Scholes orratiethod for determining option values. Optionst\25$%

on each of the first four anniversaries of the dzt¢he award. Options may be exercised followimgting.
Options have a maximum term of 10 years. The maximumber of options able to be granted under this p
is 6,000,000.

An award of approximately $6,600 was earned byigpéants in 2006 and was paid 44% in SARs, 28% in
options and 28% in phantom stock. On March 1, 200& ,Company issued 454,497 options under this. plan
These awards are being accrued over the vestingoper

During the six months ended June 30, 2007, Gerdaeristeel recognized $700 of stock compensatiotscos
related to the options issued during 2007. At J8@e2007, the remaining unrecognized compensaiosh

related to these unvested options was approxim#t#)y00 and the weighted-average period of time ove
which this cost will be recognized is 3 years.

Methodology and assumptions used to estimate grauiate fair value

The Company has selected the Black-Scholes modelstimate the grant-date fair value of stock based
compensation. Under SFAS 123R, the Company is redjuo estimate forfeitures when determining thoelst
based compensation expense as opposed to recagti@nforfeitures and the corresponding reduction i
expense when they occur. The following weighted-age assumptions were used to estimate the contfmensa
expense following the fair value method for comp@iom in stock of Gerdau S.A. and of Gerdau Ameebt
Corp., as appropriate.

Assumptions for options granted during the six-mort ended Gerdau
June 30, 2007 Gerdau Ameristeel
S.A. Corp
Expected dividend yield: 4.32% 4.00%
Expected stock price volatility: 38.72% 50.50%
Risk-free rate of return: 12.40% 4.51%
Expected life: 4.9 years 6.25 years
Assumptions for options granted during the six-morth ended Gerdau
June 30, 2006 Gerdau Ameristeel
S.A. Corp
Expected dividend yield: 9.9% 0.8%
Expected stock price volatility: 49% 47.39%
Risk-free rate of return: 6.75% 4.68%
Expected life: 4.9 years 6.25 years

F-13



GERDAU S.A.
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Summary of the Gerdau Plan and of the Gerdau Amerigel plans

A summary of the Gerdau Plan is as follows:

Six-month period ended June 30, 2007
Weighted-average

Gerdau S.A.Plan: Number of shares exercise prict
US$
Outstanding at December 31, 2006 3,963,033 16.05
Granted 778,239 35.00
Forfeited (52,582) 23.83
Exercised (72,811) 13.62
Outstanting at June 30, 2( 4,615,87! 19.2(

Options exercisable -

uss
Proceeds from stock options exercised 992
Intrinsic value of stock options exercised 477

A summary of the Gerdau Ameristeel plans is agval

Six-month period ended June 30, 2007
Weighted-average

Gerdau Ameristeel Plans Number of shares exercise price

(UK
Outstanding at December 31, 2 1,418,511 5.37
Grantet 454,497 10.9(
Exercisel (258,597 2.0€
Forteitec (3,483) 1.43
Expirec (66,000 19.0
Outstanding at June 30, 2007 (a) 1,544,92 7.17
Options exercisable 941,476

(a) AtJune 30, 2007, the weighted-average remgicontractual life of options outstanding wasygars.

At June 30, 2007, the aggregate intrinsic valueomtions outstanding and options exercisable weté bo
$12,200 and $9,700, respectively. (The intrinsatug of a stock option is the amount by which therkat
value of the underlying stock exceeds the exemige of the option).

The grant date fair value of stock options gramtedng the six months ended June 30, 2007 was $4.08

Cash proceeds, tax benefits and intrinsic valuatedlto total stock options exercised during tkxensonths
ended June 30, 2007 are provided in the followatndet
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Uss$
Proceeds from stock options exercised 617
Tax benefit related to stock options exercised 989
Intrinsic value of stock options exercised 3,261

For the six months ended June 30, 2007 and 200@laBeAmeristeel recorded $18,000 and $32,100,
respectively, of expenses to mark to market outstenstock appreciation rights and expenses agsadcigith
other executive compensation agreements.

Consolidation

The accompanying consolidated financial statemardiside the accounts of the Company and its mgjorit
owned subsidiaries and variable interest-entitisswiich the Company is considered to be the primary
beneficiary (even when the Company may not havenéjerity voting interest). The following list pressts the
interests in the consolidated operational subsasagas follows:

Percentage interest (%)

June 30, June 30,
2007 2006
Aceros Cox S.A. (Chile 98 98
Gerdau Ameristeel Corporation (Canada) and its islidise s 65 65
Ameristeel Bright Bar Inc. (USA 65 65
Gerdau Ameristeel MRM Special Sections Inc.{€da 65 65
Gerdau Ameristeel Perth Amboy Inc. (U¢ 65 65
Gerdau Ameristeel Sayreville Inc. (US 65 65
Gerdau Ameristeel US Inc. (US, 65 65
Sheffield Steel Corporation (US 65 65
Pacific Coast Steel Inc. - PCS (U< 36 -
Gerdau Acominas S.A. (Brazi 89 89
Gerdau Acos Especiais S.A. (Bra 89 89
Gerdau Acos Longos S.A. (Braz 89 89
Gerdau América do Sul ParticipagGes S.A. (Bra 89 89
Gerdau Aza S.A. (Chile 98 98
Gerdau Comercial de Acos S.A. (Braz 89 89
Diaco S.A. (Colémbie 57 57
Grupo Feld, S.A. de C.V. (Mexico) and its subsithar(See Note 2.8¢ 100 -
Siderurgica Tultitlan S.A. de C.V. (Mexic 100 -
Ferrotultitlan, S.A. de C.V. (Mexic 100 -
Arrendadora Valle de Mexico, S.A. de C.V. (Mex) 100 -
Gerdau Internacional Emprendimentos Ltda. (Braaijl its wholly ownec 98 98
subsidiary Gerdau GTL Spain S. L. (Spain) andsédiaries
Gerdau Laisa S.A. (Urugua 98 98
Maranhdo Gusa S.A. — Margusa (Bra: 89 89
Paraopeba - Fundo de Investimento Renda Fixa (B 97 95
Seiva S.A. — Florestas e Industrias (Bra 97 97
Sipar Aceros S.A. (Argentine 72 72
Sidelpa S.A. (Colombi: 95 95
Corporacioén Sidenor S.A. and its subsidiaries (8) 40 40
Sidenor Industrial S.L. (Spa 40 40
Forjanor S.L. (Spail 40 40
GSB Acero S.L. (Spai 40 -
Acos Villares S.A. (Brazi 23 23
Empresa Siderlrgica del Peru S.A.A. — “Siderpeménu 83 -
Siderurgica Zuliana C.A. (Venezuela) (See Note } 100 -
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Acquisitions
(a) Grupo Feld S.A. de C. V.

On March 28, 2007, the Company has acquired 100%&oital stock of Grupo Feld S.A. de C.V., a Merica
Group which owns three companies: Siderurgica flaftiS.A. de C.V. (“Sidertul”), a long steel miniim
located on Ciudad de México, which produces 350100@s of crude steel and 330,000 tones of rolieel;s
Ferrotultittan S.A. de C.V. (“Ferrotul”), which ithe trading company of the group, and basicallgdsasteel
products produced by Sidertul, and also Arrendatfatie de Mexico S.A. de C.V. (“Arrendadora”), whiés a
real state company which owns the land and buiklimgre Sidertul is located.

Total price paid for this acquisition was $258,84be Company has made a preliminary estimationaof f
value of assets acquired and liabilities assumaditlzose assets and liabilites are described below:

Net assets (liabilities) acquired

Current assets 43,648
Property, plant and equipment 108,522
Other non-current assets 3,862
Goodwill 124,977
Current liabilities (20,783)
Non-current liabilities (1,386)
258,840

Purchase price 258,840

(b) Siderargica Zuliana C.A.

On June 15, 2007, the Company has acquired 1008apifal stock of Siderlrgica Zuliana C.A., a Veradan
company which operates one steel mill in the cityCaudad Ojeda, Venezuela, with an annual produactio
capacity of 300,000 tones of crude steel and 2@0@0es of rolled steel.

Total consideration for this acquisition was $93,48f which $4,593 has been already paid in caste T
remaining amount will be paid during the third gearof 2007. The Company has made a preliminary
estimation of fair value of assets acquired anbilliees assumed, and those assets and liabiktiesdescribed
below:

Net assets (liabilities) acquired

Current assets 12,296
Property, plant and equipment 27,960
Other non-current assets 1,010
Goodwill 58,293
Current liabilities (4,710)
Non-current liabilities (2,350)
92,499

Purchase price 92,499

(c) Multisteel Business Holdings Corp.

On May 25, 2007, the Company has acquired a 30ia8fest on Multisteel Business Holdings Corp., ahhi
is a holding company of Industrias Nacionales, @. f. (INCA”), a company located in Santo Domingo,
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Dominican Republic. INCA is a rolling mill steebmpany, with annual capacity of around 350,000 ¢snof
rolled steel. This partnership will allow the Compdo access the Caribbean market.

Total consideration paid for this interest was $89, and the Company has preliminary computed a\gitio
of $21,626, which was not yet allocated. This itwet is recorded under the equity method. As per t
purchase agreement, the Company agrees to paithgent consideration based on futures earninghef t
acquired investment. Such earn-out clauses providlesdditional payment if a certain level of EBIAD
(defined in the contract) is reached on the follayb years. Such contingent consideration willriauided in
the goodwill, when it is considered as a liabitifythe Company.

(d) SJK Steel Co.

On June 22, the Company and Kalyani Group, fromalntlave signed a joint venture agreement for an
investment in Tadipatri, India. The joint ventunedlves a stake of 45% of ownership of SIK Stee| Esteel
making company with two LD converters, one contimigast mill and also a facility for pig iron pration.
The agreement provides for joint control, and itwvests are estimated in $71,000, depending on akver
preceding conditions, which were not met at June2B07. Therefore, no cash was effectively paidasuthis
date.

(e) Valley Places, Inc,

On June 17, 2007, Pacific Coast Steel (“PCS”), % Shvned joint venture of the Company completed the
acquisition of the assets of Valley Placers, Ifi¢P("), a reinforcing steel contractor in Las Vegatevada, for
approximately $8,800 in cash. In addition to cacting activities, VPI operates a steel fabricafexility and
retail construction supply business. VPI curremthgploys more than 110 field ironworkers and spedalin
smaller commercial, retail and public works progect

(f) Empresa Siderlrgica del Peri S.A.A — Siderperu

During the second quarter of 2007, the Companyfinatized its process of purchase price allocatanthe
acquisition of Siderperu. According to the finatiemtion of fair value acquired, the Company hatedeined
the fair value of consideration given was lowerrtlie fair value of assets acquired and liabiliassumed;
therefore, the Company identified a negative godidwihis acquisition. Such negative goodwill walkocated

to the long term assets acquired, reducing the atmofufair value initially computed. The followintable
summarizes the final computation of estimated faitue of assets acquired and liabilities assumed fo
Siderperu as of the date of the acquisition, iniclgdinal allocation of negative goodwill:

Net assets (liabilities) acquired

Current assets 116,533
Property, plant and equipment 138,823
Other non-current assets 290
Current liabilities (137,487)
Non-current liabilities (18,589)
Minority interest (12,651)
86,919

Purchase price 77,427
Plus transaction costs 9,492
Total purchase price consideration 86,919
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3 Inventories
June 30, December

2007 200¢ 31, 200¢
Finished product 1,035,90¢ 724,97 891,72
Work in proces: 601,53( 480,90¢ 539,49
Raw material: 583,96¢ 536,98¢ 519,24
Packaging and maintenance supg 340,57« 201,80° 317,16
Advances to suppliers of materi: 117,84¢ 83,45 113,24
2,679,823 2,028,129 2,380,87

4 Property, plant and equipment, net
June 30, December

2007 200¢ 31, 200t
Buildings and improvemen 1,796,41: 1,377,18¢ 1,555,94.
Machinery and equipme 5,933,02: 4,606,80: 5,283,34.
Vehicles 56,54! 47,15: 50,54
Furniture and fixture 83,06t 54,25 71,84
Other 432,71 327,81 360,34
8,301,75° 6,413,20: 7,322,022
Less: Accumulated depreciati (3,556,692 (2,687,78¢ (2,994,81¢
4,745,06: 3,725,42( 4,327,20.
Land 427,79: 291,35¢ 384,48
Construction in progre: 1,876,09: 1,001,79° 1,278,93
Total 7,048,946 5,018,572 5,990,62

As of June 30, 2007, machinery and equipment witlketebook value of $971,068 was pledged as cotibfer
long-term debt.

5 Debt and debentures
Short-term debt
Short-term debt consists of working capital loand export advances, mainly denominated in U.Sadokhnd

euros. Advances received against export commitrametebtained from commercial banks with a commitime
that the products will be exported.
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Long-term debt

Long-term debt consisted of the following:
Weighted average
Annual Interest

Rate % at June 30, June 30, December 31,
June 30, 2007 2007 2006 2006
Long-term debt, excluding debentures, denominatedhiBrazilian reais
Working capital 10.86% 53,120 50,858 50,53
Financing for investments 9.27% 84,253 125,507 426,90
Financing for machinery 10.86% 650,394 337,469 321,11
Long-term debt, excluding debentures, denominatechiforeign currencies
(a) Long-term debt of Gerdau, Gerdau Agominas, @erl;os Longos, Gerdau Agos
Especiais, Gerdau Comercial de Acos and Agos églar
Working capital (US$) 6.19% 37,884 121,200 107,87
Guaranteed Perpetual Senior Securities (US$) 9.75% 600,000 600,000 600,00
Financing for machinery and others (US$) 7.41% 868,310 562,058 867,81
Export Receivables Notes by Gerdau Agominas (US$) 7.37% 185,658 223,100 203,88
Advances on exports (US$) 6.61% 357,475 293,072 309,66
Financing for investments (US$) 6.41% 11,316 - 13,18
(b) Long-term debt of Sipar Aceros, Diaco, Sidelardau Aza S.A., Siderperd and
Siderurgica Zuliana
Financing for investments (US$) - 69,395 45,66
Working capital (US$) 6.19% 112,490 -
Working capital (Chilean pesos) 7.50% 3,202 - 3,48
Working capital (Colombian Pesos) 8.78% 1,291 1,849 1,13
Working capital (Argentinean Pesos) - 26
(c) Long-term debt of Gerdau Ameristeel
Senior notes, net of original issue discount (US$) 10.38% 400,228 399,214 397,51
Senior notes, net of original issue discount (Uig#h Sheffield Steel - 87,795
Senior Secured Credit Facility (Canadian dollar&dnd US$) - - 49
Industrial Revenue Bonds (US$) 3.77% to 6.38% 54,600 31,600 31,60
Other 6.24% 264 2,061 4,99
(d) Long-term debt of Corporacién Sidenor
Working capital (Euros) 5.15% 263,453 113,969 304,83
3,683,938 3,019,173 3,690,68
Less: current portion (459,507) (410,333) (561,821)
Long-term debtexcluding debenturekgss current portion 3,224,431 2,608,840 3,128,86
2008 312,217
2009 598,254
2010 435,634
2011 712,321
After 2011 1,166,005
3,224,431

IGPM (indice Geral de Pregos — Mercado — “Generdek Price — Market”): Brazilian inflation indexpmputed by Fundagio Getulio
Vargas

TJLP (Taxa de Juros de Longo Prazo — “Long terer@dt rate”): Interest rate set by Government tséudex long term loans granted by
BNDES (Banco Nacional de Desenvolvimento Econ6rei@ocial — “National Bank for Economic and SocievBlopment”).

Long-term debt, excluding debentures, denominatechiBrazilian reais

Long-term debt denominated in Brazilian Reais ideied for inflation using the TJLP rate set by the
Government on a quarterly basis, or based on IGP-M.

Long-term debt, excluding debentures, denominatechiforeign currencies
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(a) Gerdau, Gerdau Agominas, Gerdau Agos Longos, Giau Agos Especiais, Gerdau Comercial de Agos
and Acos Villares

The debt agreements entered into by the Compamgsilin subsidiaries contain covenants that reqgthe
maintenance of certain ratios, as calculated imm@ance with the Company’s financial statementpamed in
accordance with Brazilian GAAP. The covenants ideltseveral financial covenants including ratios on
liquidity, total debt to EBITDA (earnings beforeémnest, taxes, depreciation and amortization, faeatkin the
respective debt agreements), debt service covenadjénterest coverage, amongst others. At Jun2@®y, the
Company was in compliance with all of its debt avevats.

Export Receivables Notes issued by Gerdau Agominas

On September 5, 2003, Gerdau Acominas concludeilate placement of the first tranche of Export &®in
the amount of $105,000. The Export Notes bear ésteof 7.37% p.a., with final due date in July 2040d
have quarterly payments starting October 2005. @ B, 2004 Gerdau Agominas S.A. also placed mifiyat
the second tranche for a notional amount of $12Bdi0ts Export Receivables Notes. This secondctiarwas
placed with a final maturity of 8 years (April 2Q1&nd interest of 7.321% p.a. The notes have atepar
amortization starting in July 2006.

Guaranteed Perpetual Senior Securities

On September 15, 2005, Gerdau S.A. concluded atpriplacement of the $600,000 with 8.875% p.a. of
interest bearing Guaranteed Perpetual Senior SiesurSuch bonds are guaranteed by the followireyaimg
companies of Gerdau based in Brazil: Gerdau Acospierdau Acos Longos, Gerdau Agos Especiais and
Gerdau Comercial de Agos. The bonds do not havatadsmaturity date but should be redeemed by Gerda
S.A. in the event of certain specified events dadk (as defined in the terms of the bonds) wtdoh not fully
under the control of the Company. The Company healaption to redeem these bonds at any momeeit &f
years of placement (September 2010). Interest patgm@e due on a quarterly basis, and each quarterl
payment date is also a call date after Septembi3.20

(b) Sipar Aceros, Diaco, Sidelpa, Gerdau AZA, Sidgrert and Siderlrgica Zuliana

Most of debt in Latin America (except Brazil) idated to financing for the acquisition of intereist®iaco and
Sidelpa, denominated in U.S. dollars and contraafiéit Banco de Chile. Such debt matures in 2014, lzars
interest of Libor + 1.4% p.a..

On this quarter, the subsidiary Siderpera has nbtha financing for working capital of $110,140,tanang on
2014 with a variable rate of Libor + 0.9% p.a.. Bproceeds were used to pay out the outstandingvadéb
suppliers and credits acquired by the Company éyithe of the acquisition of this subsidiary.

(c) Gerdau Ameristeel Debt

On June 27, 2003, Gerdau Ameristeel refinanceddts by issuing Senior Notes with aggregate pradcip
the amount of $405,000 and interest of 10 3/8%.dtes mature July 15, 2011 and were issued atdigéce
value. Gerdau Ameristeel’s first opportunity tdl tkese senior notes is on July 15, 2007 at amgxdien price
of 105 3/8%.

In 2005, Gerdau Ameristeel entered into a new 3edgeured Credit Facility, which provided commitrizeaf
up to $650,000 and expires on October 31, 2010.Fébruary 6, 2007, Gerdau Ameristeel completed an
amendment to the Senior Secured Credit Facilitclwimicreased the amount of net intercompany basaiie
are permitted to exist between the credit parties @erdau Ameristeel’'s U.S. operating subsidianied July
31, 2007. The lenders concurrently waived a covemam-compliance related to these balances. Gerdau
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Ameristeel is in compliance with the terms of tireeaded facility. The borrowings under the Senieci8ed
Credit Facility are secured by the Gerdau Amerigtensventory and accounts receivable. At June ZW)7,
there was nothing drawn against this facility arabdd upon available collateral under the termshef t
agreement, approximately $592,200 was availablewutite Senior Secured Credit Facility, net of $8@,8f
outstanding letters of credit.

(d) Lines of credit:

In October, 2005, Gerdau Agominas, Gerdau Acos ben@erdau Acos Especiais and Gerdau Comercial de
Acos have obtained a pre-approved line of credimfBNDES for the purchase of machinery and related
expenses for a total amount of $467,241, bearingrest of TILP+3% p.a. Amounts will be released as
investments are made by the subsidiaries and ttesgpt to BNDES documentation supporting the imaests
made. At June 30, 2007, $190,027 were drawn agtiissfacility. These contracts are guaranteedMiyAC
(parent company of MetallUrgica Gerdau S.A.).

In August, 2006, Gerdau Acominas obtained approtal credit facility with BNDES in the total amouat

$178,979 for the increase of production capacitiicpfid steel of its Ouro Branco mill, from the cent total
annual production of 3.0 million tons/year to 4.8lion tons/year, through investment in a new cgitant,

sinter plant and a new blast furnace, and for tietas projects to be conducted directly or in parship with
public or non-for-profit private institutions to sist local community. This credit facility bearstérest of
TJLP+2% p.a. Such contracts are guaranteed by INBA®Care also subject to some financial covenaagsd
on financial information of Metallrgica Gerdau. Atne 30, 2007, $140,190 were drawn against thiltyac

The Company announced the conclusion, on Novemp@0Q6, of a Senior Liquidity Facility. This fadifi
amounts to $400,000 and the borrower will be GTadErFinance Inc., with the guarantee of Gerdau, &l

of its subsidiaries Gerdau Agominas, Gerdau A¢asgos , Gerdau Acos Especiais and Gerdau Comereial d
Acos. The program has an availability period ofe@ang, with 2 years for payment as from the dateach
disbursement. The costs involve a facility fee anmimg to 0.27% p.a. and interests, in the caseudigiments
are actually made, of Libor + 0.30% to 0.40% pA&.June 30, 2007, nothing was drawn under thidifaci

Gerdau A¢cominas also has available the followingdiof credit:

» $267,000 from a consortium of banks leaded by &itih N.A, Tokyo Branch guaranteed by Nippon
Export and Investment Insurance (NEXI), maturinglh years, with 2 grace years and 8 years for
repayment, bearing interest of Libor +0.3% p.asTrount will be used in the expansion of the Ouro
Branco industrial facility. At June 30, 2007, $2230) were drawn against this facility.

» $69,000 from Export Development Canada, guararibgadFW Ipex Bank, maturing in 6 years, with
2 grace years and repayment in 4 years bearingesitef 7.22% p.a. At June 30, 2007, $42,000 were
drawn against this facility.

» $201,000 from BNP Paribas — France (50%) and frodustrial and Commercial Bank of China
(50%), guaranteed by SINOSURE (China Export & QGrédsurance Corporation), maturing in 12
years, with 3 grace years and 9 years for repayfeating interest of 6.97% p.a. At June 30, 2007,
$156,000 were drawn against this facility.

In March, 2007, the Company obtained an approval @ommercial Loan with BNP Paribas, guaranteed by
SINOSURE (China Export & Credit Insurance Corpamalj in the total amount of $50,000. This loan basn
taken in order to finance 15% of the new coke plamter plant and a new blast furnace for the (Bnemco
mill. At June 30, 2007, $50,000 were drawn agdimistfacility.
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Gerdau AZA has available the following line of dite

* $97,058 of lines for working capital, bearing irgstrof 5.76% p.a. At June 30, 2007, no amounts were
withdrawn.

Gerdau Ameristeel has available the following lifieredit:

* $75,000 of a credit facility with KfW to providenfancing for capital expenditures, expiring on
November 30, 2008 and is secured by equipment peechwith the financing. At June 30, 2007,
nothing was drawn on this facility.

Debentures

Debentures as of June 30, 2007 include five oudgtgrissuances of Gerdau, convertible debenturéeofau
Ameristeel and debentures issued by Agos Villatés, &s follows:

June 30, December
Issuance Maturity 2007 200¢ 31, 200t
Debentures, denominated in Brazilian reait
Third serie 1982 2011 64,83« 63,394 57,78
Seventh seri¢ 1982 201z 83,05« 18,70¢ 18,12.
Eighth serie 1982 2013 161,02: 114,34 110,22!
Ninth serie 198: 201¢ 74,65 84,46: 77,16
Eleventh serie 199( 202( 65,14 47,00z 45,841
Acos Villares S.A 200t 201C 159,52¢ 133,31( 143,42.
Debentures, denominated in Canadian dollai
Gerdau Ameristeel’s convertible debent 1997 2007 - 103,18¢
608,23: 564,40 452,55
Less: Debentures held by consolidated compa
eliminated in consolidati (85,671 (12,98¢ (7,90€
Total 522,56: 551,41¢ 444.,65.
Less: current portion (presented under Other ctirren
liabilities in the consolidated balance sheet)
(1,394) (106,963) (1,371)
Total debentures — long-term 521,168 444,453 443,28

Debentures issued by Gerdau
Debentures are denominated in Brazilian reais aga ariable interest at a percentage of the CEd ra

(Certificado de Depoésito Interbancarimterbank interest rate). The annual average nahmterest rates were
11.89%, 15.18% and 15.03% as of June 30, 2007 @d@l &rd December 31, 2006, respectively.

Debentures issued by Acgos Villares S.A.
Debentures issued by Acos Villares S.A. are denatathin Brazilian reais and bear variable intestsa

percentage of 104.5% of the CDI rate, and matui® years on September 1, 2010. The principal ameilht
be paid in 8 quarter installments beginning on Dawer 1, 2008.
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Commitments and contingencies

The Company and its subsidiaries are party to dawith respect to certain taxes, civil and laborttera.
Management believes, based in part on advice fregallcounsel, that the provision for contingendges
sufficient to meet probable and reasonably estimdddses from unfavorable rulings, and that theamalke
resolution will not have a significant effect oretbonsolidated financial position as of June 3@,720

The following table summarizes the contingent ckaand related judicial deposits:

Contingencies Judicial deposits
June 30, December June 30, December
Claims 2007 200¢€ 31, 2006 2007 200¢€ 31, 2006
Tax 144,375 142,691 134,038 70,582 53,188 59,642
Labor 51,500 41,823 43,866 14,308 4,855 12,330
Other 11,885 20,932 11,821 7,084 12,277 8,131
207,76( 205,44¢ 189,72¢ 91,97« 70,32( 80,10:

Probable losses on tax matters, for which a provien was recorded

All contingencies described in the section belowespond to instances where the Company is chatigrthe
legality of taxes and contributions. The descriptdd the contingent losses includes a descriptifothe tax or
contribution being challenged, the current statuithe litigations as well as the amount of the @tge loss
which has been provided as of June 30, 2007.

Of the total provision, $47,467 relates to a priovigecorded by the subsidiary Gerdau A¢ominasamahds
made by the Federal Revenue Secretariat regardipgrt Taxes, Taxes on Industrialized Products (4Pl
Imposto sobre Produtos Industrializados”) and eelatharges, due to transactions carried out urrdevhéck
concessions originally granted and afterwards deduby DECEX (Foreign Operations Department).
Management does not agree with the administratsessbn which has annulled the drawback concessioh
believes all transactions were carried out under thrms of the law. This demand is currently awgiti
designation of a responsible judge of the Court.

$26,782 relates to amounts for State Value Added 'emposto Sobre Circulagéo de Mercadorias e i§es/
- ICMS), the majority of which is related to credights involving the Finance Secretary and theeSGourts of
First Instance in the state of Minas Gerais.

$19,351 corresponds to contributions due to theabaecurity authorities which are related to suis
annulment by the Company in progress in the Fed&walt of First Instance in the state of Rio deellan The
amount provided also refers to lawsuits questionirg position of the National Institute of Sociacarity
("Instituto Nacional da Seguridade Social" - INS&S)Yerms of charging INSS contributions on profiasng
payments made by the subsidiary Gerdau Acominassaweral INSS assessments due to services couwtracte
from third parties, in which the INSS accrued debtated to the last 10 years and assessed Gerglanidas

as jointly responsible. The assessments were meaffi by the INSS when challenged by the Companyaaad
currently being challenged by Gerdau A¢cominas inubment proceedings with deposit in court of theoamnt
being discussed, since the Company understandththaght to set up part of the credits had exhiend that,

in any event, the Company is not responsible.

$17,574 relates to the Emergency Capacity ChéEyecargo de Capacidade Emergencial” — ECE), as agell
$11,258 related to the Extraordinary Tariff Recosifion (“Recomposicdo Tarifaria Extraordinaria — BT
which are charges included in the electric enerifjg bf the Company’s plants. According to the Camp,
these charges are of a tax nature and, as suclmcampatible with the National Tax System providedhe
Federal Constitution. For this reason, the corstitality of this charge is being challenged in itod he
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lawsuits are in progress in the Federal Justidaefirst Instance of the states of Sdo Paulo aodRande do
Sul, as well as in the Federal Regional Courts. Thepany has fully deposited in court the amounthef
disputed charges.

The Company is also defending other taxes in theuatnof $21,943 for which a provision has been made
following advice from Company’s legal counsel.

Possible or remote losses on tax matters for whigfo provision was recorded

There are other contingent tax liabilities, for wlhithe probability of losses are possible or rementd,
therefore, are not recognized in the provisioncfamtingencies. These claims are comprised by:

The Company is defendant in debt foreclosures filgdhe State of Minas Gerais to demand ICMS csedit
arising mainly from the sales of products to contiamexporters. The total amount of the process&dv,841.
The Company did not set up a provision for contitgyein relation to these processes, since it cemsithis tax

is not payable, because products for export armpter from ICMS.

The Company and its subsidiary Gerdau Agcominasiefendants in tax foreclosures filed by the statdioas
Gerais, which demand ICMS credits on the exposehi-finished manufactured products. The total amhou
demanded is $37,570. The Company did not set upwspn for contingency in relation to these preges
since it considers the tax as not payable, bectheseroducts do not fit in the definition of sermighed
manufactured products defined by the federal cometgary law and, therefore, are not subject to ICMS

The Company has entered into Fiscal RecoveringrBrod“Programa de Recuperagdo Fiscal” — REFIS) on
December 6, 2000, which allowed the Company to Ri&/and Cofins debts in 60 monthly installmentse Th
final installment has been paid in May 31, 2005erEhis a remaining balance being challenged anoyhdi
$6,299, once certain outstanding issues identifiethe administrative proceeding that the Comparoyes
before the Management Committee of REFIS, the nemagt believes the refinancing program will be fina
extinguished.

Unrecognized contingent tax assets

Management believes the realization of certainingett assets is possible. However, no amount kas b
recognized for these contingent tax assets thatdaanly be recognized upon final realization of an:

Among them is a court-ordered debt security issneti999 in favor of the Company by the state of B@
Janeiro in the amount of $13,799 arising from agirary lawsuit regarding non-compliance with theaho
Agreement for Periodic Execution in Cash underSpecial Industrial Development Program - PRODI. Bue
the default by the State of Rio de Janeiro anchtireregulation of the Constitutional Amendment 80A@hich
granted the government a 10 year moratorium fopthanent of securities issued to cover court-odddat not
related to food. There are no expectation of raiin of this credit in 2007 or in the followingafes, therefore
is not recognized.

The Company and its subsidiary Gerdau AcominasMadjusa — Maranhdo Gusa S.A. are claming recovery
of IPl premium credits. Gerdau S.A. and its sulasidiMargusa — Maranhdo Gusa S.A. have filed
administrative appeals, which are pending judgméfith regard to the subsidiary Gerdau Agominas Si#e
claims were filed directly to the courts and a diexi unfavorable to Gerdau Agominas was issuechasdeen
appealed by Gerdau A¢cominas. The Company estinaatesdit in the amount of $122,597. The creditds n
recognized due to the uncertainty of the realizatio
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Labor contingencies

The Company is also defending labor proceedingswioich there is a provision as of June 30, 2007 of
$51,500. None of these lawsuits refers to indivilgusignificant amounts, and the lawsuits mainlyadtve
claims due to overtime, health and risk premiunmsorgg others. The balances of deposits in courtaelt
labor contingencies, at June 30, 2007, totaled38B4,

Other contingencies

The Company is also defending in court civil pratiegs arising from the normal course of its operatiand
has accrued $11,885 for these claims. Escrow dispesated to these contingencies, at June 30,,2083unt
to $7,084.

Other contingent liabilities with remote or possibthances of loss, involving uncertainties as teirth
occurrence, and therefore, not included in the ipron for contingencies, are comprised by:

An antitrust process involving Gerdau S.A. relatedhe representation of two civil construction digmtes in
the state of S8o Paulo that alleged that Gerdau &é other long steel producers in Brazil dividstomers
among them, violating the antitrust legislationtekfinvestigations carried out by the National $tamiat of
Economic Law — (“Secretaria de Direito Econdmic8BE) and based on public hearings, the SDE is @f th
opinion that a cartel existed. This conclusion w0 supported by an earlier opinion of the Sededtéor
Economic Monitoring (“Secretaria de AcompanhameBtmndémico” — SEAE). The process was sent to the
Administrative Council for Economic Defense — (“Getho Administrativo de Defesa Econ6mica” — CADE),
for judgment.

CADE judgment was putted on hold by an injunctidrained by Gerdau S.A., which aimed an annulment of
the administrative process, due to formal irregtiéar included on it. This injunction was cancelleg appeals
made by CADE and Federal Government, and CADE gama with the judgment. On September 23, 2005,
CADE issued a rule condemning the Company and tiver dong steel producers, determining a fine of 0%
gross revenues less excise taxes of each compasgd lon the year before the starting of the prockssto
cartel practices. The Company has appealed frasrd#gision, and this appeal is still pending ofjuént.

Nevertheless, the Company has proposed a judimakpding aiming to cancel the administrative pseadue
to the above mentioned formal irregularities. & tBompany is successful on this proceeding, the EAD
decision can be annulled in the future.

On July 26, 2006, due to a reversal of decisiomsepronounced by CADE, the Company appealed to the
Justice using a new ordinary lawsuit which point ioregularities in the administrative proceduresducted

by CADE. The federal judge designated for the aialgf the fact decided, on August, 30, 2006 t@send the
effect of CADE decision until a final decision iaken with respect to this judicial process and ested a
guarantee through a stand-by letter amounting toof%ross revenue less taxes in 1999 ($127,230f5 Th
ordinary lawsuit proceeds together with the injiorttoriginally proposed on CADE. On June 28, 2008w
commanded the publication of the expedition, giviiogence to the parts of the judgment decisiorheffirst
resort on the anticipation maintenance of the gdguardianship, after the CADE plea.

Prior to CADE decision, the Federal Public Minysof Minas Gerais (“Ministério Publico Federal denss
Gerais”) had presented a Public Civil Action, based SDE opinion, without any new facts, accusing th
Company of involvement in activities that breachitaust laws. The Company has presented its defenskily
22, 2005.

Gerdau S.A. denies having engaged in any type tifcampetitive behavior and understands, based on
information available, including the opinion of iksgal advisors that the administrative processl umatw
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includes many irregularities, some of which are asgble to resolve. The Company believes it has not
practiced any violation of anti-trust regulationdabased on opinion of its legal advisors belignes reversion
of this unfavorable outcome.

Insurance claim

A civil lawsuit was filed by Sul América Cia Nacialnde Seguros on August 4, 2003 against Gerdau Agsm
and Banco Westdeustsche Landesbank Girozentrale, ek Branch (WestLB), for the payment of $17,850
which was deposited in court to settle an insuracleén made by Gerdau Agominas. The insurer pleads
uncertainty in relation to whom payment should telenand alleges that the Company is resistingcieiving
and settling it. The lawsuit was contested by hb#h bank (which claimed having no right over theoant
deposited, solving the question raised by Sul Acadriand the Company (which claimed inexistence of
uncertainty and justification to refuse the paymesimice the amount owed by Sul América is highenth
stated). After this pleading, Sul América claimedlf in the bank’s representation, and this mastéherefore
already settled, which resulted collection by Gardgominas in December 2004 of the amount deposited
the insurer. Gerdau Agominas has also claimed jadieial proceeding the amount recognized by ttseiiars,
previous to the civil lawsuit commented above. Enpsoceedings are included in the main lawsuit, tyed
Company expects to be successful with this claim.

The civil lawsuits arise from the accident on Mar2B, 2002 with the blast furnace regenerators ef th
Presidente Arthur Bernardes mill, which resultedtioppage of several activities, material damagebke steel
mill equipment and loss of profits. The equipmeag,well as loss of profits arising from the accidevas
covered by an insurance policy. The report on theng as well as the loss claim was filed with IRBrasil
Resseguros S.A., and the Company received an aglodu$32,188 during 2002.

In 2002, a preliminary estimate of indemnities tedbto the coverage of loss of profits and matet@hages, in

the total amount of approximately $57,107, was mded, based on the amount of fixed costs incurtethd

the period of partial stoppage of the steel mildamn the expenses incurred to recover the equipment
temporarily. This estimate is close to the amounthe advance received, plus the amount proposethdy
insurance company as a complement for settlingrithtemnity. Subsequently, new amounts were addéketo
discussion, as demonstrated in the Company’s appkhabugh they were not accounted for as well thgro
costs to recover damage caused by the accidentn \édrdirmed, those gains will be recorded in thmficial
statements. The suit meets with the engineeringaandunting skills in progress, when the pointeldeavill

be demonstrated judicially by the Company.

Based on the opinion of its legal advisors, managentonsiders that losses from other contingenaies
remote, and that eventual losses would not haveaterial adverse effect on the consolidated reswiits
operations, consolidated financial position of @@mpany or its future cash flows

Shareholders' equity
Share capital

As of June 30, 2007, 231,607,008 shares of Comrumk sind 435,986,041 shares of Preferred stoclbbad
issued. The share capital of the Company is comgrid Common shares and Preferred shares, all utitber
value. The authorized capital of the Company is mised of 400,000,000 Common shares and 800,000,000
Preferred shares. Only the Common shares areeehtdl vote. There are no redemption provisions ciatea

with the Preferred shares. The Preferred shanss r@ferences in respect of the proceeds on Edjoid of the
Company.
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At June 30, 2007, the Company held in treasury G382 preferred shares at a cost of $45,354 (4260,
preferred shares at June 30, 2006 and 5,10%84%cember 31, 2006 at a cost of $32,594 andcatstof
$46,010, respectively).

Dividends and interest on capital

On May 14, 2007, the Company has credited $111a3056terest on capital, which constitutes a preayrof
statutory dividends.

Earnings per share (EPS)

Pursuant to SFAS No. 128, “Earnings per Share'fagHewing tables reconcile net income to the amsurged
to calculate basic and diluted EPS.

Basic
Six-month period ended Six-month period ended
June 30, 2007 June 30, 200¢
Commor Preferrel Total Commor Preferrel Total

(in thousands, except share and per share data) (in thousands, except share and per share data)
Basic numeratot

Dividends interest on equity declar 64,73( 120,43t 185,16¢ 35,96¢ 67,18¢ 103,15
Allocated undistributed earnini 229,35¢ 426,74. 656,10( 259,59¢ 484,88¢ 744,48}
Allocated net income available to

Common and Preferred sharehol 294,088 547,178 841,266 295,565 552,074 847,639

Basic denominato
Weighted-average outstanding shares,

deducting the average treasury shi 231,607,008 430,926,433 231,607,008 6282192
Earnings per share (in US$) — Basic 1.27 1.27 1.28 1.28
Three-month period ended Three-month period ended
June 30, 2007 June 30, 200¢

Commot Preferrel Total Commor Preferrel Total

(in thousands, except share and per share (in thousands, except share and per share
Basic numeratot
Dividends interest on equity declared 38,910 72,395 11,305 33,582 62,727 96,309
Allocated undistributed earnini 106,70t 198,53! 305,24 110,36¢ 206,38« 316,74¢
Allocated net income available to

Common and Preferred sharehol 145,616 270,930 416,546 143,948 269,111 413,058

Basic denominato
Weighted-average outstanding shares,
deducting the average treasury shi 231,607,008 430,945,539 231,607,008 D363

Earnings per share (in US$) — Basic 0.63 0.63 0.62 0.62
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Dilluted
Three-month period ended Six-month period ended June
June 30, 30,
2007 200€ 2007 200€
Diluted numerator
Allocated net income available to Common and Prefeed shareholders
Net income allocated to preferred shareholders 270,930 269,111 348, 552,07
Add:
Adjustment to net income allocated to preferrededhaiders in respect to the potential
increase in number of preferred shares outstgnds a result of options granted to
acquire stock of Gerdau, option to settle inrefahe purchase price of an additional
interest in Diaco and option granted to minosityiareholders of Sipar to sell their
shares to Gerde 1,46+ 1,221 2,98 2,78
272,39: 270,33 550,16! 554,85
Net income allocated to common sharehol 145,61¢ 143,94t 294,08 295,56
Less
Adjustment to net income allocated to preferredaiaiders in respect to the potential
increase in number of preferred shares outstgnds a result of options granted to
acquire stock of Gerdau, option to settle inrefahe purchase price of an additional
interest in Diaco and option granted to minosityiareholders of Sipar to sell their
shares to Gerdau (1,464) (1,226) (2,988) (2,780)
144,15: 142,72. 291,101 292,78
Diluted denominator
Weighted - average number of shares outstandi
Common Shares 231,607,008 231,607,008 231,607,008 231,607,00
Preferred Shar
Weighted-average number of preferred shares odisign 430,945,539 432,990,363 430,926,433 432,620,19
Potential increase in number of preferfeatss outstanding in respect of
stock option plan 2,109,083 2,070,305 1,923,129  2,107,31
Potential issuable preferred shares wisheet to option to settle acquisition of
additional interest in Diaco in shares & @ompan 3,636,11( 2,217,28 3,828,19 2,777,14
Option granted to minority shareholderSigfar to sell their shares
to Gerdau 962,532 1,421,633 1,048,54 1,421,63
Total 437,653,26¢ 438,699,58! 437,727,30° 438,926,28
Earnings per share (in US$) — Diluted (Common aredered Share 0.6: 0.6: 1.2 1.2

Derivative instruments

The use of derivatives by the Company is limitecerifative instruments are used to manage clearly
identifiable foreign exchange and interest ratlesrarising out of the normal course of business.

Gerdau and operations in Brazil

As part of its normal business operations, Gerdad aperations in Brazil have obtained U.S. dollars
denominated debt at fixed rates which exposes tttemarket risk from changes in foreign exchange and
interest rates. Changes in the rate of the Brawiial against the U.S. dollar expose Gerdau aedatipns in
Brazil to foreign exchange gains and losses whigh racognized in the statement of income and aso t
changes in the amount of Brazilian reais necesganyay such U.S. dollar denominated debt. Changes i
interest rates on their fixed rate debt expose &eshd operations in Brazil to changes in fair @an its debt.

In order to manage such risks, Gerdau and opegatioBrazil is used to enter into derivative instents,
primarily cross-currency interest rate swap comgrabut also interest rate swaps. Under the swarams
Gerdau and operations in Brazil have the righteteive on maturity U.S. dollars plus accrued irgeedt a
fixed rate and have the obligation to pay Brazilieais at a variable rate based on the CDI rate.

Although such instruments mitigate the foreign exwe and interest rate risks, they do not necégsari
eliminate them. The Company generally does not Helisative instruments for trading purposes.
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All swaps have been recorded at fair value andzeshland unrealized losses are presented in theplidated
statement of income under “Gain (losses) on devieaf net”.

Gerdau Agcominas entered into interest rate swaggenih receives a variable interest rate basedlBOR and
pays a fixed interest rate in U.S. dollars. Theeagrents have a notional value of $299,125 and &tiqir date
between June 15, 2010 and November 30, 2011. Toegate fair value of this interest rate swap, Wwhic
represents the amount that would be received ibgreements were terminated at June 30, 2007gaaof $
5,617 (gain of $12,627 at June 30, 2006 and ga®# @26 at December 31, 2006).

Gerdau Agcominas also entered on a reverse swappvitheceives a fixed interest rate in U.S. dolkms pays
a variable interest rate based on JIBOR in japayess, with a notional amount of $267,000. Thisfs\has a
final maturity date on March 24, 2016. The aggredair value of this swap, which represents the amhthat
would be paid if the agreements were terminatetliaé 30, 2007, is a loss of $12,811 (loss of $Bd&5lune
30, 2006 and loss of $8,363 at December 31, 2006).

Gerdau Acominas also entered on a swap where éivex a variable amount of interest based on JIBROR
japanese yens, and pays a fixed interest rate $n dlbllars, with a notional amount of $34,000. Ehewaps
have a final maturity date between August 15, 280d November 16, 2007. The aggregate fair valubeaxe
swaps, which represents the amount that would dewed if the agreements were terminated at Jun2&Ly,
is a gain of $1,870 (no unrealized gains or lossasine 30, 2006 and gain of $1,797 at Decembez(BIB).

GTL Equity Investments Corp. entered on a swap &/fteeceives an amount of interest based on d#fired
rates, and pays a variable interest rate basedB@R, with a notional amount of $20,000. These svagve a
final maturity date between September 26, 2007 @ctbber 11, 2007. Additionally, it contracted cross
currency put options between Brazilian reais an8. Wlollars amounting $1,273, with final maturitytela
between July 30, 2007 and September 14, 2007. giregate fair value of these swaps and put optishigh
represents the amount that would be received ititfreements were terminated at June 30, 2007gasnaof
$933 (no unrealized gains or losses at June 3@ 200 gain of $2,564 at December 31, 2006).

Operations in Europe

On January 10, 2006 the Company concluded the sitiqoiof 40% of Corporacién Sidenor S.A. (“Sidehpor

a Spanish steel producer with operations in Spaih Brazil (Agos Villares S.A. — “Agos Villares”). he
Santander Group, a Spanish financial conglomerate] an entity owned by executives of Sidenor
contemporaneously acquired 40% and 20% of Sideaspgectively. Purchase price for the acquisitiod@3%

of Sidenor consists of a fixed price of Euro 448,§us a variable contingent price which is payaiiéy by
the Company. The fixed price paid by the CompanyJanuary 10, 2006 for its 40% interest in Sidenor
amounted to Euro 165.828 ($ 200,082). The amouwaitsynder the variable contingent price will beacted

for as additional purchase price consideration gheecontingencies are resolved. Contingent pregedds on
several factors including actual use of existingdeedits, potential gains on litigation initiatbgl a a subsidiary
of Corporacion Sidenor and final destination of lat pf land currently occupied by Corporacion Siden
Considering that contingent consideration existsctwimay result in additional purchase price parttiod
originally determined amount of excess of fair eahf assets acquired and liabilities assumed itiogl to
purchase price has been recorded under “Defereditaelated to acquisition of Corporacion Sidendrhe
amount then recorded is the lesser of estimatednmuem contingent consideration and the excess ofvilue
over purchase price originally determined. The mmaxh contingent consideration has been estimated by
management based on assumptions and informatidlalaleaas of the date of acquisition. The amounbrded

as of June 30, 2007 related to the estimated mamigantingent consideration is $109,692. Santandeus
holds a put option to sell their interest in Sidetmthe Company, after 5 years from the purchase, fixed
price plus accrued interests computed using a firtgtest rate. The Company has agreed to guartmtibe
Santander Group the payment of an agreed amounal(égl the fixed price under the put option refdrte
above plus accrued interest computed using the §aetkinterest rate) after 6 years from the pusehin the
event that Santander Group has not sold the shapsred up to such date or, if the Santander Gsallp its
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interest at a price higher or lower than the agmadunt the difference will be paid by Santandesuprto the
Company or by the Company to Santander Group, céspl. The guarantee may be exercised by the
Santander Group at any time after 6 years. The @axip obligation to purchase from Santander Grasp i
40% interest in Corporacion Sidenor is recordedvlinority Interest. As of June 30, 2007, such oliiga
amounts to $350,481.

During the second quarter, the subsidiary GerdaasAEspeciais has reached an agreement with BNDES
Participagbes S.A. (‘BNDESPAR”), which is the lasgeninority shareholder of Agos Villares. This agreent
provides BNDESPAR a put option to sell its stake28f8% in Villares to the Company, for a determieab
price. Such price was determined to be the highefad the offering price included in the publidering the
Company has made when the acquisition of Corpana8idenor was completed last year, plus intere3tJoP

+ 4% p.a., less any dividends paid by Villares &diged on the same interest, or (b) the priceshare of the
public offering divided by 130% of the price of @au S.A. shares, which result in a total quantityations to
BNDESPAR. At the end of fifth year of the contraBINDESPAR has the higher option between (a) or (b)
above. From the fifth and up to the seventh ydeg,dption is still outstanding, but the price idyothe one
described on (a) above. As of June 30, 2007, sutloption has an estimated value of $22,888, armbiisg
recognized under “Other non-current liabilities” thie balance sheet.

Operations in South America

The Company has granted options to the minorityedt@ders of Sipar Aceros S.A. as part of the paseh
agreements of that company by which those sharetwlthay sell their shares in Sipar Aceros S.A. and
settlement can be made (at the option of the Cognpenf the shareholders depending on the agregraithér

in cash or in shares of Gerdau. Such options areusted for at its estimated fair value, in the antoof
$3,736 as of June 30, 2007, under Other long t@hilities ($3,552 as of June 30, 2006 and $1,54dfa
December 31, 2006). The Company has a commitmestdaire an additional interest in Diaco which ban
settled at the option of the counterparty eithezash or in shares of Gerdau; such commitmentdsuated for

at its estimated fair value, in the amount of $89,6ecorded under Other long term assets ($22%3# June
30, 2006 and $62,164 as of December 31, 2006).

Gerdau Ameristeel

In order to reduce its exposure to changes indfrevalue of its Senior Notes, Gerdau Ameriste¢érd into
interest rate swaps subsequent to the refinandiitg debt. The agreements have a notional vali$200,000
and expiration dates of July 15, 2011. Gerdau Asteel receives a fixed interest rate and pays ihiar
interest rate based on LIBOR. The aggregate markarket (fair value) of the interest rate agreemewhich
represents the amount that would be paid if theeagents were terminated at June 30, 2007, is @f&%548
(loss of $1,001 at June 30, 2006 and loss of $3B@Wecember 31, 2006).

Segment information

There are no significant inter-segment sales tidimses and the identifiable assets are trade adsoun
receivable, inventories and property, plant andggant.

The following segments correspond to the businests by which the Executive Committee manages its
operations:
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Six-month period ended June 30, 2007

Acominas Ouro Specialty Latin America North Inler-segment Adjustmgnt§ and Total as’. per
Long Brazil Branco Steel (except Brazil) America Elimination Total reconciliations financial
statements
Net sales 1,731,810 793,363 814,005 818,386 2,951,834 (256,025) 6,853,373 427,486 7,280,859
Financial income (expenses), net 279,353 (27,176) (25,571) (1,549) (12,648) - 212,409 (16,689) 195,720
Net income 284,693 121,052 99,974 111,249 278,992 - 895,960 (54,694) 841,266
Capital expenditures 103,198 218,962 71,332 139,427 97,220 - 630,139 428,848 1,058,987
Depreciation and amortization 58,887 86,601 37,954 20,615 67,152 - 271,209 15,969 287,178
Identifiable assets 2,546,665 2,671,580 1,070,100 1,396,255 2,850,607 (305,571) 10,229,636 1,201,247 11,430,883
Six-month period ended June 30, 2006
Acominas Ouro Specialty South America North Inler-segment Adjustmgnt§ and Total as’. per
Long Brazil Branco Steel (except Brazil) America Elimination Total reconciliations financial
statements
Net sales 1,442,141 675,668 570,364 452,834 2,528,469 (348,930) 5,320,546 472,641 5,793,187
Financial income (expenses), net 130,118 45,283 15,363 (1,674) (24,397) - 164,693 (9,522) 155,171
Net income 375,727 123,114 63,736 55,838 217,141 - 835,556 12,083 847,639
Capital expenditures 195,011 221,350 204,398 28,885 215,595 - 865,239 10,680 875,919
Depreciation and amortization 52,220 67,994 23,306 17,385 66,720 - 227,625 15,291 242,916
Identifiable assets 1,989,670 1,876,526 695,258 556,641 2,547,645 (15,874) 7,649,866 686,766 8,336,632
Three-month period ended June 30, 2007
Inter-Segment Adjustments and Total as per
Acominas Ouro Specialty Latin America North Elimination reconciliations financial
Long Brazil Branco Steel (except Brazil) America Total statements
Net sales 947,574 437,847 450,679 485,982 1,519,205 (151,680) 3,689,607 101,847 3,791,454
Financial income (expenses), net 157,702 (29,422) (16,900) 846 (3,795) - 108,431 (2,979) 105,452
Net income 137,635 61,197 56,162 73,222 143,742 - 471,958 (55,412) 416,546
Capital expenditures 44,581 160,345 12,715 80,810 38,603 - 337,054 96,319 433,373
Depreciation and amortization 25,332 49,382 23,361 10,829 35,019 - 143,923 (8,153) 135,770
Identifiable assets 2,546,665 2,671,580 1,070,100 1,396,255 2,850,607 (305,571) 10,229,636 1,201,247 11,430,883
Three-month period ended June 30, 2006
Inter-Segment Total as per
Acominas Ouro Specialty South America North Elimination Adjustments and financial
Long Brazil Branco Steel (except Brazil) America Total reconciliations statements
Net sales 699,603 331,004 299,779 233,231 1,396,557 (223,861) 2,736,313 250,312 2,986,625
Financial income (expenses), net 14,033 (21,201) 12,139 (1,320) (12,452) - (8,801) 49,356 40,555
Net income 213,250 33,373 59,553 26,789 127,203 - 460,168 (47,110) 413,058
Capital expenditures 103,594 145,053 3,053 12,354 171,246 - 435,300 28,501 463,801
Depreciation and amortization 22,602 34,083 12,567 7,298 34,972 - 111,522 7,216 118,738
Identifiable assets 1,989,670 1,876,526 695,258 556,641 2,547,645 (15,874) 7,649,866 686,766 8,336,632
Year-end December 31, 2006
. X Adjustments and Total as per
Long Brazil Awg:’a‘iif”m Specialty Steel (S:X“c"e‘ ":';e”c.a North Total reconciliations financial
pt Brazil) America statements
Depreciation and amortization 109,469 138,950 47,255 34,902 142,494 473,070 31,058 504,128
Identifiable assets 1,964,106 2,117,343 979,195 940,275 2,574,244 8,575,163 1,079,764 9,654,927

The segment information above has been prepareer iBrdzilian GAAP and consistent with the criteused

to present segment information at the year endhéiiz statements. The Company’s’ reportable segsnemder
SFAS No. 131 “Disclosures About Segments of an tpngee and Related Information” correspond to the
business units through which the Gerdau Executivm@ittee manages its operations: long steel preduct
Brazil, specialty steel products (which as from d@squisition in January 2006 include the operatiohs
Corporacion Sidenor), Acominas (corresponding ®dhperations of the former Acominas carried oubdlgh
the mill located in Ouro Branco, Minas Gerais),ihadmerica (which excludes the operations in Bhaaitd
North America. Corporate activities performed fbe tbenefit of the Group as a whole are not seggrate
presented and are included as part of the infoomaif Long Brazil. Eliminations of intersegmentesaland
accounts receivables were presented in prior peradthin "Long Brazil". As from this year we areggenting
those eliminations separately. The financial infation for the six-month and three-month periodseghdune
30, 2006 currently presented has been reviewedparately present those eliminations.

Geographic information about the Company presefaiémiving the same basis as the financial staterieeas
follows with revenues classified by the geograpkgion from where the product has been shipped:
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Six-month period ended June 30, 2007

Latin America North
Brazil (except Brazil America Europe Total
Net sales 2,996,004 750,712 2,674,813 859,330 7,280,859
Long lived assets 4,696,860 742,176 1,606,827 795,617 7,841,480
Six-month period ended June 30, 2006
South America North
Brazil (except Brazil America Europe Total
Net sales 2,589,496 446,946 2,265,931 490,814 5,793,187
Long lived assets 3,660,474 304,903 1,413,010 227,147 5,605,534
Three-month period ended June 30, 2007
Latin America North Europe
Brazil (except Brazil) America P Total
Net sales 1,594,773 423,987 1,331,818 440,876 3,791,454
Long lived assets 4,696,860 742,176 1,606,827 795,617 7,841,480
Three-month period ended June 30, 2006
South America North E
Brazil (except Brazil) America urope Total
Net sales 1,285,889 231,894 1,206,495 262,347 2,986,625
Long lived assets 3,660,474 304,903 1,413,010 227,147 5,605,534
Year ended December 31, 2006
South America North
Brazil (except Brazil) America Europe Total
Long lived assets 3,886,733 347,733 1,539,524 762,295 6,536,285

Long lived assets include property, plant and emeipt, equity investments, investments at cost aodgill.

Income tax reconciliation

A reconciliation of the income taxes in the statehm income to the income taxes calculated atBtreilian
statutory rates follows:

Three-month period ended Six-month period ended

June 30 June 3(
2007 200¢€ 2007 200¢€

Income before taxes and minority inte 750,84¢ 649,99¢ 1,461,39( 1,318,06
Brazilian composite statutory income tax 34% 34% 34% 34%
Income tax at Brazilian income tax r 255,28¢ 220,99¢ 496,87 448,14:
Reconciling item:

Foreign income having different statutory r. (39,054 (6,680 (51,490 (26,720

Non-taxable income net of non-deductible expe (2,250 (10,388 (12,544 (15,342

Tax deductible goodwill recorded on statutory bc (35,260 (32,027 (68,475 (63,91¢

Benefit of deductible interest on equity paid targholder (18,864 (34,75¢ (39,426 (34,75¢

Other, ne (5,280 (8,173 (3,704 (16,526
Income tax expense 154,580 128,973 321,234 290,87
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Pension Plans

Gerdau and other related companies in the Conglteen-sponsor contributory pension plans (the ZBea
Plans”) covering substantially all employees base@razil. The Brazilian Plans consists of a plamn fhe
employees of Gerdau and its subsidiaries (“Gerdan”)Pand one plan for the employees of Gerdau Agash
and its subsidiaries (“Gerdau Agcominas Plan”). Brazilian Plans are mainly defined benefit planshwi
certain limited defined contributions. Additiongllthe Company's Canadian and American subsidjaries
including Gerdau Ameristeel, sponsor defined bemddins (the “North American Plans”) covering thejarity

of their employees. Contributions to the BrazilRlans and the North American Plans are based oty
determined amounts.

The subsidiaries in North America currently providpecified health care benefits to retired emplsyee
Employees who retire after a certain age with djgetiyears of service become eligible for benafitsler this
unfunded plan.

The following tables summarize the pension benefitt and postretirement medical benefit cost ohetuin
the Company's consolidated statements of finapasition:

Brazil plans
Three-month period ended Six-month period ended
June 30, June 30,
2007 200¢ 2007 200¢
Components of net periodic benefit cos
Service co 4,35( 3,33( 8,44( 6,64
Interest co: 11,627 9,94( 22,55¢ 19,83:
Expected return on plan as (21,34¢ (17,84¢ (41,414 (35,60¢
Amortization of transition ass (1,22¢ (26¢ (2,38t (33¢
Amortization of prior service cc 26¢ 24 51¢ 48:
Amortization of net actuarial gain (40 (1,231 (784 (2,45€
Employees contributiol (745 (71C (1,441 (1,417
Net pension benefit cc (7,478) (6,446 (14,509) (12,863
North America plans
Pension Plan
Three-month period ended Six-month period ended
June 30, June 30,
2007 200¢€ 2007 200¢€
Components of net periodic benefit cos
Service cos 5,98¢ 4,30: 11,41¢ 8,53.
Interest cos 8,04¢ 6,25! 15,22¢ 12,38
Expected return on plan as¢ (9,27¢ (6,201 (16,65C (12,298
Amortization of transition liabilit 4¢ 4 9€ 9
Amortization of prior service cc 1,06¢ 32: 1,632 64!
Amortization of net actuarial loss 10° 83’ 1,545 1,67
Net pension benefit cc 5,987 5,564 1327 11,03¢
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Other benefits

Three-month period ended Six-month period ended
June 30, June 30,
2007 200¢€ 2007 200¢€
Components of net periodic benefit cos
Service cost 86 38: 1,371 74!
Interest cost 1,87¢ 77( 2,99¢ 1,45
Amoritzation of prior service cost (7¢ (82 (16E (164
Amortizacion of net actuarial loss 13: 2! 24¢ 5l
Net pension benefit cost 2,798 1,095 M4 2,08!

Guarantee of indebtedness

(@) Gerdau has provided a surety to Dona Fran&iseagética S.A., in financing contracts which amtcto

R%$147,686 (equivalent of $76,672 at period-end argh rate). Under the surety, Gerdau guarantees
51.82% ($39,732) of such debt. This guarantee webkshed before December 2002, and, therefore, is
not covered by the accounting requirements of FASBrpretation No. 45 ("FIN 45"). The guarantee

may be executed by lenders in the event of debgullona Francisca Energética S.A.

(b) Gerdau, Gerdau Agominas, Gerdau Acos LongosjdsieAcos Especiais and Gerdau Comercial de Agos
are the guarantor on Sénior Liquidity Facility ¢ subsidiary GTL Trade Finance Inc., in amount to

$400,000 (equivalent of R$770,480 at period-endhamge rate).

(c) Gerdau is the guarantor on loans of its subsfdGTL Spain in the amount of $12,049 and on Eixpor
Receivables Notes of its subsidiary Gerdau AcomiBas. amounting to approximately $182,862.
Gerdau Agominas, Gerdau Acos Longos, Gerdau Acgqeedims and Comercial Gerdau de Acgos
guarantee the $600,000 Perpetual Senior Secustasd by Gerdau S.A. Gerdau also guarantees loans
of its subsidiaries Gerdau Acominas, Gerdau A¢asgbs, Gerdau Acos Especiais and Siderperu in the

amount of $624,412, $31,382, $184 and $150,000entively.

As the guarantees above are between a parent cgr{thenCompany) and its subsidiaries they are not
subject to the recognition provisions under FIN ZBese guarantees may be executed upon failure by

the subsidiaries or by Gerdau in satisfying thigiarficial obligations.

(d) Gerdau Agominas, Gerdau Comercial de Acos aerdid Acos Especiais provides guarantees to Banco
Gerdau S.A. that finance sales to selected custoriibese sales are recognized at the time the giodu
are delivered. Under the vendor program, the Commathe secondary obligor to the bank. At June 30,
2007 customer guarantees provided by the companletb$2,096, $8,092 and $10,763 respectively.
Since Banco Gerdau S.A., Gerdau A¢cominas, Gerdawe@nal de Agos and Gerdau Agos Especiais are
under the common control of Metallrgica Gerdaus tipilarantee is not covered by the recognition

provisions of FASB Interpretation No 45 (“FIN 45”).

(e) GTL Equity provides guarantees to Banco Samtee G.A. of multiple credit facilities of its suldéary

Gerdau Comercial de Agos S.A., in amount to $2,08fuivalent of R$4,101 at period-end exchange
rate). Since GTL Equity and Gerdau Comercial de sA§A. are both under common control this

guarantee is not covered by the recognition promisiof FIN 45.

Subsequent events

(@) In July, 2007, the Company has increased its oviers Multisteel Business Holdings Corp., from

30.45% to 49%.
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(b)

(©

(d)

(e)

In July, 2007, the subsidiary Gerdau AmeristeelpBcation announced the definitive agreement for the
acquisition of Chaparral Steel Company, for thaltptice of $4,220,000. Chaparral Steel is the séco
largest producer of structural steel in North Aroariand also a relevant producer of steel barsp@hel
operates two mini-mills located in Midlothian, Texand Dinwiddie County, Virginia, with total indted
capacity of 2,900,000 tonnes of steel. This tratisads subject to the approval of the regulatory
agencies in the US, and shall be completed uriktid of the year.

In July, 2007, Gerdau Ameristeel, through its jeiahture Pacific Coast Steel , announced an agmgeme
for the acquisition of D&R Steel, LLC, which is armapany located in Glendale , state of Arizona, &bhit
States. D&R Steel is a fabricated rebar suppligith total installed capacity of approximately 3000
tonnes per year.

In July, 2007, the Company, through its subsidi@igienor Industrial, announced the acquisition of
Trefilados de Urbina, S.A. — Trefusa, which is anpany located in Vitoria, Spain. This transaction
should be concluded in October/2007. Trefusa idycer of cold drawn specialty steels.

On August, 8, 2007, the Board of the Company hasaed the payment of interest on capital as a

prepayment of statutory dividends. Such interedt e credited to shareholders on the position of
August 17, 2007, and shall be paid on August 20720
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