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GERDAU S.A.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands of U.S. Dollars, except number ofetja

Current asse

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

Non-current assets

Long-term investments - Available for s
Property, plant and equipment, |
Deferred income taxe

Judicial deposit

Unrealized gains on derivati\
Tax credit:

Equity investmen

Investments at cc

Intangible assets, r

Goodwill

Prepaid pension cc

Advance payment for acquisition of investn

Othel
Total assets

ASSETS

September 30, (Unaudited) December
Note 200¢ 2007 31, 200°
1,180,65! 673,06 1,137,55:
: 12,96: 6,58
1,675,75t¢ 1,900,47: 1,601,59
41,65( 171,27: 156,02
2,710,49¢ 1,874,14° 1,781,35
3 5,322,89( 3,239,79¢ 3,416,60:
9 7 62! ;
101,70¢ 59,20: 43,73
318,47: 290,88! 340,62
53,99¢ 59,46¢ 61,38
125,47( 124,47: 134,60
11,531,17¢ 8,406,36! 8,680,06'
47,19( -
4 8,980,84: 8,234,39: 8,619,71
138,55( 201,70¢ 137,65
6 122,84¢ 96,76¢ 126,31
9 31,11« 2,97¢ 87
315,04: 258,19° 339,83
835,93( 315,62° 317,21
17,58 18,86 17,28
758,68 608,08: 609,20
4,839,79¢ 3,296,63¢ 3,5635,32
408,82: 285,68t 393,84
15,63¢ 14,89! 34,89
190,76¢ 196,53( 158,41,
28,281 21,936,729 22,970,633

The accompanying notes are an integral part ofcthviglensed consolidated interim financial informati
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GERDAU S.A.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands of U.S. Dollars, except number ofetja

LIABILITIES AND SHAREHOLDER’S EQUITY

September 30, (Unaudited) December

Note 200¢ 2007 31, 200°
Current liabilities
Short-term deb 5 859,53¢ 663,71t 762,76
Current portion of long-term de 5 750,26¢ 1,641,92( 655,22
Trade accounts payal 2,138,43¢ 1,405,17 1,455,01
Income taxes payat 331,68: 57,82¢ 52,26
Unrealized losses on derivati 9 19,83: 74 1,10
Deferred income tax 7,18: 70,94t 55,75
Payroll and related liabiliti¢ 296,13° 296,27( 292,52
Dividends and interest on equity pay: 10,80¢ 1,61¢ 65
Taxes payable, other than income ti 331,25: 341,46 219,24
Othel 385,86¢ 246,35( 286,09
Total current liahigit 5,131,00¢ 4,726,03! 3,780,64
Non-current liabilities
Long-term debt, less current porti 5 7,854,89: 6,055,66! 7,053,91
Debenture: 5 396,13¢ 564,29: 509,88
Deferred income taxe 998,07: 865,33: 853,12
Accrued pension and other post-retirement benefiligatior 395,92( 279,88! 425,30
Provision for contingencie 6 219,60¢ 235,72¢ 265,32
Unrealized losses on derivati 9 23,92¢ 3,66: 9,09
Deferred credit related to acquisition of CorpodacSidenc 86,06( 115,62! 90,08
Othel 189,93( 230,80! 174,83
Total non-current ligtes 10,164,54: 8,350,99: 9,381,57
ofdl liabilities 15,295,55! 13,077,02¢ 13,162,22
Minority interest 3,339,29:¢ 2,295,92: 2,804,94
SHAREHOLDERS' EQUITY 7

Preferred shares - no par value - 3,000,000,00t&réed shares and

934,793,732 shares issued at September 30, 20077084 at September 30, 2007 4,775,621 2,253,377 2,253,377
at December 31, 2007, after giving retroactivectffe the stock bonus approved on May

30, 2008 (Note 7).

Common shares - no par value - 1,500,000,000 am#tbshares and 496,586,494 shares
issued at September 30, 2008 (463,214,016 at Sbpte3f, 2007 and at December 31,

2007, after giving retroactive effect to the stbaaus approved on May 30, 2008 (Note 2,525,105 1,179,236 1,179,236
7).
Additional paid-in capital 137,803 133,721 134,49

Treasury stock - 10,985,974 preferred and comrhares at September 30, 2008
(9,947,546 preferred shares at September 30, 2009,833,302 at December 31, 2007,

after giving retroactive effect to the stock boapproved on May 30, 2008 (Note 7). (56,913) (44,842) (44,778)
Legal reserve - 86,52: 154,42
Retained earnings 2,011,74° 2,413,50t 2,569,25
Accumulated other comprehensive income (loss)
- Foreign currency translation adjustment 132,76¢ 515,16( 672,65
- Unrealized net gains on pension and postreéintrienefits, net of tax 77,46¢ 17,112 77,030
- Unrealized gain (loss) on available for saleusiies (8,49¢ 9,988 7,77
- Unrealized gain on qualifying cash flow hedge 4,03: - -
Total shareholders' equity 9,599,13¢ 6,563,78: 7,003,45
Total liabilitiesd shareholders' equ 28,233,981 21,936,729  22,970,63

The accompanying notes are an integral part ofciviglensed consolidated interim financial informadi
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GERDAU S.A.

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

Sale:
Less: Federal and state ta
Less: Discoun

Net sale

Cost of sale
Gross profi

Sales and marketing exper

General and administrative exper

Other operating (expenses) income
Operating incom

Financial expens

Financial incom

Foreign exchange gains,

(Losses) gains on derivatives,

Equity in earnings of unconsolidated companies
Income before taxes on income and minority int
Provision for taxes on incon

Curren

Deferrec
Income before minority intere

Minority interes

Net income

Per share data (in US$
Basic earnings per shi
Preferre
Commo

Diluted earnings per she
Preferre
Commol

Number of weighted-average common shares outstarfdamsidering the effect -
the stock bonus for the previous periods (Note-Bpsic and diluted

Number of weighted-average preferred shares outistgriconsidering the effect to
the stock bonus for the previous periods (Note-Bpsic

Number ot weighted-average preferred shares owistigiiconsidering the eftect
the stock bonus for the previous periods (Note-Mjluted

Three-month period ended September

30, (Unaudited)

Nine-month period ended September

30, (Unaudited)

Note 200¢ 2007 200¢ 2007
8,371,06 4,487,45 21,534,05 12,590,12
(757,39 (432,29: (1,884,92. (1,125,46;
(120,021 (80,41 (324,91 (209,05
7,493,65 3,974.75 19,324,21 11,255,61

(5,004,20. (2,960,18: (13,943,39 (8,410,871
2,489,44 1,014,56 5,380,81 2,844.72
(113,40: (85,00 (313,93 (241,97
(390,77 (241,53; (1,023,84! (696,831

10,99 (78,53 (24,72 (38,91
1,996,25 609,49 4,018,30 1,867,01
(244,91 (172,10 (669,621 (398,56
20,31 112,00 216,61 321,92
(551,69! 44,56 (190,631 256,81
(38,95 22,07 (32,54 (8,59
50,15 14,56 145,58 53,3¢
123117 630,60 3,487.70 2,091,9¢
11
(475,03 (129,14, (1,046,72i (403,82;
175,21 21,37 157,62 (25.18
(299,81 (107.76! (889,101 (429,00:
931,35 522,83 2.598,60 1,662,9¢
(257,50 (111,961 (569,71 (410,85
673,852 410,873 2,028,885 1,252,13
8
0.47 0.31 1.47 0.94
0.47 0.31 1.47 0.94
0.47 0.31 1.4€ 0.94
0.47 0.31 1.4€ 0.94
494,888,956 463,214,016 482,558,488 463,218
925,484,798 861,969,304 899,181,726 861,893,626
927,344,208 875,508,55 902,875,675 875,425,494

The accompanying notes are an integral part oftitriglensed consolidated interim financial informati
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GERDAU S.A.
CONDENSED CONSOLIDATED INTERIM STATEMENT OF COMPRHEHNSIVE INCOME
(in thousands of U.S. Dollars)

Net income as reported in the consolidated statemeaf income

Amortization of unrealized gains (losses) on pemsiod
postretirement obligation, net of -

Foreign currency translation adjustme

Unrealized (loss) gain on available for sale s¢ies;inet of ta

Unrealized (loss) gain on qualifying cash flow hedget of tax

Comprehensive income for the perio

Three-month period ended
September 30, (Unaudited)

Nine-month period ended
September 30, (Unaudited)

200¢ 2007 200€ 2007
673,85: 410,87: 2,028,888  1,252,13¢
132 (3,366) 374 (12,940)
(1,100,62¢ 229,24 (539,887 666,95t
(72¢ (4,01¢ (16,26¢ 9,98
(6,56( - 4,03:
(433,921 632,73 1,477,19¢  1,916,14!

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

Cumulative
Additional other
Preferred Common paid-in Treasury Legal Retained comprehensive
shares shares capital stock reserve earnings income (loss Total

Balances as of January 1, 20( 2,253,37 1,179,23¢ 131,54¢ (46,010 74,42( 1,459,81¢ (121,74¢ 4,930,64
Net income - - - - - 1,252,13¢ - 1,252,13
Appropriation of reservi - - - - 12,10¢ (12,104 -
Foreign currency translation adjustr - - - - - - 666,95! 666,95
Dividends - $0.21 per Common share

and per Preferred share - - - - - (287,021 - (287,02:
Amortization of SFAS 158 transition amount, netaf - - - _ _ - (12,94( (12,94(
Unrealized gain on securities available for - 9,98 9,98
Stock option exercised during the pe! - - - 1,16¢ - 67: - 1,84
Stock option plan expense recognized during thigd - - 2,17¢ - - - - 2,17
Balances as of September 30, 2007 2,253,377 1,179,236 133,721 (44,842) 86,524 2,413,506 542,260 6,563,78
Balances as of January 1, 20( 2,253,37 1,179,23¢ 134,49( (44,778 154,42( 2,569,25! 757,45 7,003,45
Net income - - - - - 2,028,88! - 2,028,88
Capital increase through issuance of st 1,123,71¢ 602,93¢ - - - - - 1,726,65
Capital increase through capitalization of rese 1,398,52¢ 742,93 - - (154,42C (1,987,03¢ -
Foreign currency translation adjustrr - - - - - - (539,88 (539,88°
Dividends - $0.43 per Common share - - - - - (589,370) - (589,370)

and per Preferred share
Amortization of SFAS 158 transition amount, neta - - - - - - 43 43
Unrealized gain on qualifying cash flow he - - - - - - 4,03 4,03
Unrealized loss on available for sale secul - - - - - - (16,26¢ (16,26¢
Minority effect over consolidated entit - - - - - (47 - 4
Purchase of treasury preferred sh - - - (27,941 - - - (27,94
Stock option exercised during the pe! - - - 15,80¢ - (9,931 - 5,86
Stock option plan expense recognized during thiagd - - 3,318 - - - - 3,31
Balances as of September 30, 2008 4,775,621 2,525,105 137,803 (56,913) - 2,011,747 205,773 9,599,13

(*) Considering retroactive effect to the stock bsrdescribed in Note 7. Preferred treasury stoekeshfor the nine-month periods presented abovenatreonsidered to be
outstanding.

The accompanying notes are an integral part ofcttwiglensed consolidated interim financial inforimati
F-6



GERDAU S.A.

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

Cash flows from operating activitie:
Net incomu
Adjustments to reconcile net income to cash f
from operating activitie
Depreciation and amortizat
Equity in earnings on unconsolidated comps
Foreign exchange gain,
Losses (gains) on derivatives instrum
Minority interes
Deferred income tax
Losses on disposal of property, plant andpment, ne
Provision for doubtful accoul
Provision (reversion) for contingenc
Distributions from joint ventur
Realized losses on writedown of short-tersegtment
Other, ne

Changes in assets and liabilitie
Increase in accounts receiva
Increase in inventori
Increase (decrease) in accounts payable and ad@béities
Decrease (increase) in other as
Increase in other liabilitie
Purchases of trading securi
Proceeds from maturities and sales of trading #exs
Net cash provided by operating activitie

Cash flows from investing activitie!

Additions to property, plant and equipment

Proceeds from sales of property, plant and equipmen

Payment for acquisition in Argentina

Payment for acquisition in Chile

Payment for acquisition in Colombia

Payment for acquisition in Guatemala

Payment for acquisition in India

Payment for acquisition in Mexico

Payment for acquisition in Dominican Republic

Payment for acquisition in United States

Payment for acquisition in Spain

Payment for acquisition in Venezuela

Advance payment for acquisition on investment inZ#ir

Cash balance of acquired companies

Net related party debt loans and repaymr

Purchases of available for sale secu

Proceeds from maturities and sales of availabledte securitie
Net cash used in investing activitie

The accompanying notes are an integral part oftiiglensed consolidated interim financial informati

Three-month period ended

Nine-month period ended

September 30, September 30,
Note 200¢ 2007 200¢ 2007
673,85: 410,87. 2,028,88! 1,252,13
292,771 176,72( 827,791 463,89
(50,151 (14,56¢ (145,58¢ (53,39
551,69! (44,56: 190,63( (256,81¢
38,95! (22,07¢ 32,54¢ 8,59
257,50: 111,96t 569,71 410,85
(175,217 (21,37¢ (157,62¢ 25,18
(5,82¢ 14,79: (4,56¢ 24,17
2,24 3,42 9,35! 6,90
8,81: 17,18¢ (13,231 21,18
1,42! 20,41 41,82¢ 52,07
7,03 - 46,70:
11 - 7,21 (3¢
(126,217 (29,337 (833,72 (369,71¢
(1,047,977 (219,05¢ (1,918,137 (354,137
109,58t¢ 100,724 (11,41¢ 193,05
108,03 (144,63: 100,77: 27,11
197,84: 198,74 345,88: 278,00
(2,115,81(C (578,381 (3,448,601 (992,50¢
2,206,91( 653,94 3,311,96( 1,595,46
935,58: 634,80° 980,40¢ 2,332,03
(372,547) (308,939) (1,045,724) (1,054,686)
11,066 (701) 24,483 1,29
(6,765) - (7,982) (3,916)
2.8.1(a, i) (12,556) - (12,556)
2.8.1 (b, d) (73,024) - (180,218)
2.8.1(9) - - 180,000)
2.8.1(f) - - (49,764)
2.8.1(e) - - (124,666) (258,840)
- - - (42,900)
2.8.1(d)h (14,157) (4,248,774) (1,688} (4,253,762)
2.8.1(j, k) (71,417) - (71,417)
- (87,906) - (92,499)
(23,488) - (23,488)
1,896 541,445 235 551,09
(10,307 - (4,397 (72,00¢
- (197,63¢ - (659,29:
1,45! 308,79! 59,60: 696,42
(569,84¢ (3,993,71¢« (3,063,261 (5,189,07¢
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GERDAU S.A.
CONDENSED CONSOLIDATED INTERIM STATEMENT OF CASH WS (Unaudited)

(in thousands of U.S. Dollars)

Three-month period ended

Nine-month period ended

Cash flows from financing activities
Cash dividends and interest on equity
Proceeds from exercise of employee stock options

Decrease in restricted c:

Payment for acquisition in Bra

Debt issuanc

Payment of del

Capital Increas

Net related party debt loans and repaymn
Net cash used in financing activitie

Effect of exchange rate changes on
Decrease in cash and cash equiva

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

September 30, September 30,
Note 200¢ 2007 200¢ 2007
(346,34« (92,09( (527,30¢ (398,98¢
122 850 5,869 1,84
¢ 50« 6,67 49
(37,42 - (95,551
423,46( 4,293,73¢ 2,713,88 4,960,60
(717,67¢ (671,43¢ (1,806,57¢ (1,549,26¢
- - 1,735,75!
38,88t (7,36¢ (32,73¢ (11,32¢
(638,96: 3,524,20( 2,000,02: 3,003,36
171,00: 15,00 125,92 41,24
(102,22 180,30( 43,101 187,56
1,282,87! 492,76« 1,137,55: 485,49
1,180,653 673,064 1,188,65 673,06

The accompanying notes are an integral part oftiiglensed consolidated interim financial informati
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2.1

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

Operations

Gerdau S.A. is asociedade anénimancorporated as a limited liability company undee laws of the
Federative Republic of Brazil. The principal busiseof Gerdau S.A. (“Gerdau”) in Brazil and of its
subsidiaries in Canada, Chile, the United Statesgliay, Colombia, Argentina, Spain, Peru, and mecently

in Mexico, Dominican Republic, Venezuela, Guatensid India (collectively the “Company”) compriseeth
production of crude steel and related long rolleddpcts, drawn products and long specialty produthe
Company produces steel based on the mini-mill qoineehereby steel is produced in electric arc foesafrom
scrap and pig iron acquired mainly in the regiorereheach mill operates. Gerdau also operates phdrith
produce steel from iron ore in blast furnaces &mndugh the direct reduction process.

The Company manufactures steel products for usguilyconstruction, manufacturing, agribusinessaedl as
specialty steel products. The markets where the gaom operates are located in Brazil, the UnitedeSta
Canada, Chile, Colombia, Spain, Peru and, to @&lesstent, in Argentina, Mexico, Venezuela, Donmémc
Republic, Uruguay, Guatemala and India.

Basis of presentation
Accounting practices

The accompanying condensed consolidated financif@rmation has been prepared in accordance with
generally accepted accounting principles in thetéthiStates (“U.S. GAAP”), which differ in certaispects
from the accounting practices adopted in BrazilréBlian GAAP”) applied by the Company in the pregigon

of its legal financial statements. In accordancéhvBrazilian Securities and Exchange Commission NGV
rules, the Company has started to present its ddased financial statements under IFRS (Intermetlio
Financial Reporting Standards) beginning the thirerter of 2007. The consolidated financial stamsender
IFRS are prepared in Brazilian reais.

The condensed consolidated financial informationfasnd for the three-month and nine-month perieaided
September 30, 2008 and 2007 are unaudited. Howevitre opinion of management, this financial imfiation
includes all adjustments, consisting only of normedurring adjustments, necessary for a fair pitesem of
the consolidated financial position, results of iiens and cash flows for the interim periods enésd. The
results for the three-month and nine-month peregntted September 30, 2008 are not necessarily tiaioaf
the results to be expected for the entire year.

This condensed financial information has been peghan substantially the same basis as the coasetd
financial statements as of and for the year endeteBber 31, 2007, except for the recognition ofi@ifying
cash flow hedge and a net investment hedge (Notn#l)should be read in conjunction therewith.

The year-end condensed balance sheet data wasdlédm audited financial statements, but doesnatide
all disclosures required by accounting principleaearally accepted in the United States of America.
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2.2

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

Recently issued accounting standards

In December 2007, the FASB issued Statement of nEiah Accounting Standards No. 141 (revised
2007) ‘Business Combinatiohg“SFAS 141R"). SFAS 141R replaces FASB Statemint 141, ‘Business
Combinations’ (“SFAS 141"). SFAS 141R establishes the requiats for how an acquirer recognizes and
measures the identifiable assets acquired, thditie®d assumed, any non-controlling interest ie ticquired
and the goodwill acquired. SFAS 141R also estapdistlisclosure requirements for business combiration
SFAS 141R applies to business combinations for kwtie acquisition date is on or after December2DB8.
For business combinations in which the acquisitiate was before the effective date of this Staténiba
acquirer shall apply the requirements of Statemi®8, as amended by this Statement, prospectivéigt iE,
the acquirer shall not adjust the accounting faorpbusiness combinations for previously recognizkdnges

in acquired tax uncertainties or previously recagdichanges in the valuation allowance for acquieferred
tax assets. However, after the effective date isf $tatement. The Company is evaluating the patieimipact
on its consolidated financial statements upon adopif SFAS 141R.

In December 2007, the FASB issued SFAS No. 1l§6n-controlling Interests in Consolidated Finantia
Statements — an amendment to ARB No.(88FAS 160"). SFAS 160 establishes accounting raparting for
minority interests, now termed “non-controlling enésts”. SFAS 160 requires non-controlling interest be
presented as a separate component of equity aniteedhe amount of net income attributable tophesnt
and to the non-controlling interest to be sepayatdentified on the consolidated statement of ineom
SFAS 160 is effective for fiscal years beginningoorafter December 15, 2008. The Company is evialgidhe
potential impact on its consolidated financial esta¢nts upon adoption of SFAS 160.

In March 2008, the FASB issued SFAS No. 16Djstlosures about Derivative Instruments and Hedgin
Activities—an amendment of FASB Statement No. (Stitement 161). SFAS 161 requires entitiesutikte
derivative instruments to provide qualitative distires about their objectives and strategies forgusuch
instruments, as well as any details of credit-rislated contingent features contained within deirres. SFAS
161 also requires entities to disclose additiom&brimation about the amounts and location of déxea
located within the financial statements, how thevigions of SFAS 133 has been applied, and the éirat
hedges have on an entity’s financial position,ritial performance, and cash flows. SFAS 161 iscéffe for
fiscal years and interim periods beginning aftev&mber 15, 2008, with early application encouragétie
Company is evaluating the potential impact ondssolidated statements upon adoption of Staten@int 1

In April 2008, the FASB issued FSP 142-3, “Deteration of the Useful Life of Intangible Assets”, 8P 142-
3"). FSP 142-3 amends the factors that should Ipsidered in developing renewal or extension assiomgpt
used to determine the useful life of a recognizedngible asset under SFAS No. 142, “Goodwill aritle®
Intangible Assets”. FSP 142-3 is effective for disgears beginning after December 15, 2008. The 2oy is
evaluating the potential impact of FSP 142-3 ordtssolidated financial statements.

In May 2008, the FASB issued SFAS No. X&he Hierarchy of Generally Accepted Accountingrieiples”.
SFAS 162 identifies the sources of accounting [ples and the framework for selecting the princpie be
used in the preparation of financial statementASE62 is effective 60 days following the SEC s @appl of
the Public Company Accounting Oversight Board amesrts to AU Section 411The Meaning of Present
Fairly in Conformity with Generally Accepted Accting Principles”. The Company does not expect to have
any significant impact of adopting this SFAS.

In May 2008, the FASB issued SFAS No. I®&counting for Financial Guarantee Insurance Caats—an
interpretation of FASB Statement No. 6@FAS 163 clarifies how FASB Statement No. 60, Actting and
Reporting by Insurance Enterprises, applies tonfifd guarantee insurance contracts issued by d@nser
enterprises, including the recognition and measargnof premium revenue and claim liabilities. Isal
requires expanded disclosures about financial giteeainsurance contracts. SFAS 163 is effectivefifmal
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2.3

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

years and interim periods beginning after Decenitigr2008. The Company does not expect to have any
impact of adopting this SFAS.

In October 2008, the FASB issued FSP 157-3 “Detaingi Fair Value of a Financial Asset in a Markedttts

Not Active” (“FSP 157-3"). FSP 157-3 clarified ttepplication of SFAS No. 157 in an inactive markét.
demonstrated how the fair value of a financial agseletermined when the market for that finaneisset is
inactive. FSP 157-3 was effective upon issuanadyding prior periods for which financial statemehtd not
been issued. The implementation of this standatchdt have a significant impact on Company’s cadstéd

financial statements consolidated.

Adoption of new accounting standards

In September 2006, the Financial Accounting StaseldBoard (“FASB”) issued Statement of Financial
Accounting Standards (“SFAS”) No. 15Fair Value Measurements” (“SFAS 157”).SFAS 157 introduces a
framework for measuring fair value and expands irequdisclosure about fair value measurements sétas
and liabilities. SFAS 157 for financial assets diabilities is effective for fiscal years beginnirgfter
November 15, 2007, and the Company has adoptestahdard for those assets and liabilities as afiagnl,
2008. The adoption of SFAS 157 did not materiatpact the Company balance sheet, statement of Ecom
cash flow. The Company is now required to providdigonal disclosures as a part of its consolidditegncial
statements.

In February 2008, the FASB issued Staff Positidg¢eSP") 157-2,'Effective Date of FASB Statement No. 157"
This FSP delays the effective date of SFAS 157afbnonfinancial assets and nonfinancial liabiifiexcept
those that are recognized or disclosed at fairevalo a recurring basis (at least annually) to figesars
beginning after November 15, 2008, and interim qugiwithin those fiscal years. The Company is ailye
assessing the impact of SFAS No. 157 for nonfireressets and nonfinancial liabilities on its cdiasted
balance sheets and statements of income.

SFAS 157 defines fair value as the exchange phae would be received for an asset or paid to tears
liability (an exit price) in the principal or mosidvantageous market for the asset or liability inoaderly
transaction between market participants on the areawent date. SFAS 157 also establishes a thrieg fair
value hierarchy which prioritizes the inputs in mang fair value requires an entity to maximize tkse of
observable inputs and minimize the use of unob&ésvaputs when measuring fair value. The standard
describes three levels of inputs that may be usedeasure fair value:

Level 1 - Quoted prices (unadjusted) in active ratglfor identical assets or liabilities.

Level 2 - Observable inputs other than Level 1gwisuch as quoted prices (unadjusted) for simiseta or
liabilities; quoted prices (unadjusted) in markiéiat are not active; or other inputs that are olzdge or can
be corroborated by observable market data for anbatly the full term of the assets or liabilities

Level 3 - Unobservable inputs that are supportetitthy or no market activity and that are signéit to the
fair value of the assets or liabilities.

As of September 30, 2008, the Company held cedassets that are required to be measured at faie vl a
recurring basis. These assets included investneptivate securities and derivative instruments.

The private securities refer to investment fundd atocks that were classified as Level 1 and fixedme
investments (Bank Deposit Certificate — “CDB” amdelrbank Deposit — “DI1”) that were classified as/ée2.
The Company’s derivative instruments consist ofri@st rate swaps and collar contracts which adetran a
public exchange. See Note 9 for further informat@mthe Company’s derivative instruments and hegigin
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activities. The fair values of the derivatives wdetermined based on inputs that are readily edailim public
markets or derived from information available inbpely quoted markets. Therefore, the Company adi
level 2 inputs to measure the fair market valuehete derivatives. The Company utilized a stangaicing
model based on inputs that were either readilylabk in public markets, derived from informatiovedable
in publicly quoted markets, or quoted by counteiparto these contracts to determine the valuehef t
derivatives. The Company has consistently appliebe valuation techniques in all periods preseated
believes it has obtained the most accurate infaomatvailable for the types of derivative contrattsolds.

The Company also held auction rate securitiesungnts with a fair market value of $47.2 millionved the
past several months, auctions for certain auctide securities failed because sell orders haveeeetebuy
orders. As a result of these failed auctions anrutfailed auctions, the Company may not be ablejtodate
these securities until a future auction is sucesstfe issuer redeems the outstanding securitilseosecurities
mature. Although it is the Company’s intention &l shese investments when liquidity returns to rieerket for
these securities, during the three months endeel 3002008, the Company reclassified the investsnieain a
current asset to a non-current asset. Due to tbtle dd availability of observable market quotes dwe t
Company’s investment portfolio of auction rate séims, the Company utilizes valuation models iclihg
those that are based on expected cash flow schemdexollateral values, including assessments afiteoparty
credit quality, default risk underlying the secyritliscount rates and overall capital market liggyiéh a non-
active market as of September 30, 2008. Theretbee Company utilized level 3 inputs to measure fttie
market value of these investments.

The Company’s financial assets and liabilities mead at fair value on a recurring basis subjecthi®
disclosure requirements of SFAS 157 at Septemhbe2(BIB, were as follows:

Fair Value Measurements at Reporting Date Using
Quoted Prices

Active Markets Significant Significant
for ldentical Other Unobservable
September Assets Observable Inputs
30, 2008 (Level 1) Inputs (Level 2) (Level 3)
Current assets
Short-term investments
Trading 1,675,756 721,733 954,023 -
Available for sal 41,650 41,650 - -
Derivatives 77 - 77 -
Non-current assets
Long-term investments
Available for sal 47,19( - - 47,19(
Derivatives 31,114 - 31,114 -
Current liabilities
Derivatives 19,832 - 19,832 -
Non-current liabilities
Derivative: 23,92¢ - 23,92t -
Unrecognized Put options
Sidenor (See Note 9) 243,536 - - 243,536
PCS (See Note 9) 62,056 - - 62,056

The table below provides a summary of changesiirvédue for the level 3 assets:
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GERDAU S.A.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIALNFORMATION (Unaudited)
(in thousands of U.S. Dollars, unless otherwiagesk)

Balance as of December 31, 2007 360,767
(-) Writedown of investments - Availab

for Sale (46,701)
(-) Sales of short-term investme (700
(+) Additions, net 39,416
Balance as of September 30, 2 352,78:
Balance as of June 30, 2008 403,026
(-) Writedown of investments - Availab

for Sale (7,030)
(-) Decrease in Put Optic (43,214
Balance as of September 30, 2 352,78:

In February 2007, the FASB issued Statement No, 1H® Fair Value Option for Financial Assets and
Financial Liabilities” (“SFAS 159"). The standard provides companies with an optiomefort selected
financial assets and liabilities at fair value asthblishes presentation and disclosure requirent@signed to
facilitate comparisons between companies that @aiferent measurement attributes for similar typé
assets and liabilities. The Company did not elbet fair value option for any financial assets oraficial
liabilities as of January 1, 2008, the effectivéedaf the standard.

Currency translation

The Company has selected the United States dalléis eeporting currency. The U.S. dollar amoureehbeen
translated following the criteria established ilPASFNo. 52, “Foreign Currency Translation” from teancial
statements expressed in the local currency ofdhetcdes where Gerdau and each subsidiary operates.

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

Controlling shareholder

As of September 30, 2008, the Company’'s parentaNiggica Gerdau S.A. (“MG”, collectively with its
subsidiaries and affiliates, the “Conglomerate”ned 45.51% (December 31, 2007 and September 33,200
44.86% and 44.53% respectively) of the total chpmifathe Company. MG’s share ownership consisted of
76.45% (December 31, 2007 and September 30, 208¥.89% and 74.94% respectively) of the Company’s
voting common shares and 28.97% (December 31, 20@7 September 30, 2007 — 28.71% and 28.38%
respectively) of its non-voting preferred shares.

Stock Based Compensation Plans

Gerdau S.A. and Gerdau Ameristeel Corp (“Gerdau mstel”) and its subsidiaries maintain stock based
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(in thousands of U.S. Dollars, unless otherwiagesk)

compensation plans. The Company accounts for thek-4tased compensation plans as from January B 200
under SFAS 123 — R (“SFAS 123R”") “Shared-based manin SFAS 123R addresses the accounting for
employee stock options and eliminates the altereaise 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 aefeduity instruments, based on the grant-dateviue

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

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

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

the grant-date fair value been adopted in prioioglsr Under this transition method, compensatiost ¢or
stock options plans as from January 1, 2006, irchin applicable amount of: (a) compensation cmstafl
share based instruments granted prior to, but ebvgsted, as of January 1, 2006 (based on th¢-dmbe fair
value in accordance with the provisions of SFAS)128d (b) compensation cost for all share based
instruments granted after January 1, 2006 (basdatieogrant-date fair value estimated in accordamitie 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 heeveral 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 ofaa p
approved by an Annual Stockholders’ meeting andaughe limit of authorized capital, to grant optoto
purchase shares to management, employees or indigidvho render services to the Company or toiesitit
under its control, and approved the creation of‘ttt;ng Term Incentive Program”. Under the plan, Beard
of Directors may grant options to purchase shares @xercise price established by the Board céd@ars and
that can be exercised after a vesting period artd Bpyears after vested.

During the three-month and nine-month periods erf8egtember 30, 2008, the Company recognized $1,317
and $3,369, respectively (September 30, 2007 - $98b6$2,175, respectively) of stock compensatiostsco
related to the options issued during 2007. At Saeptr 30, 2008, the remaining unrecognized compiemsat
cost related to these unvested options was appateiyn $11,620 (September 30, 2007 - $9,422) and the
weighted-average period of time over which thistaod be recognized is 3.04 years (September 80, 72-

3.15 years).

Gerdau Ameristeel Plans

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

The long-term incentive plans are designed to rdwle Company’s senior management with bonusegbase
on the achievement of return on capital investegeta. Bonuses which have been earned are awafdedhe
end of the year in the form of cash, stock apptegiarights (“SARs”), and/or options. The portiofi any

bonus which is payable in cash is to be paid infthen of phantom stock. The number of shares ohfdra
stock awarded to a participant is determined bydiig the cash bonus amount by the fair marketevaifia
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Common Share at the date the award of phantom &aouolade. Phantom stock and SARs vest 25% on dach o
the first four anniversaries of the date of the mv#&@hantom stock will be paid out following vestim the
form of a cash payment. The number of options oRSAwarded to a participant is determined by digidhe
non-cash amount of the bonus by the fair markatevaf the option or SAR at the date the award efgjtions

or SARs is made. The value of the options or SARdetermined by the Human Resources Committeeeof th
Company’'s Board of Directors based on a Black-Sshalr other method for determining option values.
Options vest 25% on each of the first four annigges of the date of the award. Options may becised
following vesting. Options have a maximum term ©Of ylears. The maximum number of options able to be
granted under this plan is 6,000,000.

An award of approximately $8.3 million was earnadgarticipants in 2007 and was granted 44% in SARs,
28% in options and 28% in phantom stock. On Felyr@8, 2008, the Company issued 379,564 optiondeun
this plan. These awards are being accrued overetsting period.

The 2006 Stock Appreciation Rights Plan was desigoeattract, retain, and motivate participatingpéoyees
of the Company through awards of SARs. The SARs2&% on each of the first four anniversaries ef dlate

of the award. SARs with a fair market value of apgmately $0.3 million were provided to certain figpants
in 2008 under this plan.

During the nine months ended September 30, 20082804, the compensation costs recognized by the
Company for options issued during 2007 and 200&vimsignificant. At September 30, 2008, the renmgjni
unrecognized compensation cost related to all dadesptions was approximately $1.9 million and the
weighted-average period of time over which thist eai be recognized is 2.8 years.

Methodology and assumptions used to estimate granate 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 medjto estimate forfeitures when determining thoelst
based compensation expense as opposed to recagimwnforfeitures 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 compeios in stock of Gerdau S.A. and of Gerdau Amee&bt
Corp., as appropriate.

Assumptions for options granted during the nine-moth period Gerdau
ended September 30, 2008 Gerdau Ameristeel
S.A. Corp
Expected dividend yield: 2.81% 3.08%
Expected stock price volatility: 37.77% 49.10%
Risk-free rate of return: 14.04% 3.01%
Expected life: 4.9 years 6.25 years
Assumptions for options granted during the nine-moth period Gerdau
ended September 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
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Summary of the Gerdau Plan and of the Gerdau Ameri®el plans

A summary of the Gerdau Plan is as follows:

Nine-month period ended September 30, 2008
Weighted-average
exercise price

Gerdau S.A.Plans Number of shares Us$
Outstanding at December 31, 2007 (*) 9,010,419 5.42
Granted 1,170,958 13.68
Forfeited (155,693) 7.18
Exercised (2,636,611) 2.01
Outstanting at September 30, 2 7,389,07. 5.2¢
Options exercisab 514,184 5.0
(*) Considered retroactive effect to the stock tedascribed in Note 7.

Uss$
Proceeds from stock options exercised 5,869
Intrinsic value of stock options exercised 34,529

A summary of the Gerdau Ameristeel plans is a®Vait

Nine-month period ended September 30, 2008
Weighted-average
exercise price

Gerdau Ameristeel Plans

Number of shares US$
Outstanding at December 31, 2 1,287,66! 5.92
Grante( 385,55¢ 15.8¢
Exercisel (296,747 3.84
Forfeitec (29,342 11.57
Expirec (12,000 21.8¢
Outstanding at September 30, 2008 1,335,13i 8.94
Options exercisab 626,97¢ 4.0z

(a) At September 30, 2008, the weighted-averageaireng contractual life of options outstanding and

exercisable was 6.54 years and 1.84 years, regpelcti

At September 30, 2008 and 2007 the aggregate sitnmlue of options outstanding was $3.8 milliow 8.0
million, respectively. At September 30, 2008 an@2the aggregate intrinsic value of options exatuie was

$3.8 million and $7.3 million, respectively (Thetrinsic
market value of the underlying stock exceeds tlezaise

value of a stock option is the amount byichhthe
price of the option).

The grant date fair value of stock options gramtedng the nine months ended September 30, 200856.:82

(September 30, 2007 was $4.08).
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Cash proceeds, tax benefits and intrinsic valugtedl|to total stock options exercised during tlreghmonths
ended September 30, 2008 and 2007 are providée ifolowing table:

2008 2007
Proceeds from stock options exercised 1,144 1,216
Tax benefit related to stock options exercised 1,171 1,124
Intrinsic value of stock options exercised 1,780 2,927
Fair value of shares vested 6,169 9,083

For the nine months ended September 30, 2008 diidth@ Company recorded $6.0 million and $16.0ioml
respectively, of expenses to mark to market outktenstock appreciation rights and expenses agedcigith
other executive compensation agreements.

Consolidation
The accompanying consolidated financial statemamtside the accounts of the Company and its mgjorit

owned operational subsidiaries, as follows:
Percentage interest (%)

September 30, September 30,
200¢ 2007
Aceros Cox S.A. (Chile 97 98
Gerdau Ameristeel Corporation (Canada) and its islidnses 65 65
Ameristeel Bright Bar Inc. (USA 65 65
Chaparral Steel Company (USA) (See Note 2.8 65 65
Gerdau Ameristeel MRM Special Sections Inc. i{€&a 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< 54 36
Gerdau Acominas S.A. (Brazi 92 89
Gerdau Agos Especiais S.A. (Braz 92 89
Gerdau Acos Longos S.A. (Braz 92 89
Gerdau América Latina ParticipacGes S.A. (Bra 89 89
Gerdau Aza S.A. (Chils 97 98
Gerdau Comercial de Acos S.A. (Braz 92 89
Diaco S.A. (Colombia) (See Note 2.8 96 57
Gerdau GTL Mexico, S.A. de C.V. (Mexico) and itdbsidiaries 97 97
Siderurgica Tultitlan S.A. de C.V. (Mexic 97 97
Ferrotultitlan, S.A. de C.V. (Mexic 97 97
Arrendadora Valle de Mexico, S.A. de C.V. (Mex) 97 97
Gerdau Internacional Emprendimentos Ltda. (Braail its wholly
owned subsidiary Gerdau GTL Spain S. L. (Spain) anbsidiaries 97 98
Gerdau Laisa S.A. (Urugua 97 98
Gerdau Macsteel Holding Inc. (US 92 -
Maranh&@o Gusa S.A. — Margusa (Bra - 89
Aplema Comércio de Produtos Agroflorestais e Empdémentos Ltda.
(Brazil) 92 -
Paraopeba - Fundo de Investimento Renda Fixa (B 97 95
Seiva S.A. — Florestas e Industrias (Bra 96 97
Sipar Aceros S.A. (Argentine¢ 90 72
Sidelpa S.A. (Colombi: 95 95
Corporacion Sidenor S.A. (Spain) and its subsieis 40 40
Sidenor Industrial S.L. (Spal 40 40
Forjanor S.L. (Spail 40 40
GSB Aceros S.L. (Spai - 40
Acos Villares S.A. (Brazi 23 23
Empresa Siderurgica del Peru S.A.A. — “SiderpeRe&ru) 83 83
Siderurgica Zuliana C.A. (Venezuela) (See Note2§ 97 97
Cleary Holdings Corp. (Colombia) (See Note 2.8. 50 -
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NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIALNFORMATION (Unaudited)
(in thousands of U.S. Dollars, unless otherwiagesk)

* The company considers Corporacion Sidenor a bbgimterest entity (“VIE”) as defined by FIN 46(R)

The consolidated financial statements include lad tcompanies in which the Company has a controlling
financial interest through direct or indirect owstgip of a majority voting interest. The consolidhfaancial
statements include, in addition to the operatioo@inpanies presented in the table above, all theroth
companies that meet the criteria for consolidatioder US GAAP, which consist of holding companidsciy
invest in the operating companies and carry ouatrfing transactions.

All intercompany balances and transactions have béminated on consolidation.
Acquisitions
Acquisitions of companies (subsidiaries an@dintly-owned subsidiaries)

The financial statements of the Company includeréselts of these acquisitions from the date ofiition.
In accordance with SFAS 141 the acquisitions mad200D8 were immaterial individually and in the agggte
and do not require further disclosure. As allowedar SFAS 141, the Company has up to one year finem
acquisition date to adjust the valuations of godidavid intangible assets.

a) Trefilados Bonati S.A.

In August 2008, the Company completed the acqaisitf 100% of the shares of Trefilados Bonati S2A,
company in the manufacture and sale of nails am@syilocated in Santiago, Chile. The acquisitioluea
amounted to $7.0 million.

b) Diaco S.A.

On January 14, 2008, the Company acquired from ritjnehareholders an additional interest of 40.2% i
Diaco S.A.'s capital for $107.2 million. At the emd this acquisition, the Company’s ownership patage
came to hold, indirectly, 95.4% of the Diaco S.A&pital. The Company recognized goodwill on adtjaisin
the amount of $134.5 million.

The significant amount of goodwill on acquisitie@corded by the Company was due to the following:

* The acquisition of Diaco allowed the Company toangits presence in South America counting on a
company in Colombia, one of the most promising retxln the region,

* Increased market share with a primary focus ordtivaestic market,

» Potential market growth over the coming years.

c¢) Century Steel, Inc.

On February 12, 2008, the Company, through its ididsg Pacific Coast Steel (PCS), announced the
acquisition of Century Steel, Inc.; Century Steedldihgs, Inc. d/b/a Century Reinforcing, Inc.; ali
Construction Supply, LLC; Century Steel Inc., (Utadnd Century Properties Henderson 18, LLC (ctitety
referred to as “CSl”), a rebar fabrication and ctnmal steels company specialized in manufactuangd
installing rebar fabrication and structural stemdducts for $148.5 million ($121.5 million had ady been
paid) and as a result of the acquisition the Compaoorded a goodwill of $79.1 million. CSl is lded in Las
Vegas in the state of Nevada and has businese istéltes of Nevada, California, Utah, and New Mzxiche
acquisition was concluded on April 1, 2008 andhat $ame time the subsidiary Gerdau Ameristeel $ai
million to increase its equity interest in PCS fmpeoximately 84%. As a result of this increaseha equity
interest of PCS the Company recorded goodwill &.84million.

The Company recorded goodwill related to theseiaitopns due to the following factors:
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» the CSI acquisition provided the Company with angamded geographic presence in the western
United States,

* anincreased presence in the specialized fabricatst installation market,

» the Company believes that it will be able to susfidly integrate the business operations of CSI and
realize synergies associated with the acquisition.

d) Cleary Holdings Corp.

On February 21, 2008, the Company signed a purchgssement for the acquisition of 50.9% of Cleary
Holdings Corp., a controlling company of productiamits of coking coal and coking reserves in Col@mith

a current production capacity of 1.0 million cokiogal tones per year and the coking reserves dstilia 20
million tones. The amount disbursed in this acdiaisiis $73.0 million. As a result of this acquisit the
Company recorded goodwill of $34.1 million.

The significant amount of goodwill on acquisitie@corded by the Company was due to the following:

» Control of a production unit of coking coal andee&s of coking charcoal, located in Colombia,
» This investment is part of the strategy of Gerdaoup and represents one more step to ensure the
supply of fundamental raw materials to the steetipction.

e) Corsa Controladora, S.A. de C.V.

On February 27, 2008, the Company concluded theisitign of 49% of the Corsa Controladora, S.A.QGl¥.
(holding)’s capital, which holds 100% of the Acefsrsa, S.A. de C.V.’s capital, which also conttals steel
distributors. Aceros Corsa, situated in the Tladmgfa City, metropolitan region of Mexico City,asmini-mill
that produces long steel (light commercial barghwin installed capacity of 150 thousand toneswde steel
and 300 thousand tones of rolled products per yideg.amount disbursed in this acquisition is $11ilon.
The Company and the Corsa Controladora, S.A.’se$lvdders established also a joint venture denomihat
Estructurales Corsa S.A.P.l. de C.V. with the paepof implementing a project to produce structbials in
Mexico. The new plant will have an installed capacif 1.0 million tones of crude steel and 700 themd
tones of rolled products per year and will invobare estimated investment of $400 million. The plaitit start

to operate in 2010. By September 30, 2008 the atndishursed for this joint venture totalized $14lion.
This investment is recorded under the Equity actbgnmethod. The Company recorded goodwill on this
acquisition of $76.6 million, which is presentedyeéther with the investment amount under “Investment
accounted for under the equity method”.

Goodwill was recorded on the acquisition due tofttewing:

» This partnership strengthens Gerdau’s presencéanthird largest steel consumer market in the
Americas and allows us to continue as a consolid#tthe international steel industry.

* The rapidly growing steel industry consolidation aVver the world has resulted in a significant
increase in acquisition prices.

« The Company believes it will be able to succesgfiltegrate Corsa Controladora, S.A. de C.V.
operations and achieve synergies from the acorisiti

f) SIK Steel Plant Limited

On April 2, 2008 the Company through its subsidi@orporacion Sidenor acquired the first portionfeeh in
the joint venture contract for an investment in ipatti, India, which was signed on June 22, 200@isT
portion, along with the second acquisition instalfimhmade on May 27, 2008 represented an acquisition
45.17% interest in SJK Steel Plant Limited, whishai steel producer with two LD converters, a cadus
casting machine, and pig iron production facilitifdie contract establishes joint ownership and tttel
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amount of the investment is $72.6 million. The Camyp paid part of this amount through an advanc20ii7
and the remaining portion of $49.8 million in 2008us investment is recorded under the equity nektho

g) Corporacién Centroamericana del Acero S.A.

On April 21, 2008 the Company made a strategi@mdié with the controlling shareholders of the huaidi
company Corporacion Centroamericana del Acero Samhich holds steelmaking assets in Guatemala and
Honduras and distribution in El Salvador, Nicarjguad Belize. The disbursement in this transactiaa $180
million and resulted in the acquisition of 30% netst in Corporacién Centroamericana del Acero JHis
investment is recorded under the equity method. Gtvapany recorded goodwill on this transaction Ti2%5
million, which is presented together with the inwesnt amount under “Investments accounted for utiger
equity method”.

The steelmaking assets include a melt shop withstalled capacity of 500,000 tones of crude steel rolling

mills with an annual capacity of 690,000 tonesgarducing rebars, profiles, seamed tubes and &l las well
as drawn products and downstream operations taipeosheshes, galvanized, annealed, and barbed wais,
and metal roofs.

Goodwill was recorded on the acquisition due tofttlewing:

» The strategic alliance made with Corporacién Cemtrericana del Acero, Central America’s largest
steel manufacturer.

» Gerdau’s position as one of the largest playeGdntral America and the Caribbean. Central America
is a strategic region and becomes an importantatipar together with the units in Mexico and
Dominican Republic for meeting local market demaridsaddition, Central America has shown an
impressive economic growth over the past years.

» The Company believes it will be able to succesgfullegrate Corporacion Centroamericana del Acero
S.A. operations and achieve synergies from theisitigu.

h) Gerdau MacSteel Inc. (Quanex Corporation)

On April 23, 2008, the Company completed the adtijoirs of 100% of MacSteel, Quanex Corporation'skte
business. On November 19, 2007, the Company hadediga definite agreement to acquire Quanex
Corporation, which, through its steel business MeelS is the second largest producer of specidkels
(Special Bar Quality — SBQ) in the United Stated aperates three mini mills located in Jackson,Hidjan;
Monroe, Michigan; and Fort Smith, Arkansas. MacB#&so operates six downstream operations locatehle
states of Michigan (two), Ohio, Indiana (two), aMisconsin. MacSteel has an annual installed capaé€it.2
million tones of steel and 1.1 million tones ofledl products.

The acquisition did not include Quanex's BuildimgdRucts business, which is not related to the dtesiness.
Quanex announced the spin-off of this business winemcquisition proposal was finalized.

The disbursement in this transaction was $1.41hillplus the assumption of certain debts andlites of the
acquired company.

The following table summarizes the preliminary faglue of assets acquired and liabilities assunued f
MacSteel.
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Current assets 513,186
Property, plant and equipment 514,797
Other long-term assets 240,538
Current liabilities (523,663)
Long-term liabilities (229,070)
Net fair market value 515,788
Goodwill 952,726
Total consideration allocat 1,468,51.

In connection with the acquisition, the Companyogized a significant amount of goodwill due to the
following factors:

« the rapid consolidation that has taken place indglubal steel industry has resulted in acquisition
valuations increasing dramatically,

» Gerdau Group strengthens its position as a glgizadial bar quality (SBQ) supplier,

» the MacSteel acquisition will open new growth ogpoities in long specialty steel in the US, one of
the largest and most traditional auto industry ratwkin the world. MacSteel produces SBQ and
around 80% of its production is for the automofivdustry,

» the Company believes that it will be able to susfidly integrate the business operations of MadStee
and realize synergies associated with the acouisiti

i) Distribuidora y Comercializadora de Aceros Reginales Limitada (Barracas Janssen Limitada)

On May 9, 2008 the Company acquired 100% of Distdbra y Comercializadora de Aceros Regionales
Limitada, a company that operates in buying, sgllemd distributing metal structures and mateaald inputs
for the local construction sector in the city oflyaraiso, Chile. The disbursement in this transactias $5.6
million. As a result of this acquisition, the Comyarecorded goodwill of $1.0 million.

j) Rectificadora del Vallés

On May 30, 2008 the Company through its subsid&idenor Industrial acquired 100% of Rectificadoeh d
Vallés (RDV), a steel bar producer for the autom®ticonstruction, and mechanical engineering imisst
located in Barcelona, Spain. The transaction amdu@ 32 million ($49.8 million on acquisition dat
addition to the assumption of € 33 million ($51.4lion on acquisition date) in debts. RDV has amael
installed capacity of 100 thousand tones of stegla result of this acquisition, the Company reedrgoodwill
of $38.9 million.

Goodwill was recorded on the acquisition due tofttewing:

* The acquired company is Spain’s major independéet dvawing mill, based in Barcelona.
» Gerdau Group's strategy to add value to its pradaictl expand the value chain.

k) Vicente Gabilondo e Hijos, S.A. (Gabilondo)

On June 3, 2008 the Company through its subsi@agnor Industrial acquired 100% of Vicente Gahilore
Hijos, S.A. (Gabilondo), a steel bar producer fbe tautomotive industry located in Eibar, Spain. The
acquisition price was € 14 million ($21.6 milliom acquisition date). Gabilondo has an annual ilestal
capacity of 30 thousand tones of steel. As a reduhis acquisition, the Company recorded goolefis11.1
million.

Goodwill was recorded on the acquisition due tofttewing:
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» The Company’'s strategy to offer customers uniquedpects and maximum quality service is
reinforced.

» The fast consolidation of the global steel industag resulted in a significant increase in acdgarsit
prices.

 The Company believes it will be able to succesgfilltegrate Gabilondo’s operations and achieve
synergies from the acquisition.

I) Hearon Steel Co.

On July 14, 2008, the Company, represented byulbsidiary Gerdau Ameristeel, purchased the asdets o
Hearon Steel Co., which is a rebar and epoxy cgatianufacturer with units in the cities of Muskog€alsa,
and Oklahoma, State of Oklahoma. The acquisitieceps $14.2 million and, as a result of this aedign, the
Company recorded goodwill of $9.0 million.

Goodwill was recorded on the acquisition due tofttlewing:

* The transaction increases the Company’s presenbe irebar fabrication market.

« The Company believes it will be able to succesgfultegrate Hearon Steel Inc.’s operations and
achieve synergies from the acquisition.

m) K.e.r.s.p.e. Empreendimentos e Participa¢fes Lid

On September 18, 2008, the Company, through itsidialoy Gerdau Agos Longos S.A., signed an agreemen
to purchase 100% of K.e.r.s.p.e. Empreendimenfarticipa¢gdes Ltda., a company from the Super Lagdia
Group, for the amount of R$ 90 million ($47.0 nati as of September 30, 2008). The business incltaed
scrap warehouses located in the Brazilian citieS&d Paulo, Piracicaba and S&do Caetano do Su, &t&&o
Paulo, and in the city of Betim, State of Minas &grOn September 15, 2008, the Company paid aanadv
for the acquisition of this stake in the amounR& 45 million ($23.5 million). The acquisition deyks on the
fulfillment of certain conditions, which as of Septber 30, 2008 had not yet been met.

Allocation of the fair value in jointly-ownedentities or of shared control
a) Gerdau GTL México, S.A. de C.V. (Grupo Feld S.Ade C.V.)

In March 2008, the Company concluded the fair vadasessment for all assets and liabilities of teed&u
GTL México, S.A. de C.V resulting in a goodwill cpfement recognition of $4,857.

The table below presents the fair value calculafmmthe assets and liabilities acquired from GarzTL
Mexico (on the acquisition date):

Preliminary allocation recorded

as of March 31, 2007 Final allocation
Net assets (liabilities) acquired
Current assets 43,648 43,648
Property, plant and equipment 108,522 101,776
Other non-current assets 3,862 5,751
Goodwill 124,977 129,834
Current liabilities (20,783) (20,783)
Non-current liabilities (1,386) (1,386)
258,84( 258,84(
Purchase price consideration, at fair value 258,840 258,840
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In connection with the acquisition, the Companyomized a significant amount of goodwill due to the
following factors:

» the rapid consolidation that has taken place inglubal steel industry has resulted in acquisition
valuations increasing dramatically,

» the Company believes that it will be able to susfigly integrate the business operations of Gerdau
GTL México and realize synergies associated wighabquisition.

b) Multisteel Business Holdings Corp.

In May 2008, the Company concluded the fair valsseasment for all assets and liabilities of Mwdast
Business Holdings Corp..

This investment is accounted under the equity ntetival therefore the allocation of the fair valuehef assets
and liabilities of the acquired company is not adisated and only has effect through a reclasdificafrom
the goodwill originally recognized to the investrhesccount. As the goodwill and the investment for
investments accounted under the equity method easepted in the same account there is no impatten
balance sheet related to this reclassificationtHesmore, the amount derived from the amortizatibthe fair
value allocated will be recognized in the Compain¢®me statement under the account "Equity iniegsnof
unconsolidated companies, net".

c) Siderurgica Zuliana C.A.

In June 2008, the Company concluded the fair valsmessment for all assets and liabilities of Sidgré
Zuliana C.A., and allocated part of the initialgcognized goodwill in the amount of $4,188.

The following table presents the estimated faiugabf the assets and liabilities of Siderlrgicaahd C.A. on
the acquisition date:

Preliminary allocation recorded

as of June 30, 20C Final allocation
Net assets (liabilities) acquired

Current assets 12,296 12,296
Property, plant and equipment 27,960 34,306
Non-current assets 1,010 1,010
Goodwill 58,293 54,105
Current liabilities (4,710) (4,710)
Non-current liabilities (2,350) (4,508)

92,49¢ 92,49¢
Purchase price consideration, at fair value 92,499 92,499

In connection with the acquisition, the Companyomized a significant amount of goodwill due to the
following factors:

« the rapid consolidation that has taken place indglubal steel industry has resulted in acquisition
valuations increasing dramatically,

» the Company believes that it will be able to sustdl integrate the business operations of
Siderdrgica Zuliana and realize synergies assatiatth the acquisition.

d) Chaparral Steel Company (“Chaparral”)
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On September 14, 2007, the Company completed gsisition of Chaparral Steel Company (“Chaparradl),
leading producer of structural steel products imhiédmerica and also a major producer of steelgsaducts.
Chaparral operates two mini-mills, one located imdibthian, Texas, and the other located in Petegsbu
Virginia. The purchase price for the shares of Gnagd was $4.2 billion in cash, plus the assumptiboertain
liabilities of the acquired company. In connectioith the acquisition, the Company recognized aifigmt
amount of goodwill due to the following factors:

« the rapid consolidation that has taken place indglubal steel industry has resulted in acquisition
valuations increasing dramatically,

» the Chaparral acquisition provided the Company>qaeded geographic presence further west in the
United States,

» existing installed production capacity and labarcé&of the mills,

e anincreased presence in the strong structurdl ret@det — this acquisition increased the produist m
to add large structural products and pilings toetkisting products offerings.

» the Company believes that it will be able to susfigly integrate the business operations of Chaparr
and realize synergies associated with the acouisiti

During the third quarter of 2008, the Company cartgd the purchase price allocation of Chaparraé Th
following table summarizes the fair value of assetguired and liabilities assumed for Chaparral.

Current assets 1,069,386
Property, plant and equipment 693,776
Intangible assets 605,671
Other long-term assets 11,519
Current liabilities (683,472)
Long-term liabilities (428,056)
Net fair market value 1,268,824
Goodwill 2,795,434

Total consideration allocat 4,064,25!

The purchase price allocation to the identifiablamgible assets is as follows:

Remaining Useful life

Customer relationships 561,000 15 years

Patented technology 29,000 5 years

Internally developed software 1,000 2 years

Order backlog 14,671 1.5 months
605,67

The purchased intangibles and goodwill are not diélole for tax purposes. However, purchase accognti
requires the establishment of deferred tax lidbgibn the fair value increments related to inthlegassets that
will be recognized as a tax benefit in future pdsias the assets are amortized.

The following unaudited pro forma consolidated tessaf operations assume the acquisition of Chapavas
completed at the beginning of the period shownweRro forma data may not be indicative of the itssihat
would have been obtained had the acquisition dgtoaturred at the beginning of the period presgnoe of
results which may occur in the future (in thousaoflg.S. Dollars, except earnings per share data):
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Three Months Ended  Nine Months Ended
September 30, 20C September 30, 20C

Net Sales 4,375,727 12,563,879
Net Income 403,349 1,264,543
Earnings per share - Basic 0.61 1.91
Earnings per share - Diluted 0.60 1.89

The unaudited pro forma information presented ab@fkects the results of operations for three aimk n
months ended September 30, 2007 as though thes#éamuihad been completed at the beginning of each
period. The fair value adjustment to inventory (#2¢hillion net of tax) has been recorded as a réoluof net
income in each period.

Due to the difference in fiscal year ends of eammgany, the pro forma information for the three therended
September 30, 2007 has been prepared by combiiitige(Company’s consolidated statement of incoare f
the three months ended September 30, 2007 andh@parral’s consolidated statement of income ferttiiee
months ended August 31, 2007.

The pro forma information for the nine months en&egtember 30, 2007 has been prepared by comkiiping
the Company’s consolidated statement of incomettier nine months ended September 30, 2007 and (ii)
Chaparral’s consolidated statement of income ferrtime months ended August 31, 2007, which wasapeep

by combining Chaparral’'s consolidated statemenhcdme for the three months ended February 28, 2b@7
three months ended May 31, 2007 and the three memithed August 31, 2007.

Derivative financial instruments

Derivative financial instruments that do not quafiér hedge accounting are recognized on the balaheet at
fair value with unrealized gains and losses recaghin the statement of income.

To qualify as a hedge, the derivative must be€gighated as a hedge of a specific financial asdetbility at
the inception of the contract, (ii) effective atloeing the risk associated with the exposure thduged, and
(i) highly correlated with respect to changedeitin its fair value in relation to the fair valaéthe item being
hedged or with respect to changes in the cash flbeth at inception and over the life of the cocitra

As required by SFAS 133,Atcounting for Derivative Instruments and Hedgingtivities” as amended
("SFAS 133”) the Company assess both at the inoepif each hedge and on an on-going basis, whéibker
derivatives that are used in its hedging transastire highly effective in offsetting the changesash flows

of the hedged item.

Inventories
September 30, December
200¢ 2007 31, 200°
Finished product 1,719,12¢ 1,194,017 1,263,25.
Work in proces: 1,123,51« 740,10¢ 762,63
Raw material: 1,317,50¢ 703,38’ 722,30
Packaging and maintenance supg 705,85¢ 463,57° 498,05
Advances to suppliers of materi: 456,89( 138,70¢ 170,35
5,322,890 3,239,795 3,416,60
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4 Property, plant and equipment, net
September 30, December
200¢ 2007 31, 200°
Buildings and improvemen 2,247,15: 1,965,31¢ 2,222,61
Machinery and equipme 8,745,57¢ 6,961,94¢ 7,925,28
Vehicles 77,47( 73,94! 70,34
Furniture and fixture 104,76 88,66! 89,08
Other 632,48: 480,48( 531,91
11,807,44: 9,570,35° 10,839,24
Less: Accumulated depreciati (4,487,65¢ (3,855,09¢ (4,115,22¢
7,319,78¢ 5,715,26: 6,724,02
Land 474,14¢ 472,80¢ 503,88
Construction in progres 1,186,91: 2,046,32" 1,391,81
Total 8,980,841 8,234,394 8,619,71

As of September 30, 2008, machinery and equipmetiit & net book value of $1,152,190 ($981,498 on
September 30, 2007 and $1,055,641 on December 2@/pledged as collateral for long-term debt.

5 Debt and debentures
Short-term debt
Short-term debt consists of working capital loand axport advances, mainly denominated in U.Sadokhnd
Euros. Advances received against export commitrremet®btained from commercial banks with a commitime
that the products will be exported.

Long-term debt

Long-term debt consists of the following:
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Weighted averagt
Annual Interest

Rate % at September 30, 2008 December
September 30, 2008 2008 2007 31, 200°

Long-term debt, excluding debentures, denominatechiBrazilian reais
Working capita 10.18% 50,401 66,46¢ 59,27
Financing for investmer 12.48% 350,677 72,87 420,21
Financing for machine 8.05% 879,75¢ 768,26 886,29
Long-term debt, excluding debentures, denominatechiforeign currencies
(a) Long-term debt of Gerdau, Gerdau Acominas, Gewicos Longos, Gerdau Agos Especiais,
Gerdau Comercial de Agos and Acos Villares:
Working capital (US$ A4.77% 1,19: 300,70: 1,18:
Guaranteed Perpetual Senior Securities (! 9.75% 600,00( 600,00( 600,001
Financing for machinery and others (U¢ 5.12% 802,47¢ 725,10t 892,261
Export Receivables Notes by Gerdau Acominas (! - 175,90!

Advances on exports (US 5.36% 206,95¢ 331,69 259,89:
(b) Long-term debt of Sipar Aceros, Diaco, Cleanidings, Sidelpa, Gerdau Aza S.A., Siderperd,
Siderurgica Zuliana, Gerdau GTL Mexico and GTL &&inance Inc. (Ten-Year Bond)
Financing for investments (US 5.74% 597,73¢ - 162,05
Ten-Years Bond (US 7.25% 1,500,00( - 1,000,001
Working capital (US$ - 183,93:
Working capital (Chilean pest 6.05% 2,47¢ 3,14 3,11
Working capital (Colombian Pes: 12.40% 93,28t 1,22 70:
(c) Long-term debt of Gerdau Amerist¢

Senior notes, net of original issue discount (L 10.38% 403,87¢ 400,52: 400,81

Bridge Loan Facility (US¢ - 1,000,00¢

Term Loan Facility (US$ 5.06% 2,600,000 2,750,00( 2,600,00!

Senior Secured Credit Facility (Cdi - 150,00(

Industrial Revenue Bonds (U$ 4.08% to 5.30% 50,40( 54,60( 54,601

Othe: 23,84¢ 5,06¢ 1

(d) Long-term debt of Corporacion Side

Working capital (Euro: 5.13% 442,07: 108,07: 368,71

8,605,16: 7,697,58! 7,709,14!

Less: current portic (750,26¢ (1,641,92( (655,22¢
Long-term deb excluding debenture less current portic 7,854,89¢ 6,055,66! 7,053,911

Long-term debt matures in the following years:

2009 208,77
2010 903,23
2011 1,710,43;
2012 1,781,36.
After 2012 3,251,08.

7,854,89.

Long-term debt, excluding debentures, denominatedhiBrazilian reais

Long-term debt denominated in Brazilieeaisis indexed for inflation using the TILP (Taxa dead de Longo
Prazo —‘Long term interest rate”)rate set by the Government on a quarterly basibased on IGPM (Indice
Geral de Pregos — MercaddGeneral Index Price — Market”).

Long-term debt, excluding debentures, denominatechiforeign currencies

(a) Gerdau, Gerdau Agominas, Gerdau Agos Longos, G#au Acos Especiais, Gerdau Comercial de Agos
and Acos Villares

The debt agreements entered into by the Companyezilin subsidiaries contain covenants, which are
described below, that require the maintenance éiceratios, as calculated in accordance withGbenpany’s
financial statements prepared in accordance wiRSIFThe covenants include financial covenants dinly
ratios on liquidity, total debt to EBITDA (earnindmefore interest, taxes, depreciation and amonizats
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defined in the respective debt agreements), debicsecoverage and interest coverage, amongst otidr
September 30, 2008, the Company was in compliaitteal of its debt covenants.

Guaranteed Perpetual Senior Securities

On September 15, 2005, Gerdau S.A. concluded atprplacement of the $600,000 with 9.75% p.a. tefr@st
bearing Guaranteed Perpetual Senior Securitiesh $wonds are guaranteed by the following operating
companies of Gerdau based in Brazil: Gerdau Acosni@erdau Acos Longos, Gerdau Agos Especiais and
Gerdau Comercial de Agos. The bonds do not hatatadsmaturity 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) wigch not fully
under the control of the Company. The Company healaption to redeem these bonds at any moméert &af
years of placement (September 2010). Interest patgnare due on a quarterly basis, and each quarterl
payment date is also a call date after Septemid.20

Covenants

As a way of monitoring the financial condition &iet Company, the banks involved in certain of thericing
agreements use restrictive covenants, as desdréed:

I) Consolidated Interest Coverage Ratio - meastiresiebt service payment capacity in relation tdTER
(Net Income before Interest, Taxes, Depreciatich/Aamortization)

II) Consolidated Leverage Ratio - measures the defberage capacity in relation to EBITDA (Net Ina®m
before Interest, Taxes, Depreciation and Amortizgti

1) Required Minimum Net Worth - measures the minim net worth required in financing agreements.

IV) Current Ratio (current liquidity ratio) - meass the capacity to pay current liabilities.

All the covenants mentioned above are calculategd@n the Consolidated Financial Statements iI81BR
Gerdau S.A., except for item 1V, which refers to tMérgica Gerdau S.A., and have been complied with.
Pursuant to the agreements, the penalty for norptiante with such covenants is the possibility afedault
statement by the banks and acceleration of matofityans.

(b) Sipar Aceros, Diaco, Cleary Holdings, SidelpaGerdau AZA, Siderperu, Siderdrgica Zuliana, Gerdau
GTL Mexico and GTL Trade Finance Inc.

Most of debt in Latin America (except Brazil) idaked to financing for the acquisition of interest®iaco and
Sidelpa, denominated in U.S. dollars and contraaii¢td Banco de Chile. Such debt matures in 2016, @ears
interest of Libor + 1.4% p.a..

The subsidiary Siderpert has obtained a finanaimgamorking capital of $150,067, maturing in 2014thwa
variable rate of Libor + 0.9% p.a.. Such proceedsevised to pay out the outstanding debt with sengpand
credits acquired by the Company by the time ofabguisition of this subsidiary.

Ten-Years Bonds

On October 22, 2007, the subsidiary GTL Trade Féeamc. concluded the placement of Ten-Years Bamds
the amount of $1 billion. Such Bonds, which matomeOctober 20, 2017, are subject to interest B%.D.a.,
payable semi-annually in the months of April anddder, beginning April 2008, and guaranteed by @erd
S.A., Gerdau Acominas S.A., Gerdau Acos Longos,S3&rdau Agos Especiais S.A., and Gerdau Comercial
de Acos S.A. In May 2008 the Company concluded¢apening of the Bond with a maturity in 2017, thigh

the subsidiary GTL Trade Finance Inc. in the amafr$500.0 million and a yield of 6.875% p.a.. Tiew
issuance will be incorporated into the issuanceariadOctober 2007 and will be subject to interdst.@5%
p.a., which will be paid every six months (in Apaihd October). These funds will be used to repayBtidge
Loan of $1 billion that was taken by this subsigiam April 16, 2008. The bonds are senior unsecured
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obligations of the Issuer, ranking equal in rightpayment with all of the Issuer’'s other existingdafuture
senior unsecured debt. The guarantees of the bdhdchmk pari passuwith all unsecured and unsubordinated
obligations of each of the Guarantors.

The bonds and the guarantees of the bonds wereegwtered under the U.S. Securities Act of 1933, a
amended, or the Securities Act, or under any staterities law. Therefore, the bonds were not effear sold
within the United States to, or for the accountbenefit of, any U.S. person unless the offer oe sahs
qualified for a registration exemption from the Geties Act and applicable state securities lawscakdingly,
the bonds were offered and sold to qualified in8thal buyers (as defined in Rule 144A under theuBities
Act) and to non U.S. people outside the UnitedeStat compliance with Regulation S under the S&earAct.

(c) Long-term Debt of Gerdau Ameristeel

On June 27, 2003, Gerdau Ameristeel refinancedeltd by issuing $405.0 million aggregate principal3/8%
Senior Notes. The notes mature July 15, 2011 ane wesued at 98% of face value. Gerdau Ameristeel
amortizes the bond discount using the straight tieehod, which is not materially different from teffective
interest method. Gerdau Ameristeel can call ti8=s@or Notes at any time at a redemption priceirgnfjom

105 3/8% to 100%, depending on the year the catlade. As a result of the Company having hedgeattzop

of its 10 3/8% Senior Notes and then subsequeetipinhating these hedges, the carrying value ofethmugtes
was adjusted to reflect the final fair value of ttherivatives as of the time they were terminatedrdau
Ameristeel amortizes this final fair value using ttraight line method which approximates the éffecyield
method.

On October 31, 2005, Gerdau Ameristeel amendedSiweior Secured Credit Facility, which provided
commitments of up to $650.0 million and expires @ctober 31, 2010. In June 2008, Gerdau Ameristeel
increased the Senior Secured Credit Facility fro8®@0 million to $950.0 million. The Company is in
compliance with the terms of the facility at Sepbe@m30, 2008. The borrowings under the Senior ®ecu
Credit Facility are secured by the Company’s ingentand accounts receivable. At both Septembe2808
and December 31, 2007, there was nothing drawmsigtiis facility based upon available collatenatier the
terms of the agreement. At September 30, 2008 awbmber 31, 2007, approximately $873.7 million and
$583.0 million, respectively, were available unttex Senior Secured Credit Facility, net of $76.8iom and
$67.0 million, respectively of outstanding lettefredit.

Gerdau Ameristeel had $50.4 million and $54.6 wmilof industrial revenue bonds outstanding at Septe
30, 2008 and December 31, 2007, respectively. Inl A®08, Gerdau Ameristeel repaid the $4.2 million
industrial revenue bond that was assumed with tuiiaition of the Beaumont, Texas facility in Nouveen
2004. Approximately $23.8 million of the bonds wéssued by Gerdau Ameristeel US Inc., a wholly cdvne
subsidiary of the Company, in prior years to cardtifacilities in Jackson, Tennessee. The intepesthe
Jackson, Tennessee bonds resets weekly with $8i8mmaturing on September 1, 2014 and $20.0 amilibn
October 1, 2017. Gerdau Ameristeel assumed anftii@ugvenue bond in the amount of $3.6 milliorthwthe
acquisition of the Cartersville cold drawn facility September 2002. The interest on this industeakenue
bond resets weekly. The Cartersville bond will le@aid with four annual payments of $300,000 stgrtin
December 1, 2009 followed by six annual payment$400,000 starting December 1, 2012. The Jackson,
Tennessee and Cartersville, Georgia bonds are exbduyr letters of credit issued under the Senioufet
Credit Facility. On May 3, 2007, Gerdau Ameristgd Inc. entered into a new industrial revenue biondhe
Jacksonville, Florida facility. The industrial reuee bond is for $23.0 million and matures on Magd37. The
interest on this bond is 5.3% payable semi-annud@ths bond is secured by a guarantee by the Coynpan

On September 14, 2007, the Gerdau Ameristeel ehtete a $2.75 billion Term Loan Facility to pathja
finance its acquisition of Chaparral of which $XbmMillion of the Term Loan has been repaid.

The Term Loan Facility has tranches maturing betweeand 6 years from the closing date and beanitggédst
at LIBOR plus between 1.00% and 1.25%. The TermnLBacility is not secured by the assets of Gerdau
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Ameristeel or its subsidiaries. Gerdau S.A. andageof its Brazilian affiliates have guaranteed tibligations

of the borrowers. The Term Loan Facility includésafcial covenants requiring Gerdau S.A. and its
subsidiaries on a consolidated basis to satisfyimax total debt to EBITDA and minimum EBITDA to
interest expense tests, and the value of GerdatisSaAd certain of its subsidiaries’ receivableslemcertain
off-take supply contracts to at all times exceesl gphincipal amount of the outstanding term loartse Term
Loan Facility is unsecured but provides for a sgirig lien in the off-take supply contracts. Therfd.oan
Facility also contains customary covenants regtigcthe Company’s ability, including the ability oértain of

its subsidiaries, including Gerdau Ameristeel UB. llnd GNA Partners, GP, to incur additional lienssuch
entities’ assets, enter into certain transactioith waffiliates and enter into certain merger traniems. The
Company is in compliance with the terms of the Téoan Facility.

(d) Corporacion Sidenor

In December, 2006, Corporacion Sidenor obtainedaa in the amount of € 150,000 ($211,003) to caielu
the acquisition of GSB Aceros S.L. and in Octol#807, a loan in the amount of € 50,000 ($70,335h&
acquisition of SJK Steel Co. These debts matunedsst 2009 and 2013.

Lines of credit

In October, 2005, Gerdau Agominas, Gerdau Agos benerdau Acos Especiais and Gerdau Comercial de
Acos obtained a pre-approved line of credit fromdH®$ for the purchase of machinery and related esgeen
for a total amount of $470,146, bearing interesTaP+2.5% p.a.. Amounts will be released as imaests

are made by the subsidiaries and they present @EBNdocumentation supporting to the investmentsemAtl
September 30, 2008, $404,309 was drawn againstfahibty. These contracts are guaranteed by INDAC
(parent company of Metallrgica Gerdau S.A.).

On May 27, 2008, Gerdau Acgos Longos S.A. receivddaa approval from BNDES in the total amount of
$283,870 for financing the construction of the GBailira dos Coqueiros hydroelectric complex withracg
period of 6 months after startup by October 2010e @mortization will take place from November 20&0
October 2024, subject to TILP (long-term interas¢) + 1,46% p.a.. At September 30, 2008, $106y8ad
drawn against this facility. The contracts are gusged by Indac — Ind. Adm. e Comércio S.A. andaion
restrictive covenants which must be met by Metat@r@erdau S.A..

The Company announced the conclusion, on Novemp@0Qa6, of a Senior Liquidity Facility. This fadifi
amounts to $400,000 and the borrower will be thessliary GTL Trade Finance Inc., with the guaramée
Gerdau S.A., and its subsidiaries Gerdau AgcomiGasgdau Agos Longos , Gerdau Acos Especiais andaerd
Comercial de Agos. The program has an availabgyiod of 3 years, with 2 years for payment as ftbm
date of each disbursement. The costs involve ditfateée amounting to 0.27% p.a. and intereststhim case
disbursements are actually made, of Libor + 0.36%.40% p.a.. At September 30, 2008, no amounts hav
been withdrawn under this facility.

Gerdau Agominas also has available the followingdiof credit:

* $201,000 from BNP Paribas — France (50%) and frodudtrial and Commercial Bank of China
(50%), guaranteed by SINOSURE (China Export & Qrédsurance Corporation), maturing in 12
years, with 3 grace years and 9 years for repayimesting interest of 6.97% p.a.. At September 30,
2008, $174,500 was drawn against this facility.

In March, 2007, the Company obtained an approval @ommercial Loan with BNP Paribas, guaranteed by
SINOSURE (China Export & Credit Insurance Corparalj in the total amount of $50,000. This loan basn
taken in order to finance 15% of the new coke plamiter plant and a new blast furnace for the (Bnanco
mill. At September 30, 2008, the total amount wasnh against this facility.
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Gerdau AZA has available the following lines ofdite

» $70,575 of lines for working capital, bearing imstr of 22.8% p.a.. At September 30, 2008, no
amounts were withdrawn.

Gerdau Ameristeel has available the following linésredit:

» $75,000 of a credit facility with KfwW IPEX-Bank tprovide financing for capital expenditures,
expiring on November 30, 2008 and is secured byipesgent purchased with the financing. The
interest rate is Libor + between 1.60% and 2.0%Séptember 30, 2008, $15,400 was drawn against
this facility.

In May, 2008, the subsidiary Gerdau Macsteel US taceived a 3-year credit line from a bank syndidad

by Citibank N.A. in the amount of $500.0 millionsAf September 30, 2008 $400.0 million had beed ase

the principal will be paid in three installments:the 24' month, in the 38 month, and in the $6month. The
interest rate was Libor + 1.25%. The funds wereduserepay the loan obtained to purchase the compan
(Bridge Loan). The loan is guaranteed by the Gefglanup companies.

Debentures

Debentures as of September 30, 2008 include fitstanding issuances of Gerdau and debentures issued
Acos Villares S.A., as follows:

September, 30 December

Issuance Maturity 2008 2007 31, 2007
Debentures, denominated in Brazilian reais
Third serie 1982 2011 74,297 70,45( 93,70(
Seventh serie 1982 201z 20,17: 79,781 86,15!
Eighth serie 1982 201z 168,271 186,31: 145,63
Ninth serie 198: 201¢ 13,88¢ 165,58¢ 142,31°
Eleventh serie 199C 202( 47,21 76,04( 74,04(
Acos Villares S.A. 200t 201c 162,07 167,19( 173,89¢
485,91¢ 745,36 715,74!
Less debentures held by consolidated compa
eliminated on consolidati (2,154 (179,77¢ (184,341
Total 483,76¢ 565,58¢ 531,40
Less: current portion (presented under Other ctirren
liabilities in the consolidated balance sh (87,631) (1,297) (21,524)
Total debentures — long-term 396,133 564,291  509,88(

Debentures mature in the following years:
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September 30 December 31,

2008 2007 2007
2009 18,611 - 87,07
2010 55,831 165,893 65,30
2011 74,297 70,450 93,70
2012 20,173 79,787 37,43
After 2012 227,221 248,161 226,37

396,13! 564,29: 509,88(

Debentures issued by Gerdau

Debentures are denominated in Braziligais and bear variable interest at a percentage ofCié rate
(Certificado de Deposito Interbancarimterbank interest rate). The annual average nahmterest rates were
11.63%, 12.36%, 11.82% as of September 30, 2002@@¢d and December 31, 2007, respectively.

Debentures issued by Agos Villares S.A.

The debentures of Agos Villares S.A. are registesetyjle series, unsecured, and not convertibteshares. A
total of 28,500 debentures were issued and planetieo market with a face value of $6.28 totaling@$031.
The debentures have a term of five years and matur8eptember 1, 2010. They pay interest equivdtent
104.5% of the DI (interbank deposit) rate on a tprr basis. The principal will be paid in eightued,
quarterly and consecutive installments, beginnim@ecember 1, 2008.

Commitments and contingencies

The Company is party to claims with respect toairrtaxes, civil and labor matters. Managementebes,
based in part on advice from legal counsel, thatpgtovision for contingencies is sufficient to meedbable
and reasonably estimable losses from unfavoralliege) and that the ultimate resolution will notvhaa
significant effect on the consolidated financialspion as of September 30, 2008, although it mayeha
significant effect on future results of operati@nsash flows.

The following table summarizes the contingent ckaand related judicial deposits:

Contingencies Judicial deposits
September Decembe September Decembe
Claims 2008 2007 2007 2008 2007 2007
Tax 144.136 168.217 205.297 94.855 74.415 106.288
Labor 70.230 56.417 52.955 14.779 15.509 13.500
Other 5.242 11.094 7.074 13.212 6.844 6.523
219.60¢ 235.72¢ 265.32¢ 122.84¢ 96.76¢ 126.31:

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

All contingencies described in the section belowespond to instances where the Company is chatigrige
legality of taxes and contributions. The descriptaf the contingent losses includes a descriptioth® tax or
contribution being challenged, the current statiithe litigations as well as the amount of the @tole loss
which has been provided as of September 30, 2008.

F-32



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

Of the total provision, $17,216 relates to amowftState Value Added Tax (“Imposto sobre Circulaci@o
Mercadorias e Servigos” — ICMS), the majority ofig¥hrelating to credit rights. Most of the procesgh under
judgment by the Finance Department of the Statddatd Grosso, Maranhdo, Amazonas, Bahia, Rio deittan
and Minas Gerais, by the State Courts of Pernambudinas Gerais e by the Federal Courts of Pernambu
The contingencies were properly updated, as estadiby legislation. The reduction of the amourdus to
the inclusion of debts in the Special Installmeayifent Program for ICMS, established by Law No.477af
December 27, 2007, and Decrees No. 44695 of Deaed@he2007 and No. 44704 of January 15, 2008, én th
State of Minas Gerais.

$21,178 corresponds to lawsuits related to INS$hénlower and appellate courts of Minas Gerais, o
Janeiro, Espirito Santo, Pernambuco and Babhia.cbneolidated balance refers to lawsuits relateGAG

(Occupational Accident Insurance), as well as @binduency notices for INSS on outside serviceatirgj to

the last 10 years for which the National InstitafeSocial Security understands that Gerdau Acomihas is

jointly liable. The assessments were maintainethatadministrative level and Gerdau Agominas Silkdf
annulment actions with judicial deposits for theoaimt under discussion based on the understandaighh
right to assess part of the charge has prescribedhat there is no joint liability.

$17,759 relates to the Emergency Capacity Char@&E E‘Encargo de Capacidade Emergencial” - ECE) and
Extraordinary Tariff Adjustment (RTE) (“Recomposicdarifaria Extraordinaria” - RTE) are charges riegg

in the electricity bills of the industrial units tfe Company. According to the Company, these &sasge of a
tax nature and, as such, are incompatible wittNigional Tax System set forth in the Federal Céutitin. For
this reason the constitutionality of these charigdseing challenged in court. Lawsuits are in pesgrin the
Federal Courts of Sao Paulo and Rio Grande doaSulell as in the Federal Regional Courts, Sup&arrt

of Justice and the Federal Supreme Court (STF).Gdrapany has fully deposited in judicial the amguoit

the charges under discussion.

$63,173 relates the reserve recorded by the sabgiBerdau Agcominas S.A. is intended to cover artsoun
required by the Federal Revenue Service for Imdax, IPI (Federal VAT) and applicable charges on
transactions made under a drawback that was substguannulled by the Foreign Trade Operations
Department (DECEX). The Company does not agree with administrative decision that annulled the
drawback and defends the legality of the transastimade. This issue is under litigation that cutyeawaits
judgment in the Federal Supreme Court (STF).

The reserve was recorded, considering the legalsgdis and management’s opinion, for lawsuits askss
probable loss, in an amount sufficient to covereeted losses.

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

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

The Company is a defendant in a tax collectionoacfiled by the state of Minas Gerais demanding 8Ctdx
payments mainly on sales of products to commempipbrters. The updated amount of the action is8Rb,
The Company did not record any reserve for contioges for such action since it believes that thisgayment
is undue, because products for export are exenfiftedlCMS (State VAT).

The Company is a defendant in debt foreclosuresdl fily the State of Minas Gerais to demand ICMSitzed
arising mainly from exports of semi-finished prosed products. Currently, the total amount demarided
$18,771. The Company has not made any reserveiébrdaims since it believes that this tax is myglizable,
the products do not fall under the definition ofnsdinished processed products as established deré
complementary law and, therefore, are not subfeiEMS.
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On December 6, 2000, the Company has entered iato Debt Refinancing Program (Programa de
Recuperacao Fiscal — “REFIS"), paying the Employ@esfit Participation Program — “PIS” and the Tiax
Social Security Financing — “COFINS” contributioims60 installments, having paid the last one on N3ay
2005. The payment of all the installments for thenaining balance of $11,035 of the REFIS Accouns wa
contested. Once the pending issues in the adndtiigrprocess are solved with the REFIS Management
Committee, the Company understands that the installs will become extinct.

The Company and its subsidiaries Gerdau Agos Loisgés and Gerdau Comercial de Agos S.A. have other
lawsuits related to the Value-Added Tax on Sales@ervices (ICMS) which are mostly related to dreidhts

and rate differences, and whose demands reaclalaofd$93,892. An accounting provision was not méate
these demands since they were considered of pedsfid, but not probable, by our legal advisors.

The Company and its subsidiary Gerdau Agominas, e parties to the lawsuits relating to Propdiayx
(IPTU), Import Taxes (Il), and Excise Tax (IPI).&total amount of these lawsuits is $10,423. Nemashas
been recorded for these lawsuits since they wesesasd as possible loss, but not probable, byet |
counsel.

Unrecognized contingent tax assets

Management believes the realization of certainiogent assets is possible. However, no amount kags b
recognized for these contingent tax assets thatdwemly be recognized upon final realization of gen:

The Company believes that the realization of certaintingent assets is possible. Among them isuat-@vder
debt security issued in 1999 in the amount of $423,&rising from an ordinary lawsuit against tretesf Rio

de Janeiro for non-compliance with the Loan Agreeinfer Periodic Execution in Cash under the Special
Industrial Development Program (PRODI). Due to tlefault by the state of Rio de Janeiro and the non-
regulation of Constitutional Amendment 30/00 (whighanted the government a ten-year moratorium for
payment of securities issued to cover court-orddatsinot related to food), the realization of #Eset is not
expected in 2008 and following years. For this oeashis asset is not recorded in the Financiakgtants.

Also, the Company and its subsidiary Gerdau AcomiBaA. expect to recover Excise Tax (IPIl) premium
credits. Gerdau S.A. has filed administrative retgidor reimbursement, which are pending judgm@fith
regards to the subsidiary Gerdau Acominas S.A., piereeding was judged unfavorably. Currently, the
proceeding awaits judgment of the appeal filed by subsidiary. The Company estimates the credits at
$170,559 (consolidated). Due to the uncertaintpass realization, the credit is not recorded.

Labor contingencies

The Company and its subsidiaries are also a partlaltor claims, which include indemnity claims for
occupational accidents and diseases. None of ttlagas involve significant amounts and refer maitdy
overtime pay, health hazard premium, and hazardotyspremium, among others.

Other contingencies

The Company is also defending in court civil pratiegs arising from the normal course of its operatiand
has accrued $5,243 for these claims. Escrow depreiited to these contingencies, at SeptembeP (BB,

totalized to $13,212.

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

Antitrust proceeding involving the Company broubittwo civil construction unions in the State oicPaulo
alleging that Gerdau S.A. and other long steel peceds in Brazil share customers, thus violatingahstrust
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legislation. After investigations carried out byetltconomic Law Department (SDE) and based on public
hearings, the SDE was of the opinion that a cantéted. This conclusion was also supported by atiee
opinion by the Secretariat for Economic Monitorif®EAE). The proceeding was therefore forwardechto t
Administrative Council for Economic Defense (CADig) judgment. However, the proceeding was suspended
from May 2004 to August 16, 2005 due to a legatgution granted within a new lawsuit filed by Garda A.

with the purpose of annulling the administrativeqaeding grounded on formal irregularities founditg
discovery. The annulment of the legal protectiorthey Federal Regional Court occurred as a resudppeals
filed by CADE.

CADE, regardless of the request for submissionegfative evidence of cartel made by Gerdau S.Aggddhe
merits of the administrative proceedings on SeptraB, 2005 and, by a majority of votes, fined @mwnpany
and other long steel producers an amount equivaien?% of gross revenues in the year before the
Administrative Proceeding was commenced, excludags, for formation of a cartel. The content dbth
decision proved to be contradictory, forcing Gertlageek, at two different moments, clarificatidimugh the
Amendment of Judgment — a procedural instrumetitdbes not seek to reexamine the merits of a aegibiut
rather provide an explanation for the “obscuritigdntradiction” or “omission” contained in the dsigin. Both
Amendments were judged, disclosed and providegertively, on March 29, 2006 and May 24, 2006slt i
important to point out that there was no reexanomadf the merits of the decision in these judgmenbr do
the decisions in the fundamental principal of “Ardaments” correspond to new convictions or judgments
higher court.

Despite the CADE decision, the legal action filed®erdau S.A. follows its normal course and, atsen,
awaits judgment in the lower court. In the evemt pinocessual irregularities alleged by Gerdau ezegnized
by the court, the CADE decision may be annulledtii&rmore, to reverse the terms of the decisio€APRE,
Gerdau appealed to the Judiciary on July 26, 2006rimging a new ordinary suit that not only radfithe
terms of the first suit, but also points out theegularities found during the course of the adnhiats/e
proceeding with CADE. The Federal Judge in chafgenalyzing the action decided on August 30, 23066,
legal protection purposes, to suspend the effeEt€ADE's decision until the Judge's final decisidrhe
judicial guarantee was performed by a bank guaeacteresponding to 7% on the gross income befomesta
calculated in 1999 ($128,021). For clarity purpoiseshould be pointed out that because of the atimerms
for civil lawsuits, this ordinary action is linked the suit originally proposed. An order was amumd on June
28, 2007, which made the parties aware of the macfsom the lower court judge about the mainteraoicthe
legal protection granted, after contested by CADB.July 3, 2008, Gerdau filed a Bill of Excepticagainst
the interlocutory decision concerning the untimgigsentation of defense on the part of CADE.

It should be noted that just prior to the CADE dami, the Public Prosecution Office of the stateMifias
Gerais filed a Public Civil Action, based on theoaé-mentioned SDE decision, and, without mentiordang
new elements, alleged that the Company was invoimedctivities which violated the antitrust legistan.
Gerdau S.A. contested this allegation on July ZB)52 The Company denies any type of anti-competitiv
conduct and believes, based on information avai|alricluding the opinion of its legal counsel, thhe
administrative proceeding until now has irreguiasit some of which are impossible to resolve. lati@n to
the merit, Gerdau is sure that it did not practieealleged conduct and, supported by the opinfaemwned
experts, believes that it is possible to reveiseadnviction.

Insurance claim

A civil lawsuit has been filed by Sul América Cidacional de Seguros against Gerdau Agominas S.&. an
Westdeustsche Landesbank Girozentrale, New Yorkd@rgdWestLB), for the payment of $21,599 to sedthe
indemnity claim, which has been deposited in coline insurance company pleaded doubt in relatiomhom
payment should be made and alleged that the sabgith resisting receiving the payment and setttimg
matter. The lawsuit was challenged both by the Bavtkich claims to have no right to the amount dépds
which settles the doubt raised by Sul América) apdhe subsidiary (which claims that there is nohsdoubt
and justification to refuse payment since the anhowed by Sul América is higher than the amounoived).
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Subsequently, Sul América claimed fault in the Bankpresentation, a matter that has already betiled,
and the judicial deposit was withdrawn in Decen@04.

Based on the opinion of its legal counsel, the isligny assesses the risk of loss as remote andhé@atentence
will declare the amount payable within the amouatesl in the pleading. Also, Gerdau Agominas Sil&df
prior to this lawsuit, a collection lawsuit for tlaenounts recognized by the insurance companieslaiwsiits
are pending. The subsidiary expects a favorableoou in this lawsuit. The civil lawsuits arise froen
accident on March 23, 2002 with the blast furnagenerators of the Ouro Branco steel plants, whashlted
in the stoppage of several activities, with damdgedke steel mill equipment and loss of profitkeTequipment
and the loss of profits arising from the accidemése covered by an insurance policy. The repoitherevents
and the loss claim for prompt payment were filethwRB — Brasil Resseguros, and an advance payofent
$32,388 was received in 2002.

In 2002, a preliminary and conservative estimaténdémnities related to the coverage of loss ofifgrand
property damages, in the total amount of approxetya$57,462, was recorded based on the amounked fi
costs incurred during the period of partial stogpafithe steel mill activities and the immediatpenses to be
incurred to recover the equipment temporarily. Tg§imate approximates the advance received ($3R88s
the amount proposed by the insurance company asngplement to settle the indemnity ($17,961).
Subsequently, new amounts were added to the digmuttated in the subsidiary’s answer, althoughyeot
recorded. In addition to these amounts, the Compaoyrred other costs for the recovery of the danag
resulting from the accident, as well as other egldbsses that were listed in its challenge tolaResuit in
progress and which will be confirmed during thecdigery phase, when they will be recorded. The caséill

in progress with the engineering and accountingeagpwho will judicially demonstrate the amountsted by
Gerdau Agominas S.A.

Based on the opinion of its legal counsel, Manag#roensiders that the risk of losses from othetiogencies
affecting the results of operations or the conséid financial position of the Company is remote.

Shareholders' equity
Share capital

As of September 30, 2008, 496,586,494 shares ofrmomnstock and 934,793,732 shares of preferred stadk
been issued. The share capital of the Companynigpdsed of common shares and preferred sharesijthtut

par value. The authorized capital of the Companycasnprised of 1,500,000,000 common shares and
3,000,000,000 preferred shares. Only the commoreslae entitled to vote. There is no redempti@vigions
associated with the preferred shares. The prefeshedes have preferences in respect of the proceeds
liquidation of the Company.

At September 30, 2008, the Company held in treadyé®7,538 common shares at a cost of $330 and
9,288,436 preferred shares at a cost of $56,588734773 preferred shares at September 30, 2007 and
4,966,651at December 31, 2007 at a cost of $44,842 andcastof $44,778, respectively which represent
9,947,546preferred shares at September 30, 2007 and 9,983f3December 31, 2007 after the stock bonus
described below).

Public Offering of Shares: As per resolution of Beard of Directors’ meeting and a significant eveatice
published on March 3, 2008, Gerdau S.A. increatseckipital on April 25, 2008 from $3,432,613 to083,393
by issuing 16,686,239 new common shares and 27,8131ew preferred shares, all of which were registe
book entry, and without par value.
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Additional Public Offering of Shares: Subsequenty, May 8, 2008, Gerdau S.A. increased its capigalin
from $5,013,393 to $5,159,267 by issuing 4,097 0é&4 preferred, nominative, and book entry shar@howt
par value.

Costs directly related to the capital increase ofighxes, in the amount of $9,105, are being dedufrom the
above-mentioned capital increases.

Bonus: According to the Extraordinary Sharehold@dgeting and significant event notice of May 30020

Gerdau S.A. issued on June 12, 2008 a Bonus witip#al increase from $5,159,267 to $7,300,726 ¢fiet
capital increase costs of $9,105) by use of reseirvéhe amount of $2,141,459 with issue of neweshand

credit of a bonus share for each share held Jun20IB, the date of reserve capitalization, obsertie types

of shares.

Earnings per share (EPS)

Pursuant to SFAS No. 128, “Earnings per Share’faHewing tables reconcile net income to the amsuwrged
to calculate basic and diluted EPS. All computatiohEPS presented below have been retroactivélsiadi
to reflect the stock bonus of one share per eaatedtold approved by the Shareholder’s Meeting @y BD,
2008 (Note 7).

The capital of the Company is comprised of Commuaah Breferred shares. There are no differences ketwe
common and preferred shares either related tosrighth respect to dividends or the percentage saeine
represents on the capital of the company or othettems with the only difference being that only coom
shares are entitled to vote. The preferred shamesiot be converted into common shares.

Considering the fact that both classes of shares tige same rights for dividends and ultimatelyrslequally
in the distribution of earnings, net income is edited proportionally to the quantity of Common &hvdferred
shares, as a manner to ensure net income allowagsth Common and Preferred shares are the saiee the
two class method for computing earnings per shaikeited earnings per share reflect the potentialtidin

resulting from options granted during those yeamadquire shares of Gerdau S.A..

Basic
Nine-month period ended Nine-month period ended
September 30, 200: September 30, 200
Common Preferred Total Common Preferred Total

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

Dividends and interest on equity decla 206,047 383,32¢ 589,37( 100,33 186,68¢ 287,02:
Allocated undistributed earnin( 502,735 936,780 1,439,51! 337,373 627,745 965,11¢
Allocated net income available to

Common and Preferred sharehol 708,782 1,320,103 2,028,885 437,706 814,433 1,252,139

Basic denominatol
Weighted-average outstanding shares,
deducting the average treasury shi 482,558,488 899,181,726 463,214,016 861,893,626

Earnings per share (in US$) — Basic 1.47 1.47 0.94 9.
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Three-month period ended Three-month period ended
September 30, 2008 September 30, 2007
Common Preferred Total Common Preferred Total
(in thousands, except share and per share data) (in thousands, except share and per share data)
Basic numerator
Dividends and interest on equity decla 109,07t 202,92: 311,99¢ 35,60¢ 66,25( 101,85!
Allocated undistributed earnin 125,979 235,874 361,85: 108,022 200,996 309,01¢
Allocated net income available to
Common and Preferred sharehol 235,055 438,797 673,852 143,627 267,246 410,873
Basic denominato
Weighted-average outstanding shares,
deducting the average treasury shares. 494,888,956 925,484,798 463,214,016 861,969,304
Earnings per share (in US$) — Basic 0.47 0.47 0.31 0.31
Diluted
Nine-month period ended
September 30,
200¢ 2007
Diluted numerator
Allocated net income available to Common and Prefeed shareholders
Net income allocated to preferred shareholders 1,320,103 814,43
Add:
Adjustment to net income allocated to preferred sharehsld®e respect to the potential
increase in number of preferred shares outstanding, asut oé®ptions granted to acquire
stock of Gerdau. In September 2007, also the option to satdbares the purchase prioé
an additional interest in Diaco and option granted to miyoshareholders of Sipar to sell
their shares to Gerdau.
2,104 4,42.
1,322,20° 818,85
Net income allocated to common shareholders 708,782 437,70
Less:
Adjustment to net income allocated to preferred sharehslie respect to the potential
increase in number of preferred shares outstanding, asudt oé®ptions granted to acquire
stock of Gerdau. In September 2007, also the option to satdbares the purchase prioé
an additional interest in Diaco and option granted to migoshareholders of Sipar to sell
their shares to Gerdau.
(2,104) (4,424)
706,67¢ 433,28
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Diluted denominator
Weighted - average number of shares outstandil
Common Shares
Preferred Shares
Weighted-average number of preferred shares odiisign
Potential increase in number of preferteatas outstanding in respect of
stock option plan

Potential issuable preferred shares wispeet to option to settle acquisition of
additional interest in Diaco in shares & €@ompany
Option granted to minority shareholderSigar to sell their shares

to Gerdau
Total

Earnings per share — Diluted (Common and Prefestetes

Diluted numerator

Allocated net income available to Common and Prefeed shareholders
Net income allocated to preferred shareholders

Add:

Adjustment to net income allocated to preferred sharehsli®e respect to the potential
increase in number of preferred shares outstanding, asut oé®ptions granted to acquire
stock of Gerdau. In September 2007, also the option to satdbares the purchase prioé

an additional interest in Diaco and option granted to migoshareholders of Sipar to sell

their shares to Gerdau.

Net income allocated to common shareholders
Less:

Adjustment to net income allocated to preferred sharehslie respect to the potential
increase in number of preferred shares outstanding, asudt oé®ptions granted to acquire
stock of Gerdau. In September 2007, also the option to satdeares the purchase prioé

an additional interest in Diaco and option granted to migoshareholders of Sipar to sell

their shares to Gerdau.
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Nine-month period ended

September 30,

200¢ 2007
482,558,488  463,214,01
899,181,726  861,893,62
3,693,948 4,144,97
- 7,416,20
- 1,970,69
902,875,67! 875,425,49
1.4 0.9

Three-month period ended

September 30,
200¢ 2007

438,797 267,24

577 1,45
439,37 268,70
235,055 143,62

(577) (1,459)

234,47¢ 142,16




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

Three-month period ended

September 30,
200¢ 2007
Diluted denominator
Weighted - average number of shares outstandi
Common Shares 494,888,956 463,214,01
Preferred Shares
Weighted-average number of preferred shares odiisigin 925,484,798  861,969,30
Potential increase in number of preferteatrss outstanding in respect of
stock option plan 1,859,410 4,639,35
Potential issuable preferred shares witheet to option to settle acquisition of
additional interest in Diaco in shares & €ompany - 7,080,02
Option granted to minority shareholderSigfar to sell their shares
to Gerdau - 1,811,86.
Total 927,344,20¢ 875,500,55
Earnings per share — Diluted (Common and PrefeStedes 0.4° 0.3

Derivative instruments

The use of derivatives by the Company is limitecerilative instruments are used to manage clearly
identifiable foreign exchange and interest ratksrrising 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 tteemarket risk from changes in foreign exchange and
interest rates. Changes in the rate of the Brazikal against the U.S. dollar expose Gerdau aedatipns in
Brazil to foreign exchange gains and losses whigh racognized in the statement of income and aiso t
changes in the amount of Braziliaeais necessary to pay such U.S. dollar denominated. d&idnges in
interest rates on their fixed rate debt expose &@eehd operations in Brazil to changes in fair aluo its debt.

In order to manage such risks, Gerdau and opegatioBrazil periodically enters into derivative insnents,
primarily cross-currency interest rate swap conra@nd interest rate swaps. Under the swap cast@erdau
and operations in Brazil has the right to receirexaturity U.S. dollars plus accrued interest fiked rate and
have the obligation to pay Brazilizeais 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 Helivative instruments for trading purposes.

All swaps have been recorded at fair value andzezhland unrealized losses are presented in theplidated
statement of income under “Gain (losses) on devieat net”.

Gerdau Agcominas entered into interest rate swagsenih receives a variable interest rate basedIBOR and
pays a fixed interest rate in U.S. dollars. Thesagrents have a notional value of $242.5 million expuiration
date between June 15, 2010 and November 30, 20ELadgregate fair value of these interest rate sugp
loss of $5,893.

The Subsidiary Gerdau Agominas S.A. also enterexdrswap contract whereby it receives a variattierést
rate based on Japanese LIBOR in Japanese yensagadaffixed interest rate in US dollars with a rahi
value of $224.5 million on September 30, 2008. Bwsp’s maturity date is March 31, 2015. The faiue of
this contract, which represents the amount to hiede should the contract be terminated on Sepger8b,
2008, is a net gain of $219.

F-40



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

Gerdau Agominas entered on a reverse swap wheey# a fixed interest rate in U.S. dollars and ivexsea
variable interest rate based on Libor in Japaness,ywith a notional amount of $250.3 million. Thigsap has
a final maturity date on March 24, 2016. The faatue of this contract, which represents the amaairiie
settled if the contract were finalized on Septen8r2008, is a net gain of $11,428.

The subsidiary GTL Equity Investments Corp. cortrdffshore swaps with maturity dates between lasto
1, 2008 and December 21, 2011. The nominal valfiésese contracts together were $350 million. Téie f
value of these contracts, which represents thdesetht amount, should the contracts be terminated o
September 30, 2008, is a loss of $9,081 and acf&if,493, which generates a net loss of $5,588.

The subsidiary Acos Villares has NDF's (Non Delalgle Forwards) at a nominal value of $206.4 million
September 30, 2008 that takes on the average PigxXthe month before it is due and the bank adafitseed
US dollar rate for the maturity date. The totaldistributed into tranches in order to cover incofram
exporting rolls and the last one is due on Jan@aid011.The fair value of this contract, which egants the
amount to be settled if the contract were finalivedSeptember 30, 2008, is a net loss of $21,951.

The subsidiary Acos Villares has swaps in the ammofirf59 million on September 30, 2008 in which the
financial charges stated in export pre-paymentrectg are added by prefixed interest rates equivate
LIBOR added by interest. The fair value of this ant, which represents the amount to be settlzal)ld the
contract be terminated as of September 30, 20@8nét loss of $1,734.

Operations in South America

Siderdrgica del Peru S.A.A. - Siderperu - enter#d an interest rate swap contract, whereby itivesea
variable interest rate based on Libor and paysxedfinterest rate in US dollars. This contract dasominal
value of $75,000 and maturity date of April 30, 20The fair value of this contract, which represetite
amount to be settled if the contract were finalisadSeptember 30, 2008, is a net loss of $1,951.

The subsidiary Diaco S.A. contracted NDFs (Non @=tble Forwards) in the amount of $32.1 million on
September 30, 2008 and maturity date on Februa29@9 in order to fix the cost of purchasing saag other
inputs used in the steel making process. The falinev of this contract, which represents the amaairtte
settled, should the contract be terminated on &#pte 30, 2008, is a net gain of $5,063.

Operations in North America

Gerdau Ameristeel entered into interest rate sveayracts, qualified as cash flow hedges, in ordeetuce its
exposure to the variation based on Libor of thenTkoan Facility (note 5). The contracts have a maivalue
of $1,000,000; the fixed interest rates for suclafgvare between 3.3005% and 3.7070% and have tigsturi
between March 2012 and September 2013. If addedetspread over Libor related to the tranche Bhef t
Term Loan Facility, the interest rate for these gsvaould be between 4.5505% and 4.9570%. The &direvof
these swaps, which represents the amount to Bedsiétthe contract were finalized on SeptemberZ88, is a
net gain of $10,360, which is recorded as a sgecifimponent of shareholders’ equity.

The Subsidiary Gerdau MacSteel contracted swagsinti¢rest rates, exchanging its floating Libor doFixed
Libor, in order to reduce its exposure to the vaaof the Libor of the Term Loan Facility. Thertoacts have

a nominal value of $400 million and the fixed Libfor these swaps are between 3.5% and 3.73%, with
maturity dates between May 2010 and May 2011. Tleket value (fair value) of these swaps, which
represents the settlement amount, should the abriteaterminated on September 30, 2008, is a st &b

$2,210. These amounts are recorded in a specifmuat of shareholders' equity

Operations in Europe
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The Subsidiary Corporacién Sidenor entered inter@dt rate swap contracts whereby it receives iahlar
interest rate based on Euribor and pays a fixeztest rate in Euro. These contracts have a nomataé of €
27 million, equivalent to $37,985 on SeptemberZmM8 and maturity date on March 23, 2010. Thevalue
of this contract, which represents the amount tedited, should the contract be terminated onebeiper 30,
2008, is a net loss of $829.

Options on minority interest in consolidated subsidaries

On January 10, 2006, the Company completed itsisitiqn of 40% of Corporacién Sidenor S.A. (“Sideho

a Spanish steel producer with operations in Spath Brazil (Agos Villares S.A. — “Acgos Villares”). e
Santander Group, the Spanish financial conglomeaaig an entity owned by executives of Sidenor¢ipased
simultaneously 40% and 20% of Sidenor, respectivEfye acquisition price of 100% of Sidenor considta
fixed installment of € 443,820 plus a contingentiaale installment to be paid only by the CompaHiye fixed
price paid by the Company on January 10, 2006 trd0% in Sidenor was € 165,828 ($261,080). The
Santander Group has the option to sell its intere§idenor to the Company 5 years after the pweld a
fixed price with a fixed interest rate and Sidehas the right of preference to purchase these sl also
may at any time during the period of the put optaitidity to require that the Santander Group eisesthe
put option before the expiration date. Furthermtre,Company consented to guarantee to pay toahtader
Group an agreed amount (the same as the fixed pfittee put option mentioned above plus interestusx
using the same fixed interest rate) at any timetau years after exercising the option in the ewviat
Santander Group has not sold the shares acquir¢al tiiat date. In this case, if the Santander Gregpires
payment of the guarantee, the Company has the toghtquire Sidenor's shares or to indicate a théndy to
acquire the shares. The amount received for treecfadhares and dividends paid by Sidenor to theaBder
Group should be reimbursed to the Company. The @ogip obligation to purchase from Santander Grasip i
40% interest in Corporacion Sidenor is recordeMinority Interest. As of September 30, 2008, suoteptial
commitment totaled $243,536 ($258,038 as of Sepae®d, 2007 and $266,176 as of December 31, 2007).

During 2007, the subsidiary Gerdau Agos Especiassreached an agreement with BNDES Participacdes S.
("BNDESPAR?”), which is the largest minority sharddher of Acos Villares S.A. (“Villares”). This agreent
provides BNDESPAR a put option to sell its interes28.8% in Villares to the Company, for a detarafile
price. Such price was determined to be the highefad the offering price included in the publicfering the
Company has made when the acquisition of Corpoma8idenor was completed in 2006, plus interestXfPr

+ 4% p.a., less any dividends paid by Villares tdigied 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 quantitgaiions 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 yda,dption is still outstanding, but the price idyothe one
described on (a) above. As of December 31, 200§ pilit option has no market value, because therlyig
asset has a market quotation significantly highantany of the exercise prices described in (a)(Bpdbove.
Therefore, no liability was recorded regarding thig option at that time. On May 21, 2008 BNDESP#di]

its shares to Metallrgica Gerdau S.A. and the omteased to exist.

Gerdau Ameristeel has the purchase option of 16%hefremaining shares of PCS, which can be exefcise
after 5 years from the purchase date. AdditiondHg, minority shareholders also have the optiosetib the
16% of the remaining shares of PCS to Gerdau Ameedisfor the established price and also afterd&yéom
the date of transaction. The established pricesgass the EBITDAs average in the 5 last yearscehdéore
the option exercise, multiplied by 5. If Gerdau Aisteel does not execute the purchase option, then
minority shareholders are entitled to execute tliegption of their remaining share to Gerdau Amesdb In
case the purchase/sale option execution is reqledbie other party is obligated to sell/purchagerdmaining
share. This purchase option does not qualify asravative under SFAS 133 and because of that, & mat
recorded in the financial statements. As of Sepand®, 2008, the fair value of this purchase optataled
$62,056.

Net investment hedge
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According to SFAS 133, as clarified by Derivativaplementation Group (DIG) issue H8, the Company, on
September 30, 2008, opted to designate as hedgarbfof its net investments in subsidiaries abrdhd,
operations of Ten Year Bonds described in Notensthé amount of $1.5 billion, which were made idesrto
provide part of the resources for the acquisitibiCbaparral Steel Company and Gerdau MacSteelBased

on the regulation and interpretation mentioned abtive Company demonstrated how highly effectihedge

can be when contracting debts for acquiring thes@panies abroad, whose effects will be measured and
recognized directly in a shareholders' equity antbeginning October 1, 2008.

The objective of the hedge is to protect, during ¢kistence of the debt, the amount of part ofGbmpany's
investment in the subsidiaries mentioned abovenaggiositive and negative oscillations in the extgjearate.
This objective is consistent with the Company'k nmnagement strategy.

Segment information

The Gerdau Executive Committee is composed by thst senior officers of the Company and is respdasib
for managing of the business.

The Company’s’ reportable segments under SFAS Rb.“Disclosures About Segments of an Enterprise and
Related Information” correspond to the businesssuhrough which the Gerdau Executive Committeeagas

its operations: long steel products in Brazil, sai&g steel products in Brazil, Europe and Unitadt&s (from
April, 2008), Acominas (corresponding to the opera of the former Acominas carried out through mhié
located in Ouro Branco, Minas Gerais), Latin Amar{gvhich excludes the operations in Brazil) andtNor
America.

Identifiable assets are trade accounts receivablentories, property, plant and equipment, goodesid
intangible assets. Identifiable assets originatgspnted for September 30, 2007 were trade accoeggvable,
inventories and property, plant and equipment. @007, the Company entered into relevant aciprisitof
companies, particularly Chaparral Steel, which Iteduin recognition of significant amounts of godivand
intangible assets. As a result of these acquistite Gerdau Executive Committee included goodauiidi
intangible assets in the identifiable assets am fitee fourth quarter of 2007 with the objectiveaoflyzing the
relevant goodwill and intangible assets acquiredthe 2007 acquisitions. For comparative purposes th
corresponding information as of September 30, 2@¥been modified with respect to the original infation
presented in order to use the same criteria &spfember 30, 2008.

During 2007, the Company started to present itsalisated financial statements under IFRS in stuigin of
Brazilian GAAP to be in accordance with changethi Brazilian accounting law. As a result of tharge in

the Consolidated Financial Statements from BRGAARFRS, the Gerdau Executive Committee as from the
first quarter of 2008 started to use IFRS for in&trdecision making. For comparative purposes the
corresponding information as of September 30, 206¥ December 31, 2007 has been modified with réspec
the original information presented in order to tieesame criteria as of September 30, 2008.

Nine-month period ended September 30, 2008

Adjustments and Total as per
Total reconciliations financial
statements

Agominas Ouro Specialty Latin America North Inter-Segment

Long Brazil Branco Steel (except Brazil) America Elimination

Net sales 4,396,641 2,335,758 3,139,950 1,833,627 6,176,305 (910,964) 16,971,317 2,352,896 19,324,213
Financial expenses, net (143,353) (184,443) (75,685) (41,137) (130,019) (95,546) (670,183) (6,008) (676,191)
Net income before minority interest 935,495 408,646 321,049 312,032 665,064 (221,658) 2,420,628 177,976 2,598,604
Capital expenditures 226,170 249,059 1,114,255 575,787 277,958 (8,119) 2,435,110 898,905 3,334,015
Depreciation and amortization 124,637 184,817 121,760 40,152 195,224 (5.535) 661,055 166,741 827,796
Identifiable assets 3,385,334 3,586,487 5,197,585 2,730,040 8,252,253 (356,751) 22,794,948 (182,244) 22,612,704
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Nine-month period ended September 30, 2007

Adjustments and Total as per

Net sales

Financial income (expenses), net
Net income before minority interest
Capital expenditures

Depreciation and amortization
Identifiable assets

Net sales

Financial income (expenses), net
Net income before minority interest
Capital expenditures

Depreciation and amortization
Identifiable assets

Net sales

Financial income (expenses), net
Net income before minority interest
Capital expenditures

Depreciation and amortization
Identifiable assets

Depreciation and amortization
Identifiable assets

Long Brazil Agoginas Ouro Spseciallty Latin AmBericaI ANorlh InEuler-Segment Total reconciliations financial
ranco teel (except Brazil) merica imination statements.
3.076.699 1.354.560 2.533.586 1.317.208 4.424.434 (448.783) 12.257.704 (1.002.093) 11.255.611
(14.667) 163.735 (24.723) (977) (40.349) 162.856 245.874 (74.281) 171.593
336.755 305.449 203.321 180.853 414.195 386.055 1.826.628 (163.633) 1.662.995
142.901 582.989 256.025 240.665 3.841.912 264.951 5.329.442 375.865 5.705.307
116.069 126.231 139.879 28.099 97.764 (9.270) 498.773 (34.875) 463.898
2.701.350 3.143.359 2.934.262 1.637.797 7.460.735 (440.396) 17.437.107 (184.055) 17.253.052
Three-month period ended September 30, 2008
. al . h Adjustments and Total as per
Long Brazil Agogmas Ouro Spsemalty Latin AmBerlcaI ANon InEuler-Segment Total reconciliations financial
ranco teel (except Brazil) merica imination statements.
1,231,749 761,174 740,023 537,828 1,352,347 (243,322) 4,379,799 3,113,851 7,493,650
(210,617) (300,184) (67,468) (33,030) (35,627) (193,178) (840,104) 24,864 (815,240)
328,390 160,298 85,152 121,126 177,326 (470,604) 401,688 529,665 931,353
109,520 64,011 (78,760) (4,170) 2,931 (7,867) 85,665 453,735 539,400
24,189 45,933 25,539 7,353 33,926 1,823 138,763 154,013 292,776
(395,659) (513,493) (257,302) 523,693 125,817 30,752 (486,192) (90,294) (576,486)
Three-month period ended September 30, 2007
Long Brazil Agominas Ouro Specialty Latin America North Inter-Segment Total Adjustm.le‘ntrs and T?tal as pler
9 Branco Steel (except Brazil) America Elimination reconciliations inancia
statements
1,247,085 488,459 892,766 521,744 1,590,609 (205,969) 4,534,694 (559,942) 3,974,752
(35,963) 46,619 11,726 (23,339) (13,999) 55,900 40,943 (34,398) 6,545
108,215 96,922 49,924 49,723 122,956 192,407 620,147 (97,308) 522,839
58,460 195,778 197,276 (245,652) 3,750,799 250,223 4,206,883 439,437 4,646,320
43,264 39,630 52,717 14,302 40,320 1,898 192,132 (15,412) 176,720
91,651 460,616 114,687 110,487 4,653,357 (86,963) 5,343,835 (70,109) 5,273,726
Year ended December 31, 2007
A . o Special L A . North | s Adjustments and Total as per
Long Brazil cominas Ouro pemalty atin menc? on. m?r-. egment Total reconciliations financial
Branco Steel (except Brazil) America Elimination statements
168,104 185,042 183,671 49,441 174,752 (17,401) 743,609 (55,306) 688,303
2,963,751 3,517,769 2,975,941 1,688,201 7,337,913 (319,497) 18,164,078 (201,870) 17,962,208

The segment information above has been preparedr URRS, which is the basis of presentation used fo
internal decision making. Corporate activities parfed for the benefit of the Group as a whole aseé n

separately presented and are included as paré dfiftbrmation of Long Brazil.

The main products by business segment are as fallow
Long Brazil: rebars, merchant bars, wire rod, pesfiand drawn products

Acominas Ouro Branco: billets, blooms, slabs, wiré, and structural shapes

Specialty Steel: stainless steel, round and sdueng wire rod
Latin America: rebars, merchant bars, and drawdyxcts
North America: rebars, merchant bars, wire rodyviead light structural shapes

The Adjustments and Reconciliations column incltide effects of differences between the criteridofeéd

under IFRS and the criteria followed in the corgatéd financial statements.

Geographic information about the Company, prepfolawing the same basis as the financial statemestas
follows with revenues classified by the geograpkigion from where the products have been shipped:

Net sales

Long lived assets

Nine-month period ended September 30, 2008

Latin America North
Brazil (except Brazil) America Europe Total
8,017,565 2,153,123 7,754,987 1,398,538 19,324,213
5,767,900 1,228,199 7,445,121 991,615 15,432,835
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Nine-month period ended September 30, 2007

Latin America North
Brazil (except Brazil) America Europe Total
Net sales 4.763.170 1.219.362  4.071.989 1.201.090 11.255.611
Long lived assets 4.986.075 908.577 5.153.246 1.425.703 12.473.601

Three-month period ended September 30, 2008

Latin America North
Brazil (except Brazil) America Europe Total
Net sales 3.243.574 934.018 2.892.463 423.595 7.493.650
Long lived assets (947.794) (15.154) (25.424) (57.860) (1.046.232)

Three-month period ended September 30, 2007

Latin America North
Brazil (except Brazil) America Europe Total
Net sales 1,767,166 468,650 1,397,176 341,760 3,974,752
Long lived assets 289,215 166,401 3,546,419 630,086 4,632,121

Year ended December 31, 2007

Latin America North
Brazil (except Brazil) America Europe Total
Net sales 6,662,685 1,720,294 5,806,659 1,624,879 15,814,517
Long lived assets 5,656,113 860,875 5,719,218 862,538 13,098,744

Long lived assets include property, plant and emeipt, equity investments, investments at costngitde
assets and goodwill.

No information is presented for breakdown of reveeby major products as such information is not taded
on a consolidated basis by the Company, which bels imformation only in volume.
Income tax reconciliation

A reconciliation of the income taxes in the statetra income to the income taxes calculated aBttazilian
statutory rates is as follows:
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Tree-month period ended Nine-month period ended

September 30 September 30
200¢ 2007 200¢ 2007

Income before taxes and minority inte 1,231,17( 630,60¢ 3,487,70¢ 2,091,99:
Brazilian composite statutory income tax 34% 34% 34% 34%
Income tax at Brazilian income tax r 418,59° 214,40° 1,185,81¢ 711,27
Reconciling item:

Foreign income having different statutory r. 44,04¢ (44,92¢ 95,41« (96,41<

Non-deductible expenses net of hon-taxalderir (112 (2,49¢ (79,20€ (15,04C

Changes in valuation allowar 2,74 - 19,03¢

Benefit of deductible interest on equity paid to (59,714) (25,589) (155,638) (65,015)

Tax deductible goodwill recorded on statutoopk: (43,114 (36,43¢ (127,931 (104,91<

Tax exempt income in North Amer (11,334 (7,78¢% (35,562 (19,94¢

Other, ne (51,29: 10,59! (12,834 19,05.
Income tax expense 299,817 107,769 889,100 429,00

As of September 30, 2008, the Company had $53.lomibf unrecognized tax benefits not included hie t
contractual obligations table. Based on the untem®a associated with the settlement of these dtetine

Company is unable to make reasonably reliable estisnof the period of the potential cash settlesyéhany,

with taxing authorities.

The Company has several different tax years op@&xaminations, since each fiscal authority of ecaintry
in which the Company operates has different tinforgax examinations. In most cases, the years 2068 to
2008 remains open for tax examinations. In the é¢hBtates and Spain, the years from 2005 to 20@8ins
open for tax examinations.

Pension Plans

Gerdau and other related companies in the Congltmen-sponsor contributory pension plans (the ZHiean
Plans”) covering substantially all employees base@razil. The Brazilian Plans consists of a plan the
employees of Gerdau and its subsidiaries (“Gerdan’pPand one plan for the employees of Gerdau Agas
and its subsidiaries (“Gerdau Agcominas Plan”). Brazilian Plans are mainly defined benefit planshwi
certain limited defined contributions. Additionagllghe Company's Canadian and American subsidiaries,
including Gerdau Ameristeel, sponsor defined bémddins (the “North American Plans”) covering thajarity

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 empleyee
Employees who retire after a certain age with djgetiyears of service become eligible for benefitsler this
unfunded plan.

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

Brazil plans
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Components of net periodic benefit cos
Service cos
Interest cos
Expected return on plan as:
Amortization of transition ass
Amortization of prior service cc
Amortization of net actuarial gain
Employees contributiol
Net pension benefit cost

North America plans

Pension Plan

Components of net periodic benefit cos
Service cos
Interest cos
Expected return on plan as¢
Amortization of transition liabilit
Amortization of prior service cc
Amortization of net actuarial loss
Net pension benefit cc

Other benefits

Components of net periodic benefit cos
Service cost
Interest cost
Amoritzation of prior service cost
Amortizacion of net actuarial loss
Net pension benefit cost

13  Guarantee of indebtedness

Three-month period ended
September 30,

Nine-month period ended
September 30,

200¢ 2007 200¢ 2007

6,086 4,50( 17,99: 12,94(

15,58 12,02t 46,241 34,58
(29,18¢ (22,077 (86,58¢ (63,491
(22 (1,272 (65¢ (3,657

31 27 93¢ 791
(2,26¢ (a1¢ (6,71€ (1,202
(1,57¢ (76¢ (4,674 (2,209
(11,278) (7,735) (33,466) __ (22,244)

Three-month period ended

Nine-month period ended

September 30, September 30,
200¢ 2007 200¢ 2007

5,96¢ 6,17¢ 19,66¢ 17,59
9,08( 8,22: 29,91¢ 23,45
(9,407 (8,94¢ (30,99¢ (25,59¢
5. 5. 17: 14
1,01 87 3,352 2,50
58: 83. 1,92: 2,37
7,294 7,214 350 20,48

Three-month period ended

Nine-month period ended

September 30, September 30,
200¢ 2007 200¢ 2007
69: 76( 2,231 2,13
1,70¢ 1,66: 5,501 4,66l
(127 (91 (39¢ (25€
11 13t 36¢ 38
2,388 2,468 7,705 6,92

(@) Gerdau has provided a surety to Dona Fran&seagética S.A., in financing contracts which antdon
R$ 66,832 (equivalent of $34,912 period-end excharage) and represents 51.82% of total debt. This
guarantee was established before December 2002, tlerdfore, is not covered by the accounting
requirements of FASB Interpretation No. 45 ("FIN'45The guarantee may be executed by lenders in
the event of default by Dona Francisca Energétiéa S

(b)  Gerdau, Gerdau Agominas, Gerdau Acos LongogjdBeAcos Especiais and Comercial Gerdau de Acos
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(©

(d)

(e)

®

(@)

(h)

@)

)

(k)

o

are the guarantors on Senior Liquidity Facilityitsf subsidiary GTL Trade Finance Inc., in amount to
$400,000. Since all the entities are under the comoontrol of Metallrgica Gerdau, this guarantee is
not covered by the recognition provisions of FIN 45

Gerdau Agominas, Gerdau Agos Longos, GerdausAgEspeciais and Comercial Gerdau de Agos
guarantee the $600,000 Perpetual Senior Secuigtasd by Gerdau S.A. Gerdau also guarantees loans
of its subsidiaries Gerdau Agominas, Gerdau Agosgbs and Siderperu in the amount of $626,163,
$27,879 and $150,000, respectively.

As the guarantees above are between a parent cgr{tbenCompany) and its subsidiaries they are not
subject to the recognition provisions under FIN #Bese guarantees may be executed upon failure by
the subsidiaries or by Gerdau in satisfying thigiarficial obligations.

Gerdau Agominas, Gerdau Comercial de Agos, Gerdas Aspeciais and Gerdau Agos Longos provide
guarantees to Banco Gerdau S.A. that finance salsslected customers. These sales are recogrtized a
the time the products are delivered. Under the eepdogram, the Company is the secondary obligor to
the bank. At September 30, 2008 customer guarapteggled by the company totaled $3,352, $26,020,
$19,621, and $3,987, respectively. Since Banco &eflA., Gerdau Acominas, Gerdau Comercial de
Acos, Gerdau Agos Especiais and Gerdau Acos Loagdsinder the common control of Metallrgica
Gerdau, this guarantee is not covered by the rétogmrovisions of FIN 45.

Gerdau S.A., Gerdau Agos Longos, Gerdau Agasn Gerdau Acos Especiais, Gerdau Comercial de
Acos and Acominas Overseas provide guarantees tdaGeAmeristeel on its Term Loan for the
acquisition of Chaparral Steel Company, on thd etasount of $2,600,000. Since the guarantors aed th
guarantee are entities under common control of &er8.A., this guarantee is not covered by the
recognition provisions of FIN 45.

Gerdau S.A., Gerdau A¢os Longos, Gerdau Acosjierdau Agos Especiais and Gerdau Comercial de
Acos are the guarantor on Ten Years Bond of itsigidry GTL Trade Finance Inc., in amount to
$1,500,000. Since all the entities are under tmeneon control of Metaldrgica Gerdau, this guaramtee
not covered by the recognition provisions of FIN 45

Gerdau S.A., Gerdau Acos Longos S.A., Gerdau Acgpeéias S.A., Gerdau Agcominas S.A. and
Gerdau Comercial de Agos S.A. provide joint ancesaivguarantee to Gerdau MacSteel Inc. refers to a
loan denominated “Term and Revolving Credit Agreethewith maturity date in three years and
amount to $484 million.

The Company provides guarantee for the obligattaken on by the company Diaco S.A. through a
loan made with Banco BBVA Colombia in the amountG®P 61,500,000, equivalent to $35 million
on September 30, 2008.

The Company provides guarantee for loans and fpgening of letter of credit for the acquisitioh o
equipment by the company Estructurales Corsa, S.Al€ C.V. in the amount of $90,151.

The Company provides guarantee for its subsidiasd&u Acos Especiais S.A. in a purchase contract
of electric energy in the total amount of R$ 998,6dquivalent to $518,002 on September 30, 2008.

The Company provides guarantee for the loan tooéracted by the company Gerdau Agominas S.A
with the Inter-American Development Bank in theat@mount of $200,000.

The Company provides guarantee for the obligatibias are taken on by Gerdau MacSteel Inc. in

Hedge operations with the purpose of protecting ti/mpany from being exposed to the interest rate
oscillations on the international market generdtedhe Term and Revolving Credit Agreement in the
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amount of $500 million.

(m) GTL Equity provides guarantees to Banco Santa Gtz of multiple credit facilities of its subsidiar
Comercial Gerdau S.A., in amount to $2,000. Sind& Gquity and Comercial Gerdau S.A. are both
under common control this guarantee is not covbyetthe recognition provisions of FIN 45.

Subsequent events

) On October 31, 2008, the Executive Board prepargutoposal, which was submitted to the Board of
Directors on November 5, 2008, to pay anticipatitidnds out of income for the third quarter ofstlyear in

the form of interest on capital, which was caloeteind credited based on the positions of sharetwols of
November 14, 2008 in the amount of R$ 255,671 (858as of September 30, 2008) and represents18$ 0.
per common and preferred share ($0.09 as of Septedih 2008), with payment on November 26, 2008 and
represented the early payment of the mandatorymmoimi dividend.

) On October 9, 2008, the Company purchased Cafiedob® S.R.L., a steel products distributor in
Argentina.

[II) On October 27, 2008, the Company, through itsidigsy Gerdau Ameristeel, purchased Metro Recycling
Co., a metal scrap recycler with units locatechimdities of Guelph and Mississauga, Ontario, Canad

IV) On October 31, 2008, the Company, through its ididyy Gerdau Ameristeel, purchased Sand Springs
Metal Processors, a metal scrap recycler locat&hid Springs, Oklahoma.

V) On November 11, 2008, the Company purchased fromd&cdo Acominas de Seguridade Social — Agos,
1,959,523 common shares of each subsidiary Gergamihas S.A., Gerdau Agos Longos S. A., Gerdau Agos
Especiais S.A. and Gerdau Comercial de Agcos SyAthb amount of R$ 109,528 ($49,763 at the payment
date) , which represents 1.09% of each subsidiary.

VI) On December 19, 2008, the Company, through itsidiang Gerdau Hungria Holdings Limited Liability
Company indirectly acquired an additional 20% iestrin Corporacion Sidenor, S.A., in Spain, byahsunt
of approximately € 206 million ($288 million at tipayment date). As a result of this acquisitionydaa
Hungria Holdings directly and indirectly holds 6@#Corporacion Sidenor’s capital.

VIl) The Company, in the normal course of its businbas, operations denominated in foreign currencies,
resulting from imports, exports, trade accountsapéy and receivable, and short and long-term dabts
financial institutions. Therefore, significant fluations in the exchange rate may result in releg#acts in the
Company’s financial statements. Due to the cumeaitket condition, especially from September, 2008tbe
Brazilian real has experienced a devaluation comgawith other currencies, mainly the U.S. doll@n
September 30, 2008, the U.S. dollar exchange raee$.00 = R$ 1.9143. On December 19, 2008, the U.S
dollar exchange rate was $1.00 = R$ 2.3859, wreghesents a devaluation of approximately 20% comgar
to September 30, 2008. The interim financial infation has been prepared in accordance with geperall
accepted accounting principles in the United StédsS. GAAP”), issued by Financial Accounting Stiands
Board (“FASB”), which requires that assets andilitdes denominated in foreign currencies be upddiased

on the respective exchange rates at the finantaakreent date and, therefore, do not reflect tliecef of
changes in exchange rates subsequently to thecfalatatement date.
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