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Report of independent registered public accountindirm

To the Board of Directors and Shareholders of
Gerdau S.A.
Rio de Janeiro - Brazil

We have reviewed the accompanying condensed cdasadi balance sheets of Gerdau S.A. and subskliéhie
“Company”) as of June 30, 2008 and 2007, and tHate condensed consolidated statements of income,
comprehensive income and cash flows for the threetinand six-month periods ended June 30, 200&6a6d, and
changes in shareholder's equity for the six-mon#riqud ended June 30, 2008 and 2007. These condensed
consolidated interim financial statements are #sponsibility of the Company’s management.

We conducted our reviews in accordance with thadsteds of the Public Company Accounting Oversighausl
(United States). A review of interim financial imfoation consists principally of applying analytigalbcedures and
making inquiries of persons responsible for finahaind accounting matters. It is substantially iesscope than an
audit conducted in accordance with the standardiseoPublic Company Accounting Oversight Board (eahiStates),
the objective of which is the expression of an @pinregarding the financial statements taken ashalav
Accordingly, we do not express such an opinion.

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

We have previously audited, in accordance withdtamdards of the Public Company Accounting Ovetsigard

(United States), the consolidated balance shesteo€ompany as of December 31, 2007, and the detatesolidated
statements of income, comprehensive income, changgsckholders’ equity, and cash flows for tharythen ended
(not presented herein); and in our report datedcMa&1, 2008, we expressed an unqualified opinionthmse

consolidated financial statements. In our opinitime information set forth in the accompanying corsdel

consolidated balance sheet as of December 31, BO@dirly stated, in all material respects, in tigla to the

consolidated balance sheet from which it has beeinet.

Deloitte Touche Tohmatsu
Auditores Independentes
Rio de Janeiro, Brazil
October 3, 2008



GERDAU S.A.

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

Current asse

ASSETS

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

Non-current assets

Long-term investments - Available for s
Property, plant and equipment, 1|
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

June 30, (Unaudited) December
Note 200¢ 2007 31, 200°
1,282,87! 492,76 1,137,55:
1. 13,46¢ 6,58
2,152,29¢ 1,888,53¢ 1,601,59.
55,41¢ 197,45 156,02
- 81,12
2,792,58t¢ 1,702,11 1,781,35
3 4,700,99¢ 2,679,82: 3,416,60
9 16° 94: |
7,25¢ 39,55( 43,73
271,15: 248,39! 340,62
61,10: 50,60° 61,38
187,71¢ 103,60: 134,60
11,511,58: 7,498,38: 8,680,06'
2.3 54,22( -

4 9,971,87( 7,048,94¢ 8,619,71.
140,96¢ 148,80¢ 137,65
6 141,63¢ 91,97: 126,31
9 41,05 7,56¢ 87
372,05 243,33( 339,83
640,57 225,59( 317,21
19,95¢ 18,50: 17,28
797,56 18,61¢ 609,20
4,926,17¢ 548,44 3,535,32
471,17: 272,75« 393,84
122,93. 14,89: 34,89
245,61¢ 231,80 158,41
29,839 16,369,612  22,970,63

The accompanying notes are an integral part ofcthviglensed consolidated interim financial inforimati
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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

June 30, (Unaudited) December
Note 200¢ 2007 31, 200°
Current liabilities
Short-term dehb 5 612,16¢ 588,43: 762,76
Current portion of long-term de 5 1,285,92( 459,50 655,22
Trade accounts payal 2,124,19: 1,269,23: 1,455,01
Income taxes payat 213,87¢ 38,38° 52,26
Unrealized losses on derivati 9 1,03t 1,21¢ 1,10
Deferred income tax 128,12¢ 45,29: 55,75
Payroll and related liabiliti¢ 330,68¢ 227,82° 292,52
Dividends and interest on equity pay: 11,37: 1,21° 65
Taxes payable, other than income ti 301,10t 241,02¢ 219,24
Othel 428,90¢ 305,14: 286,09
Total current liakisi¢ 5,437,39: 3,177,27¢ 3,780,64
Non-current liabilities
Long-term debt, less current porti 5 7,925,65¢ 3,224,43:. 7,053,91
Debenture: 5 473,64( 521,16¢ 509,88
Deferred income taxe 1,020,927 406,58: 853,12
Accrued pension and other post-retirement benefiligatior 416,47 260,40! 425,30
Provision for contingencie 6 261,85! 207,76( 265,32
Unrealized losses on derivati 9 6,75¢ 14,32¢ 9,09
Deferred credit related to acquisition of CorpodacSidenc 96,31: 109,69t 90,08
Othel 248,34 255,65: 174,83
Total non-current ligtes 10,449,95¢ 5,000,02! 9,381,57
ofal liabilities 15,887,35: 8,177,30: 13,162,22
Minority interest 3,226,45! 2,161,19: 2,804,94
SHAREHOLDERS' EQUITY 7
Preferred shares - no par value - 3,000,000,00t&réed shares and
934,793,732 shares issued at June 30, 2008 (870&¥at June 30, 2007 and at 4,775,621 2,253,377 2,253,377
December 31, 2007, after giving retroactive effedhe stock bonus approved on May
2008 (Note 7).
Common shares - no par value - 1,500,000,000 da#itbshares and 496,586,494 shares
issued at June 30, 2008 (463,214,016 at June BJ, &@d at December 31, 2007, after
giving retroactive effect to the stock bonus apprben May 30, 2008 (Note 7). 2,525,105 1,179,236 1,179,236
Additional paid-in capital 136,835 132,786 134,49
Treasury stock - 11,018,031 preferred and comrhares at June 30, 2008 (10,061,064
preferred shares at June 30, 2007 and 9,933,3&catmber 31, 2007, after giving
retroactive effect to the stock bonus approved ay BD, 2008 (Note 7). (57,110) (45,354) (44,778)
Legal reserve - 82,60: 154,42
Retained earnings 1,649,57° 2,108,07: 2,569,25
Accumulated other comprehensive income (loss)
- Foreign currency translation adjustment 1,233,39¢ 285,91. 672,65
- Unrealized net gains on pension and postretintrenefits, net of tax 77,33t 20,478 77,030
- Unrealized gain (loss) on available for saleusiies (7,77¢ 14,006 7,77
- Unrealized gain on qualifying cash flow hedge 10,59: - -
Total shareholders' equity 10,343,57« 6,031,11! 7,003,45
Total liabilitiesd shareholders' equ 29,457,379 16,369,612  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)

Three-month period ended June 30,

Six-month period ended June 30,

(Unaudited) (Unaudited)
Note 200¢ 2007 200¢ 2007
Sale: 7,417,14 4,240,71 13,162,99 8,102,6€
Less: Federal and state ta (601,271 (379,62 (1,127,531 (693,16
Less: Discoun (101,99 (69,63 (204,89 (128,64.
Net sale 6,713,87 3,791,45 11,830,56 7,280,8E
Cost of sale (5,082,96 (2,809,63 (8,939,19: (5,450,69:
Gross profi 1,630,90 981,81 2,891,37 1,830,1€
Sales and marketing exper (108,13 (84,731 (200,521 (156,96
General and administrative exper (357,96: (250,12! (633,07: (455,29i
Other operating (expenses) income (27,77. 12,94 (35,721 39,61
Operating incom 1,137,03 659,89 2,022,04 1,257,51
Financial expens (216,86 (104,86 (424,71 (226,45!
Financial incom 124,71 85,32 196,29 209,92
Foreign exchange gains, 354,42 124,99 361,06 212,25
Gains (losses) on derivatives, 2,23 (34,73 6,40 (30,67:
Equity in earnings of unconsolidated companies 73,47 20,23 95,43 38,82
Income before taxes on income and minority int 1,475,01 750,84 2,256,53 1,461,3¢
Provision for taxes on incon 11
Curren (372,441 (137,02 (571,69 (274,67
Deferrec (34,20! (17,55: (17,58 (46,55
(406,64! (154,58 (589,28: (321,23
Income before minority intere 1,068,37 596,26 1,667,25 1,140,15
Minority interes (169,77 (179,72 (312,21 (298,891
Net income 898,598 416,546 1,355,033 841,2€
Per share data (in US$
Basic earnings per shi 8
Preferre 0.64 0.31 0.9¢ 0.6
Commo 0.64 0.31 0.9¢ 0.62
Diluted earnings per she
Preferre 0.64 0.31 0.9¢ 0.68
Commol 0.64 0.31 0.9¢ 0.62
Number of weighted-average common shares outstarfdamsidering the effect -
the stock bonus for the previous periods (Note-Bpsic and diluted 487,818,990 463,214,016 477,274,001 463,218
Number of weighted-average preferred shares owstariconsidering the effect to
the stock bonus for the previous periods (Note-Bpsic 907,682,784 861,891,078 887,907,330 861,852,866
Number ot weighted-average preterred shares oalsigiiconsidering the ettect
the stock bonus for the previous periods (Note-Mjluted 912,455,241 875,308,52 893,897,371 875,454,614

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 séi@s;inet of ta

Unrealized gain on qualifying cash flow hedge, afetx

Comprehensive income for the perio

Three-month period ended

June 30, (Unaudited)

Six-month period ended
June 30, (Unaudited)

200¢ 2007 200€ 2007
898,50t 416,54¢ 1,355,03: 841,26
161 (4,935) 053 (9,574)
455,05; 248,80: 560,73¢ 437,711
(19,43: 14,00¢ (15,54¢ 14,001
16,65 - 10,59:
1,351,03: 674,42( 1,911,12(  1,283,40!

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

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

Balances as of January 1, 20( 2,253,37° 1,179,23t 131,54¢ (46,010 74,42( 1,459,81! (121,74¢ 4,930,64
Net income - - - - - 841,26l - 841,26
Appropriation of reserv - - - - 8,18: (8,18: -
Foreign currency translation adjustrr - - - - - - 437,711 437,71
Dividends - $0.14 per Common share

and per Preferred share - - - - - (185,16¢ - (185,16¢
Amortization of SFAS 158 transition amount, neta - - - - - - (9,57¢ (9,57«
Unrealized gains on securities available for sad¢ of ta: - 14,00 14,00
Stock option exercised during the pe - - - 65¢€ - 33t - 99
Stock option plan expense recognized during thiogd - - 1,24( - - - - 1,24
Balances as of June 30, 2007 2,253,377 1,179,236 132,786 (45,354) 82,603 2,108,071 320,396 6,031,11
Balances as of January 1, 20( 2,253,37° 1,179,23t 134,49( (44,778 154,42( 2,569,25! 757,45 7,003,45
Net income - - - - - 1,355,03: - 1,355,03
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 adjustr - - - - - - 560,73 560,73
Dividends - $0.20 per Common share - - - - - (277,371) - (277,371)

and per Preferred sh
Amortization of unrealized gains on pension and

postretirement obligation, net of tax - - - - - - 30! 30
Unrealized gain on qualifying cash flow he - - - - - - 10,59: 10,59
Unrealized losses on available for sale secu - - - - - - (15,54¢ (15,54¢
Minority effect over consolidated entit - - - - - (43¢ - (43¢
Purchase of treasury preferred sh - - - (27,941 - - - (27,94
Stock option exercised during the pel - - - 15,60¢ - (9,862 - 5,74
Stock option plan expense recognized during thiagd - - 2,34t - - - - 2,34
Balances as of June 30, 2008 4,775,621 2,525,105 136,835 (57,110) - 1,649,577 1,313,546 10,343,57

(*) Considering retroactive effect to the stock bsrdescribed in Note 7. Preferred treasury stoekeshfor the six-month periods presented abovenateconsidered 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 incomt
Adjustments to reconcile net income to cash f
from operating activitie
Depreciation and amortizat
Equity in earnings on unconsolidated comps
Foreign exchange gain,
(Gains) losses on derivatives instrum
Minority interes
Deferred income tax
Losses on disposal of property, plant andpegent, ne
Provision for doubtful accou
Provision (reversion) for contingenc
Distributions from joint ventur
Realized losses on writedown of short-termegtment
Other, ne¢

Changes in assets and liabilities:
Increase in accounts receiva
Increase in inventori
(Decrease) increase in accounts payable and acliabddies
Decrease (increase) in other as
Increase in other liabilitie
Purchases of trading securi
Proceeds from maturities and sales of trading #ées
Net cash provided by operating activitie

Cash flows from investing activities
Additions to property, plant and equipm
Proceeds from sales of property, plant and equit
Payment for acquisition in Argenti
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 Repu

Payment for acquisition in United Ste

Payment for acquisition in Venezu

Cash balance of acquired compa

Net related party debt loans and repaymnr

Purchases of available for sale secut

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

Three-month period ended

Six-month period ended June

June 30, 30,
Note 200¢ 2007 200¢ 2007
898,59¢ 416,54¢ 1,355,03: 841,26
291,83( 135,77( 535,02( 287,17
(73,472 (20,23C (95,43¢ (38,82¢
(354,42: (124,994 (361,06¢ (212,25¢
(2,23¢ 34,73 (6,402 30,67
169,77. 179,72: 312,21t 298,89
34,20! 17,55 17,58¢ 46,55
4,37t 8,04¢ 1,26( 9,38
5,11( 1,34: 7,111 3,48
11,53: 43¢ (22,04: 3,99
30,00( 11,257 40,40« 31,66
17,00: - 39,67:
6,05! - 7,10: (3¢
(445,10¢ (82,312 (707,50€ (340,37¢
(667,572 (170,101 (870,16( (135,082
(242,667 (7,814 (120,99¢ 92,32
33,23¢ 217,70 (7,26t 171,74
250,44( 10,77« 148,04( 79,25
(574,98¢ (335,30¢ (1,332,797 (414,12¢
(273,00¢ 588,86( 1,105,05¢ 941,52
(881,30¢ 881,98¢ 44,82 1,697,22
(417,38¢ (382,88¢ (673,171 (745,747
10,25( 1,997 13,41 1,99
- - (1,217 (3,91¢
2.8.1(a) - (107,194)
2.8.1(f) (180,000) (180,000)
2.8.1 (e) (49,764) (49,764)
2.8.1 (d) - (124,666) (258,840)
- (42,90C - (42,90
2.8.1(b,g (1,672,01¢« (4,98¢ (1,672,01¢ (4,98¢
- (4,59: - (4,59:
237,13¢ 3,41« 237,13¢ 9,65
40,42 (312 5,91( (67:
(5¢ (243,96¢ - (461,65¢
61,48 187,83¢ 58,14¢ 387,63
(1,969,922 (486,40¢ (2,493,415 (1,124,03¢

The accompanying notes are an integral part oftiiglensed consolidated interim financial informati
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GERDAU S.A.
CONDENSED CONSOLIDATED INTERIM STATEMENT OF CASH WS (Unaudited)
(in thousands of U.S. Dollars)

Cash flows from financing activities
Cash dividends and interest on equity
Proceeds from exercise of employee stock op
Decrease (increase) in restricted ¢
Payment for acquisition in Bra
Debt issuanc
Payment of del
Capital Increas
Net related party debt loans and repaymrr
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

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

Three-month period ended

Six-month period ended

June 30, June 30,
Note 200¢ 2007 200¢ 2007

(45,40¢ (126,61: (180,961 (306,89¢
1,18 591 5,74 99:
6,13: - 6,66 (€

(36,00¢ - (58,131
2,079,22: 475,13! 2,290,42 666,86!
(654,43¢ (588,27t (1,088,89¢ (877,83(

1,735,75¢ - 1,735,75!
(71,132 (78,12¢ (71,62¢ (75,28¢
3,015,32: (317,27¢ 2,638,98! (592,15¢
(63,61¢ 21,35( (45,07 26,23
100,48: 99,65: 145,32: 7,261
1,182,39:. 393,11: 1,137,55: 485,49:
1,282,875 492,764 1,283,87 492,76
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2.1

2.2

GERDAU S.A.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIALNFORMATION (Unaudited)
(in thousands of U.S. Dollars, unless 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 Brazilr§8lian GAAP”) applied by the Company in the pregign

of its legal financial statements. In accordancehwBrazilian Securities Commission (CVM) rules, the
Company has started to present its consolidateahdial statements under IFRS (International Firenci
Reporting Standards) beginning the third quarte2Qif7. The consolidated financial statements uleRS6 are
prepared in Brazilian reais.

The condensed consolidated financial informatiomfaand for the three-month and six-month perioddeel
June 30, 2008 and 2007 are unaudited. Howevemhdnopinion of management, this financial informatio
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 six-month periodded June 30, 2008 are not necessarily indicativilied
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 ofiaifying
cash flow hedge (Note 9), and should be read ijuoation 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.

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 Statemipot 141, ‘Business
Combinations’ (“SFAS 141"). SFAS 141R establishes the requigats for how an acquirer recognizes and
measures the identifiable assets acquired, thditiied assumed, any non-controlling interest ie @icquired
and the goodwill acquired. SFAS 141R also estabdistiisclosure requirements for business combirgtion
SFAS 141R applies to business combinations for lwtie acquisition date is on or after December2DB8.
For business combinations in which the acquisitlate was before the effective date of this Staténtbe
acquirer shall apply the requirements of Statemi®8, as amended by this Statement, prospectivéigt iE,
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2.3

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

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 $iatement. 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 sepayatdéntified on the consolidated statement of ewgsi
SFAS 160 is effective for fiscal years beginningoorafter December 15, 2008. The Company is evialyidte
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 distlres about their objectives and strategies forgusuch
instruments, as well as any details of credit-rislated contingent features contained within derres. 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 recognizadngible asset under SFAS No. 142, “Goodwill aritle®
Intangible Assets”. FSP 142-3 is effective for disgears beginning after December 15, 2008. The g2miyn is
evaluating the potential impact of FSP 142-3 ordssolidated financial statements.

In May 2008, the FASB issued SFAS No. X&he Hierarchy of Generally Accepted Accountingrieiples”.
SFAS 162 identifies the sources of accounting jles and the framework for selecting the principie be
used in the preparation of financial statementsosigovernmental entities that are presented inoconify with
generally accepted accounting principles (GAAP}hHe United States (the GAAP hierarchy). The Company
does not expect to have any significant impactofpging this SFAS.

In May 2008, the FASB issued SFAS No. I'®&counting for Financial Guarantee Insurance Coadts—an
interpretation of FASB Statement No. 6@8FAS 163 clarifies how FASB Statement No. 60, Acting and
Reporting by Insurance Enterprises, applies tonfifd guarantee insurance contracts issued by dnser
enterprises, including the recognition and measargnof premium revenue and claim liabilities. Isal
requires expanded disclosures about financial gieeainsurance contracts. SFAS 163 is effectivefifoal
years and interim periods beginning after Decenitigr2008. The Company does not expect to have any
impact of adopting this SFAS.

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 iregudisclosure about fair value measurements sétas
and liabilities. SFAS 157 for financial assets drabilities is effective for fiscal years beginnirafter
November 15, 2007, and the Company has adoptestahdard for those assets and liabilities as afiakgnl,
2008. The adoption of SFAS 157 did not materiathpact the Company balance sheet, statement of Ecom
cash flow. The Company is now required to providdigonal disclosures as a part of its consolidditegncial
statements.
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GERDAU S.A.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIALNFORMATION (Unaudited)
(in thousands of U.S. Dollars, unless otherwiagest)

In February 2008, the FASB issued Staff PositideSP”) 157-2, Effective Date of FASB Statement N&7.1
This FSP delays the effective date of SFAS 157afbnonfinancial assets and nonfinancial liabiitiexcept
those that are recognized or disclosed at fairevalo a recurring basis (at least annually) to figesars
beginning after November 15, 2008, and interim qogiwithin 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 area®ent 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 markidiat 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 June 30, 2008, the Company held certain sidbett are required to be measured at fair value on
recurring basis. These assets included investnrepigolic and private securities and derivativerimgents.

The public securities refer primarily to Nationale@sury Notes — “NTN” issued by the Brazilian Gawaent
and stocks that were classified as Level 1. Theaf®isecurities refer primarily to fixed-income @stments
(Bank Deposit Certificate — “CDB” and Interbank s — “DI") and were classified as Level 2. The
Company’s derivative instruments consist of interase swaps and collar contracts which are traoted
public exchange. See Note 9 for further informat@mmthe Company’s derivative instruments and hegigin
activities. The fair values of the derivatives wdetermined based on inputs that are readily edailim public
markets or derived from information available inbpcly quoted markets. Therefore, the Company addi
level 2 inputs to measure the fair market valuehete derivatives. The Company utilized a stangaicing
model based on inputs that were either readilylalvi 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 appliegbe valuation techniques in all periods preseated
believes it has obtained the most accurate infdomatvailable for the types of derivative contrattsolds.

The Company also held auction rate securitiesungnts with a fair market value of $54.2 millionved the
past several months, auctions for certain auctda securities failed auction because sell ordavs lexceeded
buy orders. As a result of these failed auctionduture failed auctions, the Company may not bee dbl
liquidate these securities until a future auct®successful, the issuer redeems the outstandingitses or the
securities mature. Although it is the Company’&iion to sell these investments when liquiditynes to the
market for these securities, during the three normhded June 30, 2008, the Company reclassified the
investments from a current asset to a non-curresgtaDue to the lack of availability of observabiarket
quotes on the Company'’s investment portfolio oftiaucrate securities, the Company utilizes valuatiwodels
including those that are based on expected cashdtoeams and collateral values, including assestsra
counterparty credit quality, default risk underlyithe security, discount rates and overall capitairket
liquidity. As a result of this analysis of othéran-temporary impairment factors, the Company dmtra
charge in the financial expenses account to woterdthese investments by $17.0 million and $39 Ifianifor
the three and six months ended June 30, 2008. Tdexsgities will be analyzed each reporting peffiod
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possible  further  other-than-temporary impairment ctdes and appropriate  balance sheet
classifications. Therefore, the Company utilizegiele3 inputs to measure the fair market value aséh

investments.

The Company’s financial assets and liabilities mead at fair value on a recurring basis subjecthi®
disclosure requirements of SFAS 157 at June 308,208re as follows:

Fair Value Measurements at Reporting Date Using
Quoted Prices

Active Markets Significant Significant
for Identical Other Unobservable
June 30, Assets Observable Inputs
2008 (Level 1) Inputs (Level 2) (Level 3)
Assets
Short-term investments
Trading 2,152,29: 841,83« 1,310,46. -
Available for sal 55,41¢ 55,41¢ - -
Derivatives assets 41,224 - 41,224 -
Long-term investments
Available for sal 54,22( - - 54,22(
Liabilities
Derivatives liabilities 7,789 - 7,789 -
Unrecognized Put options
Sidenor (See Note 9) 279,967 - - 279,967
PCS (See Note 9) 68,839 - - 68,839

The table below provides a summary of changesiirvédue for the level 3 assets:

Balance as of December 31, 2007 360,767
(-) Writedown of investments - Available for Sale 9(871)

(-) Sales of short-term investments (700)
(+) Additions, net 82,630
Balance as of June 30, 2( 403,02t
Balance as of March 31, 2008 431,972
(-) Writedown of investments - Available for Sale 7(004)

(-) Sales of short-term investments (700)
(-) Decrease in Put Options (11,242)
Balance as of June 30, 2( 403,02¢

In February 2007, the FASB issued Statement No, IH® Fair Value Option for Financial Assets and
Financial Liabilities” (“SFAS 159"). The standard provides companies with an optiomegort 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.
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GERDAU S.A.
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIALNFORMATION (Unaudited)
(in thousands of U.S. Dollars, unless otherwiagesk)

Currency translation

The Company has selected the United States dall&s eeporting currency. The U.S. dollar amoureehbeen
translated following the criteria established inASFNo. 52, “Foreign Currency Translation” from tfeancial
statements expressed in the local currency ofdhetces where Gerdau and each subsidiary operates.

The Company’s main operations are located in Brézé United States, Canada, Spain and Chile. ot |
currency is the functional currency for those ofiers. These financial statements, except for trafsthe
subsidiaries located in the United States whicbkaaly 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 e&n
expenses, gains and losses in the statement afhecGapital contributions, treasury stock transastiand
dividends are translated using the exchange ratd #e date of the transaction. Translation gaing losses
resulting from the translation methodology desdikebove are recorded directly in “Cumulative other
comprehensive loss” within shareholders’ equity.inGaand losses on foreign currency denominated
transactions are included in the consolidated st@i¢ of income.

Controlling shareholder

As of June 30, 2008, the Company’s parent, Metadar@erdau S.A. (“MG”, collectively with its subsidies

and affiliates, the “Conglomerate”) owned 45.15%e¢Pmber 31, 2007 and June 30, 2007 — 44.86% and
45.15% respectively) of the total capital of then@any. MG’'s share ownership consisted of 76.45%
(December 31, 2007 and June 30, 2007 — 74.89% 2u1@% respectively) of the Company’s voting common
shares and 28.42% (December 31, 2007 and Jun®@0,228.71% and 28.38% respectively) of its notingo
preferred shares.

Stock Based Compensation Plans

Gerdau S.A. and Gerdau Ameristeel Corp (“Gerdau rsteel”) and its subsidiaries maintain stock based
compensation plans. The Company accounts for tiek-4tased compensation plans as from January B 200
under SFAS 123 — R (“SFAS 123R”") “Shared-based pmanin SFAS 123R addresses the accounting for
employee stock options and eliminates the altereatse of the intrinsic value method of accountimat was
provided in Statement 123 as originally issued.is Btatement requires a public entity to measueectist of
employee services received in exchange for an asfedjuity instruments, based on the grant-dateviaue

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

The Company applied the modified prospective apfibte 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 coraienshad

the grant-date fair value been adopted in prioioger Under this transition method, compensatiost ¢or
stock options plans as from January 1, 2006, ircling applicable amount of: (a) compensation cmrstll
share based instruments granted prior to, but ebvgsted, as of January 1, 2006 (based on thé¢-daden 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 appliedintrensic value method established by Accounting

Principles Board (“APB”) Opinion N° 25, “Accountindor Stock Issued to Employees” to account
compensation for stock based compensation.
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The Company and its subsidiary Gerdau Ameristegk reeveral stock based compensation plans. A brief
summary of those plans is presented below:

Gerdau Plan

The Extraordinary Stockholders’ General Meetingsefrdau held on April 30, 2003 decided, based otama p
approved by an Annual Stockholders’ meeting andaughe limit of authorized capital, to grant optoto
purchase shares to management, employees or indigigvho render services to the Company or toiestit
under its control, and approved the creation of‘tttng 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 arnd Bpyears after vested.

During the three-month and six-month periods entiete 30, 2008, the Company recognized $987 and@42,0
respectively (June 30, 2007 - $639 and $1,240extely) of stock compensation costs related &dhtions
issued during 2007. At June 30, 2008, the remainimmgcognized compensation cost related to thegested
options was approximately $15,353 (June 30, 2089,796) and the weighted-average period of timer ove
which this cost will be recognized is 3.21 yearsgl30, 2007 - 3.27 years).

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

The long-term incentive plans are designed to rdwlae Company’s senior management with bonusegbase
on the achievement of return on capital investegeta. Bonuses which have been earned are awafgedhe
end of the year in the form of cash, stock apptigiarights (“SARs”), and/or options. The portiofi any
bonus which is payable in cash is to be paid inféhen of phantom stock. The number of shares @fnptm
stock awarded to a participant is determined bydiig the cash bonus amount by the fair marketevaifia
Common Share at the date the award of phantom &oukde. Phantom stock and SARs vest 25% onafach
the first four anniversaries of the date of the mlwaPhantom stock will be paid out following vestiin the
form of a cash payment. The number of optionsARSawarded to a participant is determined by dingdhe
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 SAR¥etermined by the Human Resources Committebeof t
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 ©f 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 six months ended June 30, 2008 and 2B@7compensation costs recognized by the Company f
options issued during 2007 and 2008 were insiguific At June 30, 2008, the remaining unrecognized
compensation cost related to all unvested optioas approximately $2.2 million and the weighted-ager
period of time over which this cost will be recazgdl is 3.4 years.
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Methodology and assumptions used to estimate graudate fair value

The Company has selected the Black-Scholes modelstimate the grant-date fair value of stock based
compensation. Under SFAS 123R, the Company is redjuo estimate forfeitures when determining thoelst
based compensation expense as opposed to recaptiwnforfeitures 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 compgias in stock of Gerdau S.A. and of Gerdau Ameeist
Corp., as appropriate.

Assumptions for options granted during the six-mort period Gerdau
ended June 30, 2008 Gerdau Ameristeel
S.A. Corp
Expected dividend vyield: 2.81% 3.08%
Expected stock price volatility: 37.77% 49.10%
Risk-free rate of return: 14.04% 3.01%
Expected life: 4.89 years 6.25 years
Assumptions for options granted during the six-mort period Gerdau
ended June 30, 2007 Gerdau Ameristeel
S.A. Corp
Expected dividend yield: 4.32% 4.00%
Expected stock price volatility: 38.72% 50.50%
Risk-free rate of return: 12.40% 4.51%
Expected life: 4.90 years 6.25 years

Summary of the Gerdau Plan and of the Gerdau Ameri®el plans
A summary of the Gerdau Plan is as follows:
Six-month period ended June 30, 2008

Weighted-average
exercise price

Gerdau S.A.Plans Number of shares uUsy
Outstanding at December 31, 2007 (*) 9,010,419 5.42
Granted 1,170,958 16.45
Forfeited (138,906) 8.27
Exercised (2,606,579) 2.41
Outstanting at June 30, 2( 7,435,89: 6.31
Options exercisable 544,216 5.89

(*) Considering retroactive effect to the stock bsmlescribed in Note 7.

USs$
Proceeds from stock options exercised 5,747
Intrinsic value of stock options exercised 34,144
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A summary of the Gerdau Ameristeel plans is agvat

Six-month period ended June 30, 2008
Weighted-average

Gerdau Ameristeel Plans exercise price
Number of shares US$

Outstanding at December 31, 2 1,287,66! 5.92
Grante( 385,556 15.86
Exercise! (288,188 3.8¢
Forfeitec (13,630 13.9¢
Expirec (12,000 21.8¢
Outstanding at June 30, 2008 (a) 1,359,407 8.94
Options exercisab 643,39 4.0¢

(a) At June 30, 2008, the weighted-average remginontractual life of options outstanding and eiszdole
were 6.77 years and 1.98 years, respectively.

At June 30, 2008 and 2007 the aggregate intringigevof options outstanding was $14.1 million aid@.2
million, respectively. At June 30, 2008 and 200& aggregate intrinsic value of options exercisaids $9.8
million and $9.7 million, respectively. (The intsiic value of a stock option is the amount by witleh market
value of the underlying stock exceeds the exemime of the option).

The grant date fair value of stock options gramtedng the three months ended June 30, 2008 wa2 $éune
30, 2007 was $4.08).

Cash proceeds, tax benefits and intrinsic valugtedl|to total stock options exercised during tlreghmonths
ended June 30, 2008 and 2007 are provided in tlosviag table:

2008 2007
Proceeds from stock options exercised 1,124 617
Tax benefit related to stock options exercised 1,133 989
Intrinsic value of stock options exercised 4,439 3,261
Fair value of shares vested 12,417 15,362

For the six months ended June 30, 2008 and 200 tmepany recorded $16.6 million and $18.0 million,
respectively, of expenses to mark to market outtenstock 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:
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Percentage interest (%

June 30, June 30,
200¢ 2007
Aceros Cox S.A. (Chile 98 98
Gerdau Ameristeel Corporation (Canada) and itsidigres 65 65
Ameristeel Bright Bar Inc. (US# 65 65
Chaparral Steel Company (USA) (See Note : 65 65
Gerdau Ameristeel MRM Special Sections Inc.n@a 65 65
Gerdau Ameristeel Perth Amboy Inc. (U 65 65
Gerdau Ameristeel Sayreville Inc. (U¢ 65 65
Gerdau Ameristeel US Inc. (US. 65 65
Sheffield Steel Corporation (US 65 65
Pacific Coast Steel Inc. - PCS (U 55 36
Gerdau Agcominas S.A. (Braz 92 89
Gerdau Acos Especiais S.A. (Bra: 92 89
Gerdau Ac¢os Longos S.A. (Bra: 92 89
Gerdau América Latina Participacdes S.A. (Bre 89 89
Gerdau Aza S.A. (Chil 98 98
Gerdau Comercial de Agos S.A. (Bra. 92 89
Diaco S.A. (Colombia) (See Note 2.¢ 95 57
Gerdau GTL Mexico, S.A. de C.V. (Mexico) and itbsidiaries 10C 10C
Siderurgica Tultitlan S.A. de C.V. (Mexic 100 100
Ferrotultitlan, S.A. de C.V. (Mexic 10C 10C
Arrendadora Valle de Mexico, S.A. de C.V. (Mex) 10C 10C
Gerdau Internacional Emprendimentos Ltda. (Braaib) its wholly owned
subsidiary Gerdau GTL Spain S. L. (Spain) and slidnses 98 98
Gerdau Laisa S.A. (Urugue 98 98
Gerdau Macsteel Holding Inc Delaw 92 -
Maranh&do Gusa S.A. — Margusa (Bre - 89
Aplema Comércio de Produtos Agroflorestais e Emudirentos Ltda.
(Brazil) 92 -
Paraopeba - Fundo de Investimento Renda Fixa ([ 93 97
Seiva S.A. — Florestas e IndUstrias (Bra 97 97
Sipar Aceros S.A. (Argentini 90 72
Sidelpa S.A. (Colombi: 95 95
Corporacion Sidenor S.A. (Spain) and its subsidg 40 40
Sidenor Industrial S.L. (Spa 40 40
Forjanor S.L. (Spai 40 40
GSB Aceros S.L. (Spa - 40
Acos Villares S.A. (Brazi 23 23
Empresa Siderurgica del Peru S.A.A. — “SiderpeR€r() 83 83
Siderurgica Zuliana C.A. (Venezue 10C 10C

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

The consolidated financial statements include lad companies 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 o@trfiing transactions.

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

a) Diaco S.A.

On January 14, 2008, the Company acquired from rityjnehareholders 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.

b) Century Steel, Inc.

On February 12, 2008, the Company, through its idisdzg Pacific Coast Steel (PCS), announced the
acquisition of Century Steel, Inc.; Century Steebldihgs, Inc. d/b/a Century Reinforcing, Inc.; Cali
Construction Supply, LLC; Century Steel Inc., (Utadnd Century Properties Henderson 18, LLC (ctitety
referred to as “CSlI"), a rebar fabrication and ctnwal steels company specialized in manufactuang
installing rebar fabrication and structural stesdducts for $148.5 million ($121.5 million had ady been
paid) and as a result of the acquisition the Compacorded a goodwill of $79.1 million. CSl is lded in Las
Vegas in the state of Nevada State and has busméss states of Nevada, California, Utah, and Mésxico.
The acquisition was concluded on April 1, 2008 ahthe same time the subsidiary Gerdau Ameristzdl $82
million to increase its equity interest in PCS fipebximately 84%. As a result of this increaseha equity
interest of PCS the Company recorded goodwill &.84million.

The Company recorded goodwill related to these iaitipns due to the following factors:

« 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 sushély integrate the business operations of CSI and
realize synergies associated with the acquisition.

c) 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 dstilna 20
million tones. The amount to be disbursed for #uguisition is $59 million and it is subject to tBelombian
Regulatory Agencies’ approval.

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

On February 27, 2008, the Company concluded theisitiqn of 49% of the Corsa Controladora, S.A.Gl¥.
(holding)’s capital, which holds 100% of the Acef@arsa, S.A. de C.V.’s capital, which also conttals steel
distributors. Aceros Corsa, situated in the Tlaamfa City, metropolitan region of Mexico City, asmini-mill
that produces long steel (light commercial barghwin installed capacity of 150 thousand tonesade steel
and 300 thousand tones of rolled products per yida.amount disbursed in this acquisition is $110ilfion.
The Company and the Corsa Controladora, S.A.’sestwdders established also a joint venture denomihat
Estructurales Corsa S.A.P.I. de C.V. with the pagof implementing a project to produce structbiats in
Mexico. The new plant will have an installed capaoif 1.0 million tones of crude steel and 700 tend tones
of rolled products per year and will involve animstted investment of $400 million. The plant withg to
operate in 2010. By June 30, 2008 the amount dislolufor this joint venture totalized $14.8 milliohhis
investment is recorded under the Equity accountiethod.
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e) SJK 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 cartis
casting machine, and pig iron production faciliti#e contract establishes a joint ownership armd tthal
amount of the investment is $72.6 million. The Camp has already paid $49.8 million. This investmisnt
recorded under the equity method.

f) Corporacion Centroamericana del Acero S.A.

On April 21, 2008 the Company made a strategi@amdie with the controlling shareholders of the haddi
company Corporacion Centroamericana del Acero Smhich holds steelmaking assets in Guatemala and
Honduras and distribution in El Salvador, Nicaraguad Belize. The disbursement in this transactias $180
million and resulted in the acquisition of 30% net&t in Corporacién Centroamericana del Acero JHis
investment is recorded under the 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 waiés,
and metal roofs.

g) Gerdau MacSteel Inc. (Quanex Corporation)

On April 23, 2008, the Company completed the adtoisof 100% of MacSteel, Quanex Corporation'skte
business. On November 19, 2007, the Company hadedig definite agreement to acquire Quanex
Corporation, which, through its steel business MeelS is the second largest producer of specidkgls
(Special Bar Quality — SBQ) in the United Stated aperates three mini mills located in Jackson,Hidjan;
Monroe, Michigan; and Fort Smith, Arkansas. MacBéso operates six downstream operations locatele
states of Michigan (two), Ohio, Indiana (two), aMisconsin. MacSteel has an annual installed capa€il.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 diesiness.
Quanex announced the spin-off of this business wemcquisition proposal was finalized.

The disbursement in this transaction was $1.4bhillplus the assumption of certain debts andlites of the
acquired company.

The following table summarizes the preliminary faslue of assets acquired and liabilities assunwed f
MacSteel.

Current assets 513,186
Property, plant and equipment 514,797
Other long-term assets 240,538
Goodwill 952,726
Current liabilities (523,663)
Long-term liabilities (229,070)
Net fair market valu 1,468,51.
Total consideration allocat 1,468,51.
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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 indglubal steel industry has resulted in acquisition
valuations increasing dramatically,

» Gerdau Group strengthens its position as a glqizadial 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 retwkin the world. MacSteel produces SBQ and
around 80% of its production is for the automofiveustry,

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

h) Rectificadora del Vallés

On May 30, 2008 the Company through its subsidBidenor Industrial acquired Rectificadora del Vallé
(RDV), a steel bar producer for the automotive,starction, and mechanical engineering industriesatied in
Barcelona, Spain. The transaction amourit B2 million ($50 million on acquisition date) in @iton to the
assumption o€ 33 million ($51 million on acquisition date) inlits. RDV has an annual installed capacity of
100 thousand tones of steel.

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

On June 3, 2008 the Company through its subsidéédgnor Industrial acquired Vicente Gabilondo eoblij
S.A. (Gabilondo), a steel bar producer for the mattive industry located in Eibar, Spain. The acitjois price
was€ 14 million ($22 million on acquisition date). Galrido has an annual installed capacity of 30 thodisa
tones of steel.

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 cpiement recognition of $4,857.

The table below presents the fair value calculafmmthe assets and liabilities acquired from Gar@&rL
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 indglubal 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 adisted 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¢eme 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 susfdl integrate the business operations of
Siderargica 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 second quarter of 2008, the Companysesvihe purchase price allocation as a result datagl
information regarding the fair values of certaisets and liabilities, resulting in a net increabgandwill of

$2.0 million. The following table summarizes theised fair value of assets acquired and liabilisssumed
for Chaparral.

Current assets 1,071,886
Property, plant and equipment 703,811
Intangible assets 605,671
Other long-term assets 11,519
Goodwill 2,776,903
Current liabilities (683,472)
Long-term liabilities (422,060)
Net fair market valu 4,064,25!

Total consideration allocat 4,064,25!

The purchase price allocation to the identifiabtamngible 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 lidbdibn the fair value increments related to intblegassets that
will be recognized as a tax benefit in future pdsi@s the assets are amortized. As allowed undes 381,
the Company has up to one year from the acquiditi@djust the valuations of goodwill and intangibksets.
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The following unaudited pro forma consolidated hessaf operations assume the acquisition of Chapavas
completed at the beginning of the period shownweRro forma data may not be indicative of the itesihat
would have been obtained had the acquisition dgtoaturred at the beginning of the period presgnte of
results which may occur in the future.

Three Months Ended  Six Months Ended

June 30, 200 June 30, 200
Net Sales 4,279,075 8,188,152
Net Income 417,359 869,745
Earnings per share - Basic 0.63 1.31
Earnings per share - Diluted 0.62 1.30

The unaudited pro forma information presented abieflects the results of operations for three @rdronths
ended June 30, 2007 as though the acquisition Bad bompleted at the beginning of each period. faie
value adjustment to inventory ($22 million net ak} has been recorded as a reduction of net inéoraach
period.

Due to the difference in fiscal year ends of eammgany, the pro forma information for the three therended
June 30, 2007 has been prepared by combining €i)Cbmpany’s consolidated statement of income fer th
three months ended June 30, 2007 and (ii) Chafsmuahsolidated statement of income for the thremtims
ended May 31, 2007.

The pro forma information for the six months endemhe 30, 2007 has been prepared by combining €i) th
Company’s consolidated statement of income for dixemonths ended June 30, 2007 and (i) Chaparral’s
consolidated statement of income for the six moetided May 31, 2007, which was prepared by comginin

Chaparral’'s consolidated statement of income fer ttiree months ended February 28, 2007, and tlee thr

months ended May 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 changeseitin 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 cocttra

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.
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3 Inventories
June 30, December
200¢ 2007 31, 200°
Finished product 1,736,41¢ 1,035,90! 1,263,25
Work in proces: 990,60’ 601,53( 762,63
Raw materials 1,070,47: 583,96¢ 722,30
Packaging and maintenance supg 565,03: 340,57 498,05
Advances to suppliers of materii 338,46t 117,84¢ 170,35
4,700,994 2,679,823 3,416,60
4 Property, plant and equipment, net
June 30, December
200¢ 2007 31, 200°
Buildings and improvemen 2,438,03( 1,796,41: 2,222,611
Machinery and equipme 9,497,31( 5,933,02: 7,925,28
Vehicles 82,63t 56,54! 70,34
Furniture and fixture 108,73t 83,06¢ 89,08:
Other 641,11: 432,71 531,91
12,767,82! 8,301,75° 10,839,24
Less: Accumulated depreciati (4,903,63¢ (3,556,692 (4,115,22¢
7,864,18 4,745,06¢ 6,724,02
Land 549,88 427,79: 503,88
Construction in progres 1,557,80: 1,876,09: 1,391,81
Total 9,971,870 7,048,946 8,619,71.

As of June 30, 2008, machinery and equipment wittetabook value of $1,221,535 ($971,068 on June 30,
2007 and $1,055,641 on December 2007) was pledgedllateral 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 consisted of the following:
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Weighted averag:
Annual Interest

Rate % at June 30, December
June 30, 2008 2008 2007 31, 200°
Long-term debt, excluding debentures, denominatechiBrazilian reais
Working capita 10.26% 63,00: 53,12( 59,27
Financing for investmer 11.77% 461,94: 84,25: 420,21
Financing for machine 8.76% 889,45: 650,39« 886,29
Long-term debt, excluding debentures, denominatechiforeign currencies
(a) Long-term debt of Gerdau, Gerdau Acominas, @ewtos Longos, Gerdau Agos
Especiais, Gerdau Comercial de Acos and Agos ¢#l
Working capital (US§$ 4.14% 1,19: 37,88 1,18:
Guaranteed Perpetual Senior Securities (! 9.43% 600,00( 600,00( 600,001
Financing for machinery and others (U¢ 5.10% 822,11 868,31( 892,261
Export Receivables Notes by Gerdau Agominas ( - 185,65¢
Advances on exports (US 5.23% 253,10: 357,47! 259,89:
Financing for investments (US - 11,31¢
(b) Long-term debt of Sipar Aceros, Diaco, Sidelpardau Aza S.A., Siderpert, Siderdrgica
Zuliana, Gerdau GTL Mexico, Gerdau Macsteel and GTade Finance Inc. (Ten-Year
Bond’
Financing for investments (US 4.59% 1,060,52: - 162,05!
Ten-Year Bond (US¢ 7.25% 1,500,00( - 1,000,00¢
Working capital (US$ - 112,49(
Working capital (Chilean pesc 5.61% 2,69! 3,20: 3,11
Working capital (Colombian Pes: 9.05% 44( 1,29: 70:
(c) Long-term debt of Gerdau Ameristt
Senior notes, net of original issue discount (L 10.38% 403,77¢ 400,22¢ 400,81!
Term Loan Facility (US¢ 3.59% 2,600,00( - 2,600,001
Senior Secured Credit Facility (Cdi - -
Industrial Revenue Bonds (U< 3.77% to 6.38¢ 50,40( 54,60( 54,601
Othel 23,19« 26: L
(d) Long-term debt of Corporacion Side
Working capital (Euro: 5.53% 479,75! 263,45! 368,71
9,211,57¢ 3,683,93¢ 7,709,14!
Less: current portic (1,285,92(C (459,507 (655,22¢
Long-term debtexcluding debenturetgss current portion 7,925,659 3,224,431 7,053,91i
Long-term debt matures in the following years:
2009 469,63
2010 923,80
2011 1,681,821
2012 1,752,63.
After 2012 3,097,75.

7,925,65!

Long-term debt, excluding debentures, denominatechiBrazilian reais

Long-term debt denominated in Brazilieewisis indexed for inflation using the TILP (Taxa deas 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 Agcominas, Gerdau Agos Longos, G#au Acos Especiais, Gerdau Comercial de Agos
and Acos Villares

The debt agreements entered into by the Compangézilin subsidiaries contain covenants, which are
described below, that require the maintenance rdéiceratios, as calculated in accordance withGbenpany’s
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financial statements prepared in accordance wilSIFThe covenants include financial covenants dioly
ratios on liquidity, total debt to EBITDA (earnindgmefore interest, taxes, depreciation and amoibizags
defined in the respective debt agreements), debiceecoverage and interest coverage, amongsttAedune
30, 2008, the Company was in compliance with aitoflebt 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 $ionds are guaranteed by the following operating
companies of Gerdau based in Brazil: Gerdau Acosnierdau 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) wiach not fully
under the control of the Company. The Company heglaption to redeem these bonds at any moméet &af
years of placement (September 2010). Interest patgn@re due on a quarterly basis, and each quarterl
payment date is also a call date after SeptemiEd.20

Covenants

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

I) Consolidated Interest Coverage Ratio - meastireglebt service payment capacity in relation tdTEB\
(Net Income before Interest, Taxes, Depreciatiah/Aamortization)

II) Consolidated Leverage Ratio - measures the deberage capacity in relation to EBITDA (Net Inam
before Interest, Taxes, Depreciation and Amortizgti

I11) 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 calculatesgd@n the Consolidated Financial Statements irfS1BR
Gerdau S.A., except for item IV, which refers to tMérgica Gerdau S.A., and have been complied with.
Pursuant to the agreements, the penalty for norpliante with such covenants is the possibility afedault
statement by the banks and acceleration of matofiktyans.

(b) Sipar Aceros, Diaco, Sidelpa, Gerdau AZA, Sidegrerq, Siderlrgica 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 contraaiittd Banco de Chile. Such debt matures in 2016, k@ears
interest of Libor + 1.4% p.a..

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

Ten-Years Bonds

On October 22, 2007, the subsidiary GTL Trade Féeadnc. concluded the placement of Ten-Years Bamds
the amount of $1 billion. Such Bonds, which matomeOctober 20, 2017, are subject to interest dB%..a.,
payable semi-annually in the months of April anddBer, 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 Agos S.A. In May 2008 the Company concluded¢opening 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 issuanceamadOctober 2007 and will be subject to interdst.@5%

F-26



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

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
obligations of the Issuer, ranking equal in rigfitpayment with all of the Issuer’s other existingdafuture
senior unsecured debt. The guarantees of the bdhthmk pari passuwith all unsecured and unsubordinated
obligations of each of the Guarantors.

The bonds and the guarantees of the bonds wereegtered under the U.S. Securities Act of 1933, a
amended, or the Securities Act, or under any stterities 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
gualified for a registration exemption from the Geties Act and applicable state securities lawscakdingly,
the bonds were offered and sold to qualified intthal 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 refinancedeitd by issuing $405.0 million aggregate princip@l3/8%
Senior Notes. The notes mature July 15, 2011 arme vesued at 98% of face value. Gerdau Ameristeel
amortizes the bond discount using the straight tirethod, which is not materially different from teffective
interest method. Gerdau Ameristeel can call ti8zs@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 subsequeetipitating these hedges, the carrying value ofethmuges
was adjusted to reflect the final fair value of ttherivatives as of the time they were terminatedrd@u
Ameristeel amortizes this final fair value using ttraight line method which approximates the éffecyield
method.

On October 31, 2005, Gerdau Ameristeel entered antew Senior Secured Credit Facility, which predd
commitments of up to $650.0 million and expires @atober 31, 2010. In June 2008, Gerdau Ameristeel
increased the Senior Secured Credit Facility frob5C0 million to $950.0 million. The Company is in
compliance with the terms of the facility at Jurg 2008. The borrowings under the Senior SecunedliC
Facility are secured by the Company’s inventory accbunts receivable. At both June 30, 2008 arcbDber

31, 2007, there was nothing drawn against thidifiadlased upon available collateral under the teohthe
agreement. At June 30, 2008 and December 31, 2@)@roximately $804,9 million and $583.0 million,
respectively, was available under the Senior Sec@medit Facility, net of $76.3 million and $67.dllian,
respectively of outstanding letters of credit.

Gerdau Ameristeel had $50.4 million and $54.6 onilliof industrial revenue bonds outstanding at J3Me
2008 and December 31, 2007, respectively. In A008, Gerdau Ameristeel repaid the $4.2 millioruistdal
revenue bond that was assumed with the acquisdfothe Beaumont, Texas facility in November 2004.
Approximately $23.8 million of the bonds were isduky Gerdau Ameristeel US Inc., a wholly owned
subsidiary of the Company, in prior years to cardtifacilities in Jackson, Tennessee. Gerdau Astesi
assumed an industrial revenue bond in the amou$8 @& million with the acquisition of the Carterwicold
drawn facility in September 2002. The industriataeue bonds mature in 2014 and 2017, respectivVélg.
Jackson, Tennessee and Cartersville, Georgia bamdsecured by letters of credit issued under #Eos
Secured Credit Facility. On May 3, 2007, Gerdau Asteel US Inc. entered into a new industrial rexen
bond for the Jacksonville, Florida facility. Thelurstrial revenue bond is for $23.0 million and masuon May

1, 2037. The interest on this bond is 5.3% payabhei-annually. This bond is secured by a guaraoyethe
Company.

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

The Term Loan Facility has tranches maturing betwgeand 6 years from the closing date and beanitegdst
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 includésahcial 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 GerdausSaAd certain of its subsidiaries’ receivableslemcertain
off-take supply contracts to at all times exceesl gghincipal amount of the outstanding term loartse Term
Loan Facility is unsecured but provides for a sgirig lien in the off-take supply contracts. Therd.oan
Facility also contains customary covenants regtigcthe Company’s ability, including the ability oértain of

its subsidiaries, including Gerdau Ameristeel U8. lnd GNA Partners, GP, to incur additional lienssuch
entities’ assets, enter into certain transactioith affiliates and enter into certain merger tranisms. The
Company is in compliance with the terms of the Teoan Facility.

(d) Corporacion Sidenor

In December, 2006, Corporacién Sidenor obtainediaa in the amount & 150,000 ($236,742) to conclude
the acquisition of GSB Aceros S.L. and in Octol#007, a loan in the amount 650,000 ($78,914) to the
acquisition of SJK Steel Co. These debts matunedst 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 from®$ for the purchase of machinery and related esgeen
for a total amount of $565,362, bearing interest #fP+2.5% p.a. Amounts will be released as investmare
made by the subsidiaries and they present to BNB&SIimentation supporting to the investments made. A
June 30, 2008, $429,376 was drawn against thifitfacThese contracts are guaranteed by INDAC (piare
company of Metallrgica Gerdau S.A.).

On May 27, 2008, Gerdau Agos Longos S.A. receivddaa approval from BNDES in the total amount of
$341,361 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 200
October 2024, subject to TILP (long-term interagt)+ 1,46% p.a.. The contracts are guarantedddac —
Ind. Adm. e Comércio S.A. and contain restrictis@enants which must be met by Metallrgica Gerdau. S.

The Company announced the conclusion, on Novemp@0Q6, of a Senior Liquidity Facility. This fadili
amounts to $400,000 and the borrower will be thesiliary GTL Trade Finance Inc., with the guaramée
Gerdau S.A., and its subsidiaries Gerdau AcomiGasdau Agos Longos , Gerdau Agos Especiais anda@erd
Comercial de A¢os. The program has an availalyilgyiod of 3 years, with 2 years for payment as ftbm
date of each disbursement. The costs involve ditfafée amounting to 0.27% p.a. and intereststhim case
disbursements are actually made, of Libor + 0.30%.40% p.a.. At June 30, 2008, no amounts hava bee
withdrawn under this facility.

Gerdau Agominas also has available the followingdiof credit:

» $267,000 from a consortium of banks leaded by &itih N.A, Tokyo Branch guaranteed by
Nippon Export and Investment Insurance (NEXI), matin 10 years, with 2 grace years and 8 years
for repayment, bearing interest of Libor + 0.3%. @.his amount will be used in the expansion of the
Ouro Branco industrial facility. At June 30, 2088 total amount was drawn against this facility.

* $69,000 from Export Development Canada, guararigedFW Ipex Bank, maturing in 6 years,
with 2 grace years and repayment in 4 years beamtegest of 7.22% p.a. At June 30, 2008, $50,000
had been drawn on this facility.

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

In March, 2007, the Company obtained an approva Gommercial Loan with BNP Paribas, guaranteed by
SINOSURE (China Export & Credit Insurance Corparalj in the total amount of $50,000. This loan besen
taken in order to finance 15% of the new coke plaimiter plant and a new blast furnace for the (Rnanco
mill. At June 30, 2008, the total amount was dragainst this facility.

Gerdau AZA has available the following lines ofdite

» $100,856 of lines for working capital, bearing net&t of 6.96% p.a. At June 30, 2008, no amounts
were withdrawn.

Gerdau Ameristeel has available the following linésredit:

* $75,000 of a credit facility with KfW to providenfancing for capital expenditures, expiring on
November 30, 2008 and is secured by equipment paechwith the financing. At June 30, 2008,
$15,400 was drawn against this facility.

In May 2008, the subsidiary Gerdau Macsteel US deceived a 3-year credit line from a bank syndided by
Citibank N.A in the amount of $500.0 million. As dfine 30, 2008 $400.0 million had been used and the
principal will be paid in three installments: inett24" month, in the 3® month, and in the $6month. The
interest rate was Libor + 1.25%. The funds wereduserepay the loan obtained to purchase the coypan
(Bridge Loan). The loan is guaranteed by the Gefaleoup companies.

Debentures

Debentures as of June 30, 2008 include five oulstgnissuances of Gerdau and debentures issuedcoy A
Villares S.A., as follows:

June, 30 December
Issuance Maturity 200¢ 2007 31, 200

Debentures, denominated in Brazilian reait
Third serie 1982 2011 141,984 64,834 93,70(
Seventh serie 1982 201z 22,067 83,054 86,15!
Eighth serie 1982 201z 171,87& 161,023 145,63
Ninth serie 198: 201¢ 19,41¢F 74,651 142,31°
Eleventh series 1990 2020 54,123 65,142 74,04(
Acos Villares S.A 200¢ 201C 194,302 159,529 173,89¢

603,76€ 608,233 715,74¢

Less: Debentures held by consolidated companies
eliminated in consolidatic (47,719) (85,671) (184,341)

Total 556,047 522,562 531,40

Less: current portion (presented under Other ctirren
liabilities in the consolidated balance sheet) (82,407) (1,394) (21,524)

Total debentures — long-term 473,640 521,168 509,88(
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Debentures mature in the following years:

June 30 December 31,
2008 2007 2007
2009 44,758 87,07
2010 67,137 158,135 65,30
2011 97,423 60,146 93,70
2012 22,067 30,269 37,43
After 2012 242,255 272,618 226,37
473,64 521,16¢ 509,88(

Debentures issued by Gerdau

Debentures are denominated in Brazilieais and bear variable interest at a percentage ofCié rate
(Certificado de Depésito Interbancérimterbank interest rate). The annual average nahimterest rates were
11.17%, 11.89%, 11.82% as of June 30, 2008 and 200 December 31, 2007, respectively.

Debentures issued by Acos Villares S.A.

The debentures of Agos Villares S.A. are registesedyle 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®] 2010. They pay interest equivalent to
104.5% of the DI (interbank deposit) rate on a tprr basis. The principal will be paid in eightuad,
quarterly and consecutive installments, beginnimgecember 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, thatgtovision for contingencies is sufficient to meedbable
and reasonably estimable losses from unfavorablegs) and that the ultimate resolution will notveaa
significant effect on the consolidated financiakiion as of June 30, 2008, although it may hasggaificant
effect on future results of operations or cash fiow

The following table summarizes the contingent ckaand related judicial deposits:

Contingencies Judicial deposits
June Decembe June Decembe
Claims 2008 2007 2007 2008 2007 2007
Tax 195,145 144,375 205,297 112,557 70,582 106,288
Labor 59,867 51,500 52,955 15,601 14,308 13,500
Other 6,841 11,885 7,074 13,481 7,084 6,523
261,85: 207,76( 265,32¢ 141,63¢ 91,97« 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 descriptad the contingent losses includes a descriptiothe tax or
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contribution being challenged, the current statithe litigations as well as the amount of the @il loss
which has been provided as of June 30, 2008.

Of the total provision, $20,457 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 deian
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 Installmeayfent Program for ICMS, established by Law No.4l/7af
December 27, 2007, and Decrees No. 44695 of Deae2@&e2007 and No. 44704 of January 15, 2008, én th
State of Minas Gerais.

$30,244 corresponds to lawsuits related to INS$hénlower and appellate courts of Minas Gerais, o
Janeiro, Espirito Santo, Pernambuco and Bahia.cbheolidated balance refers to lawsuits relate®@Ad

(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 maintaineth@atadministrative level and Gerdau Agominas Silkdf
annulment actions with judicial deposits for theoaimt under discussion based on the understandatgtib
right to assess part of the charge has prescribédhat there is no joint liability.

$21,356 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 tfie Company. According to the Company, these @saage of a
tax nature and, as such, are incompatible wittNidional Tax System set forth in the Federal Ceutsdin. For
this reason the constitutionality of these chaligdseing challenged in court. Lawsuits are in pesgrin the
Federal Courts of Sao Paulo and Rio Grande docaSukell as in the Federal Regional Courts and theeor
Court of Justice. The Company has fully depositejidicial the amounts of the charges under disonss

$53,096 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 legaisgdis 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 ehithe probability of losses are possible or renente,
therefore, are not recognized in the provisioncfamtingencies. These claims are comprised by:

The Company is a defendant in a tax collectionoactiled by the state of Minas Gerais demanding 8tdx
payments mainly on sales of products to commessipbrters. The updated amount of the action is73L,
The Company did not record any reserve for continges 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 foreclosuresl fily the States of Minas Gerais and Pernambuco to
demand ICMS credits arising mainly from exportssemi-finished processed products. Currently, thal to
amount demanded is $28,859. The Company has nat eradreserve for such claims since it believesttha

tax is not applicable, the products do not fall enthe definition of semi-finished processed pusias
established in federal complementary law and, theggare not subject to ICMS.
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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 teenaining balance of $13,197 of the REFIS Accouns wa
contested. Once the pending issues in the adndtiigr process are solved with the REFIS Management
Committee, the Company understands that the ingalls will become extinct.

The Company and its subsidiaries Gerdau AcominAs &erdau Acos Longos S.A. e Gerdau Comercial de
Acos S.A. have other lawsuits related to the Valdeled Tax on Sales and Services (ICMS) which arstiyo
related to credit rights and rate differences, awse demands reach a total of $78,957. An acaaynti
provision was not made for these demands sincevieey considered of possible loss, but not prohdiyleur
legal advisors.

The Company and its subsidiaries Gerdau Agos Lor®yds and Gerdau Agcominas S.A., are parties to the
lawsuits relating to Property Tax (IPTU), Importxgs (II), and Excise Tax (IPI). The total amounttledése
lawsuits is $36,679. No reserve has been recomiethése lawsuits since they were assessed adlgokss

by the legal counsel.

Unrecognized contingent tax assets

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

The Company believes that the realization of certaintingent assets is possible. Among them isuat-@vder
debt security issued in 1999 in the amount of $48,@rising from an ordinary lawsuit against treestof Rio

de Janeiro for non-compliance with the Loan Agreetnfer 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-oradtsinot related to food), the realization of @gset 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., pgleeeeding was judged unfavorably. Currently, the
proceeding awaits judgment of the appeal filed by subsidiary. The Company estimates the credits at
$205,102 (consolidated). Due to the uncertaintpass realization, the credit is not recorded.

Labor contingencies

The Company and its subsidiaries are also a partiatbor 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 pratiags arising from the normal course of its operatiand
has accrued $6,840 for these claims. Escrow depeadited to these contingencies, at June 30, 20t8ized
to $13,481.

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:
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Antitrust proceeding involving the Company broubkttwo civil construction unions in the State oidPaulo
alleging that Gerdau S.A. and other long steel peceds in Brazil share customers, thus violatingahstrust
legislation. After investigations carried out byetlEconomic Law Department (SDE) and based on public
hearings, the SDE was of the opinion that a cantedted. This conclusion was also supported by aliee
opinion by the Secretariat for Economic Monitori(BREAE). The proceeding was therefore forwardechto t
Administrative Council for Economic Defense (CADfg)y judgment. However, the proceeding was suspended
from May 2004 to August 16, 2005 due to a legatgmtion granted within a new lawsuit filed by Garda A.

with the purpose of annulling the administrativeqaeding grounded on formal irregularities founditgn
discovery. The annulment of the legal protectiornthey 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 Sep&ra3, 2005 and, by a majority of votes, fined @mmpany
and other long steel producers an amount equivalen?% of gross revenues in the year before the
Administrative Proceeding was commenced, excludags, for formation of a cartel. The content dfth
decision proved to be contradictory, forcing Gertlaseek, at two different moments, clarificatidimiough the
Amendment of Judgment — a procedural instrumentdbes not seek to reexamine the merits of a degibiut
rather provide an explanation for the “obscuritigdntradiction” or “omission” contained in the dsidn. 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, aten,
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 adntiative
proceeding with CADE. The Federal Judge in chafgenalyzing the action decided on August 30, 2306,
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 ($153,948). 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 anmmad on June
28, 2007, which made the parties aware of the mecfsom the lower court judge about the maintermaoicthe
legal protection granted, after contested by CADB.July 3, 2008, Gerdau filed a Bill of Excepticagainst
the interlocutory decision concerning the untimalgsentation 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 mentiorang
new elements, alleged that the Company was involmedctivities which violated the antitrust legisten.
Gerdau S.A. contested this allegation on July ZH)52 The Company denies any type of anti-competitiv
conduct and believes, based on information avai|alvicluding 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 practiee alleged conduct and, supported by the opinfaemowned
experts, believes that it is possible to reveiseanviction.

Insurance claim

A civil lawsuit has been filed by Sul América Cidacional de Seguros against Gerdau Agominas S.é. an
Westdeustsche Landesbank Girozentrale, New Yorkd@rgWestLB), for the payment of $21,599 to sedtle
indemnity claim, which has been deposited in coline insurance company pleaded doubt in relatiomhiom
payment should be made and alleged that the sabgitt resisting receiving the payment and setttimg
matter. The lawsuit was challenged both by the B@atkich claims to have no right to the amount dépds
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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).
Subsequently, Sul América claimed fault in the Bankpresentation, a matter that has already betied,
and the judicial deposit was withdrawn in Decentt@d4.

Based on the opinion of its legal counsel, the islidny assesses the risk of loss as remote andhéatentence
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 companieslaiwslits
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, wishlted
in the stoppage of several activities, with damagehke steel mill equipment and loss of profitaeTequipment
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
$38,947 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 approxétya$69,100, 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§8mate approximates the advance received ($3B8ds
the amount proposed by the insurance company asngplement to settle the indemnity ($21,599).
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 daemag
resulting from the accident, as well as other egldbsses that were listed in its challenge toldesuit in
progress and which will be confirmed during thecdigery phase, when they will be recorded. The casll

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

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

Shareholders' equity
Share capital

As of June 30, 2008, 496,586,494 shares of Comnumk sind 934,793,732 shares of Preferred stoclbbad
issued. The share capital of the Company is coegris Common shares and Preferred shares, all utithar
value. The authorized capital of the Company is miged of 1,500,000,000 Common shares and
3,000,000,000 Preferred shares. Only the Commoneshare entitled to vote. There are no redemption
provisions associated with the Preferred shares.Preferred shares have preferences in respdwt pfdceeds
on liquidation of the Company.

At June 30, 2008, the Company held in treasury 7,538 common shares at a cost of $330 and 9,320,493
Preferred shares at a cost of $57,110 (5,030g#8trred shares at June 30, 2007 and 4,96&6®kcember

31, 2007 at a cost of $45,354 and at a cost of/$84 respectively which represent 10,061,p6dferred shares

at June 30, 2007 and 9,933,32December 31, 2007 after the stock bonus desthblw.

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 to(83,393
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 dexdufrom 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 witipéal 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 retroactivélysadi
to reflect the stock bonus of one share per eaatedtold approved by the Shareholder’s Meeting @y BD,

2008 (Note 7).

Basic

Basic numerator

Six-month period ended
June 30, 2008

Six-month period ended
June 30, 2007

Commot Preferrer Total

Commot Preferre Total

(in thousands, except share and per share data)

(in thousands, except share and per share data)

Dividends and interest on equity decla 96,97 180,40( 277,37: 64,73( 120,43t 185,16t
Allocated undistributed earnin 376,756 700,906 1,077,66: 229,358 426,742 656,10(
Allocated net income available to
Common and Preferred sharehol 473,727 881,306 1,355,033 294,088 547,178 841,266
Basic denominato
Weighted-average outstanding shares,
deducting the average treasury shares. 477,274,001 887,907,330 463,016 861,852,866
Earnings per share (in US$) — Basic 0.99 0.99 0.63 0.63
Three-month period ended Three-month period ended
June 30, 200¢ June 30, 200
Commot Preferrel Total Commotr Preferrel Total

Basic numeratot

(in thousands, except share and per share

(in thousands, except share and per share

Dividends and interest on equity decla 47,39¢ 88,15¢ 135,55¢ 38,91( 72,39! 111,30!
Allocated undistributed earnin 266,762 496,278 763,04( 106,706 198,535 305,24
Allocated net income available to

Common and Preferred sharehol 314,161 584,437 898,598 145,616 270,930 416,546
Basic denominato
Weighted-average outstanding shares,
deducting the average treasury shi 487,818,990 907,682,784 463,214,016 &Hi1078
Earnings per share (in US$) — Basic 0.64 0.64 0.31 0.31
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Diluted
Six-month period ended
June 30,
200¢ 2007

Diluted numerator
Allocated net income available to Common and Prefeed shareholders
Net income allocated to preferred shareho 881,30 547,17
Add:
Adjustment to net income allocated to preferred sharehsli® respect to the potential
increase in number of preferred shares outstanding, aswudt oéoptions granted to acquire
stock of Gerdau. In June 2007, also the option to settle imeshéne purchase price of an
additional interest in Diaco to sell their share&erdau. 2,070 2,98

883,37 550,16
Net income allocated to common shareholders 473,727 294,08
Less
Adjustment to net income allocated to preferred sharehsli® respect to the potential
increase in number of preferred shares outstanding, aswudt oéoptions granted to acquire
stock of Gerdau. In June 2007, also the option to settle imeshéhe purchase price of an
additional interest in Diaco to sell their share$erdau. (2,07 (2,98

471,65 291,10

Six-month period ended

June 30,
Diluted denominator 200¢ 2007
Weighted - average number of shares outstandi
Common Shart 477,274,00 463,214,01
Preferred Shares
Weighted-average number of preferred shares odisigr 887,907,33 861,852,86
Potential increase in number of preferteatss outstanding in respect of
stock option plan 5,990,041 3,846,25
Potential issuable preferred shares wispeet to option to settle acquisition of
additional interest in Diaco in shares of the Conypa - 7,656,39
Option granted to minority shareholderSigar to sell their shares
to Gerds - 2,099,09
Total 893,897,37 875,454,61
Earnings per share — Diluted (Common and Prefe3redes 0.9 0.6
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Three-month period ended

June 30,
200¢ 2007
Diluted numerator
Allocated net income available to Common and Prefeed shareholders
Net income allocated to preferred shareholders 584,437 270,93
Add:
Adjustment to net income allocated to preferred sharehsldite respect to the potential
increase in number of preferred shares outstanding, asudt oé®ptions granted to acquire
stock of Gerdau. In June 2007, also the option to settle ineshthe purchase price of an
additional interest in Diaco to sell their share$serdau. 1,11 1,46
585,55 272,39
Net income allocated to common sharehol 314,16 145,61
Less
Adjustment to net income allocated to preferred sharehslite respect to the potential
increase in number of preferred shares outstanding, asudt oé®ptions granted to acquire
stock of Gerdau. In June 2007, also the option to settle ineshthe purchase price of an
additional interest in Diaco to sell their share&erdau. (1,11 (1,46
313,04 144,15

Three-month period ended

June 30,
Diluted denominator 200¢ 2007
Weighted - average number of shares outstandil
Common Shares 487,818,990 463,214,01
Preferred Shar
Weighted-average number of preferred shares odlisign 907,682,784 861,891,07
Potential increase in number of preferfeatres outstanding in respect of
stock option pla 4,772,45 4,218,16
Potential issuable preferred shares wipeet to option to settle acquisition of
additional interest in Diaco in shares of the Cony - 7,272,22
Option granted to minority shareholderSifar to sell their shares
to Gerdau - 1,925,06
Total 912,455,24 875,306,52
Earnings per share — Diluted (Common and PrefeStextes 0.6 0.3

Derivative instruments

The use of derivatives by the Company is limiteckrifative 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 tttemarket 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 aso 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 opesatioBrazil periodically enters into derivative tnsnents,
primarily cross-currency interest rate swap conra@nd interest rate swaps. Under the swap cast@erdau
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and operations in Brazil has the right to receirevaturity U.S. dollars plus accrued interest fiked rate and
have the obligation to pay Brazili#eais 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 deviest net”.

Gerdau Agominas also entered into interest rat@pswnere it receives a variable interest rate basddBOR
and pays a fixed interest rate in U.S. dollars. &ageements have a notional value of $251,125 apitdation
date between June 2010 and November 2011. Thegadgriair value of these interest rate swaps @sa of
$5,065 (net gain of $5,617 at June 30, 2007 antbestof $3,329 at December 31, 2007).

Gerdau Agominas entered on a reverse swap wheeey# a fixed interest rate in U.S. dollars and ivesea

variable interest rate based on Libor in Japaness,ywith a notional amount of $267,000. This s\Wwap a

final maturity date on March 24, 2016. The aggredair value of this swap is a net gain of $14,883s of

$12,811 at June 30, 2007 and a net gain of $8Dke¢mber 31, 2007). Together with this swap, Getds a

“extinguisher swap”, which its Market—to—market nfas according to the credit situation of the compa
Also, this swap extinguishes if Gerdau has a ciefault event in the international market.

GTL Equity Investments Corp. entered into a swaptre@t with maturity on October 1, 2008 with a noadi
value of $50 million as of June 30, 2008. The ulized net gains were $133 as of June 30, 2008.

GTL Equity Investments Corp. also contracted twéstudre swaps falling due on October 21, 2010. The
nominal values of these contracts added togethez %200 million on June 30, 2008. Their unrealigeths
were $755 on June 30, 2008.

Operations in South America

Empresa Siderurgica del Peru S.A.A. - Siderperutered into an interest rate swap contract, wheiigby
receives a variable interest rate based on Libdrpays a fixed interest rate in US dollars. Thistract has a
nominal value of $75,000 and maturity date of ABAl 2014. The fair value of this contract, whielpnesents
the amount to be received if the contract werdlified on June 30, 2008, is a net loss of $1,688s(bf $1,429
at December 31, 2007).

Gerdau Ameristeel

During March 2008, Gerdau Ameristeel entered interest rate swap contracts, qualified as cash fiedges,
in order to reduce its exposure to the variatiosebeon Libor of the Term Loan Facility (note 5).eT¢ontracts
have a nominal value of $1,000,000; the fixed #dérates for such swaps are between 3.3005% @0d®o
and have maturities between March 2012 and Septe2@de3. If added to the spread over Libor relatethe
tranche B of the Term Loan Facility, the interegerfor these swaps would be between 4.5505% &% @%.
The fair value of these swaps, which representatheunt to be paid if the contract were finalizedJone 30,
2008, is a net gain of $26,616, which is recorded apecific component of shareholders’ equity.

In order to reduce its exposure to changes inditevhlue of its Senior Notes, Gerdau Ameristeeéid into
interest rate swaps, which are qualified as falueahedges, subsequent to the refinancing of itg. dehe
contracts have a nominal value of $200,000 andties falling due on July 15, 2011 were paid on |ABSi

2008. The contract's market value (fair value) maidhe closing date was a gain of $2,500 (losk2¢g548 as of
June 30, 2007 and $4,844 at loss at December 8Y)20
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Additionally Gerdau Ameristeel had an interest rap¢ion (known as caps and floor or collars) relate the
fair value hedge mentioned above in order to liteiexposure to changes in interest rates basédbon. This
option was also paid on April 18, 2008. The failueapaid on the settlement date was $4,600.

Options on minority interest in consolidated subsiéries

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”). he
Santander Group, the Spanish financial conglomeaaig an entity owned by executives of Sidenorgipased
simultaneously 40% and 20% of Sidenor, respectivEfye acquisition price of 100% of Sidenor considta
fixed installment of 443,820 thousand plus a contingent variable ilmstadt to be paid only by the Company.
The fixed price paid by the Company on January2D®6 for its 40% in Sidenor wa&s165,828 ($261,080).
The Santander Group has the option to sell itsestén Sidenor to the Company 5 years after thehase at a
fixed price with a fixed interest rate and Sidehas the right of preference to purchase these stz also
may at any time during the period of the put optmaltidity to require that the Santander Group eisesthe
put option before the expiration date. Furthermtre,Company consented to guarantee to pay toahtasder
Group an agreed amount (the same as the fixed pfitlee 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 taghtquire Sidenor's shares or to indicate a théndy to
acquire the shares. The amount received for treeafashares 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 Corporacién Sidenor is recordedMinority Interest. As of June 30, 2008, such pdtEnt
commitment totaled $279,967 ($350,481 as of Jup@@07 and $266,176 as of December 31, 2007).

During 2007, the subsidiary Gerdau Agos Especiassrbached 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 detaratile
price. Such price was determined to be the highefad the offering price included in the publicfexing 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 quantitgations 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 ydar,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 optéased 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. Additiondahg, minority shareholders also have the optiosetb 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 Amedk In
case the purchase/sale option execution is reqlabie 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 June2B08, the fair value of this purchase optionleat#68,839.
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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, saieg steel products in Brazil, Europe and Unitddt&s (from
April, 2008), Acominas (corresponding to the opera of the former Acominas carried out through niié
located in Ouro Branco, Minas Gerais), Latin Amar{gvhich excludes the operations in Brazil) andtNor
America.

Identifiable assets are trade accounts receivablesntories, property, plant and equipment, goodaiid
intangible assets. Identifiable assets originallgspnted for June 30, 2007 were trade account$vabde,
inventories and property, plant and equipment. @007, the Company entered into relevant aciprisitof
companies, particularly Chaparral Steel, which lteduin recognition of significant amounts of godhand
intangible assets. As a result of these acquistitre Gerdau Executive Committee included goodarildl
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 June 30, 2007 heenbmodified with respect to the original inforroati
presented in order to use the same criteria dara 30, 2008.

During 2007, the Company started to present itsalisated financial statements under IFRS in stuigin of
Brazilian GAAP to be in accordance with changetha Brazilian accounting law. As a result of tharfe 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 June 30, 2007 aadember 31, 2007 has been modified with respettteto
original information presented in order to useghee criteria as of June 30, 2008.

Six-month period ended June 30, 2008

A o s i Latin A North | s Adjustments and Total as per
Long Brazil ominas Quro pecialty atin America ort nter-Segment Total reconciliations financial
Branco Steel (except Brazil) America Elimination statements
Net sales 3,164,892 1,574,584 2,399,927 1,295,799 4,823,958 (667,642) 12,591,518 (760,955) 11,830,563
Financial income (expenses), net 67,264 115,741 (8,217) (8,107) (94,392) 97,632 169,921 (30,872) 139,049
Income before minority interest 607,105 248,348 235,897 190,906 487,738 248,946 2,018,940 (351,689) 1,667,251
Capital expenditures 116,650 185,048 1,193,015 579,957 275,027 (252) 2,349,445 445,170 2,794,615
Depreciation and amortization 100,448 138,884 96,221 32,799 161,298 (7,358) 522,292 12,728 535,020
Identifiable assets 3,780,993 4,099,980 5,454,887 2,206,347 8,126,436 (387,503) 23,281,140 (91,950) 23,189,190
Six-month period ended June 30, 2007
. al h . h Adjustments and Total as per
Long Brazil Agominas Ouro Specialty South America Nortl Inter-Segment Total reconciliations financial
Branco Steel (except Brazil) America Elimination statements
Net sales 1,829,614 866,101 1,640,820 795,464 2,833,825 (242,814) 7,723,010 (442,151) 7,280,859
Financial income (expenses), net 21,296 117,116 (36,449) 22,362 (26,350) 106,956 204,931 (9,211) 195,720
Income before minority interest 228,540 208,527 153,397 131,130 291,239 193,648 1,206,481 (66,325) 1,140,156
Capital expenditures 84,441 387,211 58,749 486,317 91,113 14,728 1,122,559 (63,572) 1,058,987
Depreciation and amortization 72,805 86,601 87,162 13,797 57,444 (11,168) 306,641 (19,463) 287,178
Identifiable assets 2,609,699 2,682,743 2,819,575 1,527,310 2,807,378 (353,433) 12,093,272 (113,946) 11,979,326
Three-month period ended June 30, 2008
A o s i L A North | s Adjustments and Total as per
Long Brazil ominas Quro pecialty atin America ort nter-Segment Total reconciliations financial
Branco Steel (except Brazil) America Elimination statements
Net sales 1,879,379 968,170 1,497,013 752,909 2,817,644 (437,376) 7,477,739 (763,863) 6,713,876
Financial income (expenses), net 71,217 137,581 12,998 (4,098) (39,827) 85,983 263,854 654 264,508
Income before minority interest 408,441 200,091 143,062 136,632 310,658 196,811 1,395,695 (327,325) 1,068,370
Capital expenditures 22,784 121,850 1,178,730 305,839 249,080 (9,162) 1,869,121 417,666 2,286,787
Depreciation and amortization 54,564 77,560 62,064 17,612 86,950 (18,035) 280,715 11,115 291,830
Identifiable assets 453,347 229,950 2,297,521 184,473 684,260 293,435 4,142,986 187,316 4,330,302
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Three-month period ended June 30, 2007

. Acominas Ouro Specialty South America North Inter-Segment Adjustments and Total as per
Long Brazil " " " Total reconciliations financial
Branco Steel (except Brazil) America Elimination
statement:
Net sales 1,006,887 477,370 900,719 460,482 1,453,255 (153,122) 4,145,591 (354,137) 3,791,454
Financial income (expenses), net 13,965 74,101 (24,396) 4,979 (17,497) 33,866 85,018 16,375 101,393
Income before minority interest 130,437 117,930 79,014 70,970 141,557 92,020 631,928 (35,660) 596,268
Capital expenditures 45,081 172,855 27,557 192,808 41,594 9,497 489,392 (56,019) 433,373
Depreciation and amortization 38,641 49,382 47,916 11,595 30,399 (10,882) 167,051 (31,281) 135,770
Identifiable assets 257,761 230,631 147,117 242,887 95,508 (25,463) 948,441 87,772 1,036,213
Year ended December 31, 2007
. . Adjustments and Total as per
Long Brazil Agorgmas Ouro Specialty Latin Amenc? Nort}h Ime.r-Seg.ment Total reconciliations financial
ranco Steel (except Brazil) America Elimination statements
Depreciation and amortization 168,104 185,042 183,671 49,441 174,752 (17,401) 743,609 (55,306) 688,303
Identifiable assets 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 ase n
separately presented and are included as paré éfftbrmation 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 drawndyxcts

North America: rebars, merchant bars, wire rodyvihead light structural shapes

The Adjustments and Reconciliations column incltide effects of differences between the criteridofeéd
under IFRS and the criteria followed in the corgatiéd financial statements.

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

Six-month period ended June 30, 2008

Latin America North
Brazil (except Brazil) America Europe Total
Net sales 4,773,991 1,219,105 4,862,524 974,943 11,830,563
Long lived assets 6,715,694 1,243,353 7,470,545 1,049,475 16,479,067

Six-month period ended June 30, 2007

South America North
Brazil (except Brazil) America Europe Total
Net sales 2,996,004 750,712 2,674,813 859,330 7,280,859
Long lived assets 4,696,860 742,176 1,606,827 795,617 7,841,480

Three-month period ended June 30, 2008

Latin America North
Brazil (except Brazil) America Europe Total
Net sales 2,689,897 670,266 2,830,861 522,852 6,713,876
Long lived assets 660,745 204,921 1,803,126 133,527 2,802,319
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Three-month period ended June 30, 2007

Latin America North
Brazil (except Brazil) America Europe Total
Net sales 1,594,773 423,987 1,331,818 440,876 3,791,454
Long lived assets 460,534 163,553 42,060 16,303 682,450

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 reveby 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 aBtazilian
statutory rates is as follows:

Tree-month period ended Six-month period ended
June 3( June 3(
2008 2007 2008 2007

Income before taxes and minority interest 47%,015 750,848 2,256,534 1,461,39
Brazilian composite statutory income tax rate 34% 34% 34% 34%
Income tax at Brazilian income tax rate 01505 255,288 767,222 496,87
Reconciling items:

Foreign income having different statutory rates 31,368 (39,054) 5B36 (51,490)

Non-deductible expenses net of non-taxalderire (48,734) (2,250) (79,094) (12,544)

Changes in valuation allowance 7,457 - 16,297

Benefit of deductible interest on equity paidhareholders (78,484) (18,864) (95,924) (39,426)

Tax deductible goodwill recorded on statutoopks (43,387) (35,260) (84,817) (68,475)

Tax exempt income in North America ,7B) - (24,228)

Equity in earnings of unconsolidated compannet 24,981 6,878 32,449 13,20

Other, net 23,115 (12,158) 0B (16,905)

Income tax expense 406,645 154,580 588,28 321,23

As of June 30, 2008, the Company had $53.1 milliddnunrecognized tax benefits not included in the
contractual obligations table. Based on the untgi®g associated with the settlement of these dtetine
Company is unable to make reasonably reliable astisnof the period of the potential cash settlemehany,
with taxing authorities.

The Company has several different tax years op@&xaminations, since each fiscal authority of eeamintry
in which the Company operates has different tinforgax examinations. In most cases, the years 2668 to
2008 remains open for tax examinations. In the é¢hBtates and Spain, the years from 2005 to 20@8ins
open for tax examinations.
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Pension Plans

Gerdau and other related companies in the Conghltmen-sponsor contributory pension plans (the ZHean
Plans”) covering substantially all employees base@razil. The Brazilian Plans consists of a plan the
employees of Gerdau and its subsidiaries (“Gerdan”Pand one plan for the employees of Gerdau Agash
and its subsidiaries (“Gerdau Agcominas Plan”). Brazilian Plans are mainly defined benefit planshwi
certain limited defined contributions. Additionallifhe 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 thetlin
the Company's consolidated statements of finapasition:

Brazil plans
Three-month period ended Six-month period ended
June 30, June 30,
200¢ 2007 200¢ 2007
Components of net periodic benefit cos
Service co¢ 6,10¢ 4,35( 11,92¢ 8,44(
Interest co¢ 15,69: 11,62: 30,65¢ 22,55¢
Expected return on plan ast (29,38t (21,34% (57,40¢ (41,414
Amortization of transition ass (22¢ (1,22¢ (437 (2,385
Amortization of prior service cc 31¢ 26¢ 622 51€
Amortization of net actuarial gain (2,27¢ (40¢ (4,453 (784,
Employees contributiol (1,58¢ (742 (3,09¢ (1,441
Net pension benefit cc (11,357) (7,478 (22,188) (14,509
North America plans
Pension Plan
Three-month period ended Six-month period ended
June 30, June 30,
200¢ 2007 200¢ 2007
Components of net periodic benefit cos
Service cot 7,55¢ 5,98¢ 13,69° 11,41
Interest cot 12,59¢ 8,04¢ 20,83¢ 15,22
Expected return on plan as¢ (12,67C (9,27¢ (21,58¢ (16,65C
Amortization of transition liabilit 6 4¢ 12( 9
Amortization of prior service cc 1,20: 1,06¢ 2,33t 1,63
Amortization of net actuarial loss 70¢ 10° 1,33¢ 1,54
Net pension benefit cc 9,463 5,987 1,7 13,27
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Other benefits

Three-month period ended Six-month period ended
June 30, June 30,
200¢ 2007 200¢ 2007
Components of net periodic benefit cos
Service cost 80! 86 1,54« 1,37:
Interest cost 2,19( 1,87¢ 3,79¢ 2,99!
Amortization of prior service cost (18¢ (7¢ (27t (16&
Amortization of net actuarial loss 11! 13- 25 24!
Net pension benefit cost 2,924 2,798 5,317 4,45.

Guarantee of indebtedness

(@) Gerdau has provided a surety to Dona Fran&seagética S.A., in financing contracts which antdon
R$ 66,317 (equivalent of $41,659 period-end excharage) and represents 51.82% of total debt. This
guarantee was established before December 2002, tlewfore, 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 Longos]jdseAcos Especiais and Comercial Gerdau de Acgos
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

(c) Gerdau is the guarantor on loans of its suasydGTL Spain in the amount of $4,066. Gerdau A¢@yj
Gerdau Ac¢os Longos, Gerdau Acos Especiais and @ishéBerdau de Agos guarantee the $600,000
Perpetual Senior Securities issued by Gerdau S&dd#&u also guarantees loans of its subsidiaries
Gerdau A¢ominas, Gerdau Ac¢os Longos and Siderperthé amount of $651,775, $29,097 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.

(d) Gerdau Acominas, 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 June 30, 2008 customer guaranteesdam\by the company totaled $4,544, $30,800,
$18,977 and $2,271, respectively. Since Banco GeRlA., Gerdau Acominas, Gerdau Comercial de
Acos, Gerdau Agos Especiais and Gerdau Acos Loagwsinder the common control of MetalUrgica
Gerdau, this guarantee is not covered by the régogmprovisions of FIN 45.

(e) 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 etaount 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.

(f)  Gerdau S.A., Gerdau Acos Longos, Gerdau Acomjiteerdau 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 threneon control of Metalirgica Gerdau, this guaramtee
not covered by the recognition provisions of FIN 45
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(@)

(h)

Gerdau S.A., Gerdau Acos Longos S.A., GerdaasAtspecias S.A., Gerdau Acominas S.A. and Gerdau
Comercial de Acos S.A. provide guarantee to GTLd&r&inance Inc. refers to Bridge Loan captation
with maturity date in six months. In June, 2008 dh®unt guaranteed is $489 million.

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

Subsequent events

1)

In)

1)

V)

V)

Vi)

On July 14, 2008, the Company, through its &liasy Gerdau Ameristeel, purchased the assets of
Hearon Steel Co., Hearon Steel of Tulsa, Inc., ble&@o. of Oklahoma City, Inc., and Steel Coating,
Inc., all fabricated reinforcing steel and epoxyatiag facilities with units situated in the citied
Muskogee, Tulsa, and Oklahoma City, for approximya$&5 million.

On August 1, 2008, the Executive Board prepaaegdroposal, which was submitted to the Board of
Directors on August 6, 2008, to pay anticipatedddimds out of income for the second quarter of this
year in the form of interest on capital, which wadculated and credited based on the positions of
shareholders as of August 15, 2008 in the amouf#Baf,209 ($0.23 per common and preferred share)
with payment in August 27, 2008 and represented ¢ady payment of the mandatory minimum
dividend.

On September 1, 2008, the Company, throughsitbsidiary Empresa Siderlrgica del Peri S.AA. -
Siderperu, located in the city of Chimbote (Pemnnounced an investment plan of $1.4 billion to
increase significantly its installed production aaity.

On September 11, 2008, the Company, throughutsidiary Sipar Gerdau, located in the city o§&®
(Argentina), announced an investment plan of $0ilBoib to increase significantly its installed
production capacity.

On September 18, 2008, the Company, througlsitssidiary Gerdau Acos Longos S.A., signed the
agreement to acquire K.e.r.s.p.e. EmpreendimenRerticipacdes Ltda., company of Super Laminagdo
Group, in the amount of $46,975. The business irefour scraps’ warehouses situated in the aities
S&o Paulo, Piracicaba and S&o Caetano do Sul,arP8élo State (Brazil) and Betim City, in Minas
Gerais State (Brazil).

On September 29, 2008, the Company release#tenarformation stating the following: Grupo Gerdau
informs its shareholders and the general marketttihas not contracted foreign exchange derivatve
speculative financial investments that involve riskd/or leveraging nor adopted the use of these
derivative financial instruments as part of itsqtige. The Group maintains a conservative policy of
financial management and as part of its corporateigance practices informs the financial instrutmen

it has contracted each quarter in the notes finasicial statements.

All information related to the derivatives transans above are stated at Note 9 (Derivative insémis),
where the Company also discloses that changegirath of Brazilian real against the U.S. dollgrase
Gerdau and operations in Brazil to foreign exchaggas and losses which are recognized in the
statement of income and also to changes in the ahwfuBrazilianreais necessary to pay such U.S.
dollar denominated debt (See note 5 — Debt andrdetfsss).

* * *
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