A. - Balance Sheets

V4

METALURGICA GERDAU S

At December, 31

(In thousands of reais)

ASSETS

CURRENT ASSETS
Cash and cash equivalents ...,
Trade accounts receivables ... .
Inventories ...
Tax credits
Deferred income tax and social contribution ..
Interest on capital receivable ..........cccccocoov...e.
Other accounts receivable .. .
Total current assets ..o
LONG-TERM RECEIVABLES
Related companies
Eletrobras loans
Deferred income tax and social contribution .. .
Compulsory deposits and other ..........cccocovvorrverinnnc.
Total long-term receivables ...........ccooevvnerrenn.
PERMANENT ASSETS
INVESTMENTS oo
FIXEd 3SSETS ..o
Deferred charges................. .
Total permanent assets .........cccooovveververeriennans,
TOtAl ASSELS ..o

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES
SUPPIIETS .
Short-term debt ........cooovvoiiiiee
Debentures ........ccocoevvorierrcnnnn.
Taxes and contributions payable .
Deferred income tax and social contribution............
Salaries Payable ..o
Proposed dividends/interest on capital
Other accounts payable ..........cc.ccco.c...... .

Total current liabilities .........ccooovvvvvveriiiecinn,

LONG-TERM LIABILITIES
LONG-teTM deDT ..o
DEDENLUIES ..o
Reserve for coNtingenCies .......co.coovvvvrvererieririnn.
Deferred income tax and social contribution ..
Benefits to employees .......cccoocovvvevvennnen. .
Other accounts payable ..o,

Total long-term liabilities .........cccccoovvvvirieiieian.

MINORITY INTEREST ....coooivioiiiineieceseecnen

SHAREHOLDERS' EQUITY
CBPIB oo
Capital reserves ...
Revenue reserves
Retained earnings

Total shareholders' equity .......c.ccccoovovverceiennnns,
SHAREHOLDERS' EQUITY INCLUDING

MINORITY INTEREST ......oooiiiiiiiie .

Total liabilities and shareholders' equity ...........

Company Consolidated

2002 2001 2002 2001
63,861 71,600 1,420,236 1,003,384

- - 1,424,595 863,821

- - 2,220,055 1,331,155

11,453 10,173 73,018 73,464

- - 117,203 25,833

74,845 49,904 - -
6,683 5,262 212,607 117,202
156,342 136,939 5,467,714 3,414,859
863 1,107 8,397 29,181

368 368 11,306 9,712
12,267 5,989 291,319 108,650
4,070 4,550 260,013 139,224
17,568 12,014 571,035 286,767
1,596,773 1,328,111 917,751 313,269
1,888 2,038 7,581,144 5,752,323

- 24,269 13,502
1,598,661 1,330,149 8,523,164 6,079,094
1,773,071 1,479,102 14,561,913 9,780,720
Company Consolidated

2002 2001 2002 2001

31 2 924,330 579,714

- - 3,745,725 2,117,904

18 1,129 18 5,812

191 2,467 170,111 92,311

- - 28,118 6,812

4172 4,064 198,898 88,680
95,845 50,079 187,241 111,759
8,411 1,573 220,988 177,276
108,668 59,314 5,475,429 3,180,268

- - 2,750,492 1,841,526

912 56,397 646,463 203,645
1,800 5,793 175,326 135,508
39,089 27,950 529,959 368,413

- - 357,671 46,378

46,536 942 221,018 124,633
38,337 91,082 4,680,929 2,720,103

- - 2,829,489 2,551,643

640,000 520,280 640,000 520,280
10,659 45,979 10,659 45,979
924,847 761,887 924,847 761,887
560 560 560 560
1,576,066 1,328,706 1,576,066 1,328,706
- 4,405,555 3,880,349
1,773,071 1,479,102 14,561,913 9,780,720

The accompanying notes are an integral part of these financial statements.
(A free translation of the original report in Portuguese prepared in conformity with accounting practices adopted in Brazil)
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Company Consolidated

2002 2001 2002 2001
GROSS SALES . - - 11,143,960 7,083,601
TAXES ON SAIBS .o - - (1,133,490)  (865,009)
Freights and disCOUNES ..o - - (848,758)  (330,189)
NET SALES .....oovoo s - - 9,161,712 5,888,403
COST OF SALES oo - - (6,538,993) (4,235,146)
GROSS PROFIT ... - - 2,622,719 1,653,257
SELLING EXPENSES ..o - (337,609) (264,690)
FINANCIAL EXPENSES oo (12,520) (8,521) (1,367,600)  (635,233)
FINANCIAL INCOME ..o 17,201 12,294 302,067 153,436
GENERAL AND ADMINISTRATIVE EXPENSES
MBNBGETS' fEOS ..o (2,806) (2,772) (22,475) (18,063)
GENeral XPENSES ......uvvrrrvirriierrieeeie s (17,839) (18,034) (672,063)  (479,428)
EQUITY PICKUP ON SUBSIDIARY COMPANIES ................. 473,446 278,005 447,483 182,474
OTHER OPERATING INCOME (EXPENSES), NET ............... 4,406 466 21,998 (4,389)
OPERATING PROFIT .oooooooceeeeeeeeee e 461,388 261,438 994,520 587,364
NON-OPERATING INCOME (EXPENSES), NET ...occ.......... (20,193) (273) (70,097) (3,197)
NET INCOME BEFORE TAXES AND
PARTICIPATIONS ... 441,695 261,165 924,423 584,167
PROVISION FOR INCOME TAX AND SOCIAL CONTRIBUTION
CUITENT 1o (223) (91,545) (52,573)

DEFITEA .o (4,861) (4,858) 4,689 32,054

Statement of Income

—
(a8}

E —

oL

£ ® PARTICIPATIONS oo (2,806) (2,772) (16,551)  (12,766)
) v NET INCOME FOR THE YEAR BEFORE ..................... - - - -
D S MINORITY INTEREST ..ovvovoooovoeeeeeeeeeeeeeeeeee e 434,028 253,312 821,016 550,882
o K% MINORITY INTEREST oo - - (386,988)  (297,570)
_8 [ NET INCOME FORTHE YEAR ...........o.cooovvinn. - - 434,028 253,312
oD ©

o Net income per thousand shares - RS .............. 20.87 12.18

QL

N 8 Net equity per thousand shares - RS ............... 75.80 63.90

(D -—

QL C

>

The accompanying notes are an integral part of these financial statements.
(A free translation of the original report in Portuguese prepared in conformity with accounting practices adopted in Brazil)
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Statement of Changes in Financial Position

Years ended December, 31

(In thousands of reais)

Company Consolidated

2002 2001 2002 2001
FINANCIAL RESOURCES WERE PROVIDED BY:
Operations:
Net income for the Year ..o 434,028 253,312 821,016 550,882
Expenses (income) not affecting working
capital:
Depreciation and amortization ....................... 150 151 511,929 391,194
Prior-year adjustments - benefits
t0 eMPlOYEES ... - - 4,533 (13,331)
Cost of permanent asset disposal .................. 80,722 9,712 158,760 95,613
Equity pickup on subsidiary companies .......... (473,446) (278,005) (447,483) (182,474)
Monetary variations on long-term liabilities .. 9,941 3,706 444,492 100,943
Monetary variations on long-term receivables.... - (11) (42,516) (6,122)
arising from operations ............cccc.co...... 51,395 (11,135) 1,450,731 936,705
Third parties:
CaPItal INCIEASE ... - - 15,335 -
Increase (decrease) in long-term liabilities .............. (12,686) 5,714 (412,789) (84,094)
Contributions to capital reserves ..........cccoovcevvcerncane. (206) 131 56,378 34,407
Net working capital of consolidated companies ...... - - 295,970 (31,260)
Foreign exchange effect on working capital
of foreign CoMPANIes ..o - - 62,638 70,961
Interest in working capital of associated companies ... - - (22,658) (104,094)
Dividends not included in income for the year ........ 132,723 83,586 - -
Total funds provided.........ccccccovvieninnn. 171,226 78,296 1,445,605 822,625
FINANCIAL RESOURCES WERE USED FOR:
INVESTMENTS ..o 8,661 946 622,481 335,908
FIXEd @SS@LS ..o - - 648,449 513,481
Deferred Charges ..o - - 6,134 2,858
Increase in long-term receivables ..........ccccoocveiieane. 5,554 165 87,956 21,532
Dividends/interest on capital .........c.cccocooerviriirienians 186,462 76,227 322,891 167,449
Total funds USed ... 200,677 77,338 1,687,911 1,041,228
CHANGES IN NET WORKING CAPITAL ...........cccoooreorre 29,451) 958 (242,306)  (218,603)
Working capital:
At the beginning of the year ... 77,625 76,667 234,591 453,194
At the end of the year ..., 48,174 77,625 (7,715) 234,591
CHANGES IN NET WORKING CAPITAL ........cccccoooooeerre (29,451) 958 (242,306)  (218,603)

The accompanying notes are an integral part of these financial statements.
(A free translation of the original report in Portuguese prepared in conformity with accounting practices adopted in Brazil)
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SUPPLEMENTARY INFORMATION
Company Consolidated
2002 2001 2002 2001
Net income for the Year ..., 434,028 253,312 821,016 550,882
Equity pickup on subsidiary companies ............cc.cc....... (473,446) (278,005) (447,483) (182,474)
Allowance for doubtful accounts ........cccooovevvveceennn. - - 5,452 12,407
Gain on property, plant and equipment disposal ........ - - 8,190 24,120
Gain on investment dispoSal........cccocovvorviieriioriiri, 20,193 273 27,614 5,401
DEDE INAEXHON w.eoeeveeeeeeeeeeeenreeensenenennneee 9,920 4,543 761,826 158,758
Depreciation and amortization ...........cccccccovevreereennnn. 150 151 511,929 391,194
; Fiscal iNVestMents ..o - 131 56,378 34,332
Income tax and social contribution .......cc.cccovvevviene 1,791 5,030 10,142 6,973
O T_/T Interest 0N debt ..o 2,252 2,383 464,260 250,680
I 8 Contingencies/judicial deposits ........cccocovvvervorirrrin. (4,191) 151 2,191 (11,155)
— Trade accounts receivable variation ... - - (161,318) 81,109
— ° INVentory Vanation ... - - (222,708) (51,854)
(V) % Suppliers variation ..........c.......... 29 (4) (46,140) 62,935
QW) c Other operating activity aCCOUNTS ......cvvervrrirriecis 8,487 2,887 (173,308) (148,500)
), A Net cash from operating activities ..................... (787) (9,148) 1,618,041 1,184,808
—— ; 8 Acquisition/disposal of property,
O a‘ = plant and equIPMEeNt ... - - (565,851) (444,283)
o E Increase in deferred assets ... - - (6,134) (2,858)
E E o Acquisition/disposal of investments................... (8,661) 8,458 (913,011) (335,908)
— % % Receipt of d|V|dends/.|n‘terest on own capital .. 94,425 60,129 - -
o W Net cash used in investments ..........c.cccccccoeev..e. 85,764 68,587  (1,484,996) (783,049)
Q) ) al Suppliers of property, plant and equipment ............... - - (13,449) (10,843)
E % Ej Working capital 10aNS .........cccoovovvvioriececeeeee 48,177 - 640,514 (29,969)
QU cu DEDENTUIES ..o (3,281) (3,328) 242,659 (45,703)
— a % Permanent asset l0aNS ........co.ovvvvoeoeeeeeeeeeceeeeeee - - 1,476,379 909,953
© © o Amortization of permanent asset 10ans ...........cc.......... - - (1,823,826) (749,918)
-— 8 & Payment of interests ... (81) (24) (351,052) (208,486)
W) > f_:, Loan with related companies 374 568 845 (10,356)
Payment of dividends/interest on
own capital and participations ........c..cccccoevvrrvirrrns (137,905) (54,591) (259,366) (135,061)
Net cash used in financing activities ................. (92,716) (57,375) (87,296) (280,383)
Changes in cash balance .........cccccovvvvvervcevie. (7,739) 2,064 45,749 121,376
(Cash balance
At the beginning of the year ..o, 71,600 69,536 1,003,384 689,170
Restatement of opening cash ........cccccoovvervennnn. - - 318,717 73,490
Opening balance of consolidated companies
fOr the Year ..o - - 52,386 119,348
At the end of the year 63,861 71,600 1,420,236 1,003,384
(7,739) 2,064 45,749 121,367

(A free translation of the original report in Portuguese prepared in conformity with accounting practices adopted in Brazil)
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Notes to the Financial Statements

At December 31, 2002 and 2001

(All amounts in thousands of reais unless otherwise indicated)

(A free translation of the original report in Portuguese
prepared in conformity with accounting practices adopted in Brazil)

1 - OPERATIONS

Metaldrgica Gerdau S.A. is a company of the Gerdau Group dedicated, mainly, to the production of common long and
specialty steel and to the distribution of general steel products (flat and long), through plants located in the main Brazilian
markets, as well as Uruguay, Chile, Canada, Argentine and the United States of America.

The Gerdau Group has an installed capacity of 14 million tons of crude steel per year, basically producing steel in electrical
arc furnaces, from scrap and pig iron acquired, in most part, in the region near each plant (concept of mini-mill). Gerdau also
operates plants which are capable to produce steel from iron ore (through blast furnace and direct reduction) and has an unit
used exclusively to produce special steel products. It is the largest scrap recycling Company in Latin America and it is among
the largest companies in the world.

The industrial is the most important sector, in which the manufacturing of goods, such as vehicles, housing and commercial
equipment, basically use profiles of the many available specifications, followed by the civil construction sector, which
demands a high volume of merchant bars and rebars. It is also very high the number of consumers of nails, clamps and
wires, commonly used in the agricultural sector.

2 - PRESENTATION OF THE FINANCIAL STATEMENTS

The financial statements have been prepared in conformity with accounting practices adopted in Brazil, together with the
accounting principles determined by Brazilian Corporate Law and the rules established by the Brazilian Securities
Commission (CVM), which, as from the effectiveness of Law 9249,/95, do not provide the recognition of the inflationary
effects that, up to December 31, 1995, were recognized based on official rates.

The statement of cash flow (company and consolidated), prepared by the indirect method, is being presented, as
supplementary information, in order to provide additional information.

3 - SIGNIFICANT ACCOUNTING PRACTICES

a) Cash and cash equivalents - financial investments are recorded at cost plus income accrued up to the balance sheet date,
applying the interest rates agreed with the financial institutions.

b) Allowance for doubtful accounts - is calculated based on the risk rating of receivables, which takes into consideration
historical losses, individual situation of customers, and the evaluation of legal advisors and is considered sufficient to cover
possible losses on receivables.

¢) Inventories - are stated at the lower of market value and average production or purchase cost.

d) Investments in subsidiaries - are accounted for using the equity method. The result of the equity pickup is recorded in an
operating result account. The investments in subsidiaries are described in the Attachment to Note 3d”.

e) Fixed assets - are recorded at cost, net of depreciation. Depreciation is calculated on the straight-line basis, at rates
described in Note 11, which take into consideration the estimated useful lives of assets. Interest on loans taken to finance
construction in progress is added to the cost of work in progress.

f) Deferred charges - amortizations are calculated on the straight-line method at rates determined based on production of
projects implemented in relation to installed capacities.

g) Short and long-term debt- are stated at the nominal value, plus agreed charges, including interest, monetary or foreign
exchange variations. The swap operations, which are subject to loan agreements, are classified together with the operations
from which they were generated.

h) Income tax and social contribution - current and deferred income tax and social contribution are calculated according to
the enacted law.

i) Other current and long-term liabilities - are recorded at their known or estimated amounts plus accrued charges and
indexation readjustments, when applicable.

j) Translation of foreign currency balances - the criteria used for translation of assets and liabilities balances from operations
in foreign currency consists of the conversion to local currency (R$) at the foreign exchange rate in effect at the closing date
(2002 - USS 1,00 = RS 3,5333 and 2001 - USS 1,00 = RS 2,3204).

4 - CONSOLIDATED FINANCIAL STATEMENTS

a) The consolidated financial statements at December 31, 2002, include the accounts of Metaltrgica Gerdau S.A. and the
directly and indirectly controlled subsidiaries listed below:

Santa Felicidade Com. Imp. e Exp. de Produtos Siderurgicos Ltda. (100%), Gerdau Leasing S.A. - Arrendamento Mercantil
(99%), Banco Gerdau S.A. (99%), Siderurgica Riograndense S.A. (100%), Gerdau S.A. (48%), Florestal Itacambira S.A.
(100%), Florestal Rio Largo Ltda. (100%), Itaguai Com. Imp. e Exp. Ltda. (100%), Seiva S.A. - Florestas e IndUstrias (96%),
Armafer Servicos de Construcdo Ltda. (100%), Prontofer Servicos de Construcao Ltda. (100%), Laminadora do Sul S.A.
(100%), Gerdau Participacdes Ltda. (100%), CEA Participacoes S.A. (99%), Gerdau Internacional Empreendimentos Ltda. -
Grupo Gerdau (100%), Aco Minas Gerais S.A. - Acominas (79%), Acominas Overseas Ltd. (79%), Aco Minas Com. Imp. Exp.
S.A. (79%), Dona Francisca Energética S.A. (52%), Gerdau Laisa S.A. (99%), Gerdau Aza S.A. (100%), IndUstria Del Aciero
S.A.-Indac (100%), Gerdau Chile Inversiones Ltda. (100%), Aceros Cox S.A. (100%), Sociedad Industrial Puntana S.A. - SIPSA
(38%), Sipar Aceros S.A. (38%), Siderco S.A. (38%), Axol S.A. (100%), Gerdau Ameristeel MRM Special Sections Inc. (67%),
Gerdau Ameristeel Cambridge Inc. (67%), Gerdau Steel Inc. (100%), Gerdau MRM Holdings Inc. (67%), Gerdau Ameristeel
Corporation (67%), Gerdau USA Inc. (67%), AmeriSteel Bright Bar Inc. (67%), AmeriSteel Corp. (67%), Gerdau Ameristeel
Perth Amboy Inc. (67%), Gerdau Ameristeel Sayreville Inc. (67%), GTL Equity Investments Corp. (100%), GTL Financial Corp.
(100%), Gerdau GTL Spain S.L. (100%), Aramac S.A. (100%), GTL Trade Finance Corp. (100%) and GTL Brasil Ltda. (100%).

b) From the accounting practices used in the preparation of the consolidated financial statements, the following should be
noted:

I) Metaltrgica Gerdau S.A. and its subsidiaries adopt consistent accounting practices to record their operations and value their
assets and liabilities. The financial statements of foreign companies were translated using the exchange rate in effect at the
balance sheet date and are in conformity with the accounting practices adopted in Brazil;

I Balances arising from transactions between consolidated companies have been eliminated;

Ill) Minority interest in subsidiaries are shown separately.

¢) During the year, the following operations occurred:

) On March 28, 2002, in order to align its share interest structure to the Argentine economic scenario, Gerdau S.A. concluded
the transfer of its interest of 71.77% in Sociedad Industrial Puntana S.A. - SIPSA to the subsidiary company Sipar Aceros S.A.
Due to this operation, Sipar holds 100% of Sipsa and the businesses of Gerdau - Argentina were maintained with an interest
of 38.18% in Sipar;

I3 VETALURGICA GERDAU S.A.



Il) On August 26, 2002, the indirectly controlled company Gerdau Aza S.A. acquired, together with Companhia Siderdrgica
Huachipato S.A., Comercial Acindar Chile Ltda., for the amount of USS 4,800, equivalent, on that date, to RS 14,778.
Subsequently, its name was changed to Armacero Comercial y Industrial Ltda.;

Ill) On September 6, 2002, 24.79% of the shares of Aco Minas Gerais S.A. - Acominas were purchased, for the amount of USS
211,647, equivalent, at that date, to RS 672,678;

IV) On October 23, 2002, the business combination between Gerdau - North America and Co-Steel Inc. operations was
concluded. The operation comprised the capitalization of Co-Steel with shares of Gerdau companies in North America
(Gerdau Courtice Steel Inc., Gerdau MRM Steel Inc. and AmeriSteel Corporation). After the capital increase, Co-Steel Inc.
changed its name to Gerdau Ameristeel Corporation, and Gerdau S.A., through its indirect subsidiary company Gerdau Steel
Inc., holds 67.34% of the shares of the new company;

V) On December 24, 2002, the portion equivalent to 30% of the capital of Dona Francisca Energética S.A. , in the amount of
RS 20,000 was acquired. Due to this acquisition, Gerdau S.A. holds 51.82% of this company’s capital;

VI) On March 23, 2002, an accident with the regenerators of the blast furnace plant, at the Presidente Arthur Bernardes mill,
of the subsidiary Acominas, resulted in the suspension of several activities and in material damage to the plant’s equipment.
The equipment, as well as the losses arising from this situation, were covered by insurance. The description of the accident,
as well as the “final claim for losses”, are filed with IRB - Brasil Ressequros S.A., and the process is being concluded according
to Acominas' expectations, and an advance of RS 62,000 was received. The estimate for indemnity for business interruption
coverage was recorded, on a conservative basis, up to the limit of the amount of fixed costs incurred during the period of
partial suspension of the plant’s activities, in the amount of RS 49,923, in “Other operating income”. The exceeding amount
of costs will be recorded when the process is concluded. In September 2002, the plant restarted its operations at full
capacity.

d)pDue&;o the business combination with Co-Steel Inc. in October 2002, we are presenting below a pro-forma consolidated
statement of income, showing the results of operations if this transaction had occurred on January 1, 2002, summarized as

follows.
METALURGICA GERDAU S.A. - PRO-FORMA STATEMENT OF INCOME

2002
N SBIES e 10,920,557
COSEOF SBIBS e (8,233,444)
GIOSS PIOFIL 1ooee s 2,687,113
Operating expenses and income . (1,658,832)
OPEIAtING PrOFI ..o 1,028,281
NON-0PETATING EXPENSES ...coeeereiireirriieeiee ettt (90,519)
Management interest ........... . (16,551)
Income tax and s0Cial CONTTIDUTION ..o (95,671)
NET INCOME ...ttt 825,540

e) The consolidation comprises the financial statements of the subsidiary companies Sipar Aceros S.A. and Dona Francisca
Energética S.A., proportionally to the indirect and direct interest, respectively, of the parent company in the capital of these
subsidiaries. Due to the business combination between the operations of Gerdau in North America and Co-Steel Inc.
operations, which process was concluded on October 22, 2002, the Company recognized the effects of this operation in their
financial statements as from that date.

The amounts of the main groups of assets, liabilities and income statement of these companies, are shown as follows:

Sipar
Dona Francisca Co-Steel Consolidated Company
2002 2002 2002 2001
Assets

CUMENT @SSLS i 77,353 609,413 81,223 75,565
Long-term receivables . 187,670 94,873 - 2,730
Permanent assets ... . 201,591 1,282,277 33,699 18,257
TOtAl 3SSELS oo 466,614 1,986,563 114,922 96,552

Liabilities and shareholders’ equity
Current liabilities ..o 54,788 354,941 65,935 46,072
Long-term liabilities .. 427,052 1,179,413 2,540 4,066
Shareholders’ equity . . (15,226) 452,209 46,447 46,414
Total liabilities ......ccovoveeieeeeeeeceee e 466,614 1,986,563 114,922 96,552

October 23
to December

Statement of operations December 2002 31, 2002 2002 2001
NEt S3IES ..o (464) 305,231 178,834 82,615
COSt Of SBIES oo (1,521) (317,213) (149,045) (68,424)
Selling eXPenses ... - (1,813) (13,727) (5,445)
General and administrative expenses .......... (127) (3,745) (10,536) (4,673)
Financial iNCOMe ... 1,264 (19,797) (100,052) (8,579)
EQuity PickUD oo - 15,797 2,473 18
Other operating income (expenses) .. - - (7,899) (28)
Non-operating results 24 - 401 240
Provision for income tax and social contribution 228 16,512 (484) (1,050)
Net l0ss for the Year ......ccoocoevevevcervrvenn, (596) (5,028) (100,035) (5,326)

The Company, through its directly or indirectly controlled subsidiaries, has recorded goodwill and negative goodwill which
are being amortized according to the realization of the assets that generated them or based on projections of future results,
as follows:
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Amortization
period Consolidated

Investment goodwill
Balance 3t DECemMDEr 31, 2007 ..o 276,134
(+) Foreign exchange adjuStMENt ........co.ooviiiiieeie e 144,152
(+) GOOAWIll fOF tNE YOI ..o 136,312
(=) AMOrtiZation fOr the YEAr ... 10 years (54,766)
Balance at December 31, 2002 DASEA ON: ..o 501,832
- UNAErVaIUBTION OF BSSELS ..o 365,520
- expectation of future profitability ... 136,312

The breakdown of goodwill by each subsidiary is explained in Note 3d.
Property, plant and equipment goodwill

Balance 3t DecemMbEr 31, 2007 ... 275,387
(+) Foreign exchange adjUSTMENT ... e 98,801
(=) AMOTtiZation fOr the YEAN ... 10 years (53,534)
Balance at December 31, 2002 (by undervaluation of assets) .......c.coovorrvoriorrerierane 320,654

The goodwill mainly resulted from assets of the subsidiary AmeriSteel Corporation.

Property, plant and equipment negative goodwill

Balance 3t DecemMbBer 371, 2007 ..o (374,159)
(=) AMOTtiZation fOr the YEAm ........o..viveceeeee e 30 years 58,333
Balance at December 31, 2002 (by over valuation of 3SSets) ........ccoovrrverrorreeriennn (315,826)

The negative goodwill resulted from assets of the
subsidiary Aco Minas Gerais S.A.- Acominas.

f) The amount of equity in the earnings in the consolidated statement of income refers, basically, to the effect of the foreign
exchange devaluation on foreign investments, which was not eliminated.

5 - CASH AND CASH EQUIVALENTS

Company Consolidated

2002 2001 2002 2001

(Cash and cash equivalents .. 14 38 74,519 8,693
Investment fund ... - - 416,289 283,653
Fixed revenue securities ... 63,847 71,562 898,154 559,460
Variable revenue securities - - 31,274 151,578
63,861 71,600 1,420,236 1,003,384

The cash equivalents of the Company are represented by debentures of the subsidiary Gerdau S.A. From the existing
balance, RS 722,425 - consolidated (RS 556,275 - consolidated in 2001) refer to short-term investments in U.S. dollars.

6 - TRADE ACCOUNTS RECEIVABLES

Consolidated

2002 2001

Trade 3CCounts receivable = Brazil ........o.covovooeeeeeoeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e 612,907 475,541
Trade accounts receivable from Brazilian eXports ........cccccooovoeverevoeeeieeeeeeeees 226,288 150,505
Trade accounts receivable from foreign CoMPANIes ..........coo.covvvevvervcrveeeseeeenen 639,408 293,788
Allowance for doUDLfUl CCOUNTS ... (54,008) (56,013)
1,424,595 863,821

Trade accounts receivable from customers in foreign markets are adjusted based on the foreign exchange rates in effect on
the balance sheet date. The balances of customers of foreign companies were translated to Brazilian reais based on the
foreign currency on the balance sheet date.

7 - INVENTORIES

Consolidated

2002 2001

FINISNEA PrOTUCES ..o 1,149,751 555,266
WOTK TN PIOGTESS ..o 309,969 183,159
RAW MALETIBIS ..o 307,534 303,458
Packaging and maintenance supplies 375,581 263,760
AAVANCES 10 SUPPIETS .ovvoeeee e 77,220 25,512
2,220,055 1,331,155

The inventories (consolidated) are insured against fire and overflow. Coverage is determined based on the amounts and the
risks involved.

8 - TAX CREDITS

Company Consolidated

2002 2001 2002 2001

Tax on Sales and Services (ICMS) .......o.ovvvvrrvenen. 9 9 41,036 23,127
Excise Tax (IPI) - - 1,395 2,798
INCOME 13X oo 11,444 10,164 17,279 34,492
Value Added Tax (IVA) oo, - - 795 12,946
ONET oo - - 12,513 101
11,453 10,173 73,018 73,464
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9 - INCOME TAX AND SOCIAL CONTRIBUTION

Balances:
Company
Assets Liabilities
2002 2001 2002 2001
Short- Long- Short- Long- Short- Long- Short-  Long-
term term term term term term term term
Deferred income taX................. 6,570 - 1,953 34,748 26,557
Deferred social contribution ... 5,697 4,036 4,341 1,393
12,267 5,989 39,089 27,950
Basis for recognition of deferred taxes:
Company
2002 2001
Social Social
Assets Income tax contribution Income tax  contribution
Tax loss carryforward/negative basis for social contribution ...... 22,448 61,927 4,217 43,828
Reserve for tax CONtNGENCIES ..o 1,379 1,379 1,009 1,009
Amortized gOOAWIll .........oviiieiiiee 2,451 2,588 -
26,278 63,306 7,814 44,837
Liabilities
Amortized negative qOOdWIll ..........coo.ovvvvvvceieeecee e 138,991 48,241 106,227 15,477
138,991 48,241 106,227 15,477
Reconciliation:
Company
2002 2001
Income Social Income Social
tax  contribution Total tax  contribution Total
Income before taxes 438,889 438,889 438,889 258,393 258,393 258,393
Nominal tax rate ........cccccoevvveeennn. 25% 9% 34% 25% 9% 34%
Income tax and social contribution
3t NOMINAI TS ...oovoeeeeeeeeeveereerenne (109,722) (39,500)  (149,222) (64,598) (23,255)  (87,853)
Tax effect on:
= @QUILY PICKUP oo 118,362 42,610 160,972 69,501 25020 94,521
- decrease in social contribution rate - - - - - -
- interest on capital ........ccccoovevvennnn (2,552) (919) (3,471) (1,841) (663) (2,504)
- permanent differences (net) ......... (9,662) (3,478) (13,140) (7,408) (1,837) (9,245)
Income tax and social contribution
ON INCOME oo (3,574) (1,287) (4,861) (4,346) (735) (5,081)
CUITENT oo - - (223) - (223)
Deferred (3,574) (1,287) (4,861) (4,123) (735)  (4,858)
Balances:
Consolidated
Assets Liabilities
2002 2001 2002 2001
Short- Long- Short- Long- Short- Long- Short-  Long-
term term term term term term term term
Deferred income taX................ 103,142 243,531 22,582 79,623 28,118 501,757 5,056 350,734
Deferred social contribution ... 14,061 47,788 3,251 29,027 - 28,202 1,756 17,679
117,203 291,319 25,833 108,650 28,118 529,959 6,812 368,413
Basis for recognition of deferred taxes:
Consolidated
2002 2001
Social Social
Assets Income tax contribution Income tax  contribution
Tax loss carryforward/negative basis for social contribution ...... 797,156 493,590 247,622 295,357
Reserve for tax CoNtiNGeNCIES ........o.evvrvreeieeeeeeeee s 166,890 163,078 104,209 56,955
Valuation allowances ............. 40,993 11,011 26,236 -
Post-retirement benefit liabilities . 118,868 9,689 -
Amortized gOOAWIll ..o 2,451 2,588 -
Provision for expenses (export, commissions, interest) ............. 90,103 9,555 6,252 6,409
1,216,461 686,923 386,907 358,721
Liabilities
Accelerated depreciation with tax incentive ..........cccoccooeevverenn. 1,333,547 96,133 799,201 50,912
C3PItAl AN oo 15,680 13,878 - -
Amortized negative goodwill 351,752 203,333 310,551 165,024
1,700,979 313,344 1,109,752 215,936
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Reconciliation:
Consolidated

2002 2001
Income Social Income Social
tax  contribution Total tax  contribution Total
Income before taxes ............c........ 907,872 907,872 907,872 571,401 571,401 571,401
Nominal tax rate ..., 25% 9% 34% 25% 9% 34%
Income tax and social contribution
at nominal rates ......coovvevvvvrreenn. (226,968) (81,708)  (308,676)  (142,850) (51,426)  (194,276)
Tax effect of:
- tax rate difference of foreign
COMPANIES .o 3,405 12,496 15,901 4,081 185 4,266
- @QUILY PICKUP coooeeceeeccceeece e 111,871 40,273 152,144 45,619 16,423 62,042
- interest on capital ......c.ccocovevene. 30,092 10,833 40,925 44,577 16,048 60,625
- recovery of deferred tax assets -
ACOMINGS oo 27,771 9,997 37,768 62,231 22,403 84,634
- permanent differences (net) ......... (10,036) (14,882) (24,918) (21,964) (15,846)  (37,810)
Income tax and social contribution
ON INCOME oo (63,865) (22,991)  (86,856) (8,306) (12,213)  (20,519)
CUTTENT e (66,917) (24,628)  (91,545) (37,967) (14,606)  (52,573)
Deferred ..o 3,052 1,637 4,689 29,661 2,393 32,054

The changes between the balances of assets and liabilities in 2002, as compared to 2001 (consolidated), differs from the
income tax and social contribution in the income statement due to the foreign exchange variation recorded in the accounts
of assets and liabilities of the foreign subsidiary companies.

The tax credits recognized based on tax losses carryforwards and negative basis for social contribution, both in the parent
company and consolidated, are supported by projections of future taxable income at present value, based on technical
studies of feasibility. The subsidiary Acominas has tax losses carryforwards of RS 1,973,557 and negative basis for social
contribution to offset of RS 1,592,869, whose credits are recognized up to the limit of its capacity to generate taxable
income, calculated for the next three years. The credits, based on timing differences, mainly on tax contingencies, were
maintained according to its probability of realization, after the evaluation of our legal advisors, although they are subject to
judicial decisions which are difficult to forecast.

The estimative of recovery for credits recognized in the balance sheet of the parent company and consolidated is distributed
as follows:

Year Company  Consolidated
117,203
3,265 79,571
2,946 78,827
3,010 58,311
3,046 74,610
12,267 408,522
10 - COMPULSORY DEPOSITS AND OTHER
Company Consolidated
2002 2001 2002 2001
Compulsory deposits .........oovvevvrreerieeereses 532 334 69,136 44,350
Receivables under contract 3,393 3,851 15,022 15,167
ICMS credit balance on acquisition of property,
plant and equipment .......ccccooovvevceveriee. - - 22,856 19,261
Income tax incentives.. 145 365 11,495 15,077
Prepaid expenses ... - - 44,314 17,383
Swap operation credits - 38,647 -
Assets not for use ... - 37,947 17,577
ONT oo, - - 20,596 10,409
4,070 4,550 260,013 139,224
11 - PROPERTY, PLANT AND EQUIPMENT
Company
2002 2001
Annual
depreciation Accumulated
rate - % Cost  depreciation Net Net
Land, buildings and constructions ..................... Oto4 4,918 (3,030) 1,888 2,038
4,918 (3,030) 1,888 2,038
Consolidated
2002 2001
Annual Accumulated
depreciation depreciation
rate - % Cost and depletion Net Net
Land, buildings and constructions ...................... 0to5 3,447,696 (1,002,598) 2,445,098 2,037,756
Machinery, equipment and installations .. 2t0 10 7,192,400 (2,649,861) 4,542,539 3,093,576
Furniture and fixtures 10 123,607 (82,463) 41,144 40,534
VENICIES oo 1010 20 37,541 (30,457) 7,084 8,153
Data electronic equIpMent ......cc.ccooevvvervvrreennn 10 to 20 173,495 (103,308 70,187 75,264
Construction in progress ...... - 357,085 - 357,085 403,440
Forestation/reforestation Cut plan 172,290 (54,283) 118,007 93,600
11,504,114 (3,922,970) 7,581,144 5,752,323
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a) Insured amounts - the assets are insured against fire, electrical damage and explosion. The coverage is determined based
on the risks involved. The plants of the North American subsidiaries and the subsidiary Acominas have coverage for business
interruption.

b) Capitalization of interest and financial charges - during the year, capitalized amounts totaled RS 8,971 - consolidated
(RS 11,796 - consolidated in 2001).

¢) Summary of property, plant and equipment activity:

Company Consolidated

2002 2001 2002 2001

Balance at the beginning of the year ................. 2,038 2,189 5,752,323 3,851,297

(+) Acquisitions/disposals for the year .............. - - 574,041 470,851

(- ) Depreciation and depletion on cost of sales - - (439,410) (328,012)

(- ) Administrative depletion and depreciation .. (150) (151) (67,538) (39,803)

(+) Increase in interest in consolidated companies - - 1,016,792 1,666,450
(+) Foreign exchange effect on foreign

CONSTTUCEIONS .o - - 744,936 131,540

Balance at the end of the year ... 1,888 2,038 7,581,144 5,752,323

12 - DEFERRED CHARGES
Consolidated deferred charges comprise pre-operating expenses for steel mill renovations, reforestation, research,
development and restructuring projects.

13 - SHORT AND LONG-TERM DEBT
Short and long-term debt are summarized as follows:

Annual Consolidated
charges (%) 2002 2001
SHORT-TERM
Working capital 10ans (RS) .....ovvvvvrrveeeeeesie TR + 15.49% 194,390 16,866
Investment loans (RS) 15.84% - 333,780
Fixed asset 10aNS (RS) vvevvrveveeeeeceeeeeeeeeeee IGPM + 12% 5,148 -
Working capital 10ans (USS) ..o 3.82% to 11.13% 2,198,350 1,087,990
Fixed asset loans and other (USS) ....ovvovrvvorrverri, 3.75% to 10.65% 11,299 20,732
Working capital loans (CIp$) 5.61% 50,597 -
Working capital loans (Ars$) . 2.40% to 5.88% 5,125
Fixed asset loans and other (ArsS) .c....cooovvvvrerrrvne. 10.80% 741 -
Working capital 10ans (CANS) .o 8.44% - 39,003
Short-term portion of long-term loans 1,280,075 619,533
3,745,725 2,117,904
LONG-TERM
Working capital 10ans (RS) ..., 14.44% 72,642 31,875
Fixed asset loans and other (RS$) 9.44% to 15.84% 695,970 546,586
Working capital loans (Cdn$) ...... 4.25% 108,038 -
Fixed asset loans and other (USS) .. 3.75% to 10.65% 1,366,963 658,894
Working capital 10anS (USS) oo 3.82% to 11.13% 1,636,269 1,024,396
Investment 103NS (USS) ... 5.53% - 199,308
Working capital loans (Clp$) . 2.40% to 5.88% 29,779 -
Fixed asset 10anS (CIPS) oo 5.80% 120,897
Fixed asset 10aNS (ASS) ..o 10.80% 9 -
(-) short-term portion (1,280,075) (619,533)
2,750,492 1,841,526
Total loans 6,496,217 3,959,430
Summarized by currency:
Consolidated
2002 2001
Brazilian REAI (RS) ovveveeeeeeeeeeeeeeeeeeeee e 968,150 929,107
U.S. Dollar (USS) 5,212,881 2,991,320
Canadian DONAM (CANS) .o 108,038 39,003
Chilean PESO (CIPS) v 201,273 -
ATQENTINE PESO (ATSS) oo 5,875 -
6,496,217 3,959,430

Government Agency for Machinery and Equipment Financing (FINAME) loans are guaranteed by financial lien of the assets
acquired. Other loans are guaranteed by the collateral signatures of the controlling companies, on which the Company pays
a remuneration of 1% per annum (p.a.), calculated based on the guaranteed amount.

Eurobond contracts include covenants limiting the loans to four times the cash generation capacity (Earnings Before Interest,
Tax, Depreciation and Amortization (EBITDA)).

Under the contract with the National Bank for Economic and Social Development (BNDES) to finance the acquisition of
interest in Acominas, loans are limited to five times EBITDA.

Prepayment transactions include covenants limiting the loans to four times EBITDA.

The subsidiaries Gerdau Ameristeel Cambridge Inc. and Gerdau Ameristeel MRM Special Sections Inc. have access to
revolving credit facilities totaling CdnS 73,000, equivalent to RS 163,454 on the balance sheet date, with interest rates that
approximate market interest rates for prime customers of 4.15% p.a.
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The subsidiary AmeriSteel Corporation has access to revolving credit facilities totaling USS 254,000, equivalent to RS
897,458 at the balance sheet date, with interest of 4.2% p.a.

At December 31, 2002, the penalty for noncompliance with all the covenants mentioned above is the accelerated maturity
of the contract. Consolidated EBITDA is used for measuring purposes..

The schedule for payment of the long-term portion of loans is as follows:

Consolidated

1,218,122
894,109
263,354
123,420
154,818
96,669
2,750,492
14~ DEBENTURES
General Number Annual
Issue Meeting Issued  In portfolio Maturity rate 2002 2001
02.27.81 7,100 7,100 11.30.2006  TJLP + 4% - -
. 09.21.99 9,170 - 07.01.2004  TJLP + 4% 930 57,526
ISSUBT ..o 930 57,526
Gerdau S.A.
3rd-Aand B ..o 05.27.82 48,000 30,747 06.01.2011 (DI 55,427 46,967
06.10.83 42,000 42,000  02.28.2012 CDI - -
11.29.89 29,986 - 12.05.2005 TR + 8% - 18,832
07.14.82 22,800 14,487  07.01.2012 (DI 34,059 14,691
11.11.82 59,988 44,501 05.02.2013 DI 41,457 40,613
06.10.83 41,880 21,917 09.01.2014 cor - 81,792 100,426
02.27.81 6,450 6,450  11.30.2015 DI - -
06.29.90 50,000 45,600  06.01.2020 br 17,089 14,471
11.23.02 30,000 - 11.01.2008 (DI + 1% 310,099 -
Seiva S.A. - Florestas e Industrias
1St - ABNA B oo, 11.11.81 12,000 12,000  11.01.2015 variable -
Gerdau Ameristeel Corporation ......... 04.23.97 125,000 - 04.30.2007 6.50% 198,063
Debentures held by consolidated
subsidiary companies ... (92,435)  (84,069)

Consolidated ........... 646,481 209,457
(-) Short-term porti (18) (5,812)

Long-term portion .........cccoeevverenne. 646,463 203,645

From the debentures of the 3rd issue of the Company, 9,106 were converted into preferred shares of the subsidiary Gerdau
S.A., remaining 64 outstanding debentures in the market.

On August 9, 2002, the Company distributed the 13th issue of debentures, in the amount of RS 300,000, which have
covenants limiting the gross consolidated debt to four times the EBITDA, with penalty of accelerated maturity for
noncompliance.

The debentures of Gerdau Ameristeel Corporation are convertible into common shares, up to the maturity date of the
debentures.

From the outstanding debentures, the controlling shareholders hold, directly or indirectly, the amount of RS 27,558 at
December 31, 2002.

15 = FINANCIAL INSTRUMENTS
a) General comments - MetalUrgica Gerdau S.A. and its subsidiaries entered into transactions involving financial instruments,
which risks are managed through strategy and systems to control exposure limits. All transactions are fully recognized in the
books and restricted to the instruments listed below:
- short-term investments - are recognized at their redemption value as of the balance sheet date and are commented on
and presented in Note 5;
- investments and loans among subsidiary companies and related parties - are commented on and presented in Note 3d and
investment table (attached to the same note), respectively.
- short and long-term debt - are commented on and presented in Note 13;
- debentures - are commented on and presented in Note 14.
- financial derivatives - in order to minimize the effects of fluctuations in foreign exchange rates on its liabilities, subsidiary
Gerdau S.A. entered into swap transactions that were converted into Brazilian reais on the contract date and linked to
changes in the Interbank Deposit Rate (CDI). The subsidiary company Acominas also made swap transactions, subject to the
(DI variation. Swap contracts are listed below:

Consolidated

Amount
Contract date Type (US$ thousand) (DI portion Maturity
05.06 t0 05.08.2002 ............... Suppliers 85,000 97.00% to 100.00% 04.01 to 07.01.2004
02.12 t0 07.18.2007 .......c........ Eurobonds 130,000 84.5% to 103.70% 05.20.2004
03.30.2001 to 12.16.2002 ..... Import 31,949 24% to 100%  01.09.2003 to 10.04.2004
05.07 t0 08.27.2002 Prepayment 83,115 85.44% to 10.,00% 02.03.2003 to 03.01.2006
02.20 t0 08.06.2002 ............... Resolution 2770 124,000 26.63% to 34.31% 03.03.2004 to 06.20.2005
Advance on Export
08.23 10 12.30.2002 ............... Contracts (ACC) 300,539  -20.30% to 61.50% 01.10.2003 to 07.28.2004
05 to 02.07.2002 Investments 216,000 70.65% 10.29.2004
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b) Market value - the market values of financial instruments are as follows:

Company

2002 2001

Book value Market value Book value  Market value

Short-term investments ..o 63,847 63,847 71,562 71,562
DEDENLUTES ..o 930 930 57,526 57,526
INVeSTMENTS ..o 1,596,773 1,307,939 1,328,111 1,206,446
Related companies (355etS) .....vrvvrrverrrrirris 863 863 1,107 1,107

The market value of investments was obtained using the quotation of the shares of the subsidiary Gerdau S.A. on December 31.

Consolidated

2002 2001

Book value Market value Book value  Market value

Short-term investmMents .........cccccoooeevveeveveren 1,345,717 1,345,717 994,691 994,691
Credits on swap transactions ... 38,647 38,647 - -
EUTODONS ..o 17,376 36,432 65,044 73,428
IMPOTtation 103NS ..o, 406,784 399,162 264,328 264,328
Prepayment 03NS .....co.coovevveveeeeeeeeeeeen 905,915 855,763 137,337 137,337
Working capital 10anS .........ccccoovovvvvoiiieiiiees 4,257,380 4,227,907 2,184,196 2,184,196
ORI 10BNS .o 908,762 908,762 1,308,525 1,308,525
DEDENLUTES ..o, 646,481 646,481 209,457 209,457
INVESTMENTS oo 917,751 917,751 313,269 313,269
Related COMPANIES .........ovevverveeieeieeseen 8,397 8,397 29,181 29,181

The market value of Eurobonds was obtained using the quotation of the securities in the secondary market.

The market value of swap transactions was obtained based on projections of future income or expense for each contract,
which were calculated based on the present value of forward US dollar + coupon (assets) and forward CDI (liabilities) using
the projected future (DI rate for each maturity. Swap transactions related to loan contracts are classified together with the
transactions which have originated them. Contracts not linked to such loans have been recorded at their market value under
the heading Credits on swap transactions, in long-term receivables, with a counterpart on financial income.

The Company believes that the amounts of other financial instruments, which were accounted for at their net contracted
values, are substantially similar to those that would be obtained if they were negotiated in the market. However, because
the markets for these instruments are not active, differences could exist if it was decided to be settled in advance.

c) Risk factors that could affect company businesses

Interest rate risk: this risk arises as a result of the possibility of losses (or gains) due to fluctuations in interest rates applied to
Company assets (invested) and liabilities assumed in the market. In order to minimize possible impacts resulting from
interest rate fluctuations, the policy is to use variable rates (such as LIBOR and CDI) and periodically renegotiate contracts to
adjust them to the market. It is not the policy to contract hedges in order to protect against interest rate fluctuations.
Exchange rate risk: this risk is related to the possibility of fluctuations in foreign exchange rates affecting financial expenses
(or income) and the liability (or asset) balance of contracts denominated in a foreign currency. In order to hedge these
fluctuations, a policy of contracting swap operations as stated in item “a” above is adopted.

16 - TAXES AND SOCIAL CONTRIBUTIONS PAYABLE

Company Consolidated

2002 2001 2002 2001

Income tax withheld ... 84 583 30,067 11,931
Income tax and social contribution on net income - - 39,959 21,205
Social contribution on sales revenue .................. - 1,794 16,459 11,686
Social charges on payroll ..., 107 90 38,018 17,170
Tax on Sales and Services (ICMS) w.......ccocovvevvennae. - - 14,352 16,386
EXCiS€ TAX (IP1) oo - - 2,306 1,809
OtReT e - - 28,950 12,124
191 2,467 170,111 92,311

17 - TAX RECOVERY PROGRAM (REFIS)
On December 6, 2000, the Company enrolled in the REFIS, to pay PIS and COFINS in installments. The balances of these tax
debts are recorded under taxes and contributions, in current liabilities, and under accounts payable in long-term liabilities.
The balances of renegotiated taxes, which payment has been divided into 60 installments, of which 34 installments are not
yet due and are restated by the TJLP rate variation, are as follows, at December 31, 2002:

Consolidated

2002 2001

Principal Interest Total Principal  Interest Total

Social Integration Program (PIS) ...... 14,004 11,651 25,655 28,224 5,252 33,476
Social Contribution on Revenues

(COFINS) v 3,325 2,766 6,091 6,568 1,379 7,947

TOtAl oo 17,329 14,417 31,746 34,792 6,631 41,423

Short-term 7,170 5,966 13,136 10,183 1,941 12,124

Long-term A 10,159 8,451 18,610 24,609 4,690 29,299

LICIC O 17,329 14,417 31,746 34,792 6,631 41,423
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Taxes, contributions and other liabilities are paid on their due dates, which is a basic requirement to remain eligible for the
REFIS program.

To guarantee this installment payment program, the land and buildings of the Piratini plant, located in the City of
Charqueadas, State of Rio Grande do Sul, amounting to RS 78,494 were pledged.

The total tax credits of income tax and social contribution on third-party net income offset with fines and interest due to the
consolidation of the REFIS debts, on December 6, 2000, totaled RS 57,040, of which RS 4,351 were paid. The Company's own
tax credits were not used.

18 - RESERVE FOR CONTINGENCIES

The Company and its subsidiaries are parties in labor, civil, and tax law suits. The tax law suits relate to certain taxes and
contributions. Based on the opinion of its legal advisors, management believes that the provision is sufficient to cover
probable losses and is reasonably estimated based on unfavorable court decisions and that final decisions would not have
significant effects on the financial position at December 31, 2002.

Company Consolidated

2002 2001 2002 2001

Tax CONUNGENCIES ... 1,605 5,598 104,397 104,818
L3bor CONLINGENTIES ..o - - 25,319 23,885
Civil CONtINGENCIES ..o 195 195 45,610 6,805
1,800 5,793 175,326 135,508

of the total provision, RS 50,457 (consolidated) refers to the contingency of compulsory loans to Eletrobrds, which
constitutionality is being questioned by the Company. In March 1995, the Federal Supreme Court judged one of the
proceedings against the Company. Subsequently, other proceedings also had unfavorable outcomes. The remaining law suits
are pending of decision, but the outcome can already be expected due to the previous decisions.

The subsidiaries of the Company established a provision related to “compulsory loans”, taking into consideration that,
although the payment to Eletrobrds be made as a loan: (i) an unfavorable judicial decision would result in a negative equity
effect; (ii) the reimbursement to the Company would probably be in the form of shares of Eletrobras; and (iii) based on the
current available information, the shares of Eletrobras are valued at less than 5% of the amount that would be received if the
payment was made in cash.

Also included in the provision, are RS 7,206 (consolidated) related to FINSOCIAL, and most of the proceedings are in the
Superior Courts; RS 11,044 (consolidated) relating to amounts for Value Added Tax on Sales and Services (ICMS), most part of
them are in the Court of Justice; RS 198 (RS 3,340 - consolidated) relating to social contribution on net income, most part of
the proceedings are in the Superior Courts; RS 7,176 (consolidated) relating to Provisional Contribution on Financial Activities
(CPMF), in the TRF of the 4th Region; RS 25 (RS 16,723 - consolidated) relating to income tax under discussion at the
administrative levels, RS 19,964 (consolidated) on the National Institute of Social Security (INSS), judicial discussion are in
progress at the 1st instance of the Federal Justice of the State of Rio de Janeiro; RS 1,382 (RS 3,766 - consolidated) relating to
amounts of contributions to the Social Integration Program (PIS) and RS 7,293 (consolidated) on Social Contribution on
Revenues (COFINS), in the TRF of the 2nd Region; and RS 3,659 (consolidated) relating to other tax proceedings.
Management believes that these proceedings will not be totally concluded before a period of two years. Of these
contingencies, management believes that CPMF will probably be unfavorable, while there is a possible probability that the
other contingencies will occur.

The Company is also party in law suits related to labor , for which, at December 31, 2002, there is a provision of RS 25,319
(consolidated) relating to such contingencies. None of these lawsuits refers to individually significant values, and the
discussion mainly involve claims of additional hours, health hazards and risk premium, among others.

In addition to these contingencies, the Company is also party in lawsuits arising from the normal course of its operations, of a
civil nature, and has recorded, at December 31, 2002, RS 195 (RS 45,610 - consolidated) as a contingent liability relating to
this subject. Management classifies, based on the opinion of its legal advisors, as possible the probability of occurrence of
these contingencies.

The judicial deposits in court, which represent restricted assets of the Company, are related to amounts paid in court and
maintained up until the final decision of these lawsuits. The balance of these credits, at December 31, 2002, is RS 26,231
consolidated, and is classified as an account to reduce the provision for contingencies recorded.

Management believes, based on the opinion of its legal advisors, that the possibility of unfavorable outcomes arising from
other contingencies might affect the results of operations or the consolidated financial position of the Company is remote,
and the balance of these contingencies, at December 31, 2002, totaled RS 41,781.

19 - SHAREHOLDERS' EQUITY

a) Capital - authorized capital, at December 31, 2002 and 2001, is comprised of 30,000,000,000 common shares and
60,000,000,000 preferred shares, with no nominal value.

At December 31, 2002 and 2001, there are subscribed and paid up 6,930,732,740 common shares and 13,861,465,480
preferred shares, totaling RS 640,000 (RS 520,280 in 2001). The preferred shares do not have voting rights and cannot be
redeemed, but have the same conditions when compared to the common shares considering profit sharing.
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b) Dividends/interest on capital - the Company calculated interest on capital according to the terms established by Law
9249/95. The corresponding amount was recorded as financial expenses for tax purposes. For presentation purposes, this
amount was recognized as dividends, not affecting the income statement. The amount of interest on capital (RS 119,971),
plus the dividend amount (RS 19,961), is greater than the statutory dividend (30%), demonstrated as follows:

2002 2001
NETINCOME fOr tNE YOI ..o e 434,028 253,312
Realization Of reValUBtION TESEIVE ..o - 545
Realization of unrealized profit reserve on equity Pick UP ......coooovveriorieeeese s - 135,361
CONSHLULION Of 18Q3I TESEIVE ... (21,7071) (12,665)
Constitution of unrealized profit reserve on €quity PICK UP .......ocvrverrioeriecrecese s - (142,728)
AJUSTEA NETINCOMIE ..o 412,327 233,825
Interest on capital = 15t SIX-MONN PEMIOT ..o 35,971 21,003
Interest on capital = 2nd SiXx-MONtA PEMIOT ..o 84,000 55,224
Dividends - 2nd six-month period .. . 19,961 -
Dividends/iNterest 0N CAPITAN ..........ovvrveeveeeeceeee e 139,932 76,227
% of paid or credited dividends and/or interest 0N Capital .......c.ccovvorverioreseee e 34% 33%
Interest on capital per thousand common shares - 1st six-month period = RS ......cc.ccovvoevvrrrvnn. 1.7300 0.9470
Interest on capital per thousand preferred shares - 1st six-month period - RS ........ccooccovvvrrvenn. 1.7300 1.0417
Interest on capital per thousand common shares - 2nd six-month period - RS .......ccoocovvvvvene. 4.0400 2.4900
Interest on capital per thousand preferred shares - 2nd six-month period - RS ..., 4.0400 2.7390
Dividends per thousand common shares - 2nd six-month period - RS 0.9600 -
Dividends per thousand preferred shares - 2nd six-month period - RS 0.9600 -

The remaining income for the year was used to constitute the statutory reserve for investments and working capital
according to the bylaws.

Management will propose the capitalization of the amount of income reserves exceeding the capital amount .

It was approved at the Extraordinary General Meeting, held on April 30, 2002, the distribution of supplementary dividends of
RS 46,530, due to the reversal of unrealized profit reserve, recorded in the year ended December 31, 2001, being RS 2.0980
per thousand common shares and RS 2.3078 per thousand preferred shares.

20 - STATUTORY PROFIT SHARING
The management's profit sharing is limited to 10% of corporate net income for the year, after income tax and the amount
discounted.

21 - GUARANTEES GRANTED BY SUBSIDIARIES

The subsidiary Gerdau S.A. is the guarantor of the joint subsidiary company Dona Francisca Energética S.A., for loan
agreements, in the total amount of RS 116,878, corresponding to the proportional quote of 51.82% in jointed guarantee.
The subsidiary is also the guarantor of the vendor operations of the associated company Banco Gerdau S.A., in the total
amount of RS 49,079, at December 31, 2002, and for the credit agreement operations of the subsidiary GTL Trade Finance
Inc., in the amount of US$ 25,000, equivalent to RS 88,332 at the balance sheet date.

22 - POST-RETIREMENT BENEFITS

a) Pension plan - defined benefit

The Company and other subsidiaries of the Group in Brazil are the co-sponsors of defined benefit pension plans that cover
almost all employees in Brazil (Gerdau Plan and Acominas Plan). Also, the Canadian and American subsidiaries sponsor
defined benefit plans (Canadian Plan and American Plan) that cover substantially all their employees. In addition to the
pension plan, the American Plan establishes specific health benefits for retired employees, as long as they retire after a
certain age and after completing a specific number of years of service. The American subsidiary has the right to modify or
eliminate these benefits.

Contributions are based on amounts determined on an actuarial basis.

The Gerdau Plan is managed by Gerdau - Sociedade de Previdéncia Privada, an entity created by the Gerdau Group for this
purpose. The assets of the Gerdau Plan consist of investments in bank deposit certificates, securities and mutual investment
funds. The Acominas Plan is administered by Fundacao Acominas de Seguridade Social (Acos), a private pension fund
created for this specific purpose by Acominas. The Canadian and American plans are managed by Royal Trust/Great West
Life and Wells Fargo, respectively.

The total cost of this pension plan was RS 15 in 2002 and RS 37 in 2001 for the Company and RS 39,676 in 2002 and

RS 18,064 in 2001 for the consolidation.
Current expenses of the defined pension plan are as follows:
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Company Consolidated
2002 2001 2002 2001
Current Service COSt.....oooovoivoieeeeeeeeeeeeeeee 39 38,156 11,374
INterest COSt ..o 250 98,053 25,203
RetUrn On Plan @SSetS ..o, (372) (115,766) (28,307)
Amortization of prior service cost .........c..ccoooeveeee. (247) 867 400
Amortization of (gain) 0SS .......ccc.covveriniirriininnn. (1,101) 21
Estimated contribution of participants .................. (3,576) -
Amortization of unrecognized transitory liabilities - 507 (81)
Net cost of pension plan ..., (330) 17,140 8,610
The reconciliation of assets and liabilities of the plans is presented below:
Company Consolidated
2002 2001 2002 2001
TOUB! IADIHES ... (6,901) (2,573) (1,561,456) (791,367)
Fair value of plan asSets ..o 10,515 3,809 1,392,064 823,273
Asset (liability) balance ..o, 3,614 1,236 (169,392) 31,906
Unrecognized gains of (10SS€S) ......ovvvrerrieriinnn. (2,283) - 116,822 42,875
PriOr SEMVICe COSt w.ovvvviiiiiiieieeee e - 9,061 (515)
ONET oo - - 6,014 (477)
Total assets (liabilities), Net ..o, 1,331 1,236 (37,495) 73,789
ACLUANAl @SSELS ..o 1,331 1,236 178,590 106,836
Pension plan liabilities recognized in the balance
sheet - (347,982) (33,047)
Assets (liabilities), Net ..o, 1,331 1,236 (169,392) 73,789
Changes in plan assets and actuarial liabilities were as follows:
Company Consolidated
2002 2001 2002 2001
Change in benefit obligation
Benefit obligation at the beginning of the period 2,573 791,367 339,060
ACQUISTTIONS ..o - 369,905 -
Foreign exchange effect of foreign companies ... 231,165 -
SEIVICE COST oo 39 35,743 11,374
INEErest COSt ..o 250 89,621 25,203
Participants’ contributions ........cccccoovvvvvcerierrin. - 1,879 -
Actuarial 1055 (QaiN) w.ovvoeeeeeereeeeeee e 4127 82,999 19,904
Payment of Benefits ..., (88) - (48,758) (16,881)
Adjustment of initial liability recognition............... - 2,573 7,535 412,707
Benefit obligation at the end of the period ......... 6,901 2,573 1,561,456 791,367
Company Consolidated
2002 2001 2002 2001
Change in plan assets
Fair value of plan assets at the beginning of
the Period ... 3,809 823,273 323,730
ACQUISITIONS . - 281,350 -
Foreign exchange effect of foreign companies ... - 161,268 -
Return on plan @SSets ..o 6,782 122,982 (2,619)
Sponsors” CoNtribULIONS w.......vvevcveeeee - 46,697 4,236
Participants’ contributions 12 5,252 -
Payment of benefits ..........ccocccovverrvnnne. (88) - (48,758) (16,881)
Adjustment of initial asset recognition ................. - 3,809 514,807
Fair value of plan assets at the end of the period 10,515 3,809 1,392,064 823,273

The table below shows a summary of the assumptions made to calculate and record the defined benefit plan for both parent

company and consolidated:

Gerdau plan

Acominas plan

North America plan

Average disCOUNt Fate ..o, 10.25%
Rate of increase of remuneration ................. 9.20%
Expected rate of return on assets ................. 10.25%
MOrtality chart ..o GAM 1971
Disabled mortality chart ..o, RRB 1944

METALURGICA GERDAU S.A.

10.24%
7.75%
10.24%
AT-49
IAPB-55

6.50%
4.25%

7.50% to 8.00%

GAM 83
GAM 83



b) Pension plan - defined contribution

The parent company is also the co-sponsor of a defined contribution pension plan administered by Gerdau - Sociedade de
Previdéncia Privada. Contributions are based on a percentage of the compensation of employees.

The foreign subsidiary company AmeriSteel Corporation has a defined contribution plan, whose contributions correspond to
50% of the amount paid by the participants, limited to 4% of the salary. The other companies do not have this pension plan
made.

The total cost of this plan was RS 59 in 2002 and RS 88 in 2001 for the Company and RS 37,432 in 2002 and RS 1,655 in 2001
for the consolidate .

¢) Retirement and termination benefits
The Company estimates that the amount payable, due to employees’ retirement or termination benefits, totaled to RS 9,689
(consolidated) at December 31, 2002.

Taking all types of benefits granted to employees into consideration, the position of assets and liabilities was as follows at
December 31, 2002:

Company Consolidated
2002 2001 2002 2001
Pension plan liabilities - defined benefit............... - - 347,982 33,047
Retirement and termination benefits payable..... - - 9,689 13,331
Total iabilities .......ooovoeeeeeeeeeeeeeeeeee - - 357,671 46,378
Unrecognized actuarial assets.........cccoovovvvrrennn. 1,331 1,236 178,590 106,836
23 - INFORMATION BY GEOGRAPHIC AREA AND BUSINESS SEGMENT
Geographic area
Consolidated
Brazil South America (%) North America
2002 2001 2002 2001 2002 2001
Gross sales revenue ........c....... 6,566,650 4,531,284 529,599 331,177 4,047,711 2,221,140
Net sales revenue ..........c........ 5,247,913 3,557,515 400,468 271,169 3,513,331 2,059,719
COSt Of S31€S oo (3,141,725)  (2,237,802)  (275,140) (197,605)  (3,122,128) (1,799,739)
Gross profit ..... 2,106,188 1,319,713 125,328 73,564 391,203 259,980
Sales expenses ..., (284,162) (225,800) (8,708) (14,503) (44,739) (24,387)
Net financial income ................... (923,458) (304,122) (69,518) (54,047) (72,557)  (123,629)
General and administrative
EXPENSES oo (467,604) (352,014) (30,404) (16,684) (196,530)  (128,794)
Operating income........... 843,368 617,835 49,426 (11,112) 101,226 (19,359)
Net income for the year ............. 682,166 516,577 33,561 3,121 105,289 31,184
EBITDA (") cooeeeeeeeeere 1,645,193 974,346 109,968 58,616 347,341 249,308

(™) Do not include Brazilian operations.
(") Income before financial expenses, income tax and social contribution, and depreciation and amortization.

Gross sales revenue by market Consolidated

2002 2001
Domestic market ... . 5,310,087 4,008,146
FOTEIGN MATKEL ..o 1,256,563 523,138
FOT@IGN COMPANIES .ot 4,577,310 2,552,317

11,143,960 7,083,601

Gross sales revenue by business segment Consolidated

2002 2001
Industry ........... . 5,424,288 3,447,921
CIVIE CONSTIUCTION .o 5,012,936 3,186,447
Ol T e 706,736 449,233

11,143,960 7,083,601
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Investments in Subsidiaries and Related Companies

(Amounts expressed in thousands of reais)

a) INVESTMENT BALANCES

Attachment to Note 3d

Company
2002 2001
Goodwill
Investment  (negative goodwill) Total Total
Subsidiary companies:
GETAAU S.A. oo 1,477,328 (18,287) 1,459,041 1,213,333
BaNCO Gerdau S.A. ... 19,060 19,060 18,676
Gerdau Leasing S.A. ..o 5,262 5,262 4,974
Santa Felicidade Com. Imp. Exp. Prod. Sid. Ltda .. 111,789 111,789 89,737
ONET oo 106 106 105
1,595,258 1,326,825
Other iNVeStMEeNtS .....o..ovvveeeeeeeeeeeeeeeee 1,515 1,286
1,596,773 1,328,111
Consolidated
2002 2001
Goodwill

Investment  (negative goodwill) Total Total
AmeriSteel COrporation .........c..coovcoeiverieriinrieninnes - 365,520 365,520 276,134
Co-Steel InC. ............. - 105,826 105,826 -
Gallatin Steel Co. .. . 385,568 - 385,568 -
MRS LOGISTICA S.A. i 4,772 - 4,772 4,050
Dona Francisca ENergeética S.A. ..o, - 24,390 24,390 14,531
Joint venture account . 10,152 - 10,152 9,567
Other iNVesStMents ........ccooovrveeeeeceeeeeeee 15,427 6,096 21,523 8,987
917,751 313,269

b) INFORMATION ON INVESTMENTS
Company - 2002
Shareholders' Ownership Shares/quotas held
(apital equity Netincome Equity pickup percentage Common Preferred

Subsidiary companies:

Gerdau SA. ..o 1,335,120 3,293,226 798,683 439,851 44.86% 32,995,481,401 18,197,604,558
Banco Gerdau SA. ... 17,300 19,253 4,578 4,542 99.00% 1,078,369 1,078,370
Gerdau Leasing S.A. .. 4,940 5,315 756 749 99.00% 3,762,000 -
Santa Felicidade
Com. Imp. Exp.
Prod. Sid. Ltda ... 47,184 111,790 28,782 28,300 99.99% 47,184,266
Other ..o, - - - 4 - - -
473,446
¢) COMPOSITION OF LOAN BALANCES
Company Consolidated
2002 2001 2002 2001
Assets
GErdaU S.A. oo 978 1,070 - -
Gerdau Foundation .. . (115) 37 7,752 7,815
SIPAr ACETOS S.A. it - 7,636 -
Grupo Gerdau Empreendimentos Ltda. and others ... - (6,991) 21,366
TOtAl 3SSLS oo 863 1,107 8,397 29,181

The loan contracts with related companies are restated by the weighted average rate of funds obtained in the market.

d) COMMERCIAL OPERATIONS

During the year, the Company made payments for the use of the trademark Gerdau to the associated company Grupo
Gerdau Empreendimentos Ltda., in the amount of RS 300 (RS 300 - 2001), as well as payments to the parent Company

Indac - Ind. Adm. e Comércio S.A.,, relating to financing guarantees of RS 1,079 (RS 998 - 2001).

METALURGICA GERDAU S.A.
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To The Management and Shareholders
Metalurgica Gerdau S.A.

1. We have audited the accompanying balance sheet of Metalurgica Gerdau S.A. and the consolidated balance
sheet of Metalurgica Gerdau S.A. and subsidiary companies as of December 31, 2002 and the related statements
of income, of changes in shareholders’ equity and of changes in financial position of Metalurgica Gerdau S.A. and
the consolidated statements of income and of changes in financial position for the year then ended. These finan-
cial statements are the responsibility of the company's management. Our responsibility is to express an opinion
on these financial statements.

2. We conducted our audits in accordance with Brazilian approved auditing standards which require that we per-
form the audit to obtain reasonable assurance about whether the financial statements are fairly presented in all
material respects. Accordingly, our work included, among other procedures: (a) planning our audit taking into
consideration the significance of balances, the volume of transactions and the accounting and internal control
systems of the Companies and subsidiary companies, (b) examining, on a test basis, evidence and records sup-
porting the amounts and disclosures in the financial statements and (c) assessing the accounting principles used
and significant estimates made by management of Company and subsidiary companies, as well as evaluating the
overall financial statement presentation.

3. In our opinion, the financial statements referred to in the first paragraph above present fairly, in all material
respects, the financial position of Metallrgica Gerdau S.A. and of Metaldrgica Gerdau S.A. and subsidiary compa-
nies at December 31, 2002 and the results of its operations, the changes in shareholders” equity and the changes
in financial position of Metalurgica Gerdau S.A.for the year then ended, as well as the consolidated results of its
operations and the changes in its financial position for the year then ended, in conformity with accounting practi-
ces adopted in Brazil.

4. We conducted our audits in order to issue an opinion on the financial statements referred to in the first para-

— graph. The statement of cash flow, presented to provide supplementary information of Metaldrgica Gerdau S.A.
and of Metallrgica Gerdau S.A. and subsidiaty companies, is not required as an integral part of the financial state-
ments. Such statement of cash flow was subject to the auditing procedures described in the second paragraph
and, in our opinion, is fairly presented in all significant aspects in relation to the financial statements taken as a
whole.

5. The audit of the financial statements for the year ended December 31, 2001, presented for comparison purpo-
ses, was conducted by other independent accountants, who issued an unqualified opinion dated January 28,

Report of Independent Accountants

2002.
February 18, 2003
- PRICEWATERHOUSE(COPERS Carlos Alberto de Sousa
Auditores Independentes Partner
(CRC 2SP000160/0-5 "F" RS Accountant - CRC 1RJ 056561/5-7 "S" RS
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Board of Auditors

The Board of Auditors of Metallrgica Gerdau S.A., in their legal and statutory attributions, in accordance with
section 163 of law 6.404,/76, have audited the individual (Company) and consolidated management report, and
the related balance sheet, statements of income, changes in shareholders” equity, changes in financial position
for the years ended in December 31st, 2002 and 2001, as well as the distribution of interest on capital and
dividends, and based on the report of PricewaterhouseCoopers Independent Auditors, concludes that these
financial statements present fairly the individual and consolidated financial position of the Company in
accordance with accounting practices established by the Brazilian corporate law.

Porto Alegre, February 24th, 2003.

CARLOS ROBERTO SCHRODER
DOMINGOS MATIAS URROZ LOPES

HERBERT WALLY
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GERDAU S.A. - Balance Sheets

At December, 31
(In thousands of reais)

GERDAU S.A.

ASSETS

CURRENT ASSETS
Cash and cash equivalents ...,
Trade accounts receivable ...,
INVENEOTIES ..o
TaxX CreditS oo
Deferred income tax and social contribution ..........
Other accounts receivable ...
TOtAl 3SSELS oo
LONG-TERM RECEIVABLES
Related COMPANIES ...
Eletrobrds 10aNS ........oooovoeooeeeeeeeeeeeeee
Deferred income tax and social contribution ..
Compulsory deposits and other ..................
Total long-term receivables
PERMANENT ASSETS
INVESTMENTS oo
FIXEA BSSOLS .o
Deferred Charges ...
Total permanent assets
TOtal 3SSELS .o

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES
SUPPLIEFS oo
Short-term debt ...
DEDENLUIES ..o
Taxes and contributions payable .................
Deferred income tax and social contribution ..........
Salaries Payable ......occovvovrerieeeee e,
Proposed dividends / interest on own capital ......
Other payables ...,
Total current liabilities
LONG-TERM LIABILITIES
LONG-terM dDT ..o
Debentures
Related companies ...
Reserve for CONtINGENCIES ...,
Deferred income tax and social contribution ..
Benefits to employees
Other payables.................
Total long-term liabilities ...,
MINORITY INTEREST ..o
SHAREHOLDERS' EQUITY
CBPITAL e
(Capital reserves ....
Revenue reserves ...
Total shareholders' equity ......c..cccoocovveerieriienne
SHAREHOLDERS' EQUITY INCLUDING
MINORITY INTEREST .....ccooovorivirrinrinenns
Total liabilities and shareholders' equity .........

Company Consolidated

2002 2001 2002 2001
365,680 177,400 1,430,656 1,012,822
476,157 402,919 1,376,029 829,010
619,693 499,900 2,219,981 1,331,133
26,451 28,626 60,573 63,266
20,849 1,953 116,979 25,632
65,037 60,080 166,871 98,419
1,573,867 1,170,878 5,371,089 3,360,282
8,825 33,595 7,585 28,093
8,908 6,665 10,938 9,345
28,711 24,126 278,652 102,141
95,304 66,988 255,923 134,594
141,748 131,374 553,098 274,173
4,410,913 1,759,939 916,234 310,595
1,672,543 1,613,501 7,597,318 5,807,868
7,668 10,147 24,269 13,502
6,091,124 3,383,587 8,537,821 6,131,965
7,806,739 4,685,839 14,462,008 9,766,420
Company Consolidated

2002 2001 2002 2001
148,328 111,891 925,541 580,790
1,237,464 323,304 3,707,916 2,101,970
- 4,683 - 4,683

110,111 82,491 167,189 88,459

- 6,634 28,118 6,812

41,231 31,929 194,510 84,454
163,135 102,271 167,656 111,943
28,252 28,148 197,967 175,184
1,728,521 691,351 5,388,897 3,154,295
1,032,164 852,258 2,750,492 1,841,526
539,922 231,317 709,367 218,591
1,048,425 - - -
95,530 104,664 173,443 129,680
35,835 28,927 487,018 336,611
9,689 13,331 357,671 46,378
23,427 78,232 174,477 123,488
2,784,992 1,308,729 4,652,468 2,696,274
- - 1,127,417 1,230,092
1,335,120 1,320,133 1,335,120 1,320,133
310,368 255,213 310,368 255,213
1,647,738 1,110,413 1,647,738 1,110,413
3,293,226 2,685,759 3,293,226 2,685,759
- - 4,420,643 3,915,851
7,806,739 4,685,839 14,462,008 9,766,420

The accompanying notes are an integral part of these financial statements.
(A free translation of the original report in Portuguese prepared in conformity with accounting practices adopted in Brazil)



Statements of Income

Yeards ended December, 31
(In thousands of reais)

GROSS SALES oo
TAXES ON SAIES ..o
Freights and disCOUNES .....co.covvivrcieecceeee

NET SALES ..o

COSt Of SBIES .o

GROSS PROFIT .....ccooooooviiiee e

SELLING EXPENSES ..o

FINANCIAL EXPENSES .....oooiiiiiiieeeeee

FINANCIAL INCOME ...

GENERAL AND ADMINISTRATIVE EXPENSES
M3NAGETS' fEES ..o
General eXPeNSes .........oovwrvrvereeeieeeeees s

EQUITY PICKUP ON SUBSIDIARY COMPANIES .................

OTHER OPERATING INCOME (EXPENSES), NET ...............

OPERATING PROFIT ...

NON-OPERATING INCOME (EXPENSES), NET

NET INCOME BEFORE TAXES AND PARTICIPATIONS

PROVISION FOR INCOME TAX AND SOCIAL CONTRIBUTION
CUMTENT e
DEfOITEA ..o

PARTICIPATIONS ..o

NET INCOME BEFORE MINORITY
INTEREST

MINORITY INTEREST .o
NET INCOME FOR THE YEAR ..o
Net income per thousand shares - RS ...................

Net equity per thousand shares - RS .....................

Company Consolidated
2002 2001 2002 2001
5,093,107 3,947,873 11,143,960 7,083,601
(946,759) (755,923)  (1,133,490)  (865,009)
(146,227) (119,306)  (848,758)  (330,189)
4,000,121 3,072,644 9,161,712 5,888,403
(2,379,077)  (1,908,133)  (6,538,993) (4,235,146)
1,621,044 1,164,511 2,622,719 1,653,257
(249,901) (211,277)  (337,589)  (264,690)
(680,724) (371,222)  (1,360,357)  (633,072)
118,493 67,732 276,712 133,178
(12,633) (7,906) (15,193) (12,303)
(275,959) (264,158)  (649,592)  (457,341)
393,147 177,103 408,730 160,295
8,695 10,432 16,048 (5,926)
922,162 565,215 961,478 573,398
(41,304) (23,128) (49,903) (2,925)
880,858 542,087 911,575 570,473
(88,211) (56,819) (89,561) (51,000)
18,674 (13,356) 9,670 36,816
(12,633) (7,906) (13,746) (9,994)
798,688 464,006 817,938 546,295
(19,250)  (82,289)
798,688 464,006

7.00 4.09

28.86 23.66

The accompanying notes are an integral part of these financial statements.
(A free translation of the original report in Portuguese prepared in conformity with accounting practices adopted in Brazil)
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Statements of Changes in Financial Position

Yeards ended December, 31
(In thousands of reais)

GERDAU S.A.

FINANCIAL RESOURCES WERE PROVIDED BY:
Operations:
Net income for the Year ...,
Expenses (income) not affecting working capital:
Depreciation and amortization ..........ccc..ccoocee....
Prior-year adjustments - benefits to employees
Cost of permanent asset disposal .......................
Equity pickup on subsidiary companies ..............
Monetary variations on long-term debts ...........
Monetary variations on long-term credits ........
Arising from operations .......c.ccccooevvvvirinrieninn.

Third parties:
CaPital INCTEASE ...
Contributions to capital reserves .........cc.......
Increase (decrease) in long-term liabilities .......

Net working capital of consolidated companies.

Foreign exchange effect on working capital of
foreign COMPANIes ..o,
Loss effect of interest on working capital of
associated COMPANIES ........ooovvcverreeriienns
Dividends not included in income for the year ..
Total funds provided .........ccoooovoorverioreees
FINANCIAL RESOURCES WERE USED FOR:
INVESTMENTS .o
FIXEQ 3SSOLS covviierieie i
Deferred Charges ...,
Increase (decrease) in long-term receivables ...
Dividends / interest on own capital .....................
Total funds used
CHANGES IN NET WORKING CAPITAL .......cooooovivnriinnne.

Working capital:
At the beginning of the year .........cccccocooveevnnnn
At the end of the year ........ccooccovvovvvccrvrren,
CHANGES IN NET WORKING CAPITAL .....cccoooooovvvnriinnne.

Company Consolidated

2002 2001 2002 2001
798,688 464,006 817,938 546,295
184,123 172,061 511,771 391,037
4,533 (13,331) 4,533 (13,331)
50,438 89,057 78,035 95,613
(393,147) (177,103)  (408,730)  (160,295)
316,763 104,314 434,551 97,237
(43,969) (6,029) (42,620) (6,120)
917,429 632,975 1,395,478 950,436
14,987 - 14,987 -
55,155 34,063 56,378 34,201
1,159,500 (32,464)  (408,716) (83,704)
- - 295,970 (31,260)

62,638 70,961

- - (22,658)  (104,094)

30,632 30,657 4 -
2,177,703 665,231 1,394,081 836,540
2,319,910 76,192 611,827 345,132
258,618 177,376 648,427 513,464
1,055 2,074 6,135 2,858
(33,595) 8,379 82,455 21,327
265,896 164,186 269,032 174,160
2,811,884 428,207 1,617,876 1,056,941
(634,181) 237,024 (223,795)  (220,401)
479,527 242,503 205,987 426,388
(154,654) 479,527 (17,808) 205,987
(634,181) 237,024 (223,795)  (220,401)

The accompanying notes are an integral part of these financial statements.
(A free translation of the original report in Portuguese prepared in conformity with accounting practices adopted in Brazil)
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Statements of Cash Flow

For the Years ended December, 31
(Amounts expressed in thousands of reais)

SUPPLEMENTARY INFORMATION

Company Consolidated
2002 2001 2002 2001
Net income for the Year ....c..cccoovvcervcevccereree, 798,688 464,006 817,938 546,295
Equity pickup on subsidiary companies ..................... (393,147) (177,103) (408,730)  (160,295)
Allowance for doubtful accounts ..., 4911 13,758 5,432 11,909
Gain in property, plant and equipment disposal ...... 5,625 19,909 8,190 24,120
Gain in investments diSposal ........c.ccocoovevveriieinan, 4,087 18,056 7,420 5,129
Debt INAEX3LON ..o 428,566 172,571 748,573 140,745
Depreciation and amortization ...........ccocoovveeverrnenn. 184,123 172,061 511,771 391,037
Fiscal INVEStMENES ..., 55,155 34,063 56,378 34,201
Income tax and social contribution ........................... 4,769 24,822 7,755 2,976
Interest On debt.......coooovoeveeceeeeeee 227,040 168,303 454,651 248,297
Contingencies/judicial deposits ..........ccooovrvorrinriinnce, (4,067) (9,053) 6,334 (11,306)
Trade accounts receivable variation .........c..cccc........ (84,816) (15,623) (147,543) 64,460
INVENLOrY VAMAtioN ....ovvovveeeceeee e (119,793) (62,927) (222,708) (51,974)
SUPPHErs VAMAtION ......oovveeveeeeseeeeeees 33,309 30,524 (46,005) 62,729
Other operating activity accounts ... 4,125 (41,651) (172,051) _ (131,208)
Net cash from operating activities ...................... 1,148,575 811,716 1,627,405 1,177,115
Acquisition/disposal of property, plant and
CQUIPMENT oo (244,867) (172,762)  (565,828)  (444,266)
Increase in deferred assets .........ccooovoevievrvceeievn. (1,444) (2,074) (6,135) (2,858)
Acquisition/disposal of investments .............c.......... (2,307,556) (1,403) (906,213)  (345,132)
Receipt of dividends/interest on own capital .......... 30,628 1,124 - -
Net cash used in investments ...........c.ccccocovverrneen. (2,523,239) (175,115)  (1,478,176)  (792,256)
Suppliers of property, plant and equipment ............. 2,747 (10,653) (13,449) (10,843)
Working capital [03NS .........coovvvreorirereeeeen 598,163 (73,705) 618,679 (21,972)
DEDENIUES .o 250,959 (27,367) 238,414 (40,093)
Permanent assets 10aNS ........cc.covovveveevieeeieeeen. 654,749 80,049 1,476,379 909,953
Amortization of permanent asset [0ans .................. (472,577) (342,969) (1,872,003)  (748,756)
PYMENt Of INLETESTS ....ovvvverrreeeceeeeee e (124,597) (129,972)  (343,614)  (208,486)
Loan with related cOMPaNies .........cccoovoervervcrrinne, 854,990 (15,173) 3,771 (10,999)
Payment of dividends/interest on own capital and
participations (201,490) (127,599)  (210,675)  (137,848)
Net cash used in financing activities ................... 1,562,944 (647,389) (102,498)  (269,044)
Changes in cash balance ..., 188,280 (10,788) 46,731 115,815
Cash balance
At the beginning of the year ... 177,400 188,188 1,012,822 704,169
Restatement of opening €ash ..., - 318,717 73,490
Opening balance of consolidated companies for
thE YEAM ..o - 52,386 119,348
At the end of the year ..o, 365,680 177,400 1,430,656 1,012,822

(A free translation of the original report in Portuguese prepared in conformity with accounting practices adopted in Brazil)
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Notes to the Financial Statements

At December 31, 2002 and 2001

(All amounts in thousands of reais unless otherwise indicated)

(A free translation of the original report in Portuguese
prepared in conformity with accounting practices adopted in Brazil)

1 - OPERATIONS

Gerdau S.A. is @ company of the Gerdau Group dedicated, mainly, to the production of common long and specialty steel
and to the distribution of general steel products (flat and long), through plants located in the main Brazilian markets, as
well as Uruguay, Chile, Canada, Argentina and United States of America.

Gerdau Group has an installed capacity of 14 million of tons of crude steel per year, basically producing steel in electric
arc furnaces, from scrap and pig iron acquired, in most part, in the region near each plant (concept of mini-mill). Gerdau
also operates plants which are capable to produce steel from iron ore (through blast furnace and direct reduction) and
has an unit used exclusively to produce special steel products. It is the largest scrap recycling company in Latin America
and it is among the largest companies in the world.

The industrial is the most important business segment, in which the manufactures of goods, such as vehicles, housing and
commercial equipment, basically use profiles of the many available specifications, followed by the civil construction
sector, which demands a high volume of merchant bars and rebars. It is also very high the number of consumers of nails,
clamps and wires, commonly used in the agricultural sector.

2 - PRESENTATION OF THE FINANCIAL STATEMENTS

The financial statements have been prepared in conformity with accounting practices adopted in Brazil, together with the
accounting principles determined by Brazilian corporate legislation and the rules established by the Brazilian Securities
Commission (CVM), which, as from the effectiveness of Law 9249/95, do not provide the recognition of the inflationary
effects that, up to December 31, 1995, were recognized based on official rates.

It is being presented, as supplementary information, in order to provide additional information, the statement of cash
flow (company and consolidated) prepared by the indirect method.

3 - SIGNIFICANT ACCOUNTING PRACTICES

a) Available funds and financial investments - are recorded at cost plus income accrued up to the balance sheet date,
applying the interest rates agreed with the financial institutions.

b) Allowance for doubtful accounts - is calculated based on the risk rating of receivables, which takes into consideration
historical losses, individual situation of customers, and the evaluation of legal advisors and is considered sufficient to
cover possible losses on receivables.

¢) Inventories - are stated at the lower of market value and average production or purchase cost.

d) Investments in subsidiaries - are accounted for using the equity method, and the result of the equity pick-up is
recorded in an operating result account. The investments in subsidiaries are described in the Attachment to Note 3d.

e) Fixed assets - are recorded at cost, net of depreciation. Depreciation is calculated on the straight-line, at rates
described in Note 11, which take into consideration the estimated useful lives of assets. Interest on loans used to finance
construction in progress is added to the cost of work in progress.

f) Deferred charges - amortizations are calculated on the straight-line method at rates determined based on the
production of projects implemented in relation to installed capacities.

g) Loans - are stated by the notional value, plus agreed charges, including interest, monetary or foreign exchange
restatement incurred. The swap operations, which are subject to loan agreements, are classified together with the
operations from which they were generated.

h) Income tax and social contribution - current and deferred income tax and social contribution are calculated according
to the enacted law.

i) Other current and long-term liabilities - are recorded at known or estimated amounts plus accrued charges and
monetary variations, when applicable.

j) Translation of foreign currency balance - the criteria used for translation of assets and liabilities balances from
operations in foreign currency consists of the conversion to local currency (RS) at the foreign exchange rate in effect as of
the closing date (2002 - USS 1,00 = RS 3,5333 and 2001 - USS 1,00 = RS 2,3204).

4 - CONSOLIDATED FINANCIAL STATEMENTS

a) The consolidated financial statements at December 31, 2002 include the accounts of Gerdau S.A. and the directly and
indirectly controlled subsidiaries listed below:

Florestal Itacambira S.A. (100%), Florestal Rio Largo Ltda. (100%), Itagual Com. Imp. e Exp. Ltda. (100%), Seiva S.A. -
Florestas e Industrias (96%), Armafer Servicos de Construcdo Ltda. (100%), Prontofer Servicos de Construcdo Ltda.
(100%), Laminadora do Sul S.A. (100%), Gerdau Participacoes Ltda. (100%), CEA Participacdes S.A. (99%), Gerdau
Internacional Empreendimentos Ltda. - Grupo Gerdau (100%), Aco Minas Gerais S.A. - Acominas (79%), Acominas
Overseas Ltd. (79%), Aco Minas Com. Imp. Exp. S.A. (79%), Dona Francisca Energética S.A. (52%), Gerdau Laisa S.A.
(99%), Gerdau Aza S.A. (100%), Industria Del Aciero S.A.-Indac (100%), Gerdau Chile Inversiones Ltda. (100%), Aceros
Cox S.A. (100%), Sociedad Industrial Puntana S.A. - SIPSA (38%), Sipar Aceros S.A. (38%), Siderco S.A. (38%), Axol S.A.
(100%), Gerdau Steel Inc. (100%), Gerdau Ameristeel MRM Special Sections Inc. (67%), Gerdau Ameristeel Cambridge
Inc. (67%), Gerdau MRM Holdings Inc. (67%), Gerdau Ameristeel Corporation (67%), Gerdau USA Inc. (67%), AmeriSteel
Bright Bar Inc. (67%), AmeriSteel Corp. (67%), Gerdau Ameristeel Perth Amboy Inc. (67%), Gerdau Ameristeel Sayreville
Inc. (67%), GTL Equity Investments Corp. (100%), GTL Financial Corp. (100%), Gerdau GTL Spain S.L. (100%), Aramac S.A.
(100%), GTL Trade Finance Corp. (100%) and GTL Brasil Ltda. (100%).

b) From the accounting practices used in the preparation of the consolidated financial statements, the following should be
noted:

I) Gerdau S.A. and its subsidiaries adopt consistent accounting practices to record operations and value their assets and
liabilities. The financial statements of foreign companies are translated using the exchange rate in effect on the balance
sheet date and are in conformity with the accounting practices adopted in Brazil.

I) Balances arising from transactions between consolidated companies have been eliminated.

) Minority interest in subsidiaries is shown separately.

€) During the year, the following operations occurred:

[) At March 28, 2002, in order to align its share interest structure to the Argentinean economic scenario, Gerdau S.A.
concluded the transfer of its interest of 71.77% in Sociedad Industrial Puntana S.A. - SIPSA to the subsidiary company
Sipar Aceros S.A. Due to this operation, Sipar holds 100% of Sipsa and the businesses of Gerdau - Argentina were
maintained with an interest of 38.18% in Sipar;

GERDAU S.A.



Il) At August 26, 2002, the indirectly controlled company Gerdau Aza S.A. acquired, together with Companhia Siderurgica
Huachipato S.A., Comercial Acindar Chile Ltda., by the amount of USS 4,800, equivalent, on that date, to RS 14,778.
Subsequently, its name was changed to Armacero Comercial y Industrial Ltda.;

lll) At September 6, 2002, 24.79% of the shares of Aco Minas Gerais S.A. - Acominas were purchased, in the amount of
USS 211,647, equivalent, on that date, to RS 672,678;

IV) At October 23, 2002, it was concluded the business combination between Gerdau - North America and Co-Steel Inc.
operations. The operation comprised the capitalization of Co-Steel with shares of Gerdau companies in North America
(Gerdau Courtice Steel Inc., Gerdau MRM Steel Inc. and AmeriSteel Corporation). After the capital increase, Co-Steel Inc.
changed its name to Gerdau Ameristeel Corporation, and Gerdau S.A., through its indirect subsidiary company Gerdau
Steel Inc., holds 67.34% of the shares of the new company;

V) At December 24, 2002, it was acquired the portion equivalent to 30% of the capital of Dona Francisca Energética S.A.,
in the amount of RS 20,000. Due to this acquisition, Gerdau S.A. holds 51.82% of this company’s capital;

VI) At March 23, 2002, an accident with the regenerators of the blast furnace plant, at the Presidente Arthur Bernardes
mill, of the subsidiary Acominas, resulted in the suspension of several activities and in material damages to the plant’s
equipment. The equipment, as well as the losses arising from such situation, had insurance coverage. The description of
the accident, as well as the “final claim of losses”, are filed with IRB - Brasil Ressequros S.A., which process is being
concluded according to Acominas expectations, and an advance of RS 62,000 was received. The estimate of indemnity for
loss of profits coverage was recorded, on a conservative basis, up to the limit of the amount of fixed costs incurred during
the period of partial suspension of the plant’s activities, in the amount of RS 49,923, in “Other operating income”. The
exceeding amount of costs will be recorded when the process is concluded. In September 2002, the plant restarted its
operations at full capacity.

d) Due to the business combination with Co-Steel Inc. in October 2002, we present below the pro-forma consolidated
statement of income, showing the results of operations if this transaction had occurred on January 1, 2002,
summarized as follows.

GERDAU S.A. - PRO-FORMA STATEMENT OF INCOME

2002
NEE SBIES TEVEINUE ....coooeeoe et 10,920,557
Cost of products sold .. (8,233,444)
GIOSS PIOTIE ..ottt 2,687,113
0perating eXpenses 3N INCOME ..........covvrviverereeie s (1,691,876)
Operating INCOME .....ccccvvvucnanee 995,237
Non-operating expenses ........... (70,326)
Income tax and social contribution (88,707)
Management's interest................ (13,746)
INET INCOME .ttt 822,458

€) The consolidation comprises the financial statements of the subsidiary companies Sipar Aceros S.A. and Dona Francisca
Energética S.A., proportionally to the indirect and direct interest, respectively, of the parent company in the capital of
these subsidiaries. Due to the business combination between the operations of Gerdau in North America and Co-Steel Inc.
operations, which process was concluded on October 22, 2002, the Company recognized the effects of this operation in
their financial statements as from that date.

The amounts of the main groups of assets, liabilities and income statement of these companies, are demonstrated as
follows:

Sipar
Dona Francisca Co-Steel Consolidated Company
2002 2002 2002 2001
Assets
CUIMeNt aSSetS ..o 77,353 609,413 81,223 75,565
Long-term receivables . 187,670 94,873 - 2,730
Permanent assets ... 201,591 1,282,277 33,699 18,257
TOtAl BSSELS oo 466,614 1,986,563 114,922 96,552
Liabilities
Current li3bilIties ..o 54,788 354,941 65,935 46,072
Long-term liabilities .. . 427,052 1,179,413 2,540 4,066
Shareholders’ equity ......c..ccocoevvcervirrrerin. (15,226) 452,209 46,447 46,414
TOtl IDIIHES oo 466,614 1,986,563 114,922 96,552
10/23 to
Statement of operations December 2002 12/31/2002 2002 2001
Net sales revenue ... (464) 305,231 178,834 82,615
Cost of sales.......... . (1,521) (317,213) (149,045) (68,424)
Sales expenses - (1,813) (13,727) (5,445)
General and administrative expenses ... (127) (3,745) (10,536) (4,673)
Financial income ........ccccooeevvvernnn. 1,264 (19,797) (100,052) (8,579)
EQUItY PICKUP cvvove . - 15,797 2,473 18
Other operating income (expenses) ............ - - (7,899) (28)
Non-operating inComMe ..o 24 - 401 240
Provision for income tax and social
CONADULION <o 228 16,512 (484) (1,050)
Net loss for the year ..o, (596) (5,028) (100,035) (5,326)

The Company, through its directly or indirectly controlled subsidiaries, has goodwill and negative goodwill which are being
amortized according to the realization of the assets that generated them or based on projections of future results, as
follows:

GERDAU S.A.



Amortization period Company  Consolidated

Investment goodwill

Balance at December 371, 2007 ..o - 276,134
(+) Foreign exchange restatement ........ccoccooveevvervorvsrvreis - 144,152
(+) GOOAWIll fOr the Year ... 24,390 136,312
() Amortization for the Year ..., 10 years - (54,766)
Balance at December 31, 2002 based on: 24,390 501,832
- undervaluation of @SSetS ........cocoooivoeieeieeeeeeeeeeee - 365,520
- expectation of future profitability 24,390 136,312

The breakdown of goodwill by each subsidiary is

explained in Note 3d.

Property, plant and equipment goodwill
Balance at December 31, 2007 ..o - 271,412
(+) Foreign exchange restatement .........cc.cccovverrerierierienine, - 98,801
(=) Amortization for the Year ..o 10 years - (49,559)
Balance at December 31, 2002 (by undervaluation of assets) ... - 320,654

The goodwill mainly resulted from assets of the subsidiary

AmeriSteel Corporation.

Property, plant and equipment negative goodwill
Balance at December 31, 2007 .....coooivoveieeeeeeeeeen - (312,231)
(- ) Amortization for the year 30 years - 14,850
Balance at December 31, 2002 (by over valuation of assets) ... - (297,381)

The negative goodwill resulted from assets of the
subsidiary Aco Minas Gerais S.A.- Acominas

f) The amount of equity in the earnings in the consolidated statement of income refers, basically, to the effect of the
foreign exchange devaluation on foreign investments, which was not eliminated.

5 - CASH AND CASH EQUIVALENTS

Company Consolidated

2002 2001 2002 2001

Cash and cash equivalents ..........cccccoooevveverieninns 38,593 173 71,368 7122
Investment fUNd ..o 327,087 177,227 443,714 295,216
Fixed revenue Securities ..o, - - 884,300 558,906
Variable revenue Securities ... - 31,274 151,578
365,680 177,400 1,430,656 1,012,822

From the existing balance, RS 722,425 - consolidated (RS 556,275 - consolidated in 2001) refer to short-term investments
in U.S. dollars.

6 - TRADE ACCOUNTS RECEIVABLE

Company Consolidated

2002 2001 2002 2001

Trade accounts receivable = Brazil .............ccccco.coo...... 469,899 394,264 576,938 440,233
Trade accounts receivable from Brazilian exports .... 48,814 46,300 213,175 150,505
Trade accounts receivable from foreign companies ... - - 639,408 293,788
Allowance for doubtful accounts ...........cccccoovvvrvnnn. (42,556) (37,645) (53,492) (55,516)
476,157 402,919 1,376,029 829,010

Trade accounts receivable from foreign markets are restated based on the foreign exchange rates in effect on the balance
sheet date. These balances were translated to Brazilian reais based on the foreign currency on the balance sheet date.

7 - INVENTORIES

Company Consolidated

2002 2001 2002 2001

FINiShed ProduCtS ............eeeeeeeeeereeeereeeeereeeeeeeneeeee 214,574 185,288 1,149,751 555,266
WOTK IN PrOGIeSS ..oceoeeeieiciieecene 128,453 99,799 309,969 183,159
RAW MBS ..o 158,807 88,897 307,534 303,458
Packaging and maintenance supplies................. 94,419 108,196 375,581 263,760
AdVaANCes t0 SUPPHETS ....vveeveeeee e 23,440 17,720 77,146 25,490
619,693 499,900 2,219,981 1,331,133

The inventories (company and consolidated) are insured against fire and overflow. Their coverage are based on the risks
involved.
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8 - TAX CREDITS

Company Consolidated
2002 2001 2002 2001
Tax on sales and services (ICMS) .......cooovvvvrrnnnn 21,410 15,262 41,020 23,111
Industrialized Products Tax (IP1) ....cccooovvorrirrinn. 655 2,156 1,395 2,798
PIS 0 OFfS@L oo, 4,292 - 4,293 -
Income taX .....ococoveveeeceanns 78 11,161 8,575 24,310
Tax on added value (IVA) ... - 795 12,946
ORI e, 16 47 4,495 101
26,451 28,626 60,573 63,266
9 - INCOME TAX AND SOCIAL CONTRIBUTION
Balances: Company
Assets Liabilities
2002 2001 2002 2001
Short- Long- Short- Long- Short- Long- Short-  Long-
term term term term term term term term
INCOMEe taX oo 13,988 22,988 1,456 19,194 30,880 4,878 27,325
Social contribution ... 6,361 5,723 497 4932 4,955 1,756 1,602
20,849 28,711 1,953 24,126 - 35,835 6,634 28,927
Basis for recognition of deferred taxes:
Company
2002 2001
Social Social
Assets Income tax contribution Income tax  contribution
Tax loss carryforwards/social contribution negative basis .......... 46,968 67,560 -
Provision for CONTINGENCIES ... 41,796 41,796 54,801 54,801
Valuation allowance - Eletrobrds 10ans ...........cccovoeeveeeeeeeeen. 39,675 11,008 22,284 -
Provision for post-retirement benefits .........ccocoovcovvervccviccr. 9,689 9,689 -
Provision for expenses (exports, commissions, interest) 9,776 9,776 5,516 5,516
147,904 139,829 82,601 60,317
Liabilities
Accelerated depreciation .........cocoovovevoeeeveeeeeeeeeeeeee 104,412 37,558 88,152 -
CAPIAI GAIN oo 15,680 14,074 40,122 37,315
Amortized negative goodWill ............ccooovvviorioniiieeseee 3,428 3,428 536 -
123,520 55,060 128,810 37,315
Reconciliation:
Company
2002 2001
Income Social Income Social
tax  contribution Total tax  contribution Total
Income before taxes ..o 868,225 868,225 868,225 534,181 534,181 534,181
Nominal tax rate ..o, 25% 9% 34% 25% 9% 34%
Income tax and social contribution
at nominal tax rates ........c.coovvvenee. (217,056) (78,140)  (295,196)  (133,545) (48,076) (181,621)
Tax effect on:
- equity PICK-UP oo 98,287 35,383 133,670 44,276 15,939 60,215
- interest on capital ......ccccoovcerveriann. 66,474 23,931 90,405 40,766 14,676 55,442
- permanent differences (net) ......... 649 935 1,584 (3,280) (931) (4,211)
Income tax and social contribution
ON INCOME oo (51,646) (17,891)  (69,537) (51,783) (18392)  (70,175)
CUMTENT oo (65,961) (22,250)  (88,211) (43,022) (13,797)  (56,819)
Defermed ... 14,315 4,359 18,674 (8,761) (4,595)  (13,356)
Balances:
Consolidated
Assets Liabilities
2002 2001 2002 2001
Short- Long- Short- Long- Short- Long- Short-  Long-
term term term term term term term term
Deferred income taX................ 103,016 236,960 22,445 77,588 28,118 463,158 5,056 320,325
Social contribution .................... 13,963 41,692 3,187 24,553 23,860 1,756 16,286
116,979 278,652 25,632 102,141 28,118 487,018 6,812 336,611
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Basis for recognition of deferred taxes:
Consolidated

2002 2001
Social Social
Assets Income tax contribution Income tax  contribution
Tax loss carryforwards/social contribution negative basis .......... 774,708 427,222 243,080 246,658
Provision for CONNGENCIES ... 165,511 161,767 103,200 55,946
Valuation allowance - Eletrobras credits 40,993 11,008 23,648 -
Provision for post-retirement benefit . 118,868 9,689 - -
Provision for expenses (exports, commissions, interest) ............ 89,487 8,771 5,701 5,701
1,189,567 618,457 375,629 308,305

Liabilities
Accelerated depreciation 1,333,547 96,133 799,201 50,912
Amortized negative goodwill 197,353 155,089 - -
Capital gain 15,680 13,878 188,916 149,547
1,546,580 265,100 988,117 200,459

Reconciliation:
Consolidated

2002 2001
Income Social Income Social
tax  contribution Total tax  contribution Total
Income before taxes .......cccccovvvvn..e. 897,829 897,829 897,829 560,479 560,479 560,479
Nominal tax rate 25% 9% 34% 25% 9% 34%

Income tax and social contribution

at nominal tax rates ..........cee..... (224,457) (80,804)  (305,261)  (140,120) (50,443)  (190,563)
Tax effect on:
- tax rate difference of foreign

COMPBNIES ..o 3,405 12,496 15,901 4,081 185 4,266
- €QUItY PICK-UP oo 102,183 36,786 138,969 40,074 14,427 54,501

- interest on Capital voverreccccenn, 66,537 23,953 90,490 41,117 14,802 55,919
- recovery of deferred tax assets -
ACOMINGS .o 27,771 9,997 37,768 62,231 22,403 84,634
- permanent differences (net) ......... (34,182) (23,576) (57,758) (10,404) (12,537) (22,941)
Income tax and social contribution
ON NCOME oo (58,743) (21,148)  (79,891) (3,021) (11,163)  (14,184)
Current ... (65,853) (23,708)  (89,561)  (36,746) (14,254)  (51,000)
Deferred 7,110 2,560 9,670 33,725 3,091 36,816

The changes between the balances of assets and liabilities in 2002, as compared to 2001 (consolidated), differs from the
income tax and social contribution in the income statement due to the foreign exchange variation recorded in the accounts
of assets and liabilities of the foreign subsidiary companies.

The tax credits recognized based on tax loss carryforwards and social contribution negative basis, both in the parent
company and consolidated, are supported by projections of future taxable income at present value, based on technical
studies of feasibility. The subsidiary Acominas has tax loss carryforwards of RS 1,973,557 and social contribution negative
basis to offset of RS 1,592,869, which credits are recognized up to the limit of its capacity to generate taxable income,
calculated for the next three years. The credits, based on timing differences, mainly on tax contingencies, were maintained
according to its probability of realization, after the evaluation of our legal advisors, although they are subject to judicial
decisions which are difficult to forecast.

The estimative of recovery for credits recognized in the balance sheet of the parent company and consolidated is
distributed as follows:

Year Company Consolidated
20,849 116,979
13,791 76,306
1,207 75,881
5,095 54,901
8,618 71,564
49,560 395,631
10 - COMPULSORY DEPOSITS AND OTHER

Company Consolidated
2002 2001 2002 2001
Compulsory deposits .........coovvvverveerreeieeees 21,085 39,403 68,604 44,016
Receivable under contract ..........cccooooovvevvervene. 1,676 3,821 11,630 11,316

ICMS credit balance on acquisition of property,
plant and equipment ... . 22,856 9,472 22,856 19,261
Income tax incentives... 11,040 14,292 11,329 14,632
Prepaid expenses .......... - - 44,314 17,383
Swap operation credits . 38,647 - 38,647 -
Assets not for use ... - - 37,947 17,577
OtNCT e - - 20,596 10,409
95,304 66,988 255,923 134,594
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11 - PROPERTY, PLANT AND EQUIPMENT

Company
2002 2001

Depreciation

Annual and

depreciation accumulated
rate - % Cost  depreciation Net Net
Land, buildings and constructions ...................... 0to4 684,539 (245,798) 438,741 430,543
Machinery, equipment and facilities .. 10 2,024,668 (1,174,510) 850,158 852,295
Furniture and fixture ... 10 34,658 (26,369) 8,289 9,245
VENICIBS oo 20 20,185 (16,166) 4,019 4,863
Data electronic equipment ... 20 158,984 (94, 899) 64,085 70,431
Construction in progress - 226,371 226,371 183,828
Forestation/reforestation projects ..................... Cut plan 111,259 (30,379) 80,8380 62,296
3,260,664 (1,588,121) 1,672,543 1,613,501

Consolidated

2002 2001

Depreciation

Annual and

depreciation accumulated
rate - % Cost  depreciation Net Net
Land, buildings and constructions ...................... 0to5 3,442,778 (999,567) 2,443,211 2,035,718
Machinery, equipment and facilities.................. 2t010 7,210,844 (2,649,861) 4,560,983 3,151,528
Furniture and fiXtUres ..o 10 123,602 (82,460) 41,142 40,531
LV 1L L= 10 t0 20 37,541 (30,457) 7,084 8,153
Data electronic equipment .. 10 to 20 173,088 (103,282) 69,806 74,898
CoNStruction iN progress ... - 357,086 - 357,086 403,440
Forestation/reforestation projects ..................... Cut plan 172,290 (54,284) 118,006 93,600

11,517,229 (3,919,911) 7,597,318 5,807,868

a) Insured amounts - the assets are insured against fire, electrical damages and explosion. The coverage is determined
based on the risks involved. The plants of the North American subsidiaries and the subsidiary Acominas have coverage for
business interruption.

b) Capitalization of interest and financial charges - during the year, it was capitalized the amounts of RS 5,819 - company
and RS 8,971 - consolidated (RS 6,789 - company and RS 11,706 consolidated, in 2001).

¢) Summary of property, plant and equipment activity:

Company Consolidated

2002 2001 2002 2001

Balance at the beginning of the year ................... 1,613,501 1,629,641 5,807,868 3,848,751

(+) Acquisitions/disposals for the year .............. 239,631 151,566 574,018 470,834

(- ) Depreciation and depletion on cost of sales (151,780) (137,955) (439,410) (328,013)

(- ) Administrative depletion and depreciation .. (28,809) (29,751) (67,378) (39,646)
(+) Increase in interest in consolidated

companies 1,000,425 1,724,403
(- ) Loss effect of interest in associated

COMPANIES oo - - (23,141)

(+) Foreign exchange effect on foreign

CONSETUCTIONS ..o - - 744,936 131,539

Balance at the end of the year ... 1,672,543 1,613,501 7,597,318 5,807,868

12 - DEFERRED CHARGES
Deferred charges (parent company and consolidated) comprise pre-operating expenses for projects relating to steel mill
renovations, reforestation, research, development and reorganization.

13 - NATIONAL AND FOREIGN LOANS
Loans are summarized as follows:

Annual Company Consolidated
Charges (%) 2002 2001 2002 2001
SHORT TERM

Working capital 103nS (RS) ..o TR + 15.49% 150,298 865 156,581 932
Fixed assets loans (RS)..... 15.84% - - 5,148 -
Investment loans (RS) ...... IGPM + 12% - - - 333,780
Working capital loans (USS)....... 3.82% to 11.13% 434,509 12,745 2,198,350 1,087,990
Fixed assets loans and other (USS) .......cccooooeev.. 3.75% to 10.65% - - 11,299 20,732
Working capital [0ans (CANS) ...oo.ovveveeeer. 5.61% - - - 39,003
Working capital loans (CIpS) .... 2.40% to 5.88% - - 50,597 -

Waorking capital loans (ArS) . 10.80% - - 5,125
Fixed assets 10ans (ArS) ...o.covvveeveann. 8.44% - - 741 -
Short-term portion of long-term loans .............. 652,657 309,694 1,280,075 619,533
1,237,464 323,304 3,707,916 2,101,970
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Annual Company Consolidated

Charges (%) 2002 2001 2002 2001
LONG TERM
Working capital 10ans (RS) o.ovvovrvvverrieens 14.44% - - 72,642 31,875
Fixed assets loans and other (RS) .. . 9.44% 10 15.84% 484,143 419,292 695,971 546,586
Working capital loans (CdnS) .......... 4.25% - - 108,037 -
Fixed assets loans and other (USS) .......cco.ovvva.v. 3.75% to 10.65% 406,783 287,788 1,366,963 658,894
Working capital 10ans (USS) ...ovvorvveerees 3.82% to 11.13% 793,895 454,872 1,636,269 1,024,396
Investment loans (USS)....... 5.53% - - 199,308
Working capital loans (Clp$) . 2.40% to 5.88% - - 29,779 -
Fixed assets 10ans (CIPS) .o 5.80% - - 120,897
Working capital 10ans (ArS) ..o 10.80% - - 9 -
(-)ShOTE-tErM POTHION wevvveeeeeeeereee e (652,657) (309,694) (1,280,075) (619,533)
1,032,164 852,258 2,750,492 1,841,526
TOAl 0BNS ..o 2,269,628 1,175,562 6,458,408 3,943,496
Summary by currency:
Company Consolidated
2002 2001 2002 2001
Brazilian real (RS) ... 634,441 420,157 930,342 913,173
U.S. dollar (USS) ... A 1,635,187 755,405 5,212,881 2,991,320
Canadian dollar (CdnS) . - -

108,037 39,003
Chilean peso (CIPS) v - - 201,273 -
Argentine peso (ATS) ..o 5,875

2,269,628 1,175,562 6,458,408 3,943,496

Government Agency for Machinery and Equipment Financing (FINAME) loans are guaranteed by lien on the assets
acquired. Other loans are guaranteed by collateral signatures of controlling companies, on which the company pays a
remuneration of 1% p.a., calculated based on the guaranteed amount.

Eurobond contracts include covenants limiting the loans to four times the cash generation capacity (Earnings Before
Interest, Tax, Depreciation and Amortization (EBITDA)).

Under the agreement with the National Bank for Economic and Social Development (BNDES) to finance the acquisition of
interest in Acominas, loans are limited to five times EBITDA.

Prepayment transactions include covenants limiting the loans to four times EBITDA.

Subsidiaries Gerdau Ameristeel Cambridge Inc. and Gerdau Ameristeel MRM Special Sections Inc. have access to revolving
credit facilities totaling Cdn$ 73,000, equivalent to RS 163,454 on the balance sheet date, and with interest rates that
closely approximate market rates for prime customers of 4.15% p.a. .

Subsidiary Ameristeel Corporation has access to revolving credit facilities totaling USS 254,000, equivalent to RS 897,458
on the balance sheet date, with interest of 4.2% p.a.

At December 31, 2002, all the covenants mentioned above are in compliance with the requirements, being the penalty for
noncompliance the accelerated maturity of the finance agreement. Consolidated EBITDA is used for measuring purposes.

The schedule for payment of the long-term portion of loans is as follows:

Parent company Consolidated
486,531 1,218,122
218,624 894,109
202,280 263,354
20,309 123,420
2008 ettt 48,774 154,818
FN 100 55,646 96,669
1,032,164 2,750,492
14~ DEBENTURES
General Number
Issuer Meeting Issued Portfolio Maturity  Annual rate 2002 2001
05.27.82 48,000 30,747 06.01.2011 CDlI 55,427 46,967
06.10.83 42,000 42,000 02.28.2012 CDI - -
11.29.89 29,986 - 12.05.2005 TR + 8% - 18,832
07.14.82 22,800 14,487 07.01.2012 (DI 34,058 14,691
11.11.82 59,988 44,501 05.02.2013 CDlI 41,457 40,613
06.10.83 41,880 21,917 09.01.2014 DI 81,791 100,426
02.27.81 6,450 6,450 11.30.2015 CDI - -
11th - Aand B 06.29.90 50,000 45,600 06.01.2020 CDI 17,090 14,471
T3t 11.23.01 30,000 - 11.01.2008 DI+ 1% 310,099 -
Company 539,922 236,000
Seiva S.A. - Florestas
e Industrias ..................... 11.11.81 12,000 12,000 11.01.2015 variable - -
Gerdau Ameristeel Corp ... 04.23.97 125,000 - 04.30.2007 6.50% 198,063 -

Debentures held by
consolidated subsidiary
companies
Consolidated ...
(-) Short-term portion -
parent company and

(28,618) (12,726)
709,367 223,274

consolidated ................. - (4,683)
Consolidated long-
term portion ................. 709,367 218,591

GERDAU S.A.



At August 9, 2002, the company distributed the 13 issue of debentures, in the amount of RS 300,000, which have covenants
limiting the gross consolidated debt to four times the EBITDA, with penalty of accelerated maturity for noncompliance.

The debentures of Gerdau AmeriSteel Corporation are convertible into common shares, up to the maturity date of the
debentures.

From the outstanding debentures, the controlling shareholders hold, direct or indirectly, the amount of RS 91,375, at
December 31, 2002.

15 - FINANCIAL INSTRUMENTS

a) General comments - Gerdau S.A. and its subsidiaries enter into transactions involving financial instruments, which risks
are managed through strategy and systems to control exposure limits. All transactions are fully recognized in the books
and restricted to the instruments listed below:

- short-term investments - are recognized at their redemption value as of the balance sheet date and are commented on
and presented in Note 5;

- investments and loans between subsidiary and associated companies - are commented on and presented in Note 3d
and investment table (attached to the same note), respectively.

- loans - are commented on and presented in Note 13;

- debentures - are commented on and presented in Note 14.

- financial derivatives - in order to minimize the effects of fluctuations in foreign exchange rates on its liabilities, Gerdau
S.A. entered into swap transactions that were converted into Brazilian reais on the contract date and linked to changes in
the Interbank Deposit Rate (CDI). The subsidiary company Acominas also made swap transactions, subject to the CDI
variation. Swap contracts are listed below:

Company
Amount (US$
Contract date Type thousand) (DI portion Maturity
02.12 10 07.18.2007 ....coconv.. Eurobonds 130,000 84.5% to 103.70% 05.20.2004
03.30.2001 to 12.16.2002 ..... Import 31,949 24% to 100.00% 01.09.2003 to 10.04.2004
07.16 t0 07.18.2001 ............... Prepayment 38,115 85.44% t0 92.80% 03.01.2006
02.20 t0 08.06.2002 ............... Resolution 2770 124,000 26.63% to 34.31% 03.03.2004 to 06.20.2005
Advance on Export
08.26 10 12.30.2002 ............... Contracts (ACC) 140,669 -1.14% to 61.50% 01.24 t0 09.22.2003
0510 02.07.2002 ......ccvevvnne Investments 216,000 70.65% 10.29.2004
Consolidated
Amount (US$

Contract date Type thousand) CDI portion Maturity
05.06 to 05.08.2002 ............... Suppliers 85,000 97.00% to 100.00% 04.01 to 07.01.2004
02.12 10 07.18.2007 ....cocenve. Eurobonds 130,000 84.5% to 103.70% 05.20.2004
03.30.2001 to 12.16.2002 ..... Import 31,949 24% to 100.00% 01.09.2003 to 10.04.2004
05.07 t0 08.27.2002 ............... Prepayment 83,115  85.44% to 100.00% 02.03.2003 to 03.01.2006
02.20 to 08.06.2002 ... Resolution 2770 124,000 26.63% t0 34.31% 03.03.2004 to 06.20.2005
08.23 10 12.30.2002 ............... ACC 300,539  -20.30% to 61.50% 01.10.2003 to 07.28.2004
0510 02.07.2002 ......c.ceeennee. Investments 216,000 70.65% 10.29.2004

b) Market value - the market value of financial instruments are as follows:
Company
2002 2001
Book value  Market value Book value  Market value
Short-term investments .......co.covoovoevoeeeeeeeeeeeeee. 327,087 327,087 177,227 177,227
Credits on swap transactions .. 38,647 38,647 - -
Eurobonds ......co.coooovvei. . 307,429 377,501 291,386 294,111
IMPOrtation 03NS ......oveveveeeeeeeee e 406,784 399,162 251,388 251,388
Prepayment 108N ........ovvrvceereeeees s 133,194 138,046 137,337 137,337
Working capital loans 1,378,702 1,349,230 468,482 468,482
Other loans ............ . 43,519 43,519 26,969 26,969
DEDENTUMS ..o 539,922 539,922 236,000 236,000
INVESTMENTS oo 4,410,913 4,410,913 1,759,939 1,759,939
Related companies (assets) ... 8,825 8,825 33,595 33,595
Related companies (liabilities) 1,048,425 1,048,425 - -
Consolidated
2002 2001
Book value  Market value Book value  Market value
Short-term iNvestmMents ... 1,359,288 1,359,288 1,005,700 1,005,700
Credits on swap transactions .. . 38,647 38,647 - -
Eurobonds ..o . 17,376 36,432 65,044 73,428
Importation loans .. . 406,784 399,162 264,328 264,328
Prepayment loans ..... . 905,915 855,763 137,337 137,337
Working capital l0ans .......cccoocovvovrvoreirersees 4,257,380 4,227,907 2,184,196 2,184,196
ORET 08NS .o 870,953 870,953 1,292,591 1,292,591
Debentures ... . 709,367 709,367 223,274 223,274
INVESTMENTS .o 916,234 916,234 310,595 310,595
Related companies (3SStS) ......ocovvvrvrrerreririeeian, 7,585 7,585 28,093 28,093

The market value of Eurobonds was obtained using the quotation of the securities in the secondary market.

The market value of swap transactions was obtained based on projections of future income or expense for each contract,
which were calculated based on the present value of forward US dollar + coupon (assets) and forward CDI (liabilities)
using the projected future (DI rate for each maturity. Swap transactions related to loan contracts are classified together
with the transactions which have originated them. Contracts not linked to such loans have been recorded at their market
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value under the heading Credits on swap transactions, in long-term receivables, with a counterpart to financial income.
The Company believes that the amounts of other financial instruments which were accounted for at their net contracted
value are substantially similar to those that would be obtained if they were negotiated in the market. However, because
the markets for these instruments are not active, differences could exist if it was decided to be settled in advance.

¢) Risk factors that could affect company businesses

Risk of price of goods: this risk is related to the possibility of fluctuations in the prices of products sold or in the prices of
raw materials and other input materials used in the production process. Because it operates in the commaodities market,
sales and cost of goods sold could be affected by changes in international prices. To minimize this risk, price fluctuations
are constantly monitored in the domestic and international markets.

Interest rate risk: this risk arises as a result of the possibility of losses (or gains) due to fluctuations in interest rates applied
to company assets (invested) and liabilities assumed in the market. In order to minimize possible impacts resulting from
interest rate fluctuations, the policy is to use variable rates (such as LIBOR and CDI) and periodically renegotiate contracts
to adjust them to the market. It is not the policy to contract hedges in order to protect against interest rate fluctuations.
Exchange rate risk: this risk is related to the possibility of fluctuations in foreign exchange rates affecting financial
expenses (or income) and the liability (or asset) balance of contracts denominated in a foreign currency. In order to hedge
these fluctuations, a policy of contracting swap operations as stated in item “3” above is adopted.

Credit risk: this arises from the possibility that the Company might not receive amounts from sales transactions or deposits
with financial institutions involving financial investment transactions. In order to mitigate this risk, detailed analyses of the
financial position of customers are made, credit limits established, and balances constantly monitored. With regard to
financial investments, they are made only in institutions that have been assigned a low credit risk by rating agencies.
Furthermore, each institution has a maximum limit for investment determined by the credit committee.

16 - TAXES AND SOCIAL CONTRIBUTIONS PAYABLE

Company Consolidated
2002 2001 2002 2001
Income tax withheld ... 24,889 10,890 32,383 11,348
Income tax and social contribution on net
INCOME .o 31,825 19,291 38,749 20,463
Social contribution on sales revenue . 10,770 8,922 13,589 9,249
Social charges on payroll .................... . 18,705 16,303 37,077 17,080
Tax on sales and services (ICMS) w......cocovvvvrenne. 13,736 12,931 14,352 16,386
Industrialized Products Tax (IP1) .....ccoooorvoriverrinn. 1,890 1,768 2,306 1,809
ORI e 8,296 12,386 28,733 12,124
110,111 82,491 167,189 88,459

17 - TAX RECOVERY PROGRAM (REFIS)

0n December 6, 2000, the company enrolled in the REFIS, to pay PIS and COFINS in installments. The balances of these tax
debts are recorded under taxes and contributions, in current liabilities, and under accounts payable in long-term liabilities.
The balances of renegotiated taxes, which payment has been divided into 60 installments, of which 34 installments are
falling due and restated by the TJLP rate variation, are as follows, at December 31, 2002:

Company and consolidated

2002 2001
Principal Interest Total Principal Interest Total
Social Integration Program

(PIS) oo 14,004 11,651 25,655 28,224 5,252 33,476

Social Contribution on Revenues
(COFINS) oo 3,325 2,766 6,091 6,568 1,379 7,947
TOtal oo 17,329 14,417 31,746 34,792 6,631 41,423
Short term ...o.ovveveeeeee 7,170 5,966 13,136 10,183 1,941 12,124
Long term 10,159 8,451 18,610 24,609 4,690 29,299
TOtal o 17,329 14,417 31,746 34,792 6,631 41,423

Taxes, contributions and other liabilities are paid timely, which is a basic requirement to remain enrolled in the REFIS
program.

To quarantee this installment payment program, the land and buildings of the Usina de Acos Especiais Piratini Unit located
in the city of Charqueadas, state of Rio Grande do Sul, amounting to RS 78,494 thousand were pledged.

The total tax credits of income tax and social contribution on third-party net income offset including fines and interest due
to the consolidation of the REFIS debts, at December 6, 2000, totaled RS 57,040, of which RS 4,351 were paid. The own
tax credits were not used.

18 - RESERVE FOR CONTINGENCIES
The companies are parties in labor, civil, and tax law suits. The tax procedings relate to certain taxes and contributions.
Based on the opinion of the legal advisors, management believes that the provision is sufficient to cover probable losses

and is reasonably estimated based on unfavorable court decisions and that final decisions would not have significant
effects on the financial position as of December 31, 2002.
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Company Consolidated

2002 2001 2002 2001
TaxX CONTINGENCIES ..o 81,327 90,080 102,708 99,184
L3abor cONtiNGENTIES ..o, 14,203 14,203 25,319 23,884
Civil contingencies. - 381 45,416 6,612
TOMAL oo 95,530 104,664 173,443 129,680

Of the total provision balance, RS 50,456 (RS 50,457 - consolidated) refer to contingency of compulsory loans to
Eletrobrds, which constitutionality is being questioned by the Company. In March 1995, the Federal Supreme Court judged
one of the proceedings against the Company. Subsequently, other proceedings also had unfavorable outcomes. The
remaining law suits are pending of decision, but the outcomes can already be expected due to the previous decisions.
The Company established a provision related to “compulsory loans”, taking into consideration that, although the payment
to Eletrobrds be made as loan: (i) an unfavorable judicial decision would result in a negative equity effect; (i) the
reimbursement to the Company would probably be in the form of shares of Eletrobrds; and (iii) based on the current
available information, the shares of Eletrobrds will value less than 5% of the amount that would be received if the
payment was made in cash.

Also included in the provision, are RS 7,149 (RS 7,206 in consolidated) related to the discussion of FINSOCIAL, and the
most part of the proceedings are in the Superior Courts; RS 932 (RS 11,044 - consolidated) relating to amounts of Value
Added Tax on Sales and Services (ICMS), being the most part of them in progress in the Court of Justice; RS 2,974
(RS 3,142 - consolidated) relating to social contribution on net income, which most part of the proceedings are in the
Superior Courts; RS 7,176 (company and consolidated) relating to Provisional Contribution on Financial Activities (CPMF),
in the TRF of the 4th Region; RS 16,698 (company and consolidated) relating to income tax under discussion in the
administrative levels, RS 12,107 (RS 19,964 - consolidated) on the National Institute of Social Security (INSS), judicial
discussion in progress in the 1st instance of the Federal Justice of the State of Rio de Janeiro; RS 1,831 (RS 2,384 -
consolidated) relating to amounts of contributions to the Social Integration Program (PIS) and RS 6,899 (RS 7,293 -
consolidated) on Social Contribution on Revenues (COFINS), in the TRF of the 2nd Region; and RS 1,175 (RS 3,575 -
consolidated) relating to other tax proceedings. Management believes that these proceedings will not be all concluded
before a period of two years. Among these contingencies, management understands that the CPMF subject will probably
have an unfavorable decision, while there is a possible probability that the other contingencies will occur.

The Company is also party in law suits related to labor, for which, at December 31, 2002, it was set up a provision of
RS 14,203 (RS 25,319 - consolidated) relating to such contingencies. None of these lawsuits refers to individually
significant values, and the discussion mainly involve claims of additional hours, health hazards and risk premium, among
others.

In addition to these contingencies, the Company is also party, in the consolidated, in lawsuits arising from the normal
course of its operations, of civil nature, and recorded, at December 31, 2002, RS 45,416 as contingent liability relating to
this subject. Management classifies, based on the opinion of its legal advisors, as possible the probability of occurrence of
these contingencies.

The judicial deposits in court, which represent restrict assets of the Company, are related to amounts paid to in court and
maintained until the final decision of these lawsuits. The balance of these credits, at December 31, 2002, is RS 26,070
in company and RS 26,231 in consolidated, and is classified as an account to reduce the provision for contingencies
recorded.

Management believes, based on the opinion of its legal advisors, that the possibility of unfavorable outcomes arising
from other contingencies affect the result of operations or the consolidated financial position of the Company is remote,
and the balance of these contingencies, at December 31, 2002, totaled RS 41,077.

19 - SHAREHOLDERS EQUITY

a) Capital - authorized capital, at December 31, 2002 and 2001, is comprised by 240,000,000,000 common shares and
480,000,000,000 preferred shares, with no nominal value, according to changes approved at the Extraordinary General
Meeting held on April 28, 2000.

At December 31, 2002, it is subscribed and paid up 39,590,941,783 common shares (39,382,020,386 at December 31,
2001) and 74,527,528,780 preferred shares (74,109,685,986 at December 31, 2001), totaling RS 1,335,120 (RS 1,320,133
at December 31, 2001). The preferred shares do not have voting rights e cannot be redeemed, but have the same
conditions when compared to the common shares considering profit sharing.

At June 5, 2002, BNDES Participacoes S.A. - BNDESPAR converted 29,986 debentures of the 52 issue of Gerdau S.A. into
shares of the Company. Due to this operation, the 5?2 issue of debentures was totally settled and the capital was
increased by RS 14,987, with the issuance of 626,764,191 shares.

b) Interest on capital - the Company calculated interest on capital according to the terms established by Law 9249/95.
The corresponding amount was recorded as financial expenses for tax purposes. For presentation purposes, this amount
was presented as dividends, not affecting the income statement. The amount of interest on capital (RS 265,896) was
credited to the shareholders to replace the statutory dividend (30%), demonstrated as follows:

2002 2001
Net iNCOME fOF TN YEAM .....v.iviieiec e 798,688 464,006
Realization of unrealized profit reserve on equity pick up . - 20,455
Prior-year adjustment ..o . 4,533 -
Constitution of legal reserve . (40,161) (23,201)
AJJUSTEA NETINCOME ..o 763,060 461,260
Interest on capital = 15t SiX-MONth PEMIOT .......oveiiice e 79,883 48,119
Interest on capital = 2nd SiX-MONt PO ..o 186,013 116,067
INEETEST ON CAPITAN ..o 265,896 164,186
% of Paid Or Credited INTETEST ... 35% 36%
Per thousand common shares - 1st six-month period - RS 0.7000 0.3980
Per thousand preferred shares - 1st six-month period - RS 0.7000 0.4378
Per thousand common shares - 2nd six-month period - RS 1.6300 0.9600
Per thousand preferred shares - 2nd six-month period = RS ........ccoovoorvvoorvcoerioecees 1.6300 1.0560
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The remaining income for the year was used to the constitution of statutory reserve for investments and working capital
according to the bylaws.
Management will propose the capitalization of the amount of income reserves exceeding the capital amount.

20 - STATUTORY PROFIT SHARING
The management’s profit sharing is limited to 10% of corporate net income for the year, after income tax and the amount
discounted.

21 - GUARANTEES GRANTED

Company is the guarantor of the joint subsidiary Dona Francisca Energética S.A., for loan agreements, in the total amount
of RS 116,878, by the percentage corresponding to 51.82% granted as guarantee. The Company is also the guarantor of
the vendor operations of the associated company Banco Gerdau S.A., in the total amount of RS 49,079, at December 31,
2002, and of the credit agreement operations of the subsidiary GTL Trade Finance Inc., in the amount of USS 25,000,
equivalent to RS 88,332 on the balance sheet date.

22 - POST-RETIREMENT BENEFITS

a) Pension plan - defined benefit

The Company and other Group subsidiaries in Brazil are the co-sponsors of defined benefit pension plans that cover almost
all employees in Brazil (Gerdau Plan and Acominas Plan). Also, the Canadian and American subsidiaries sponsor defined
benefit plans (Canadian Plan and American Plan) that cover almost all their employees. In addition to the pension plan, the
American Plan establishes specific health benefits for retired employees, as long as they retire after a certain age and after
completing a specific number of years of service. The American subsidiary has the right to modify or eliminate these
benefits. Contributions are based on amounts determined on an actuarial basis.

The Gerdau Plan is managed by Gerdau - Sociedade de Previdéncia Privada, an entity created by the Gerdau Group for this
purpose. The assets of the Gerdau Plan consist of investments in bank deposit certificates, securities and mutual
investment funds. The Acominas Plan is administered by Fundacdo Acominas de Seguridade Social (Acos), a private
pension fund created for this specific purpose by Acominas. The Canadian and American plans are managed by Royal
Trust/Great West Life and Wells Fargo, respectively. The total cost of this pension plan was RS 1,621 in 2002 and RS 2,374
in 20071 for Company and RS 39,647 in 2002 and RS 18,003 in 2001 for consolidated.

Current expenses of the defined pension plan are as follows:

Company Consolidated
2002 2001 2002 2001
Current Service CoSt ..o 5,222 - 38,086 11,374
INTErest COSt . 12,157 - 97,323 25,203
Return on plan assets ............... . (12,924) - (114,659) (28,307)
Amortization of prior service oSt .........cccccoorvnee. - - 867 400
Amortization of (qain) 1055 .......c.ccoovervirrierreerin - - (862) 21
Estimated contribution of participants ....... - - (3,576) -
Amortization of unrecognized transitory liabilitie - - 507 (81)
Net cost of pension plan .......c.cccoccoevevrerrrcerin 4,455 - 17,686 8,610
The reconciliation of assets and liabilities of the plans is presented below:
Company Consolidated
2002 2001 2002 2001
TOtal aDIIES oo (141,739) (125,833) (1,554,265) (785,920)
Fair value of plan assets .......c.ccccovvvvvvvorrcveei. 149,865 132,676 1,381,200 816,002
Asset (liability) balance ........c.cccocovvvorvcericesice 8,126 6,843 (173,065) 30,082
Unrecognized gains or (losses) (4,416) - 119,100 42,875
Prior service CoSt ........co......... - - 9,061 (515)
Other ..o - - 6,014 (477)
Total assets (1iabilities), NEt woooooocceevvererrecereceeee 3,710 6,343 (38,890) 71,965
ACtUBMAl ASSES .o 3,710 6,843 174,917 105,012
Pension plan liabilities recognized in the balance
1T LU - - (347,982) (33,047)
Assets (liabilities), net 3,710 6,843 (173,065) 71,965
Changes in plan assets and actuarial liabilities were as follows:
Company Consolidated
2002 2001 2002 2001
Change in benefit obligation
Benefit obligation at the beginning of the period 125,833 - 785,920 339,060
ACQUISTTIONS <. - - 369,905 -
Foreign exchange effect on foreign companies .. - - 233,760 -
SEIVICE COSE oo 5,222 - 35,694 11,374
INTETEST COST .o 12,157 - 89,344 25,203
Participants’ contributions .........ccoocooeerioriivecins - - 1,879 -
Actuarial 1055 (Qain) ..o 617 - 78,897 19,904
Payment of benefits ..., (2,090) - (48,670) (16,881)
Adjustment of initial liability recognition.............. - 125,833 7,536 407,260
Benefit obligation at the end of the period ........ 141,739 125,833 1,554,265 785,920
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Company Consolidated
2002 2001 2002 2001
Change in plan assets

Fair value of plan assets at the beginning
of the period ..o, 132,676 816,002 323,730
ACQUISITIONS .o - 281,350 -
Foreign exchange effect of foreign companies ... - 164,386 -
Return on plan 3SSets ..., 17,957 116,196 (2,619)
Sponsors’ contributions ... 1,322 46,684 4,236
Participants’ contributions ... - 5,252 -
Payment of benefits .................... (2,090) - (48,670) (16,881)
Adjustment of initial asset recognition ................ - 132,676 507,536
Fair value of plan assets at the end of the period 149,865 132,676 1,381,200 816,002

The table below shows a summary of the assumptions made to calculate and record the defined benefit plan for both

parent company and consolidated:

Acominas plan

North America plan

Gerdau plan
Average discOUNt 1ate ......oovvvvervreeen. 10.25%
Rate of increase of remuneration ...........cc.cc......... 9.20%
Expected rate of return on assets ...........cco....... 10.25%
Mortality chart ........ccccooovvvvrien, GAM 1971
Disabled mortality chart RRB 1944

b) Pension plan - defined contribution

10.24%
7.75%
10.24%
AT-49
IAPB-55

6.50%

4.25%

7.50% to 8.00%
GAM 83

GAM 83

The parent company is also the co-sponsor of a defined contribution pension plan administered by Gerdau - Sociedade de
Previdéncia Privada. Contributions are based on a percentage of the compensation of employees.

The foreign subsidiary company AmeriSteel Corporation has a defined contribution plan, which contributions correspond to
50% of the amount paid by the participants, limited to 4% of the salary. The other companies do not have this pension

plan mode.

The total cost of this mode was RS 1,851 in 2002 and RS 1,492 in 2001 for Company and RS 37,336 in 2002 and RS 1,536

in 2001 for consolidated.
¢) Retirement and termination benefits

The Company estimates that the amount payable, due to employees’ retirement or termination benefits, totaled RS 9,689
(company and consolidated) at December 31, 2002 (RS 13,331 in 2001 - company and consolidated).
Taking all types of benefits granted to employees into consideration, the position of assets and liabilities was as follows as

of December 31, 2002:

Pension plan liabilities - defined benefit...............
Retirement and termination benefits payabl

Total liabilities
Unrecognized actuarial assets

Company Consolidated

2002 2001 2002 2001
- - 347,982 33,047
9,689 13,331 9,689 13,331
9,689 13,331 357,671 46,378
3,710 6,843 174,917 105,012

23 - INFORMATION BY GEOGRAPHIC AREA AND BUSINESS SEGMENT

Geographic area

Consolidated

Brazil South America (*) North America
2002 2001 2002 2001 2002 2001
Gross sales revenue ................... 6,566,650 4,531,284 529,599 331,177 4,047,711 2,221,140
Net sales revenue ... 5,247,913 3,557,515 400,468 271,169 3,513,331 2,059,719
COSt OF S3IES wovvvvovvreeeeeeeeeeeer. (3,141,725)  (2,237,802)  (275,140) (197,605)  (3,122,128) (1,799,739)
Gross Profit ..o, 2,106,188 1,319,713 125,328 73,564 391,203 259,980
Sales expenses ... (284,142)  (225,800) (8,708) (14,503) (44,739)  (24,387)
Net financial income ................... (941,570) (322,219) (69,518) (54,047) (72,557)  (123,629)
General and administrative
EXPENSES oo (437,851)  (324,167) (30,404) (16,684) (196,530)  (128,794)
Operating iNCOMe ........ccccvvurunnn. 810,826 603,869 49,426 (11,112) 101,226 (19,359)
Net income for the year ............ 679,088 511,990 33,561 3,121 105,289 31,184
EBITDA (™) oo 1,674,807 1,002,036 109,968 58,616 347,341 249,308

(*) Do not include Brazilian operations.

(") Income before financial expenses, income tax and social contribution, and depreciation and amortization.

Gross sales revenue by market Company Consolidated
2002 2001 2002 2001

DomMestic MArket ........ccoovoeveveeeeeeeeeee 4,703,617 3,689,687 5,310,087 4,008,146
Foreign market ...... 389,490 258,186 1,256,563 523,138
Foreign Companies ........ccceeeeveeereeeeens - - 4,577,310 2,552,317
5,093,107 3,947,873 11,143,960 7,083,601

Gross sales revenue by business segment Company Consolidated
2002 2001 2002 2001

INAUSETY oo 2,434,505 1,887,083 5,424,288 3,447,921
Civil construction 2,113,639 1,638,367 5,012,936 3,186,447
OMNOT e 544,963 422,423 706,736 449,233
5,093,107 3,947,873 11,143,960 7,083,601
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Investments in Subsidiaries and Related Companies

(Amounts expressed in thousands of reais)

a) INVESTMENT BALANCES

Attachment to Note 3d

Company
2002 2001
Depésit for
Provision  future capital
Investment  for losses increase  Goodwill Total Total
Subsidiary companies:
Gerdau Internacional
Empreendimentos Ltda. (* 2.552.311 646.101 3.198.412  1.038.291
Gerdau Participacoes Ltda. (*7)........... 529.284 441.948 971.232 520.594
Armafer Servicos de Construcdo Ltda. 182.651 - 7.100 189.751 168.742
Dona Francisca Energética S.A. .......... (7.891) 6.736 24.390 23.235 14.531
Seiva S.A. - Florestas e Industrias ...... 6.826 - - 6.826 -
OtNer oo 2.542 - 1.635 4177 4.000
4.393.633 1.746.158
Other investMments ..o 17.280 13.781
4.410.913 1.759.939
(") Company holding investments in foreign companies
(") Company investing in Acominas
Consolidated
2002 2001
Goodwill
Investment  (negative goodwill) Total Total
AmeriSteel COrporation ........co.coovoevvervoriinriierinnn 365.520 365.520 276.134
Gerdau AmeriSteel Corporation .. - 105.826 105.826 -
Gallatin Steel €O ovovvvrve. 385.568 385.568 -
MRS LOGISTICA S.A. i 4.772 - 4.772 4.050
Dona Francisca Energética S.A. ..o, - 24.390 24.390 14.531
Joint Venture Account 10.152 - 10.152 9.567
Other INVeStMeNtS .......cocoovevveeeeeeeeeeee 13.910 6.096 20.006 6.313
916.234 310.595
b) INFORMATION ON INVESTMENTS
Company - 2002
Shareholders’ Net Equity in  Percentage of Quotas Shares
Capital equity  income the earnings ownership held Held
Subsidiary companies:
Gerdau Internacional
Empreendimentos
Ltda. v 1.505.996 2.556.652  409.296 411.977 99,83% 1.503.439.672
Seiva S.A. - Florestas
e Industrias ......... 74.280 144.594 17.307 3.676 4,72% 450.000
Gerdau Participacoes
Ltda. e 422.266 588.245 40.541 36.738 89,98%  379.941.045
Dona Francisca
Energética S.A.() .. 66.600 (15.226) (166.251) (309) 51,820 345.109.212
Armafer Servicos de
Construcdo Ltda. ... 146.756 182.651 (6.152) (6.152) 100,00%  146.756.269
other (**) oo, - - (52.783) - -
393.147

(*) At December 24, 2002, due to the acquisition of 30% of the investee's capital, Gerdau S.A. made an adjustment of RS
(17,724), equivalent to the already existing interest of 21.82%, being the effect recognized in non-operating income. The
equity in the earnings represents the interest of 51.82% on investee's income for the year ended December 2002.

(") The net equity in “Other” refers, basically, to the subsidiary company Sociedad Industrial Puntana S.A. - SIPSA, which

share control was transferred in the first quarter of this year.
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) COMPOSITION OF LOAN BALANCES

Company Balance

2002 2001 2002 2001
Assets
Gerdau FOUNdaLioN ........oocvriioieee 7.925 7.652 7.867 7.815
SIPAI ACETOS S.A. . 12.366 - 7.636 -
Grupo Gerdau Empreendimentos Ltda. e outros . (4.894) 27.107 (7.918) 20.278
Seiva S.A. - Florestas e INdUStrias .......c.cccocovven.nn (264) (1.626) - -
Armafer Servicos de Construcao Ltda. ............... (2.786) 1.601
Florestal Rio Largo Ltda. .......ccocovvveevvrrvericrs (3.522) (1.139) - -
TOLAl SSELS .o 8.825 33.595 7.585 28.093
Liabilities
GTL Equity Investments COMp. ... (88.064)
GTL FINANCIAl COMP. ovooveeseees e (960.361)
Total liabilities ... (1.048.425)
Financial income (eXPenses) ........coocrrrrrnices (203.403) 4.694 (394) 5.978

The loan contracts between Brazilian companies are restated by the weighted average rate of funds obtained in the
market. The contracts with foreign companies are restated by charges (LIBOR + 3% p.a) plus foreign exchange variation.
Due to the combination of operations between Co-Steel Inc. and the North America Gerdau companies, the company
raised financings which were borrowed by subsidiary companies in Canada, due to the acquisition of Ameristeel Corp., in
the amount of USS 266 million, equivalent, at December 31, 2002, to RS 960 million. The assumption of debt was made
in the form of capitalization of the holding resulting from this combination.

d) COMMERCIAL OPERATIONS

Company - 2002 Company - 2001
Purchases/  Accounts  Accounts Purchases/  Accounts  Accounts
Sales  expenses receivable  payable Sales expenses receivable  payable
Armafer Servicos de
Construgdo Ltda. ...... 71 - 12 - 12
Aco Minas Gerais S.A. -
ACOMINGS ..o 5.246 146.031 689 7.312 137 113.328 - 7.351
Sociedad Industrial
Puntana S.A. - SIPSA . - - - 592 - 29
Gerdau Laisa S.A. ........ 1.579 - 194 - 4.689 - 632
Gerdau Aza SA. .......... 3.247 - 49 - 3.639 - 398
Sipar Aceros S.A. ......... 12.903 - 9.254 - 19.015 - 4.026
Grupo Gerdau Empreen-
dimentos Ltda.(*) .... - 600 - - - 600
Indac - Ind. Adm. e
Comeércio S.A.(*%) ... - 7.096 - - - 11.686

The purchase and sales transactions of inputs and products are made under the conditions and terms similar to the
transactions with unrelated parties.

(") Payments for the use of the trademark Gerdau.

(") Payments for financing quarantees.

The accompanying notes are an integral part of these financial statements.
(A free translation of the original report in Portuguese prepared in conformity with accounting practices adopted in Brazil)

Il GerOAUSA.
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Report of Independent Accountants

GERDAU S.A.

To the Board of Directors and Shareholders
Gerdau S.A.

1. We have audited the accompanying balance sheets of Gerdau S.A. and the consolidated balance sheets of Ger-
dau S.A. and subsidiary Companies as of December 31, 2002 and the related statements of income, of changes in
shareholders” equity and of changes in financial position of Gerdau S.A. and the consolidated statements of inco-
me and of changes in financial position for the year then ended. These financial statements are the responsibility
of Company management. Our responsibility is to express an opinion on these financial statements.

2. We conducted our audits in accordance with Brazilian approved auditing standards which require that we per-
form the audits to obtain reasonable assurance about whether the financial statements are fairly presented in all
material respects. Accordingly, our work included, among other procedures: (a) planning our audits taking into
consideration the significance of balances, the volume of transactions and the accounting and internal control
systems of the Company and subsidiary companies, (b) examining, on a test basis, evidence and records suppor-
ting the amounts and disclosures in the financial statements and (c) assessing the accounting principles used and
significant estimates made by management of the Company and subsidiary companies, as well as evaluating the
overall financial statement presentation.

3. In our opinion, the financial statements referred to in the first paragraph above present fairly, in all material
respects, the financial position of Gerdau S.A. and of Gerdau S.A. and subsidiary companies at December 31, 2002
and the results of its operations, the changes in shareholders” equity and the changes in financial position of Ger-
dau S.A. for the year then ended, as well as the consolidated results of its operations and the changes in its fi-
nancial position for the year then ended, in conformity with accounting practices adopted in Brazil.

4. We conducted our audits in order to issue an opinion on the financial statements referred to in the first para-
graph. The statement of cash flow, presented to provide supplementary information of Gerdau S.A. and of Gerdau
S.A. and subsidiary companies, is not required as an integral part of the financial statements. Such statement of
cash flow was subject to the auditing procedures described in the second paragraph and, in our opinion, is fairly
presented in all its significant aspects in relation to the financial statements taken as a whole.

5. The audit of the financial statements for the year ended December 31, 2001, presented for comparison pur-

poses, was conducted by other independent accountants, whao issued an unqualified opinion dated January 28,
2002.

February 18, 2003

PRICEAWATERHOUSE(COPERS Carlos Alberto de Sousa
Auditores Independentes Parther
(RC 25P000160/0-5 "S" RJ Accountant - CRC 1RJ 056561/0 -7



Board of Auditors

The Board of Auditors of Gerdau S.A., in their legal and statutory attributions, in accordance with section 163 of
law 6.404/76, have audited the individual (Company) and consolidated management report, and the related
balance sheet, statements of income, changes in shareholders” equity, changes in financial position for the years
ended in December 31st, 2002 and 2001, as well as the distribution of interest on capital, and based on the
report of PricewaterhouseCoopers Independent Auditors, concludes that these financial statements present fairly
the individual and consolidated financial position of the Company in accordance with accounting practices
established by the Brazilian corporate law.

Rio de Janeiro, February 24th, 2003.

PETER WILM ROSENFELD
JOSE ANTONIO CRUZ DE MODENA

ALBERTO MONTEIRO DE QUEIROZ NETTO
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