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USIMINAS
Site Visit Ipatinga: There was a stone in the middle of the road

(i) We believe that the company should still capture efficiency gains and lower
COGS/t, but we understand that the cost reduction will be far from the level
projected by consensus, as we have already mentioned throughout our coverage
of Usiminas during the whole year. While we recognize the company's efforts, we
prefer to give more weight to the challenging macroeconomic and sector
environment with (ii) an unfavorable outlook for the steel market given the
projected increase in the SELIC rate; (iii) iron ore prices still under pressure and
risks associated with the mining division (MUSA). In addition, we see the (iii)
increase in the USD/BRL exchange rate to historic levels as almost structural,
given the fiscal framework in Brazil, and this puts pressure on the company's cost
base and creates a dilutive character in the efficiencies brought by the gain in
productive scale after the ramp-up of BF3. (iv) We recognize that the company is
discounted, trading at an EV/EBITDA 25E of 3.5x (vs. 5x historical average).
However, we believe that the discount is reasonable due to the lack of interest
from investors in forming a long position in the face of the difficulties affecting the
flat segment in Brazil with competition from imported steel, as well as the three
points we mentioned in the excerpt above. (v) Therefore, the event and the
conversation with management did not indicate any new information from a
micro point of view that would significantly alter our thinking about the
difficulties the company is facing, especially from a macro perspective. We
therefore reiterate our NEUTRAL rating, with a 12M Target Price of R$6.50,
reflecting an upside of +6.20%.

Last week we took part in a visit to Usiminas' main plant in Ipatinga (MG),
accompanied by other sell-side firms, followed by a conversation with the CEO, Mr.
Marcelo Chara, and the CFO, Mr. Tiago Rodrigues, who highlighted the company's
prospects for the future.

Visit to Ipatinga and meeting with management

BF3: Positive signs. The expectations with the cost reduction following the
refurbishment of Blast Furnace 3 (BF3), completed in November 2023 after a CAPEX
outlay of ~R$600mn, resulted in a -23% drop in the shares after the release of the
2Q24 results. As we commented on in our report at the time, this performance was
pressured by (i) increased costs with the purchase of third-party slabs, (ii) and the
lag effect in the recovery of operational efficiency in BF3.

After the visit, we assess that this scenario will be overcome in the coming quarters,
with the company better positioned to capture productivity gains. To date,
Usiminas has already achieved improvements of ~22% in productivity and ~8% in
fuel efficiency with the reform. And, according to the company's technical staff, the
full potential of BF3 has not yet been reached, improvements are still underway.
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Fuel rate and coke rate enabling efficiency gains. Usiminas plans to reduce the
use of fuel per ton of pig iron (fuel rate) to ~500kg/t compared to the current
~520kg/t (vs. ~600kg/t before the reform), achieving efficiency levels comparable to
the most advanced blast furnaces in the world. The company is investing in the
exchange of professionals with experience in high-performance blast furnaces and
in the development of advanced technologies, using global benchmarks from
Ternium's operations. In addition, Usiminas has been replacing part of the coke
used as fuel with PCl (Pulverized Coal Injection) and is moving ahead with the
construction of a new PCl plant, scheduled for completion in 2025. PCI is around
58% cheaper than coke, which more than offsets the need for 12% more PCI for the
same amount of coke.

In addition, the refurbishment of Coke Plant 2, scheduled for completion in 2H26,
will increase coke self-sufficiency from 30% to ~45%, which would benefit costs,
improve logistics and operational reliability. Coke plant 3, which would guarantee
100% self-sufficiency, remains deactivated, with no plans to reactivate it.

Although demand has improved, we are more skeptical about 2025. Demand is
mostly directed at the domestic market, which accounts for +90% of sales, with a
share focused on the (i) automotive (~25%); (ii) industrial (~37%) and (iii)
distribution (~25%) segments. Although the shipments expansion in 3Q24 was
notable, we expect a deterioration in the automotive sector in 2025, with a greater
impact on heavy-duty vehicles, due to the yield interest curve in Brazil and the
higher USD/BRL exchange rate, amid the turbulent macroeconomic scenario, which
will also impact the industrial segment.

In addition, the narrowing of the market share in the face of the influx of lower cost
imported steel, mainly from China, competes directly with Usiminas in the flat
segment. This isn't necessarily a new problem, but the point is that we see less
chance of this situation equalizing in the short term, with discussions with the
government about tariff barriers moving at a slower pace than the Brazilian steel
industry needs. In contrast to our thinking, management has signaled that it
expects the government to adopt stricter anti-dumping measures in 2025 that
would protect local mills from predatory competition. If implemented, these
measures could unlock some value for Usiminas.

Our assessment is that MUSA presents more risks than opportunities. Usiminas'
mining unit (MUSA), made up of three deposits in the Serra Azul region (MG), has
estimated reserves until 2030. The Compact Project, which would enable the
extension of exploration, is pending approval for environmental licensing. If
approved, the project would add ~12Mtpy of iron ore (pellet feed and sinter feed),
extending operations to ~2050. The estimated CAPEX to make it viable is
~US$1.5bn, and the company has signaled uncertainties about the means to raise
this funding. We consider this scenario to be a relevant downside risk in both
directions: (i) if the project is not approved, there is a risk that Usiminas will lose its
main iron ore extraction capacity from 2030 onwards, since, as far as has been
disclosed, there are no other reserve alternatives in sight
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(ii) if approved, the project will require a high capex outlay of US$1.5bn, in addition
to implying a higher C1. In addition, (iii) the global commodity market remains
challenging, with prices depressed on the 62% Fe curve and no signs of recovery.
These factors jeopardize the profitability of the segment, which, in our opinion,
presents more risks than opportunities.

Our Take on Usiminas

The company admits that it is not prepared to be competitive with this level o
FX rate. Around 60% of Usiminas' costs are pegged to the dollar, due to the
purchase of inputs such as iron ore, coal, coke and slabs from third parties, which
exposes the company to the volatility of the USD/BRL exchange rate. According to
the management, this percentage should remain stable over the next four quarters.
Thus, the acceleration of the USD/BRL exchange rate to ~R$6.00, reaching a level
never seen in history, reinforces our caution in relation to the company. During the
3Q24 conference call, Usiminas pointed out that an exchange rate above R$5.72
already puts significant pressure on costs. We believe that companies with
revenues pegged to the USD and with a more export-oriented bias offer a more
strategic investment profile at this time.

Ternium reinforces commitment to Usiminas' competitiveness and
governance. During the event, the management’s speech reflected a positive
feeling of a change of course with the strong commitment of Ternium to the
operation of Usiminas since it took control in 2023. We reinforce that in fact,
Ternium has brought in efficiency benchmarks based on its global operations and
implemented better governance practices. In addition, it has also set ambitious
targets, including achieving EBITDA margins of 15% (vs. ~5.6% currently) and
reducing carbon emissions by 15% by 2030, based on 2023 levels. However,
Usiminas has not indicated clear paths to achieve these targets, and this should
continue to weigh on investors' decision not to take long positions.

There was a stone in the middle of the road. We believe the company is now
better positioned from a microeconomic standpoint to further reduce its COGS/t.
However, the macroeconomic environment presents significant headwinds that
could challenge its progress. We are concerned about the damaging effect of the
higher USD/BRL exchange rate in the short term as a factor restricting the
company's ability to capture the efficiency gains from the BF3 reform. Although, as
we have commented throughout the report, we recognize that the company is
focused on cost control, here the famous poem by Carlos Drummond de Andrade
seems to fit perfectly, “There was a stone in the middle of the road...”

We recognize that the company is discounted, trading at an EV/EBITDA 25E of 3.5x
(vs. ~5x historical average). However, we believe that the discount is reasonable
due to investors' lack of interest in forming a long position in the face of the
difficulties. We therefore reiterate our NEUTRAL rating, with a 12M Target Price of
R$6.50, reflecting an upside of +6.20%.
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Appendix: Usiminas

Figure 1. Usiminas - Income Statement in R$ Millions (Genial Est. 2024-2028)

Income Statement 2024E 2025E 2026E 2027E 2028E
Net Revenue 25.104 28.136 31.204 34.167 37.105
(-) COGS (23.626) (25.754) (27.974) (29.505) (30.596)
Gross Profit 1.478 2.383 3.230 4.662 6.509
(-) Expenses (1.211) (1.316) (1.571) (1.602) (1.708)
Adjusted EBITDA 1.341 2.120 2.745 4.213 5.698
(-) D&A (1.119) (1.054) (1.087) (1.152) (897)
EBIT 267 1.067 1.659 3.061 4.801
(+/-) Financial Result (526) (285) (446) (594) (644)
(-) Taxes (76) (434) (673)  (1.370)  (2.308)
Net income 42 348 540 1.098 1.849

Net margin (%) 0,17% 1,24% 1,73% 3,21% 4,98%

Figure 2. Usiminas- Cash Flow in R$ Millions (Genial Est. 2024-2028)

Cash Flow (FCFF) 2024E  2025E  2026E  2027E  2028E
Net Revenue 25.104 28.136 31.204 34.167 37.105
(-) COGS (23.626) (25.754) (27.974) (29.505) (30.596)
Adjusted EBITDA 1.341 2120  2.745 4213  5.698
EBIT 267 1067  1.659  3.061  4.801
() Taxes (76)  (434) (673) (1.370)  (2.308)
(+) D&A 1.119  1.054  1.087  1.152 897
(+1-) A WK 1.360  (739) (830) (611) (503)
(-) Capex (1.443) (1.241) (2.047) (1.638) (1.556)
FCFF 1.228  (293) (805) 504  1.331
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Disclosure Section

1. GENERAL DISCLAIMER

This report has been produced by the research department (“Genial Institutional Research”) of Genial Institutional
Corretora de Cambio, Titulos e Valores Mobilidrios S.A. (“GENIAL INSTITUTIONAL CCTVM”). Genial Institutional is a
brand name of Genial Investimentos CCTVM.

Genial Rating

Definition Coverage
Expected return above +10% in relation to the Company's sector average 49%
Expected return between +10% and -10% relative to the Company's industry average 41%
Expected return below -10% in relation to the Company's sector average 5%
under Review Under review 5%

This report may not be reproduced or redistributed to any other person, in whole or in part, for any purpose, without
the prior written consent of GENIAL INSTITUTIONAL CCTVM. GENIAL INSTITUTIONAL CCTVM accepts no liability
whatsoever for the actions of third parties in this respect.

This research report is for distribution only under such circumstances as may be permitted by applicable law. This
research report has no regard to the specific investment objectives, financial situation or particular needs of any
specific recipient, even if sent only to a single recipient. This research report is not guaranteed to be a complete
statement or summary of any securities, markets, reports or developments referred to in this research report. Neither
GENIAL INSTITUTIONAL CCTVM nor any of its directors, officers, employees or agents shall have any liability, however
arising, for any error, inaccuracy or incompleteness of fact or opinion in this research report or lack of care in this
research report’s preparation or publication, or any losses or damages which may arise from the use of this research
report

GENIAL INSTITUTIONAL CCTVM may rely on information barriers, such as “Chinese Walls” to control the flow of
information within the areas, units, divisions, groups, or affiliates of GENIAL INSTITUTIONAL CCTVM.

Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this research report
may present certain risks. The securities of non-U.S. issuers may not be registered with, or be subject to the
regulations of, the U.S. Securities and Exchange Commission. Information on such non-U.S. securities or related
financial instruments may be limited. Foreign companies may not be subject to audit and reporting standards and
regulatory requirements comparable to those in effect within the United States.

The value of any investment or income from any securities or related financial instruments discussed in this research
report denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations that may have a
positive or adverse effect on the value of orincome from such securities or related financial instruments.

Past performance is not necessarily a guide to future performance and no representation or warranty, express or
implied, is made by GENIAL INSTITUTIONAL CCTVM with respect to future performance. Income from investments may
fluctuate. The price or value of the investments to which this research report relates, either directly or indirectly, may
fall or rise against the interest of investors. Any recommendation or opinion contained in this research report may
become outdated as a consequence of changes in the environment in which the issuer of the securities under analysis
operates, in addition to changes in the estimates and forecasts, assumptions and valuation methodology used herein.

The locally listed shares of Brazilian companies may only be purchased by investors outside of Brazil who are “eligible
investors” within the meaning of applicable laws and regulations.
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2. ANALYST(S) DISCLOSURES AND CERTIFICATION

The principal analyst, IGOR GUEDES, is responsible for the content of this report and for meeting the requirements of
Securities and Exchange Commission of Brazil (CVM) Instruction 598/2018.

The analysts hereby certify that the views expressed in this research report accurately reflect their personal views
about the subject securities or issuers and it was prepared in an independent manner, including with respect to the
person and to GENIAL INSTITUTIONAL.

The analyst hereby certifies that he (she) has no connection with any individual who works for the issuer(s) discussed
in this report.

The analyst hereby certifies that he (she), or his (her) spouse or companion, either directly or indirectly, in his or her
own name or on behalf of a third party, does not hold any of the securities covered in this report.

The analyst hereby certifies that he (she), or his (her) spouse or companion, is not directly or indirectly involved in the
purchase, disposal or brokering of the securities covered in this report.

The analyst hereby certifies that he (she), or the his (her) spouse or companion, has no direct or indirect financial
interest in the issuer covered in this report (other than trading shares in investment funds, in which the analyst cannot
control, directly or indirectly, the administration or management of the fund, or which do not concentrate
investments in sectors or companies that are covered by reports produced by the analyst).

The analyst’s compensation is, directly or indirectly, determined by income from GENIAL INSTITUTIONAL's business
and financial operations.

In addition, the analysts certify that no part of their compensation was, is, or will be directly or indirectly related to the
specific recommendations or views expressed in this research report.

The compensation of the analyst who prepared this report is determined by research management and senior
management (not including investment banking). Analyst compensation is not based on investment banking
revenues, however, compensation may relate to the revenues of GENIAL INSTITUTIONAL CCTVM, its affiliates and/or
subsidiaries as a whole, of which investment banking, sales and trading are a part. Compensation paid to analysts is
the sole responsibility of GENIAL INSTITUTIONAL CCTVM.

The analyst hereby certifies that he (she), or his (her) spouse or companion, does not serve as an officer, director, or
advisory board member of the subject company.

The principal analyst is responsible for the content of this report and for meeting the requirements of Securities and
Exchange Commission of Brazil (CVM) Instruction 598/2018.

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.
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3. ADDITIONAL DISCLOSURE

(i) This document was prepared by GENIAL INSTITUTIONAL Research and is hereby supplied for the sole purpose of
providing information about companies and their securities.

(ii) The information contained herein is provided for informational purposes only and does not constitute an offer to
buy or sell, and should not be construed as a solicitation to acquire, any securities in any jurisdiction. The opinions
expressed herein regarding the purchase, sale or holding of securities, or with respect to the weighting of such
securities in a real or hypothetical portfolio, are based on careful analysis by the analysts who prepared this report
and should not be construed by current or future investors as recommendations for any particular investment
decision or action. The investor’s final decision should be made considering all of the risks and fees involved. This
report is based on information obtained from primary or secondary public sources, or directly from companies,
and is combined with estimates and calculations prepared by GENIAL INSTITUTIONAL CCTVM. This report does not
purport to be a complete statement of all material facts related to any company, industry, security or market
strategy mentioned. The information has been obtained from sources believed to be reliable, but GENIAL
INSTITUTIONAL CCTVM does not make any express or implied representation or warranty as to the completeness,
reliability or accuracy of such information. The information, opinions, estimates and projections contained in this
document are based on current data and are subject to change. Prices and availability of financial instruments are
indicative only and subject to change without notice. GENIAL INSTITUTIONAL CCTVM is under no obligation to
update or revise this document or to advise of any changes in such data.

(iii) The securities discussed in this report, as well as the opinions and recommendations contained herein, may not
be appropriate for every type of investor. This report does not take into account the investments objectives,
financial situation or particular needs of any particular investor. Investors who wish to buy, sell or invest in
securities that are covered in this report should seek independent financial advice that takes individual
characteristics and needs into consideration, before making any investment decision with respect to the securities
in question. Each investor should make independent investment decisions after carefully analyzing the risks, fees
and commissions involved. If a financial instrument is denominated in a currency other than an investor’s
currency, changes in exchange rates may adversely affect the price or value of, or the income derived from the
financial instrument, and the reader of this report assumes all foreign exchange risks. Income from financial
instruments may vary, and therefore their price or value may rise or fall, either directly or indirectly. The
information, opinions and recommendations contained in this report do not constitute and should not be
interpreted as a promise or guarantee of a particular return on any investment. Past performance does not
necessarily indicate future results, and no representation or warranty, express or implied, is made herein
regarding future performance. Therefore, GENIAL INSTITUTIONAL CCTVM, its affiliated companies, and the
analysts involved in this report take no responsibility for any direct, indirect or consequential loss resulting from
the use of the information contained in this report, and anyone using this report undertakes to irrevocably
indemnify GENIAL INSTITUTIONAL CCTVM and its affiliates from any claims and demands.

(iv) Prices in this report are believed to be reliable as of the date on which this report was issued and are derived from
one or more of the following: (i) sources as expressly specified alongside the relevant data; (ii) the quoted price on
the main regulated market for the security in question; (iii) other public sources believed to be reliable; or (iv)
GENIAL INSTITUTIONAL CCTVM’s proprietary data or data available to GENIAL INSTITUTIONAL CCTVM.
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(v) No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or
reliability of the information contained herein, except with respect to information concerning GENIAL
INSTITUTIONAL CCTVM, its subsidiaries and affiliates. In all cases, investors should conduct their own
investigation and analysis of such information before taking or omitting to take any action in relation to securities
or markets that are analyzed in this report.

(vi)GENIAL INSTITUTIONAL CCTVM makes no representations herein that investors will obtain profits. GENIAL
INSTITUTIONAL CCTVM will not share with investors any investment profits nor accept any liability for any
investment losses. Investments involve risks and investors should exercise prudence in making their investment
decisions. GENIAL INSTITUTIONAL CCTVM accepts no fiduciary duties on behalf of recipients of this report and in
communicating this report is not acting in a fiduciary capacity. This report is not to be relied upon in substitution
for the exercise of recipient’s independent judgment. Opinions, estimates, and projections expressed herein
constitute the current judgment of the analyst responsible for the substance of this report as of the date on which
the report was issued and are therefore subject to change without notice and may differ or be contrary to opinions
expressed by other business areas or groups of GENIAL INSTITUTIONAL CCTVM as a result of using different
assumptions and criteria. The information, opinions and recommendations contained in this report do not
constitute and should not be interpreted as a promise or guarantee of a particular return on any investment.

(vii)Because the personal views of analysts may differ from one another, GENIAL INSTITUTIONAL CCTVM, its
subsidiaries and affiliates may have issued or may issue reports that are inconsistent with, and/or reach different
conclusions from, the information presented herein. Any such opinions, estimates, and projections must not be
construed as a representation that the matters referred to therein will occur. Prices and availability of financial
instruments are indicative only and subject to change without notice. Income from financial instruments may
vary, and therefore their price or value may rise or fall, either directly or indirectly.

(viii)This document may not be: (a) photocopied or duplicated in any manner, in whole or in part, and/or (b)
distributed without GENIAL INSTITUTIONAL CCTVM’s prior written consent. GENIAL INSTITUTIONAL CCTVM
accepts no liability whatsoever for the actions of third parties in this respect.

(ix)Neither GENIAL INSTITUTIONAL CCTVM nor any of its affiliates, nor any of their respective directors, employees or
agents, accepts any liability for any loss or damage arising out of the use of all or any part of this report.

(x) GENIAL INSTITUTIONAL CCTVM (or its affiliates, officers, directors or employees) may, to the extent permitted by
law, have acted upon or used the information herein contained before the publication of this report and may have
a position in securities issued by the companies mentioned herein and may make a market or act as a principal in
any transactions in any such securities. Genial Institutional may from time to time perform investment banking or
other services to, or solicit investment banking or other business from, the companies mentioned herein.
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4. IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by Genial Institutional CCTVM, a company authorized to engage in securities
activities in Brazil. Genial Institutional CCTVM is not a registered broker-dealer in the United States and, therefore, is
not subject to U.S. rules regarding the preparation of research reports and the independence of research analysts.
This research report is provided for distribution to “major U.S. institutional investors” in reliance on the exemption
from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”)
and is not being provided pursuant to a soft-dollar arrangement.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial
instruments based on the information provided in this research report should do so only through Auerbach Grayson &
Company LLC ("AGCQ"), a registered broker dealer in the United States with an office at 20 West 55th Street New York,
NY 10019, (212) 453-3523 . Under no circumstances should any recipient of this research report effect any transaction
to buy or sell securities or related financial instruments through Genial Institutional CCTVM.

If the report is to be distributed to anyone other than Major U.S. Institutional Investors in the United States. AGCO
accepts responsibility for the contents of this report as provided for in relevant SEC releases and SEC staff no-action
letters.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the
Financial Industry Regulatory Authority (“FINRA”) and may not be an associated person Auerbach Grayson & Company
LLC ("AGCQ") and, therefore, may not be subject to applicable restrictions under FINRA Rules on communications
with a subject company, public appearances and trading securities held by a research analyst account.

The disclosures contained in research reports produced by GENIAL INSTITUTIONAL CCTVM and distributed by
Auerbach Grayson & Company LLC ("AGCQ") in the U.S. shall be governed by and construed in accordance with U.S.
law. This report may not be reproduced or redistributed to any other person, in whole or in part, for any purpose,
without the prior written consent of GENIAL INSTITUTIONAL CCTVM. Additional information relative to the financial
instruments discussed in this report is available upon request.

UK Disclaimer:

(i) This document is STRICTLY CONFIDENTIAL to the recipient, may not be distributed to the press or other media and
may not be reproduced in any form. this document is directed only at persons who are “INVESTMENT
PROFESSIONALS” falling within article 19(5) of the FSMA 2000 (FINANCIAL PROMOTION) ORDER 2005, or HIGH NET
WORTH BODIES falling within ARTICLE 49(2) of that order (together THE “RELEVANT PERSONS”). This document must
not be acted on or relied on by persons who are not RELEVANT PERSONS.

(i) The distribution of this document in other jurisdictions may be restricted by law and persons into whose
possession this document comes should inform themselves about, and observe, any such restrictions. Any failure to
comply with these restrictions may constitute a violation of the laws of any such other jurisdiction.

Copyright 2024 GENIAL GENIAL INSTITUTIONAL CCTVM
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