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Report of Independent Accountants

To the Shareholders and Board of Directors of
Siderdrgica Venezolana “Sivensa”, S.A.

We have audited the consolidated balance sheets of Siderurgica Venezolana “Sivensa”, S.A. and its
subsidiaries (the Company) at September 30, 2008 and 2007, and the related consolidated statements
of income, changes in equity and cash flows for the years then ended, expressed in U.S. dollars and
presented as supplementary information. The preparation of these consolidated financial statements
and their notes is the responsibility of Sivensa management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits. The consolidated statements
of income, changes in equity and cash flows for the year ended September 30, 2007 include the
accounts of Vicson, S.A. (50.002-owned until September 30, 2007). These consolidated financial
statements show net consolidated income of US$12.22 million in 2007. The consolidated financial
statements of Vicson, S.A. at September 30, 2007, which was sold on September 30, 2007, were
audited by other independent accountants whose report thereon has been furnished to us, and our
opinion expressed herein, insofar as it relates to the amounts and disclosures included for the former
subsidiary, is based solely on the report of the other independent accountants.

We conducted our audits in accordance with auditing standards generally accepted in Venezuela.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall consolidated financial statement
presentation. We believe that our audits and the report of the other independent accountants for 2007
provide a reasonable basis for our opinion.

As described in Note 2, for reporting purposes, the Company presents its supplementary consolidated
financial statements in conformity with the accounting bases described in this Note and in U.S. dollars,
which it considers its functional currency. As explained in Note 2, the accounting bases of preparation
used by the Company draw principally from International Financial Reporting Standards (IFRS).



EsPINEIRA, SHELDON vy ASociADOS

In our opinion, based on our audits and the report of the other independent accountants, the
accompanying consolidated financial statements audited by us present fairly, in all material respects,
the financial position of Siderirgica Venezolana “Sivensa”, S.A. and its subsidiaries at September 30,
2008 and 2007, and the results of their operations and their cash flows for the years then ended, in
conformity with the accounting bases of preparation described in Note 2.

Espineira, Sheldon y Asociados

ose Antonio Apgstélico
CPC 18575
CNV A-859

February 20, 2009
Caracas, Venezuela



Siderurgica Venezolana “ Sivensa”,
Consolidated Balance Sheet
September 30, 2008 and 2007

S.A. and its Subsidiaries

(Thousands of U.S. dollars)

Assets
Current assets
Cash and cash equivalents (Notes 5 and 21)
Accounts receivable
Trade and other (Note 6)
Related companies (Notes 11 and 23)
Advancesto suppliers
Inventories (Note 7)
Deferred income tax (Note 16)
Prepaid expenses and other current assets (Note 17)

Total current assets

Revalued property, plant and equipment, net (Notes 8 and 12)
Investments (Notes 9 and 12)

Accounts with related company (Note 23)

Deferred income tax (Note 16)

Other non-current assets (Note 10)

Total assets

Liabilitiesand Equity
Current liabilities
Short-term bank loans (Notes 13 and 21)
Current portion of bonds payable (Note 12)
Current portion of long-term loans (Note 12)
Accounts payable
Suppliers
Related companies (Note 23)
Profit sharing, vacations and other personnel accruals
Income tax (Note 16)
Other liabilities (Note 15)

Total current liabilities

Long-term loans (Note 12)

Bonds payable (Note 12)

Accrual for employee termination benefits, net of advances
and loans to employees

Other liabilities and accruals (Note 15)

Deferred income tax (Note 16)

Total liabilities

Equity
Nominal capital stock
Treasury stock
Share premium
Revaluation of fixed assets
Net effect of combination (merger) of subsidiaries (Note 2-c)
Difference between fair value and cost of shares of subsidiary (Note 2-c)
Unappropriated earnings (deficit)
Legal reserve
Deficit
Total equity
Minority interests
Total equity

Total liabilities and equity

2008 2007
214,561 206,320
113,631 162,116

94 64
26,756 14,970
151,943 91,256
- 38

2,141 6,490
509,126 481,254
1,425366 1,454,503
22,024 11,907
161 161
16,560 16,738
11,984 7,340
1985221 1,971,903
37,192 639
5,000 2,500

- 19,000
147,183 92,425
53,004 29,270
29,693 22,603
6,654 19,341
36,304 19,665
315,120 205,443
- 362,828
89,034 94,002
17,565 19,520
58,596 55,315
107,552 224,507
587,867 962,695
314,948 311,120
(3,420) -
8,222 8,222
235,411 236,478
119,483 119,483
336,580 130,029
31,495 31,112
(4,786) (62,257)

1,037,933 774,187
359,421 235,021

1,397,354 1,009,208

1985221 1,971,903

The accompanying notes are an integral part of the consolidated financial statements
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Siderurgica Venezolana “ Sivensa”, S.A. and its Subsidiaries

Consolidated Statement of Income
Years ended September 30, 2008 and 2007

(Thousands of U.S. dollars, except for number of shares and
net income per share)

Continuing operations
Net sales

Export

Domestic

Cost of sales (Note 17)
Gross income

Genera and administrative expenses (Note 17)
Other operating income, net (Note 18)

Income before the following items

Interest and other financial expense, net (Notes 12 and 19)
Exchange loss, net (Note 2-u)

Net gain (loss) on sale, exchange and valuation of investments (Note 9)
Income before tax

Income tax for the year (Note 16)
Deferred income tax (Note 16)

Net income for the year from continuing operations

Discontinued operation
Net income for the year from discontinued operation (Note 25)

Net income for the year
Net income attributable to
Sivensa shareholders

From continuing operations
From discontinued operation

Minority interestsin subsidiaries
From continuing operations
From discontinued operation

Net income per share attributable to Sivensa shareholders (in US$)

Weighted average of outstanding shares (in thousands)

The accompanying notes are an integral part of the consolidated financial statements
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2008 2007
567,888 380,859
610,885 486,379

1178773 867,238

(913,947)  (721,603)
264,826 145635
(83491)  (64,929)

(6.339) 579
174,996 81,285
(61,157)  (63,970)
(461) (1,831)
(61,618)  (65,801)
(3.837) _49.874
109,541 65,358
(20456)  (27,099)
88,383 31,797
67,927 4,698
177,468 70,056
- 3,583
177,468 73,639
153,897 78,957
- (2.408)
153,897 76,549
23,571 (8,901)
- 5,991
23571 (2.910)
177,468 73,639
3,52 1,51
50,474 48,830




Siderurgica Venezolana “ Sivensa”, S.A. and its Subsidiaries

Consolidated Statement of Changes in Equity
Years ended September 30, 2008 and 2007

Difference
Unrealized between fair
gain on Net effect of value and Unappropriated
Revaluation available- combination cost of earnings (deficit) Effect from
Capital Treasury Share of fixed for-sale (mer ger) of shares of Legal translation Total Minority

(Thousands of U.S. dollars) stock stock premium assets investments  subsidiaries subsidiary reserve Deficit  of Proalco equity interests Total
Balances at September 30, 2006 311,120 - 8,222 175,647 29,182 119,483 130,029 30,368 (169,299) (1,512) 633,240 234,464 867,704
Net income - - - - - - - - 76,549 - 76,549 (2,910) 73,639
Appropriation to legal reserve - - - - - - - 744 (744) - - - -
Dividends declared (Note 20) - - - - - - - - (11,356) - (11,356) (6,329) (17,685)
Change in revaluation (Note 2-f) - - - 104,292 - - - - - - 104,292 58,948 163,240
Amortization of revaluation, net - - - (23,447) - - - - 23,447 - - - -
Effect from translation of

foreign subsidiary - - - - - - - - - 644 644 1,183 1,827
Discontinued operation (Note 25) - - - (20,014) - - - - 19,146 868 - (50,335) (50,335)
Realized gain on available-

for-sale investments (Note 9) - - - - (29,182) - - - - - (29,182) - (29,182)
Balances at September 30, 2007 311,120 - 8,222 236,478 - 119,483 130,029 31,112 (62,257) - 774,187 235,021 1,009,208
Capital increase (Note 20) 930 - - - - - - - (930) - - - -
Net income - - - - - - - - 153,897 - 153,897 23,571 177,468
Appropriation to legal reserve 383 (383) - - - -
Amortization of revaluation, net - - - (18,794) - - - - 18,794 - - - -
Change in revaluation (Note 2-f) - - - 17,727 - - - - - - 17,727 8,093 25,820
Repurchased shares (Note 20) - (3,420) - - - - - - - - (3,420) - (3,420)
Difference between fair value and cost of

shares of subsidiary (Note 15) - - - - - - 206,551 - - - 206,551 92,736 299,287
Dividends declared (Note 20) - - - - - - - - (111,009) - (111,009) - (111,009)
Capital increase through dividends

declared (Note 20) 2,898 - - - - - - - (2,898) - - - -
Balances at September 30, 2008 314948 (3420 8222 235411 - 119,483 336,580 31495  _(4.786) __ - 1037933 359,421 1,397,354

The accompanying notes are an integral part of the consolidated financial statements
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Siderurgica Venezolana “ Sivensa”, S.A. and its Subsidiaries

Consolidated Statement of Cash Flows
Years ended September 30, 2008 and 2007

(Thousands of U.S. dollars)

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash provided by
operating activities
Depreciation and amortization
Net gain (loss) on sale, exchange and valuation of investments
Unpaid accrued interest
Deferred income tax
Provision for loan settlement
Provision for dow-moving inventories
Provision for doubtful accounts
Net change in operating assets and liabilities
Trade accounts receivable
Related companies and other accounts receivable
Inventories
Advances to suppliers and other assets
Employee termination benefits
Accounts payable, accrued expenses, deferred income tax and other liabilities

Net cash provided by operating activities

Cash flows from investing activities
Additions to property, plant and equipment
Net sale (purchase) of investments

Net cash provided by (used in) investing activities

Cash flows from financing activities

Short-term loans received (paid), net

Long-term loans received

Long-term loans repaid through foreclosure of accounts receivable
Long-term loans repaid and bonds payable in cash

Repurchased shares

Dividends received from subsidiary sold

Cash dividends paid

Net cash used in financing activities
Cash from discontinued operation

Cash and cash equivalents
Increase for the year

At the beginning of the year
At the end of the year

Supplementary information
Cash paid during the year for
Interest
Taxes

Supplementary information on non-cash activities
Revaluation of fixed assets, net

Effect from trandation of Proalco

Difference between fair value and cost of shares of subsidiary

2008 2007
177,468 73,639
89,408 79,481
3837  (49,874)
16,324 32,675
(88,383)  (31,796)
45,182 -
432 925

118 15
48,367 60,418
23794  (62,977)
(61,119) (17,863
(12,081) (9,579)
(1,955) 6,025
(127) (8.822)
241,265 72,267
(49,053)  (20,269)
(13954) _ 72,702
(63,007) _ 52433
36553  (13.218)
246,157 -
(315,716) -
(22,750) -
(3,420) -

- (11,356)
(110,841) 6.333
(170017)  (18,241)
- (24.784)

8,241 81,675
206320 124,645
214561 206,320
14,815 12,772
40,534 13,390
25820 163,240

- 1,827
299,287 -

The accompanying notes are an integral part of the consolidated financial statements
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Siderurgica Venezolana “ Sivensa’, S.A. and its Subsidiaries
Notes to the Consolidated Financial Statements
September 30, 2008 and 2007

1. Activities

Siderargica Venezolana“ Sivensa’, S.A. (Sivensa), a company incorporated and domiciled in Caracas,
Venezuela, islisted on the Caracas Stock Exchange and is regulated by the Venezuelan Securities and
Exchange Commission (Comision Naciona de Valores - CNV). Sivensa slegal addressis. Avenida
Intercomunal de Antimano, Edificio Planta Antimano, Sector Carapa, Urbanizacion La Y aguara,
Caracas, Distrito Capital. Sivensa's corporate offices are located in Torre América, piso 11, Avenida
Venezuela, Urbanizacion Bello Monte, Caracas.

Sivensawas established in 1948. The business objective of Sivensaand its subsidiaries (the
Company) is to manufacture and sell steel products, reduced iron in briquette form and, until 2007,
wire products. Most of the products manufactured by the Company are sold in Venezuela and some
are exported to Europe, North America and South America (Note 22). All of its plants are located in
Venezuela. At September 30, 2008 and 2007, the Company has 2,843 and 2,906 employees,
respectively.

On September 30, 2007, Sidetur sold its 50.002% shareholding in its former subsidiary Vicson, S.A.
(Vicson) to the Belgian company N.V. Bekaert, holder of the remaining shares. Through this
transaction, Sivensa withdrew from the steel wire businessin Venezuela and Colombia (where it used
to participate through Vicson's subsidiary Proalco). This transaction was approved at a Board of
Director’s Meeting of Sidetur on July 30, 2007 (Note 25).

The consolidated legal and statutory financial statements prepared in accordance with the rules for the
preparation of financial statements of entities regulated by CNV were approved by the Board of
Directors on November 17, 2008. The accompanying financial statements were approved by the
Board of Directors on December 4, 2008.

Payment of the financial debt being restructured of the subsidiary |1BH and exer cise of the
purchase option

During 2008 the subsidiary International Briquettes Holding (IBH) reduced its financial debt to
US$76.6 million after financia creditors foreclosed certain guarantees set out in the loan agreements.
In addition, this operation gave rise to the following transactions: i) capital increase through accounts
receivable and securities proportionally contributed by shareholders of the subsidiary IBH de
Venezuela, C.A. and ii) amendment and execution of the purchase option agreement on shares of I1BH
de Venezuela, C.A. Inreturn for these capitalizations, IBH agreed to exercise the purchase option for
US$76.6 million using along-term loan for this amount obtained from a Sivensa subsidiary (Note 12).

New regulations

On April 30, 2008, the Venezuelan government enacted Decree Law No. 6,058 regulating the steel
sector activities in the Guayana Region. Given the relation of the steel sector with strategic activities
for the country’ s development, this Decree reserves to the Venezuelan government the steel
transformation industry in the Guayana region, where the country’ s largest steel reservoir is located.
Steel production is reserved to the Venezuelan government since 1975. This Decree has not affected
manufacturing activities or the continuity of Sivensa s companies located in the Guayana Region.

In July 2008, the Venezuelan government enacted 26 decree-laws governing activities within certain
sectors of the Venezuelan economy and establishing the regul ations applicable to social security,
housing loans and the public financia systems, among others.
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Siderurgica Venezolana “ Sivensa’, S.A. and its Subsidiaries
Notes to the Consolidated Financial Statements
September 30, 2008 and 2007

In March 2007, the Venezuelan government established that, as from January 1, 2008, the unit of the
Venezuelan monetary system (Venezuelan bolivar) would be redenominated at a conversion rate of
one thousand current bolivars to one new bolivar (“Bolivar Fuerte”). Therefore, all amounts expressed
inlocal currency before January 1, 2008 were converted to the new unit on that date by dividing them
by one thousand. The Central Bank of Venezuela (BCV) drew up an activity schedule to be complied
with by financial institutions and companiesin general. By January 1, 2008, the Company had
adapted its information systems to accommaodate the new monetary unit.

On November 20, 2006, the V enezuel an government published Decree No. 4,497 listing goods and
services considered of prime necessity throughout the country for which a Maximum Sale Price
(PMVP) would be set. These prime necessity goods and services include most steel bars and meshes
manufactured and sold by the subsidiary Sidetur. On December 5, 2006, the People' s Power
Ministries for Basic and Light Industries, Infrastructure and Housing set a PMV P for these products
through ajoint resolution.

2. Bases of Preparation and Accounting Policies

Sivensais regulated by the Venezuelan Securities and Exchange Commission (CNV) and, therefore,
must present itslegal and statutory financial statementsin bolivars in accordance with the rules for the
preparation of financial statements of entities regulated by the CNV.

In addition, for reporting purposes, the Company presents supplementary consolidated financial
statements in conformity with the accounting bases described in this Note and in U.S. dollars, which it
considersits functional currency. The accounting policies described in this Note are mainly based on
International Financial Reporting Standards (IFRS). These accounting policies differ from IFRS
mainly as regards the determination of the functional currency of certain subsidiaries, including
Sidetur, and its impact on the exchange rate and on the valuation of monetary assets and liabilities, the
computation of deferred income tax, and certain equity accounts. These financial statements have
been prepared under the historic cost convention, with modifications for revaluation of property, plant
and equipment.

IFRS used by the Company as accounting bases are those applicable as of September 30, 2007,
including relevant modifications and interpretations applicable from 2007.

Standards, amendments and inter pretations effective in 2008

The following standards, amendments and interpretations to previously published standards are
applicable to the Company’ s accounting period ended September 30, 2008: IFRS 7, Financial
Instruments: Disclosures; International Financial Reporting Interpretations Committee N° 10
(IFRIC 10), Interim Financial Reporting and Impairment and; IFRIC 11, IFRS 2, Group and Treasury
Share Transactions.

Company management considers that these accounting standards and interpretations had no material
effect on the Company’ s consolidated financial statements.

Standards, amendments and inter pretationsto existing standards that are not yet effective
The following standards, revisions, amendments and interpretations to existing standards have been
published and will be applicable to Sivensa’ s accounting periods beginning on or after October 1,
2008, which Sivensa has not early adopted: IAS 1 (Revised), Presentation of Financial Statements
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Siderurgica Venezolana “ Sivensa’, S.A. and its Subsidiaries
Notes to the Consolidated Financial Statements
September 30, 2008 and 2007

(effective as from January 1, 2009); IAS 23 (Amended), Borrowing Costs (effective as from

January 1, 2009); IAS 32 (Amended), Financia Instruments. Disclosures and Presentation and; IAS 1
(Amended), Presentation of Financial Instruments (effective as from January 1, 2009); IAS 27
(Revised and Amended), Consolidated and Separate Financial Statements (effective as from January
1, 2009); IAS 28 (Amended), Investments in Associates (and consequential amendmentsto IAS 32,
Financia Instruments. Disclosure and Presentation and; IFRS 7, Financial Instruments. Disclosures)
(effective as from January 1, 2009); IAS 36 (Amended), Impairment of Assets (effective asfrom
January 1, 2009); IAS 38 (Amended), Intangible Assets (effective as from January 1, 2009); IAS 19
(Amended), Employee Benefits (effective as from January 1, 2009); IAS 39 (Amended), Financial
Instruments: Recognition and M easurement (effective as from January 1, 2009); IAS 16 (Amended),
Property, Plant and Equipment (and consequential amendment to IAS 7, Statement of Cash Flows)
(effective as from 1, 2009); IAS 29 (Amended), Financial Reporting in Hyperinflationary Economies
(effective as from January 1, 2009); IAS 31, Interest in Joint Ventures (and consequential amendments
to IAS 32 and IFRS 7) (effective as from January 1, 2009); IAS 40, Investment Property (and
consequential amendmentsto IAS 16) (effective as from January 1, 2009); IAS 41, Agriculture
(effective as from July 1, 2009); IAS 20 (Amended), Accounting for Government Grants and
Disclosure of Government Assistance (effective as from January 1, 2009); IFRS 1 (Amended), First-
time Adoption of International Financial Reporting Standards and IAS 27, Consolidated and Separate
Financia Statements (effective as from January 1, 2009); IFRS 2 (Amended), Share-based Payments
(effective as from January 1, 2009); IFRS 3, Business Combinations (effective as from January 1,
2009); IFRS 5, Non-Current Assets Held for Sale and Discontinued Operations (and consequential
amendment to IFRS 1) (effective as from January 1, 2009); IFRS 8, Operating Segments; IFRIC 12,
Service Concession Arrangements (effective as from January 1, 2009); IFRIC 13, Customer Loyalty
Programs (effective as from January 1, 2009); IFRIC 14, IAS 19, The Limit on a Defined Benefit
Asset Minimum Funding Requirements and their Interaction (effective as from January 2008); IFRIC
15, Agreements for the Construction of Real Estate (effective as from January 2008) and; IFRIC 16,
Hedges of a Net Investment in a Foreign Operation (effective as from October 2008).

Company management considers that the af orementioned standards, amendments and interpretations
to the existing standards will not result in a material effect on the Company’s consolidated financial
Statements.

Below is asummary of the bases of presentation used in 2008 and 2007:

a) Useof estimatesin the preparation of financial statements

The preparation of consolidated financial statementsin conformity with generally accepted accounting
principles requires the use of certain accounting estimates. It al so requires management to exercise
judgment in the application of Company accounting policies and to make estimates and assumptions that
affect the amounts of assets and liabilities at the balance sheet date, the amounts of income, costs and
expenses reported for the year ended on that date and the disclosure of contingent assets and liabilities.
Actual results may differ from those estimates. Areas involving a higher degree of judgment or
complexity, or those where assumptions and estimates are significant to the consolidated financial
statements are disclosed in f, g, m and v below.



Siderurgica Venezolana “ Sivensa’, S.A. and its Subsidiaries
Notes to the Consolidated Financial Statements
September 30, 2008 and 2007

b) Trandation into U.S. dollars

Functional and presentation currency

The Company has elected to present its supplementary consolidated financial statementsin U.S.
dollars, its functional and presentation currency. The Company’s main operations and assets are
located in Venezuela. One of the subsidiaries in VVenezuela has significant export sales, costs, assets
and debts denominated in U.S. dollars; hence, the U.S. dollar was used as the functional currency.

Thefinancial statements of Sivensa and each of its subsidiaries have been trandated into U.S. dollars
considering the functional and reporting currency as one and the same. Balances have been translated
using the following exchange rates (Note 21):

Accounts Exchangerate
Balance sheet
Current assets, except inventories and prepaid expenses Y ear-end
Liahilities Y ear-end
Inventories Historic
Property, plant and equipment Historic
Deferred charges, except deferred income tax Historic
Deferred income tax Y ear-end
Equity Historic
Statement of income
Net sales Monthly average
Cost of sales Historic
Depreciation and amortization Historic
Materials and supplies used in operations Monthly average
Genera and administrative expenses Monthly average
Interest and other income (expense) Monthly average

The tranglation adjustment isincluded in the results for the year. Exchange gains and losses arise
mainly from the effect of exchange rate fluctuations on net monetary items denominated in bolivars
and are included in the consolidated income statement for the year.

¢) Consolidation

Subsidiaries

Subsidiaries are al entities, including special -purpose entities, in which Sivensa has over 50%
shareholding or the power to control financial and operating policies. Subsidiaries are fully
consolidated from the date on which control is transferred to Sivensa (Note 24). Equity in subsidiaries
subject to purchase option is shown on a consolidated basis, according to management’ s intention and
the right to execute the options (Notes 12 and 15).

Increases in equity of subsidiaries are accounted for at the purchase date. The difference between cost
and the book value of the subsidiary’s net assets at the purchase date is recorded as goodwill or
negative goodwill, after assessing net assets acquired.

When the Company acquires shares of a minority interest, the excess difference between the book
value of equity acquired and the amount paid is shown in equity under Difference between fair value
and cost of shares of subsidiary.



Siderurgica Venezolana “ Sivensa’, S.A. and its Subsidiaries
Notes to the Consolidated Financial Statements
September 30, 2008 and 2007

Financia statements of sold subsidiaries are consolidated until the rights associated with share
ownership are effectively transferred. Results of sold subsidiaries are shown in the consolidated
statement of income under Net income for the year from discontinued operation (Note 25).

Business combinations under common control

Business combinations under common control are recorded by the economic entity method, which
considers book value of subsidiaries at the transaction date (Note 24). The net effect of changesin
equity in partially owned subsidiariesis directly recorded under the equity account Net effect of
combination (merger) of subsidiaries, which shows the difference between the book value of net assets
transferred and net assets received in combination. In addition, the increase in shareholding in the
subsidiary IBH de Venezuela, C.A. was recorded at the book value of net assets at the acquisition date
sinceit is considered a transaction with minority interests. The difference between book value and
cost is shown directly in equity under Difference between fair value and cost of shares of subsidiary
(Notes 12 and 15).

Transactions, balances and realized gains on transactions with subsidiaries are eliminated in
consolidation.

Transactions and minority interests

Minority interests represent third-party interestsin the results and equity of partially owned
subsidiaries. Conditions for business transactions with minority shareholders are similar to those with
third parties and are not eliminated for consolidation purposes.

The subsidiaries’ accounting policies are consistent with those adopted by the Company.

d) Trade accountsreceivable

Trade accounts receivable are recorded at amounts billed, which approximate fair value. The carrying
value of trade accounts receivableis reduced to their estimated recoverabl e value through the
provision for doubtful accounts. The Company sets aside a provision for doubtful accounts after
reviewing all balances receivable at year-end closing, and the amount so determined isincluded in the
statement of income. Significant financia difficulties of the debtor, the likelihood that the debtor will
undergo financia reorganization or enter bankruptcy, and default or delinquency in payments are
indicators of impairment of trade accounts receivable. Uncollectible accounts are written off once
identified. Subsequent collection of previously written-off balancesis recorded directly in the
statement of income.

€) Inventories

Inventories are shown at the lower of restated cost and net realizable value. Costs of finished
products, work in progress and raw materials are determined by the average cost method. The cost of
finished products and work in progress includes raw materials, direct labor and other direct production
overhead costs, but excludes borrowing costs. Net realizable value is the estimated selling price, less
costs of completion and disposal.

f) Property, plant and equipment

Buildings, machinery and equipment and land are shown at amounts determined by independent
appraisersin 2006 and 2007, which represent the fair values of these assets. All other property, plant
and equipment is stated at historic cost.



Siderurgica Venezolana “ Sivensa’, S.A. and its Subsidiaries
Notes to the Consolidated Financial Statements
September 30, 2008 and 2007

Historic cost includes expenses which are directly attributable to the acquisition of the assets.
Additions, renewals and improvements are capitalized only when it is probable that future economic
benefits will be obtained and they can be measured reliably. The net carrying value of replaced parts
isdisposed of. All other repair and maintenance expenses are included in the income statement in the
year in which they are incurred. The interest cost of loans to finance construction of property, plant
and equipment during the time required to complete and prepare the asset for itsintended useis
capitalized.

The difference between the historic cost of assets and their revalued amountsisincluded directly in
equity under Revaluation of fixed assets. Decreases that offset previous revaluations of the asset are
charged to this equity account; all other decreases are charged to the income statement. Additionally,
each year the difference between depreciation based on revalued amounts and that based on historic
costsistransferred from Revaluation of fixed assets to Unappropriated earnings (deficit), net of the
related deferred income tax effect.

Depreciation is calculated using the straight-line method over the estimated useful lives of the assets,
except for plants of Venprecar and its subsidiary Orinoco Iron SCS, and a plant of the subsidiary
Sidetur, which is calculated by the unit-of-production method. Useful lives of revalued assets are
determined according to appraisals. Below is abreakdown of the estimated useful lives of assets:

Estimated
useful lives
(Years)

Buildings 10-44
Machinery and equipment 7-35
Tools 5-10
Vehicles 5-10
Furniture and fixtures 35

Land is not depreciated.

The residua value of assets and their useful lives are reviewed and adjusted, if necessary, at each
balance sheet date.

Gains and losses from the sale of fixed assets are determined by comparing the amount of cash flows
received to the book value of assets sold at the transaction date, and are recorded in the income
statement. When reval ued assets are sold, the amounts included in the equity account Revaluation of
fixed assets are transferred to Unappropriated retained earnings (deficit).

g) Recognition of lossin the value or impair ment of long-lived assets

The Company assesses possible impairment in the value of itslong-lived assets when events indicate
that their recorded value may not be recoverable. If itisnot likely that an asset will be recovered, then
its carrying value is reduced to its recoverable value, which is the higher between fair value less cost
of saleand valuein use. At September 30, 2008 and 2007, Company management, based on its
analyses, considers, in conformity with applicable generally accepted accounting principles, that none
of itslong-lived assetsisimpaired.
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The Company assesses annually whether an impairment loss recognized in prior years no longer exists
or may have decreased.

h) Financial assets

The Company classifies financial assets according to the following categories: financial assets at fair
value through profit or loss, held-to-maturity investments, loans and accounts receivable, and
available-for-sale financial assets. Classification is based on management’ s intention when purchasing
assets. Management classifies financial assets upon acquisition and revalues this classification at the
financial statement presentation date.

Fair value through profit or loss

This category contains investments acquired with the intention of selling them in the short-term and
are classified as trading securities. These investments are recorded at cost at the purchase date and
subsequently recorded at fair value. Differences between fair value and purchase cost are included in
the consolidated income statement in the period in which they arise. Assetsincluded in this category
are classified as current assets.

Held to maturity

Investments with fixed maturity that management has the intention and ability to hold to maturity are
classified as held-to-maturity and are shown at amortized cost using the effective interest method.
When there is evidence that the value of a held-to-maturity investment isimpaired, the effect is
determined based on the difference between its book value and the discounted present value of the
investment and is recorded in the consolidated income statement.

Loans and accounts receivable

Loans and accounts receivable are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. Assetsin this category are classified as current assets because
they mature in less than 12 months. Loans and accounts receivabl e are shown in the balance sheet as
Trade and other accounts receivable.

Available for sale

Investments acquired with the intention of holding them for an indefinite period of time, aswell as
those not classified under any other category, are classified as available-for-sale. These investments
are recorded at cost and subsequently carried at fair value. Unrealized gains or losses resulting from
differences between cost and fair value are recognized in the consolidated equity under Unrealized
gain on avail able-for-sale investments, net of deferred tax. Any impairment in the value of these
investments considered other than temporary isincluded in income for the year (Note 9). Fair values
of investments are determined based on market values of shares at the financial statement presentation
date. When available-for-sale investments are sold or a permanent impairment in value is determined,
the accumul ated equity effect is recorded in the consolidated statement of income.

Purchases and sales of financial assets are recorded at the date on which the Company is committed to
purchasing or selling these assets. Financial assets not shown at fair value through profit or loss are
initially recognized at fair value plus transaction costs. Financial assets shown at fair value through
profit or loss are initially recorded at fair value and transaction costs are recognized in the results for
the year in which they are incurred. The transfer of afinancial asset is considered an exchange of
assets when the Company substantially transfers risks and advantages inherent to the property of this
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September 30, 2008 and 2007

asset. When the Company exchanges financial assets, the effects of the transaction and the assets
received at fair value at that date are recognized in the consolidated income statement and balance
sheet, respectively.

Fair values of investments are determined based on market values of shares at the financia statement
presentation date.

The Company assesses at each balance sheet date whether there is objective evidence of impairment in
the value of afinancial asset or group of financial assets.

i) Capitalizablelease

The Company recognizes as property, plant and equipment leased assets that comply with capitalizable
criteria, and also recognizes the related liability. Depreciation of assets recorded under capitalizable
lease is shown in the income statement.

j) Loans
Bank loans areinitially recognized at fair value; they are subsequently shown at amortized cost since
they bear interest at market rates.

Costsrelated to incurred debt are shown net of the related liability and amortized during the term of
the debt using the effective interest method (Notes 12 and 19).

Changesin loan terms and conditions are assessed to determine the effects on the accounting treatment
given to the loan and the related costsincurred. If changesin conditions are accounted for asan
extinguishment, all costs or commissions incurred are recognized as part of any income or loss derived
from the extinguishment; if not, all costs or commissions incurred are adjusted to the book value of
liabilities to be amortized over the remaining useful life of the modified loan (Notes 12 and 19).

The Company recognizes offsetting of financial debt with financial assetsin the consolidated financia
statements as long as of fsetting is allowed under the existing agreements and applicable accounting
principles are complied with.

L oans maturing within one year are classified as current liabilities, unless the Company has an
unconditional right to defer repayment for a period of over twelve months after the balance sheet date
(Note 12). All other loans are classified as long-term liabilities.

k) Accrual for employeetermination benefits

The Company accrues for its liability in respect of employee termination benefits, which are a vested
right of employees, based on the provisions of the Venezuelan Labor Law and the prevailing collective
labor agreement. Thisliability is shown net of advances granted to employees. Among other aspects,
the Law provides for a minimum indemnity of 45 days of salary per year (up to a maximum of 90 days
depending on length of service), without retroactive adjustments.

Venezuelan Labor Law also requires mandatory distribution to employees (profit-sharing bonus) of up
to 15% of a company’s pre-tax income. The established minimum and maximum amounts for
distribution are 15 and 120 days of salary, respectively. The Company accrued and paid a profit-
sharing bonus to its employees of 120 days of salary for 2008 and 2007.

12



Siderurgica Venezolana “ Sivensa’, S.A. and its Subsidiaries
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The Company does not have a pension plan or other post-retirement benefit programs.

[) Accounts payable
Accounts payable are initially recognized at fair value and subsequently shown at amortized cost using
the effective interest method.

m) Provisions

Provisions must be recognized when the Company has a present legal obligation as a result of past
events, it is probable that an outflow of resources will be required to settle the obligation, and the
amount of the obligation can be reasonably estimated. The amount of the provision is the present
value of expenditures expected to settle the obligation. Provisions are not recognized for future
operating losses.

Provisions for environmental restoration are determined based on the present value of expenditures
expected to settle the obligation at a pre-tax discount rate that reflects the temporary value of money at
the balance sheet date, aswell as the specific risk of the related liability. The increase in the provision
over time isrecognized as interest expense.

When there is a significant number of similar obligations which, individually, are not significant, the
likelihood of an outflow of resources to settle them is determined considering the type of obligation as
awhole and the respective provision is set aside.

n) Basic and diluted net income per share

Net income per share is determined by dividing net income for the year attributable to Sivensa
shareholders by the weighted average of outstanding shares during the year. Basic and diluted net
income per share isthe same for al periods shown since the Company does not have any potentially
dilutive instruments.

0) Capital stock
Common shares are classified as equity. At September 30, 2008 and 2007, Sivensa has no preferred
shares.

Costsfor the issue of new shares are shown in equity as areduction in capital stock.

When Sivensa acquires proprietary shares (treasury stock), the amount paid, including share premium,
is reduced from capital stock until these shares are cancelled. Subsequently, when these shares are
cancelled, the excess amount is charged to the equity account Share premium.

p) Revenue recognition

Revenue comprises the fair value of rights received from the sale of goods in the normal course of the
Company’s activities. Incomeis shown net of returns, rebates and discounts after eliminating sales
transactions between the Company’ s subsidiaries. Income from sales of goods is recorded when goods
sold by the Company are dispatched and accepted by clients and the risk is transferred to the buyer.

Interest income is recorded when earned using the effective interest method.

Income from dividends from financial assetsis recognized in the consolidated income statement when
the Company has the right to receive payment.
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q) Cost of sales
For presentation purposes, certain selling expenses, mainly freight and export insurance, are
considered an integral part of cost of sales.

r) Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and at banks, short-term deposits, other highly
liquid investments maturing within three months and bank overdrafts. Bank overdrafts are shown as
part of loans under current liabilities in the balance sheet.

s) Fair value of financial instruments

The carrying value of cash and cash equivalents, trade accounts receivable, net of provision,
investments and accounts payable to suppliers approximates their fair value due to the short-term
maturities of these instruments. Since most Company loans and other financial obligations bear
interest at variable markets rates, management considerstheir carrying amounts to approximate fair
value.

t) Accounting for derivative instruments and hedging activities

Financial instruments, including derivatives, are recognized in the balance sheet as either assets or
liabilities at their respective fair values. The Company recognizes transactions with financial
instruments at their transaction date.

The Company does not engage in hedging activities and has identified no derivative instruments.

u) Foreign currency balances and transactions

Foreign currency transactions are recorded at the exchange rate in effect at the transaction date.
Foreign currency balances at September 30, 2008 and 2007, mainly in bolivars, are shown at the
official exchange rate of Bs 2.15/US$1 (Note 21). Exchange gains or losses arising from currencies
other than the U.S. dollar are included in the income statement.

v) Incometax for the year and deferred income tax

Income tax for the year is determined based on applicable income tax laws at the balance sheet datein
the countries where the Company operates and generates income. Management regularly evaluates
positions taken for determining income tax in respect of situations in which laws and regulations are
subject to interpretation and records the related provisions based on amounts expected to be paid.

The Company records deferred income tax in accordance with the liability method. Under this
method, deferred income tax reflects the net effect of expected future tax consequences arising from:
a) temporary differences from application of the statutory tax rates expected in future periods to
differences between the tax base of assets and liabilities and their amounts in the balance sheet, and

b) tax credits and tax loss carryforwards. The effect on deferred taxes of changes in statutory tax rates
isalsorecognized. If itisnot likely that a portion or all of adeferred tax asset will berealized, itis
not recognized.

The Company recognizes the deferred tax liability for revalued assets, calculated based on the
difference between the revalued carrying amount and the tax base of the assets, with a charge to the
related equity account (Note 2-f). The deferred tax liability is also recorded for available-for-sale
investments, cal culated based on the difference between fair value and the related tax base of
investments, with a charge to the equity account Unrealized gain on avail able-for-sale investments.
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The Company does not recoghize a deferred income tax liability for temporary differences arising on
investments in subsidiaries and affiliates when: @) Sivensais able to control the reversal of the
temporary difference, and b) it is not likely that the temporary difference will be reversed in the
foreseeable future.

w) Segment reporting

A business segment is a group of assets and operations engaged in providing products that are subject
to risks and returns that are different from those of other business segments. Management believes
that the Company operates in the business segments described in Note 22 and in basically one country.

x) Dividend distribution
Distribution of dividends to shareholdersis recorded as aliability in the financial statements for the
period when the dividends are approved by Sivensa' s shareholders.

3. Natur e and Scope of Risksfrom Financial I nstruments

The Company’s activities are exposed to certain financial risks: concentration of credit risk, liquidity
risk and risks arising from the volatility of economic variables, such as the exchange rate, interest rates
and the market in general.

Concentration of credit risk
Financia instruments exposed to concentration of credit risk consist primarily of cash equivalents and
trade accounts receivable.

Company management administers its cash deposits and equivalents first considering the stability of
financia institutions and then interest obtained. Demand and time deposits are not usually over 90
daysto maintain ahigh liquidity level.

At September 30, 2008 and 2007, cash and cash equivalents are placed with local and foreign financial
institutions (Note 21).

Trade accounts receivable of certain subsidiaries are concentrated in a small number of clients. Below
isthe classification of clients based on their collection experience at September 30:

Percentage on
accountsreceivable

2008 2008
Steel
Clients with excellent payment experience 89.46 88.08
Clients with good payment experience 10.54 11.92
Briquettes
Clients with excellent payment experience 99.50 99.15
Clients with good payment experience 0.50 0.85

The Company regularly assesses the financial condition of its clients based on a detailed analysis of
overdue and maturing balances. Unrecoverable accounts are provided for in full.
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Liquidity risk

The Company regularly assesses its fund requirements to maintain cash availability in conformity with
maturities of its operating and financial obligations, including dividends declared. When necessary,
Company management uses its credit capacity to finance working capital and investments. Short-term
debts are assessed based on working capital turnover and long-term debts based on estimated cash to
be generated by the Company’ sindustrial facilities.

Foreign exchange risk
Financia instruments exposed to foreign exchange risk at September 30 are as follows:

(Thousands of U.S. dollars) 2008 2007

Assetsin bolivars 221,740 134,384
Assetsin U.S. dollars 168,867 278,000
Liabilitiesin bolivars 206,205 406,642
Liabilitiesin euros 2,588 -
Liabilitiesin U.S. dollars 164,478 574,000

Acquisition of foreign currency in the country is currently limited due to the exchange control regime
in effect as from February 5, 2003. In March 2005, the Ministry of Finance and BCV established new
official exchange rates, effective as from that date, of Bs 2.14/US$1 (purchase) and Bs 2.15/US$1
(sale) (Note 21).

Assets and liabilities in foreign currency are recorded at the official exchange rates published by BCV
at September 30, 2008 and 2007, which represent values at which assets are expected to be realized
and liabilitiesto be settled. Company management does not engage in hedging activities in connection
with its monetary assets and liabilitiesin foreign currency.

Interest rate fluctuation risk

The Company is exposed to interest rate fluctuation risk. Financial liabilitiesin local currency bear
interest at market lending rates; certain financial liabilitiesin foreign currency bear interest at fixed
rates and, therefore, are not subject to interest rate fluctuation risk. Below isa summary of financial
liabilities and their interest rates at September 30:

2008 2007
Average Average
Effective mar ket Effective mar ket
rate rate rate rate

Letters of credit in foreign currency 12% 10.20% between 7% and 15% 8.30%
Short-term promissory notesin local currency 19% 22.31% - -
Bonds payablein foreign currency 10% 10.30% 10% 8.40%
Long-term loans in foreign currency - - Between 8.13% and 11.75% 8.40%
Other financial liabilities Between 12.10% and 18.63%  22.31% 18.63% 16.53%

Company management regularly assesses the cost of its financial liabilities to obtain the best credit
conditions. Management does not engage in hedging activities in connection with interest rates of its
financia liabilities.
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Long-term loans at fixed interest rates and other financial obligations at variable interest rates
approximate their fair value.

All financia liabilities are shown at their balance payable.

Market risk

The Company is exposed to the risk of price fluctuation of supplies and finished products. At
September 30, 2008 and 2007, Company management does not engage in hedging activitiesin
connection with the cost of itsraw materials and prices of products sold on local and international
markets.

The main supplies used by the subsidiary IBH, such as fineiron ore and iron ore lumps, iron ore
pellets, electricity and gas, are provided by Venezuelan state-owned companies (Note 23).

In 2008 and 2007, the Company exported 48% and 44%, respectively, of its annual sales, mainly
denominated in U.S. dollars. A portion of its costs and expenses is denominated in bolivars.

4, Classification of Financial | nstruments

Available-for-sale investments at September 30, 2008 are as follows:

Book value
(equivalent
Unrealized Unrealized to market
(Thousands of U.S. dollars) Cost gain loss value)
Investments in available-for-sale preferred shares 34,884 - - 34,884
Provision for impairment (12,860) - - (12,860)
22,024 - - 22,024
Available-for-sale investments at September 30, 2007 are as follows:
Book value
(equivalent
Unrealized Unrealized to market
(Thousands of U.S. dollars) Cost gain loss value)
Investments in available-for-sale preferred shares 20,930 - - 20,930
Provision for impairment (9,023) - - (9,023)
11,907 - - 11,907
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Financial assets and liabilities recorded at amortized cost at September 30, 2008 are as follows:

(Thousands of U.S. dollars)

Bank depositsin bolivars

Bank depositsin U.S. dollars

Trade accounts receivable in bolivars
Trade accounts receivable in U.S. dollars
Letters of credit in euros

Short-term bank loans in bolivars

Trade accounts payable

Bonds payable

Financial assets and liabilities recorded at amortized cost at September 30, 2007 are as follows:

(Thousands of U.S. dollars)

Bank depositsin bolivars

Bank depositsin U.S. dollars

Trade accounts receivable in bolivars
Trade accounts receivablein U.S. dollars
Letters of creditin U.S. dollars

Trade accounts payable

Bonds payable

Long-term bank |oans

5. Cash and Cash Equivalents

Cash and cash equivalents at September 30 comprise the following:

(Thousands of U.S. dollars)

Cash on hand and at banks
Short-term deposits
Non-negotiable bill of exchange
Bank deposits

Unrealized
Amortized gain M ar ket
cost (loss) value
6,977 6,977
5,891 5,891
2,632 2,632
56,096 56,096
5,564 5,564
31,628 31,628
147,183 147,183
96,250 96,250
Unrealized

Amortized gain M arket
cost (loss) value
7,443 7,443
127,390 127,390
2,528 2,528
75,371 75,371
640 640
92,427 92,427
100,000 100,000
390,161 390,161
2008 2007

201,693 71,487

- 69,304

- 15,000

12,868 50,529

214,561 206,320

At September 30, 2008, US$7.6 million guarantees payment of principal and interest of bonds payable

and bank deposits of US$5 million guarantee aletter of credit signed by the subsidiary Sidetur

(Notes 12 and 13).

At September 30, 2008, short-term bank depositsin bolivars and U.S. dollars earn interest at between
2.75% and 17% (1.25% and 11% in 2007). These deposits mature between October and November

2008 (October and December 2007 in 2007).
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At September 30, 2007, the subsidiary Sidetur had short-term deposits for US$5 million, which
guaranteed two payments of interest on bonds payable (Note 12). In addition, the subsidiary Sidetur
had a U.S. dollar account with aforeign financia institution for US$19.5 million. These funds
guaranteed a bank loan and accrued interest (Note 12) and was repaid in October 2007.

At September 30, 2007, the subsidiary Sidetur had a deposit with aforeign financial institution of
US$15 million that was supported by a non-negotiable bill of exchange issued by the financial
institution on behalf of the subsidiary and earned interest at a fixed annual market rate. Thisbill of
exchange was collected at maturity.

Short-term deposits for 2007 were in respect of cash deposits held by foreign subsidiaries with foreign
financial institutions at three-month LIBOR less 0.15%.

6. Accounts Receivable

Accounts receivable at September 30 comprise the following:

(Thousands of U.S. dollars) 2008 2007
Trade 58,728 77,900
Provision for doubtful accounts (949) (831)
57,779 77,069
Vaue added tax (VAT) and client withholdings (Note 15) 51,524 44,529
Account receivable from subsidiary shares sold (Note 25) - 35,488

Export incentives and import duty drawbacks,
net of provision
Other accounts receivable

4,328 5,030
113,631 162,116

Trade accounts receivable of IBH subsidiaries are concentrated in a small number of clients. In
addition, in 2007 certain accounts receivable were provided as bank loan guarantees (Note 12). The
decrease in IBH’ s trade accounts receivable in 2008 compared to 2007 is mainly due to adecreasein
sales of briquettesin September 2008 and to improved collections.

At September 30, 2008 and 2007, Bs 40.8 million (equivalent to US$19 million) and Bs 26.2 million
(equivaent to US$12.18 million), respectively, are subject to reimbursement in respect of export
incentives and import duty drawbacks established in the Venezuelan Customs Law. It is Company
policy to set aside provisions for the full carrying amounts and recognize income upon collection.
During 2008 no drawback payments were received and during 2007 payments for Bs 27,402 million
(equivaent to US$12.75 million) were received in this connection (Note 18).

The account receivable from subsidiary shares sold is in respect of the sale of shares held by the

Company in Vicson until September 30, 2007, which were sold to N.V. Bekaert for US$35.48 million.
This account was collected on October 1, 2007.
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Trade accounts receivable which are overdue based on the Company’s credit policies are assessed to

compute the provision for doubtful accounts. A summary of balances at September 30 is shown

below:

(Thousands of U.S. dollars)

Maturities
Not due

30 to 60 days
61 to 90 days
91 to 120 days
Over 120 days

2008

51,909
1,594
1,603
1,972
1,650

58,728

2007

76,380
289
374

54
803

77,900

Overdue trade accounts receivable with no recent losses that are expected to be recovered are not

provided for.

Below is asummary of the movementsin the provision for doubtful accounts:

(Thousands of U.S. dollars)

Balance at the beginning of the year
Provided in the year
Effect of changes in the exchange rate and deductions

Balance at the end of the year
7. Inventories

Inventories at September 30 comprise the following:

(Thousands of U.S. dollars)

Finished products

Work in progress

Raw materials and direct supplies (Note 23)
In-transit merchandise

Provision for obsolescence

Y earsended
September 30,
2008 2007
831 1.185
141 15
(23) (369
949 831

2008 2007
48,525 28,054
15,332 31,307
78,747 24,833
10,109 7,647
(770) (585)
151,943 91,256

At September 30, 2008, finished products for US$2.9 million are shown at their net realizable values.

Theincrease in raw materials arises from the increase in international raw material prices.
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8. Property, Plant and Equipment

Property, plant and equipment comprises the following:

Buildings,
(Thousands of machinery Furniture Construction
U.S dollars) and equipment Tools Vehicles Land and fixtures in progress Total
At September 30, 2007
Opening balance 1,252,255 1,198 6,677 87,594 2,415 7,893 1,358,032
Additions 22,864 314 2,386 2,336 1,986 13,415 43,301
Disposals, net (1,303) (610) (30) (5,814) - (10,776) (18,533)
Depreciation expense (77,403) 97) (982) 4) (673) - (79,159)
Revaluation 226,756 - - 6,294 - - 233,050
Discontinued operation (70,556) - (1,336) (9.413) (427) (456) (82,188)
Net closing balance 1,352,613 805 6,715 80,993 3,301 10,076 1,454,503
At September 30, 2007
Cost 1,554,596 4,698 14,959 27,236 11,150 10,076 1,622,715
Accumulated depreciation (634,430) (3,893) (8,244) - (7,849) - (654,416)
Revaluation 432,447 - - 53,757 - - 486,204
Net balance 1,352,613 805 6,715 80,993 3,301 10,076 1,454,503
At September 30, 2008
Opening balance 1,352,613 805 6,715 80,993 3,301 10,076 1,454,503
Additions 28,780 45 2,910 - 925 35,087 67,747
Disposals, net (9,356) (580) (69) (2,072) (43) (4,754) (16,874)
Depreciation expense (74,751) 4 (1,744) - (1,283) - (77,782)
Reclassifications 30,853 - 67 - 390 (31,310) -
Revaluation (2,228) - - - - - (2,228)
Net closing balance 1,325,911 266 7,879 78,921 3,290 9,099 1,425,366
At September 30, 2008
Cost 1,595,235 2,680 17,670 27,895 11,281 9,099 1,663,860
Accumulated depreciation (669,297) (2,414) (9,792) - (7,991) - (689,493)
Revaluation 399,973 - - 51,026 - - 450,999
Net balance 1,325,911 266 7,879 78,921 3,290 9,099 1,425,366

During 2008 the subsidiary Sidetur completed construction of the smoke extraction system of its plant
located in Guayanain order to comply with environmental regulations. An investment of US$26.3
million was made in this connection (Note 26).

Depreciation expense for the years ended September 30, 2008 and 2007 was US$78 million and
US$79 million, respectively, charged mainly to cost of sales.

During the years ended September 30, 2008 and 2007, the Company did not capitalize interest on
property, plant and equipment.

In 2007 most of IBH’ s property, plant and equipment of US$1,197 million was pledged to secure this
subsidiary’ s bank loans (Note 12).
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9. | nvestments

Investments at September 30 comprise the following:

(Thousands of U.S. dollars) 2008 2007

Investments in available-for-sale preferred shares 34,884 20,930
Provision for impairment (12,860) (9,023)
Investments in available-for-sale preferred shares 22,024 11,907

Investmentsin available-for-sale preferred shares

In September 2008, Sidetur invested Bs 30 million (equivalent to US$14 million) in 60 million
preferred shares of alocal shipping company with a par value of Bs 0.5 each. These shares grant a
guaranteed, fixed and accrued dividend of 4% per annum, payable every six months. The holders of
these shares have no rights to vote at meetings. These shares are not computed for purposes of the
related quorum. Based on the difference between the fixed yield of shares and market yields,
management estimated at Bs 21.75 million (equivalent to US$10 million) the present value of this
investment, based on an effective interest rate of 12.10%. The difference between the amount paid
and the present value of the investment of Bs 8.25 million (equivalent to US$3.8 million) was recorded
in the consolidated income statement under Net gain (loss) on sale, exchange and val uation of
investments. Under the Aquatic Space Law, Sidetur is entitled to receive income tax credits in respect
of 75% of the amount invested in the acquisition of these shares.

During 2007 Sidetur acquired 4,500 million preferred shares of another local shipping company with a
par value of Bs 0.01 each. These shares grant a guaranteed, fixed and accrued dividend of 4% per
annum, payable every six months. The holders of these shares have no rights to speak or vote at
meetings. Based on the difference between the fixed yield of shares and market yields, Company
management estimated at Bs 25.6 million (equivalent to US$11.9 million) the present value of this
investment, based on an effective interest rate of 18.63%. The difference between the amount paid
and the present value of the investment of Bs 19.4 million (equivalent to US$9 million) was recorded
in the consolidated income statement under Net gain (loss) on sale, exchange and val uation of
investments. Under the National Merchant Navy Reactivation Law, Sidetur received income tax
creditsin respect of 75% of the amount invested in the acquisition of these shares.

Available-for-sale investments

Asfrom January 31, 2006, Ternium, S.A. (Ternium) shares are listed on the New Y ork Stock
Exchange as American Depositary Receipts (ADRs). Terniumisthe direct or indirect shareholder of
Hylsamex in Mexico (86.4%), Sidor in Venezuela (55% until 2008), Siderar in Argentina (56.1%) and
Techint Trade (100%).

At September 30, 2005, Sidetur owned 3.4% of the capital stock of Consorcio Siderurgia Amazonia,
Ltd. (Amazonia). In November 2005, Sidetur exchanged its shares in Amazoniafor 33.8 million
shares of Ternium, with a par value of US$1 each, equal to 2.36% of that company’s capital stock at
that date.

Under applicable accounting standards, the exchange of sharesin Amazoniafor Ternium shares was

considered an exchange of financial assets. Therefore, Sidetur recorded income of US$26.7 millionin
the results for 2006, which included settlement of the US$4.64 million liability with Amazonia. This
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11.

amount comprised the difference between the estimated value of Ternium at the exchange date and the
book value of its equity in Amazonia, and settlement of the af orementioned account payable.

In January 2006, Ternium made a public offering of sharesin the form of ADRs and Sidetur’ s equity
in the capital stock of Ternium decreased from 2.36% to 1.64%. Original Ternium shares were
converted into 3.38 million ADRs, which were provided as collateral to aforeign bank against aloan
of US$19 million taken out by the subsidiary Sidetur (Note 12).

In April 2007, the progressive sale of Ternium ADRs owned by Sidetur and one of its subsidiaries was
initiated. Thetotal sale of these ADRs for a net amount of US$92.9 million was completed in
September 2007 and resulted in a gain of US$58.9 million shown in the consolidated income statement
under Net gain (loss) on sale, exchange and valuation of investments. This gain included the
realization of US$29.2 million, shown in the equity account Unrealized gain on investments at
September 30, 2006.

Other Non-current Assets

Other non-current assets at September 30 comprise the following:

(Thousands of U.S. dollars) Goodwill Other Total

Balance at September 30, 2006 1,223 3,211 4,434
Additions - 5,077 5,077
Disposals and reclassifications - (340) (340)
Amortization - (322 (322
Discontinued operation (1,223) (286) (1,509)
Balance at September 30, 2007 - 7,340 7,340
Additions - 4,644 4,644
Balance at September 30, 2008 - 11,984 11,984

A breakdown of other assets at September 30 is shown below:

(Thousands of U.S. dollars) 2008 2007
Amortizable dies 9,391 5,067
Investments in shipping port 1,743 1,426
Guarantee deposits 159 146
Works of art and other 691 701

11,984 7,340

Amortizable dies relate to molds used for briquette production, which are amortized based on units
produced.

Settlement Agreement with BHP-Billiton
In September 1997, IBH agreed with the Australian company BHP-Billiton to devel op, construct and

jointly operate the iron-ore direct reduction plant of Orinoco Iron and the Operaciones RDI plant. In
March 2001, Operaciones RDI shut down its plant and no decision has been made to date as to how
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12.

long it will be closed. At September 30, 2008, Operaciones RDI has assets of US$2.3 million and an
equity deficit of US$7.4 million (US$2.2 million and US$6.9 million, respectively, at September 30,
2007).

On November 5, 2004, BHP-Billiton, owner of 50% of Orinoco Iron’s capital stock, agreed to
terminate the joint venture with IBH and to assign 1% of Orinoco Iron’s capital stock thereto.
Consequently, as from that date, IBH owns 51% of Orinoco Iron’s capital stock and has assumed
control of its operations and management; therefore, it began to consolidate Orinoco Iron’ s results for
accounting purposes.

As part of this agreement, IBH undertook to pay BHP-Billiton US$30 million once creditor banks
receive payment of principal and interest totaling US$240 million (Note 12). The aforementioned
amount of US$30 million was recorded at net present value, which, at September 30, 2007, was
estimated at US$23 million and recorded in the results for the respective years.

During 2008 Venprecar and Orinoco Iron issued promissory notes in favor of aforeign bank and
US$30 million in this connection was used to settle the debt with BHP-Billiton.

Bonds and Long-term Bank Loans

Bonds payable at September 30 comprise the following:

(Thousands of U.S. dollars) 2008 2007

Bonds payable 96,250 100,000
Cost of bonds issued (2,216) _ (2,508)
Net amount of issue costs 94,034 97,492
Current portion (5,000) _ (2,500)

89,034 94,992

Long-term bank loans at September 30 comprise the following:

(Thousands of U.S. dollars) Sidetur IBH Vicson Total
Balance at September 30, 2006 19,000 330,153 12,392 361,545
Capitalization of interest - 32,675 - 32,675
Loans of discontinued operation - - (12,392) (12,392)
Balance at September 30, 2007 19,000 362,828 - 381,828
Capitalization of interest - 16,324 - 16,324
Payments through foreclosures of accounts receivable - (315,716) - (315,716)
Cash payments (219,000) - (19,000)
Amortization of expenses and commissions associated with

incurred debt (Note 19) - 11,334 - 11,334
Debt from settlement with BHP-Billiton - 30,000 - 30,000
New debt - 246,157 - 246,157
Capitalization of debt in subsidiary - (350,927) - (350,927)

Balance at September 30, 2008
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Maturities of these liabilities at September 30, 2007 are shown below:

(Thousands of U.S. dollars) Sidetur IBH Total
Years
2008 19,000 - 19,000
2009 - 4,640 4,640
2010 and beyond - 369,522 369,522
19,000 374,162 393,162
Restructuring expense - (11,334 (11,334)
19,000 362,828 381,828
Current portion (29,000) - (19,000)

Long-term portion 362,828 362,828

Sidetur

a) Refinancing of long-term restructured debt and bond issues

During 2006 Sidetur refinanced its May 2002 long-term debt. Transactions related to debt refinancing
are summarized below:

Bond issue agreement

In February and April 2006, the Board of Directors of Sidetur and its subsidiary Sidetur Finance, B.V.,
respectively, authorized a private issue of bonds of US$100 million on the international market to
mature in 2016. Bonds were issued on May 3, 2006, and a fixed annual interest rate of 10% was set
upon placement. All funds obtained were used to refinance the long-term debt described in this note.

Below isasummary of the main terms and conditions of the bond issue agreement:

a) The amount of principal and interest is repayable in 32 quarterly installments of US$1,250,000
beginning April 2008 and the remaining balance in a single payment of US$60 million in April
2016. The applicable annual interest rate will be 10%, payable on a quarterly basis as from July
2006.

b) Sidetur will unconditionally and irrevocably guarantee payment of principal and interest in respect
of bondsissued by its subsidiary Sidetur Finance, B.V.

¢) Theissuer isentitled to redeem bondsin whole, but not in part, at any time on or after April 20,
2011 at discretion, for the total amount owed at that date, at recovery rates equal to 105% of the
amount owed in 2011 and up to 100% of the amount owed as from April 2014.

d) The bond issue agreement sets limitsin respect of: i) certain specific payments, ii) certain debt,
iii) liens on certain assets, iv) sales of assets, v) financial lease transactions, vi) mergers, and
vii) repurchase of bonds from holders by the issuer and the guarantor.

At September 30, 2008, the consolidated financia statements of Sivensa show a balance of US$96.25
million in respect of bonds issued in May 2006, net of issue costs of US$2.2 million.
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Amended and Restated Loan Agreement

In March 2006, Sidetur was notified by the Commission for the Administration of Foreign Currency
(CADIVI) that itsrequest for a creditor change and the issue of the Amended and Restated L oan
Agreement, filed in February 2006, had been approved (Note 21).

In May 2006, aforeign bank acquired each of the creditor loans comprising Sidetur and Sivensa's
long-term debt (Amended and Restated L oan Agreement). Under this Agreement, Sidetur agreed to
release Sivensa from al obligations under the loan agreement in effect at that date and the creditor
bank accepted Sidetur as the agreement’ s sole debtor. At the transaction date, the amount owed by
Sidetur in respect of the long-term debt was US$113 million.

Furthermore, under the refinancing agreement, Sivensa acquired 15% of Sivensa's capital stock from
creditor banks of the long-term debt owned by these banks as a result of the long-term debt
restructuring agreements of May 2002 (Note 20).

The main terms and conditions of the Amended and Restated L oan Agreement are summarized below:

a) Thedebt will berepaidin“A” and “B” Tranches, with initial balances of US$100 million and
US$13 million, respectively. Tranche“A” isrepayable in 32 quarterly installments of
US$1,250,000 each as from the second quarter of 2008, and the final balance of US$60 million will
be repaid in the second quarter of 2016. Tranche “B” was paid at maturity on May 31, 2006. The
annual interest rate for Tranche “A” will be 10.10%, payable on a quarterly basis beginning June
2006; the interest rate for Tranche “B” was LIBOR plus 4.10%, fully paid on May 31, 2006 along
with principal.

b) The occurrence of an event of default under the loan agreement shall relate to an event of default
under the bond issue agreement of May 3, 2006.

¢) The number of guarantees provided under the original loan agreement was reduced. Under the
Amended and Restated Loan Agreement, only Sidetur’s export accounts receivable and the bank
account for export collections are pledged as guarantee for debt repayment (both existing under the
original loan).

d) Sidetur will pay acommission for Tranche “A” debt service. The amount paid in this connection
during the year ended September 30, 2008 was US$310,625 (US$337,500 in 2007).

Under applicable accounting standards, the restructured long-term debt of Sivensa and Sidetur was
recorded as debt repayment and the balance of costsincurred of US$4.8 million at May 3, 2006, in
respect of the restructured long-term debt, was recognized as part of the result of such repayment
(Note 2-)).

On May 3, 2006, Sidetur Finance B.V. and the new creditor of the amended and restated |oan signed a
participation agreement on the af orementioned debt under the same terms and conditions of the debt
agreement. Under the participation agreement, Sidetur Finance B.V. may not sell, assign or transfer
its participation to any entity or individual. The consolidated financial statements at September 30,
2008 and 2007 include offsetting of the balance of the amended and restated |oan owed by Sidetur
with the participation acquired by its subsidiary.
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Maturities of these obligations at September 30, 2008 are shown below:

(Thousands of U.S. dollars)

Years

2009 5,000

2010 5,000

2011 5,000

2012 and beyond 81,250
96,250

Cost of bonds issued (2,216)
94,034

During 2008 Sidetur paid the first three quarterly principal installments amounting to US$3.75 million.
Interest on debt incurred for issuing bonds during 2008 amounts to US$10 million (US$10 million in
2007), of which US$8.1 million has been paid at September 30, 2008 and US$1.9 million has accrued
and will be paid at maturity.

The request filed by Sidetur in February 2006 for a change of creditor in respect of the restructured
long-term debt of 2002 and issue of the Amended and Restated L oan Agreement was formally
approved by CADIVI in March 2006 (Note 21).

Sdetur long-termloan

In May 2006, Sidetur took out aloan from the Deutsche Bank A.G. London Branch for US$19 million
maturing in November 2007 at annual LIBOR rates, plus 5%, calculated monthly. Thisloan, formerly
guaranteed by Ternium shares, was secured with cash obtained from the sale of these shares (Note 9).
Funds obtained from this loan were used to purchase common shares representing 15% of Sivensa's
fully subscribed and paid-in capital stock at that date, as well as the Golden Share upon conversion
into acommon share. Sidetur repaid thisloan on October 30, 2007.

IBH

a) Background of the financial debt being restructured and Standstill Agreement

Background

Orinoco Iron received funds of US$613 million (senior debt) in conformity with several lines of credit
to finance construction of the Orinoco Iron Plant. Fifty percent (50%) of this debt was guaranteed by
IBH and Venprecar.

Lenders shared a common security package which comprised: 1) pledges on all of the assets of
Orinaco Iron (as borrower) and Operaciones RDI (as guarantor); 2) pledges on sales, construction and
supply contracts and insurance policies of Orinoco Iron, Operaciones RDI and Venprecar; 3) pledges
by IBH of its share ownership in the capital stock of Orinoco Iron, Operaciones RDI, SVS
International Steel Holdings (SVS International) and V enezolana de Prerreducidos Caroni
“Venprecar,” C.A.; 4) pledges by SVS International of its share ownership in Siderurgica del Caroni
“Sidecar,” S.A.; 5) pledges by Sidecar of its share ownership in Venprecar; 6) a mortgage on land and
civil works owned by Venprecar; 7) a mortgage on Venprecar’ s business operations; 8) escrow
agreements on two of Venprecar’s bank accounts and; 9) an unconditional guarantee by Operaciones
RDI.
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In May 2001, BHP-Billiton paid Orinoco Iron’s creditor banks US$314 million in respect of its
percentage (50%) of the secured debt. After this payment, BHP-Billiton became an Orinoco Iron
creditor for this amount, subject to the samerights of itsinitial creditors and subordinated to debt
settlement with creditor banks. In November 2004, BHP-Billiton assigned its rights on this debt to
Orinaco Iron’s creditor banks. This debt was subject to the settlement agreement with BHP-Billiton
(Note 11).

During 2008 the financial debt being restructured bore interest for US$16.32 million. Interest payable
to banks was cal cul ated based on the terms of the original debt agreements at between 11.25% and
5.38% (11.75% and 8.13% in 2007) per annum, including additional interest charges on late payments
of 2% beginning in May 2001. At September 30, 2007, the balance of the financial debt being
restructured was US$296 million and unpaid accrued interest was US$77.3 million.

Sandstill Agreement

In August 2005, creditor banks of Orinoco Iron, C.A. (subsequently merged into Venprecar) and IBH
and its subsidiaries signed an agreement to maintain the status quo of the bank debt being restructured
(“ Standstill Agreement”). According to this Agreement, default conditions in respect of the debt being
restructured still existed. Furthermore, the Agreement should not be construed as awaiver of the
aforementioned default or as a novation of the debt and its original terms. Therefore, Venprecar was
required to pay at least US$304 million in principal and interest, fees and other amounts to which
creditor banks were entitled. Under this Agreement, financial institutions maintained all of the rights
related to the guarantees originally subscribed in 1997 and creditor banks reserved the right to take any
necessary legal action against the responsible partiesin case Venprecar defaulted on the
aforementioned payments. Based on the terms of the Agreement and during the standstill period,
creditor banks should forbear from enforcing their rights and/or take any other action in connection
with the debt being restructured provided that no new events of default occurred in connection with
the new obligations arising from the Agreement, except for action that, at their sole discretion, creditor
banks could exercise in respect of accounts receivable from and revenues of Venprecar, Operaciones
RDI and Orinoco Iron S.C.S. Based on the above, IBH presented the aggregate debt as along-term
liability. In addition, put and call option contracts were signed in August 2005 by IBH and Venprecar
in respect of 39.14% of Class“B” sharesin IBH de Venezuela, C.A. owned by creditor banks.
Venprecar would have the necessary resources to conduct normal business operations, including those
required for investmentsin fixed assets.

The Standstill Agreement would remain in effect until afinancial restructuring agreement was
reached, provided that the following conditions were met:

a) Payment of an amount equivalent to US$180 million and the equivalent of minimum interest
calculated at LIBOR plus 4.5%, payable quarterly. At September 30, 2007, the balance amounted
to US$157.2 million (including minimum interest of US$27.6 million).

b) Payment of US$194 million on October 1, 2014 and the equivalent of interest calculated at 6% per
annum. Unpaid accrued interest could be capitalized annually. The balance of principal and
interest at September 30, 2007 was US$204 million.

¢) Compliance with debt restructuring agreements signed with CV G’ s subsidiaries.
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d) Transfer by the subsidiary IBH de Venezuela, C.A. of 3% of Venprecar's shareholding to CVG
upon approval and request of the latter.

€) Compliance with call option contractsin favor of IBH or Venprecar on 39.14% of IBH de
Venezuela, C.A. shares and compliance with the put option in favor of creditor banks. The
exercise price for both put and call options would be in the range of US$34 million to US$80
million, depending on the exercise date.

Considering the terms of the af orementioned agreement and future estimates made by management, in
2005 IBH recorded aliahility in respect of the present value of the exercise option price under Other
liabilities and accruals, which was expected to be exercised in 2010. At September 30, 2007, this
liability amounted to US$24 million. Furthermore, as from 2005 IBH has consolidated 39.14% of the
shares covered under the aforementioned option, and the results of the subsidiary were fully
recognized as from September 1, 2005 even though the option had not been legally exercised at that
date. The difference between the liability recorded in respect of the option and the equity value of the
related shareholding is shown in equity under Difference between fair value and cost of shares of
subsidiary.

Repayment of financial debt being restructured

In January 2008, creditor banks of the financial debt being restructured assigned to another foreign
bank the debt owed at that date by Venprecar. This changein creditor was notified to CADIVI. As
from that date and until June 2008, acting as the creditor and due to the increase in sales prices of
briquettes, foreclosures of accounts receivable resulting from exports made by Venprecar and Orinoco
Iron, S.C.S. wereinitiated for purposes of debt collection.

In June 2008, after foreclosure of these accounts receivable, the remaining balance of Venprecar's
financia debt for US$74.8 million was assigned to another foreign bank. This assignment was
notified to CADIVI. Upon assignment, Venprecar agreed with the creditor of the financial debt to
novate the obligations derived from the debt, thereby terminating all agreements guaranteeing the
financial debt being restructured and replacing this debt with a new debt of Bs 161 million,
denominated and payable in bolivars. In July 2008, Venprecar had no foreign currency debt derived
from the financial debt being restructured.

On June 25, 2008, the new financial creditor resolved to increase the capital stock of IBH de
Venezuela, C.A. by Bs 755 million (equivalent to US$351 million), which included the remaining
balance of the financial debt for Bs 161 million (equivalent to US$74.8 million) and other loans to
finance working capital granted during 2008 to Venprecar and Orinoco Iron for Bs 594 million
(equivaent to US$276 million), which included the amount in connection with the BHP-Billiton
settlement payment of US$30 million. Inturn, IBH contributed accounts receivable and other credits
for Bs 1,143 million (equivalent to US$532 million), thereby maintaining the original equity of both
parties.
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14.

Short-term Bank Loans

Short-term bank loans at September 30 comprise the following:

(Thousands of U.S. dollars) 2008 2007
Letters of credit and financial overdrafts 5564 639
Promissory notes 31,628 -

37,192 639

In 2008 Sidetur signed a letter of credit for €3.95 million with alocal bank to guarantee equipment
purchased from aforeign supplier. Thisletter of credit bears interest at 12% per annum and is
guaranteed by cash deposits with aforeign financial institution (Note 5).

During 2008 Sidetur used cash obtained from promissory notes to finance working capital. During
2008 these promissory notes bore interest for US$4.8 million. At September 30, 2008, current
promissory notes bear 19% annual interest and mature between October 2008 and February 2009.

Regulations

The Law on Narcotic and Psychotropic Substances was published in Official Gazette No. 38,287 on
December 16, 2005. ThisLaw repeals the previous Law of September 30, 1993 and requires all
companies, public or private, with 50 or more employees to earmark 1% of their annual taxable
income for social programs for the prevention of illegal drug consumption and traffic, one-half of
which isto be set aside for child welfare protection programs. At September 30, 2008 and 2007, the
Company has set aside provisions of US$0.8 million and US$0.2 million, respectively, in this
connection.

Contributions under the Law for the Advancement of Science, Technology and Innovation became
mandatory as from January 1, 2006. This Law establishes that the country’s major corporations will
annually earmark from 0.5% to 1% of grossincome generated in Venezuela to support activities
which, according to the Law, relate to investments in science, technology and innovation. ThisLaw
defines major corporations as those whose annual gross income exceeds 100,000 tax units. This
Law’ s regulations establish the mechanisms, methods and procedures for mandatory contributions
from major corporations, as well as the timeframe and procedures that must be complied with for the
purpose of determining which activities will be considered by the People’ s Power Ministry for Science
and Technology in connection with these contributions. Contributions under this Law areto be
calculated based on gross income abtained during the previous period. During the years ended
September 30, 2008 and 2007, the Company invested US$6 million and US$7.8 million, respectively,
in science, technology and innovation activities.
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Other Liabilitiesand Accruals

Other liabilities and accruals at September 30 comprise the following:

2008 2007
Current portion
Provision for estimated loan settlement value (Note 18) 16,754 -
Employer contributions and other accruals 5,184 6,385
Interest on loans payable 2,547 2,423
Other liabilities 11,819 10,857

36,304 19,665

Long-term portion
Provision for estimated loan settlement value (Note 18) 28,428

Cost of call option (Notes 12-a and 19)

Broken Hill Proprietary Company Limited (BHP-Billiton) (Notes 8 and 19) - 24,366
Promissory notes payable 22,024 -
Other liabilities 8,144 8,015

58596 55,315

The provision for estimated loan settlement value isin respect of estimated cash flows required for
repayment of the loan obtained for exercise of the call option (Note 2-c).

At September 30, 2008, the Company has promissory notes for Bs 47.35 million (equivalent to US$22
million) maturing in September 2011 and 2012. These promissory notes bear interest at a fixed rate
(Notes4 and 9).

Exercise of the call option

IBH and Venprecar, together with the new financial creditor, owner of 39.15% of shareholdingin IBH
de Venezuela, C.A., resolved to amend and reissue the call option contract (formerly of IBH’s creditor
banks) originally signed in 2005 and agreed the new total value of the option, after the capital increase
in IBH de Venezuela, C.A. at US$76.6 million. On June 30, 2008, the parties executed the call option
through which IBH acquired 39.14% shareholding in the subsidiary IBH de Venezuela, C.A. This
transaction was recorded as a transaction between sharehol ders (Note 2-c), giving rise to an increase of
US$207 million (net of minority interests) in the equity account Difference between fair value and
cost of shares of subsidiary.

Asaresult of the aforementioned transaction, IBH obtained 100% of equity in IBH de Venezuela,
CA.

Taxes

The estimated income tax benefit for the years ended September 30 comprises the following:

(Thousands of U.S. dollars) 2008 2007
Income tax, net of benefit from utilization of
tax loss carryforwards (20,456) (27,099)
Deferred income tax 88,383 31,797
Total tax benefit 67,927 4,698
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Income tax

Under Venezuelan Income Tax Law, the Company does not consolidate its results for tax purposes
and, accordingly, files separate tax returns (in local currency). Below are the main differences
between income tax computed at the 34% statutory tax rate and the effective income tax rates for the
following years:

Yearsended
September 30,
2008 2007
% %
Statutory tax rate (34.00) (34.00)
Reduction (increase) in the statutory tax rateresulting from
Effect from variation in the tax bases of fixed assets and inventories 74.26 53.76
Inflation adjustment for tax purposes 48.78 (5.62)
Tax loss carryforwards (44.92) 29.68
Provisions (1.23)  (40.96)
Investment tax credits for the year 16.38 25.95
Other, net 2.74 (21.62)
Effective income tax rate 62.01 7.19

Venezuelan Income Tax Law requires an annual inflation adjustment of certain assets and liabilities,
aswell as net equity, to compute taxable income. This adjustment represents an increase or reduction
of taxable income. The annual inflation adjustment for tax purposes calls for a method of calculation
that differs from that used for accounting purposes; the calculation is made by indexing all
nonmonetary assets and liabilities, and initial fiscal equity, based on changesin the Consumer Price
Index (CPI) for the related tax year or from the date of acquisition of the nonmonetary assets,
assumption of nonmonetary liabilities, or increase or decreasein theinitial fiscal equity required to be
adjusted for inflation. Under this Law, the new values resulting from inflation adjustments are to be
depreciated over the remaining useful lives of the fixed assets.

The Law also allows tax losses not offset and unused investment tax credits to be carried forward for
three years to offset and reduce tax expense. At September 30, 2008, Sivensa and certain IBH
subsidiaries have tax loss carryforwards of Bs 515 million (equivalent to US$240 million), of which
Bs 421 million (equivalent to US$196 million), Bs 27 million (equivalent to US$13 million) and Bs 67
million (equivalent to US$31 million) may be used to offset future taxable income for the years ending
2009, 2010 and 2011, respectively. In addition, at September 30, 2008, the subsidiary Sidetur has
advance payments of income tax of Bs 35 million (equivalent to US$16 million), shown net of income
tax payable.

The components of the deferred income tax asset (liability) are shown below:

September 30,
(Thousands of U.S. dollars) 2008 2007
Differencein tax base of inventories 10,338 8,540
Differencein tax base of investments - 104
Allowances and provisions not deductible until paid 6,222 8,132

16,560 16,776
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September 30,

(Thousands of U.S. dollars) 2008 2007
Included in
Deferred income tax asset (long-term portion) 16,560 16,738
Other accruas (8,639) (22,869)
Differencein tax base of fixed assets, resulting mainly from

inflation adjustment for tax purposes and revaluation (98,913) (197,728)
Differencein tax base of investments - (3,989)
Allowances and provisions not deductible until paid - (1)
Deferred income tax liability (long-term portion) (107,552) (224,597)
The movements of deferred income tax asset (liability) accounts are summarized bel ow:

Tax loss Other Provisions Total
(Thousands of U.S. dollars) carryforwards  accruals Fixed assets Inventories Investments and other deferred
Deferred income tax asset

At September 30, 2006 351 - - 7,069 579 7,180 15,179
Credits (charges) to the consolidated

income statement (351) - - 1,563 (475) 1,963 2,700
Discontinued operation - - - (92) - (1,011) (1,103)
At September 30, 2007 - - - 8,540 104 8,132 16,776
Credits (charges) to the consolidated

income statement - - - 1,798 (104) (1,588) 106
Charges to revaluation - - - - - (322 (322
At September 30, 2008 - - - - - 10,338 - 6,222 16,560

Deferred income tax liability

At September 30, 2006 - 22,869 168,781 - 13,726 1,043 206,419
Charges (credits) to the consolidated

income statement - - (33,378) - 5,296 (1,014) (29,096)
Charges to revaluation - - 82,822 - - - 82,822
Discontinued operation - - (20,497) - - (18) (20,515)
Charges (credits) to unrealized gain

from investment _ - - - - (15,033) - (15,033)
At September 30, 2007 - 22,869 197,728 - 3,989 11 224,597
Charges (credits) to the consolidated

income statement - - (84,288) - (3,989) - (88,277)
Charges to revaluation _ - (24,230) (14,527) - - (11) (28,768)
At September 30, 2008 - 8,639 98.913 - - - 107,552

Valued added tax (VAT)

In May 1999, the V enezuelan government enacted the Value Added Tax (VAT) Law. Thistax is
based on atax credit system; it is payable based on the value added at each stage of production or
sales. Thetax rateisset annually in the Venezuelan Budget Law. Thetax rate was set at 9% as from
July 1, 2007 (11% between March 1 and June 30, 2007; 14% between May 12, 2006 and February 28,
2007 and; 15% between September 1, 2004 and July 31, 2005). The Law provides a special zero tax
rate for exporters, granting them the right to recover tax credits from the purchase or import of goods
and services based on the ratio of export salesto total sales.
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At September 30, 2008, IBH subsidiaries have non-interest-bearing net value added tax (VAT) credits
of Bs 103.6 million (equivalent to US$48.2 million at the official exchange rate in effect at September
30, 2008). Thisbaanceincludes Bs 9.5 million (equivalent to US$4.4 million) in respect of requests
for Special Tax Reimbursement Certificates approved in accordance with resolutions issued by the
National Integrated Customs and Tax Administration Service (SENIAT) during January, February,
April and May 2008 for the tax period between August and October 2007. Additionally, this balance
includes Bs 36.7 million (equivalent to US$17.1 million) in respect of tax reimbursement requests that
have not yet been approved for the tax period between November 2007 and June 2008, and Bs 40.6
million (equivalent to US$18.9 million) in respect of tax credits to be requested at September 30,
2008.

At September 30, 2008, Orinoco Iron has recorded Bs 4 million (equivalent to US$1.9 million) in
respect of tax credits which may be offset with local taxable sales and Bs 11.9 million (equivalent to
US$5.5 million) in respect of tax credits that are subject to appealsfiled in May and July 2007 after
they wereinitially disallowed by the Tax Authorities. However, in the opinion of the subsidiary’s
management and its legal advisors, there is reason to believe that the final decision will be in favor of
IBH. Inthe opinion of IBH management and its legal advisors, these tax credits are fully recoverable.
Therefore, at September 30, 2008, no provision has been set aside in this connection. Furthermore, at
September 30, 2008, IBH subsidiaries have recorded VAT withholdings made by local clients of

Bs 0.9 million (equivalent to US$420,000).

During October and November 2008, IBH subsidiaries requested tax credits from SENIAT for the tax
period between May and August 2008 amounting to Bs 8.1 million (equivalent to US$3.8 million).
Requests for the remaining tax credit balance of Bs 32.3 million (equivalent to US$15 million) are yet
to be made.

During 2008 tax credits requested for Bs 61.9 million (equivalent to US$28.7 million) were recovered
through Special Tax Reimbursement Certificates (CERTS).

Transfer pricing

Venezuelan Income Tax Law includes transfer-pricing regulations. According to these regulations,
taxpayers that conduct transactions with related parties abroad are required to calculate income, costs
and deductions applying the methodol ogy set out in the Law. For the year ended September 30, 2007,
the Company made the transfer-pricing study and prepared all the documentation needed to file a
transfer-pricing return for information purposes. The results of this study determined that computation
of transfer prices had no significant effect on taxable income. The study for 2008 isin process, but
management believesit will have no significant effect on taxable income for 2008.

Tax on Financial Transactionsfor Incorporated and Unincor porated Entities

On October 3, 2007, the V enezuelan government enacted by Decree-Law the Tax on Financial
Transactions for Incorporated and Unincorporated Entities. Thistax islevied upon debits or
withdrawals made from current and savings accounts, custody deposits or any other type of demand
deposits, liquid asset funds, trust funds and other financial market funds or financial instruments
transacted by incorporated and unincorporated entities with V enezuel an banks and other financial
institutions. Entities qualified as special taxpayers and debt payments made without the mediation of
financia institutions are also subject to thistax. Thetax rate was set at 1.5% as from November 1,
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2007. During the year ended September 30, 2008, the Company recorded US$14.7 million in this
connection, shown under Other operating income (expense), net (Note 18). The Tax on Financial
Transactions was repealed on June 12, 2008.

17. Expensesby Nature

Expenses by nature for the years ended September 30 comprise the following:

(Thousands of U.S. dollars) 2008 2007
Raw materials 399,200 287,333
Materials 84,399 73,361
Spare parts 43,895 35,053
Depreciation 77,782 79,159
Labor 132,306 101,009
Electricity, gas, water and other 111,822 94,358
Other production costs 17,628 20,540
Freight and other exporting costs 25,204 17,493
Shutdowns 42,601 35,687
Taxes and contributions 20,831 11,924
Professional fees and advisory 13,329 13,079
Surveillance and maintenance 3,023 2,148
Other 25,418 15,388
Total cost of sales and general and administrative expenses 997,438 786,532

18. Other Operating Income (Expense), Net

Other operating income (expense), net for the years ended September 30 comprises the following:

(Thousands of US. dollars) 2008 2007
Gain (loss) on sale of securities, net 50,719  (12,690)
Provision for estimated loan settlement (Note 15) (45,182) -
Tax on financia transactions (Note 16) (14,696)
Indemnity from M-V Ythan insurance claim 6,000 -
Other expenses, net (3,351) 398
Income from sales of fines, scrap metal and spare parts, net 362 370
Withdrawal and sale of fixed assets (191) (244)
Draw Back collections (Note 4) - 12,745
(6,339) 579

During the year ended September 30, 2008, Sivensa and the subsidiaries Sidetur and IBH swapped
securities at a net gain of US$50.7 million (net loss of US$12.7 million in 2007).

During 2008 the subsidiary Venprecar collected US$6 million on the M-V Ythan insurance claim filed
by Venprecar. In December 2006, Venprecar paid US$8 million, approved by CADIVI, under the
settlement agreement of the M-V Ythan case. Foreign currency received from this indemnity was sold
toBCV.
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19.

20.

Interest and Other Financial Expense, Net
Interest and other financial expense, net for the years ended September 30 comprise the following:
(Thousands of U.S. dollars) 2008 2007
Interest on loans (Notes 12 and 13) (32,909) (45,270)
Amortization of deferred charges (Note 12) (11,626) (414)
Interest expense with suppliers (7,760) (8,468)
Restatement of BHP-Billiton accrual and put option (Note 15) (7,700) (5,235)
Prompt payment discounts (1,888) (2,857)
Other financia expenses and commissions (3.933) (6,763)
(65,816)  (69,007)
Interest income (Note 5) 4,659 5,037

(61,157)  (63,970)

During 2008, due to payment of the IBH debt being restructured, expenses and commissions of US$11
million related to the Standstill Agreement were fully amortized and included under Interest and other
financial expense, net (Note 12).

Equity

a) Capital stock

At September 30, 2008, Sivensa's capital stock amountsto Bs 105,889,970, represented by 52,944,985
shares with a par value of Bs 2 each. At September 30, 2008, there are 52,634,441 outstanding shares
and 310,544 treasury shares (0.58% of capital stock), mainly resulting from the Stock Repurchase
Program approved at the Shareholders’ Meeting on July 28, 2008.

At September 30, 2007, Sivensa' s capital stock amounted to Bs 97,660,626.68, represented by
4,883,031,334 shares with a par value of Bs 0.02 each. At a Specia Shareholders’ Meeting on
October 19, 2007, it was resolved to increase the par value of Sivensa' s shares from Bs 0.02 each to
Bs 2.00 each with an eye to currency redenomination effective beginning January 1, 2008 (Note 1).

To thisend, it was decided at the Shareholders' Meeting to increase Sivensa' s subscribed and paid-in
capital stock by issuing new shares with a par value of Bs 0.02 each distributed among the
shareholders as follows: i) each shareholder was given two new shares for every 98 shares owned and
ii) once this operation was completed, each shareholder was issued a variable number of shares
(between 3 and 99) so that the total number of shares held by each shareholder would be a multiple of
100.

The capital stock increase was charged to the equity account Capital stock inflation adjustment, as
reported in the Company’ s primary consolidated financial statements at September 30, 2006, approved
at aRegular Shareholders' Meeting on January 26, 2007, with no effect on Sivensa' s net equity,
charged to deficit in the supplementary financial statementsin U.S. dollars.

Immediately thereafter, al outstanding shares (including those issued in connection with the

aforementioned capital increase) were exchanged for new shares with a par value of Bs 2 each.
Accordingly, every 100 shares with a par value of Bs 0.02 were exchanged for one share of Bs2. Asa
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result of the approved capital stock increase, and the distribution and exchange of shares with a par
value of Bs 2 each, Sivensa's capital stock increased to Bs 99,661,148, represented by 49,830,574
shares with a par value of Bs 2 each.

At the first Special Shareholders’ Meeting on July 28, 2008 (Note 20-b), it was resolved to increase
the Company’ s capital stock by Bs 6,228,822 by issuing 3,114,411 new shares, distributed at one share
for every 16 shares held by the shareholder. Asaresult, capital stock increased to Bs 105,889,970,
represented by 52,944,985 shares with a par value of Bs 2 each.

At the second Special Shareholders' Meeting on July 28, 2008, a stock repurchase program was
approved with the following characteristics:

- Maximum share acquisition amount: 15% of shares representing the Company’s capital stock.
- Maximum share price: Bs 80.
- Duration of the first phase of the Stock Repurchase Program: six months as of the approval date.

At November 17, 2008, Sivensa has acquired 420,609 shares (0.79% of capital stock) at an average
share price of Bs 22.85, totaling Bs 9.6 million in the Repurchase Program.

Acquired shares are accounted for as treasury stock and are not part of outstanding capital stock.
These shares do not grant the holder the right to cast a vote at shareholders' meetings or to receive
dividends declared.

Under Sivensa's bylaws, each share grantsits holder the right to cast one vote at shareholders
meetings in connection with all matters related to their role as shareholders in conformity with the
provisions of the Venezuelan Code of Commerce, the Capital Markets Law and any other applicable
legal provisions or regulations.

b) Dividends

At aRegular Shareholders' Meeting on November 30, 2007, a dividend of Bs 178,767,185 (equivalent
to US$83.15 million) was approved with a charge to profit sharing for the year ended September 30,
2007. At this Meeting, it was resolved to pay this dividend as follows. acash dividend of

Bs 44,847,517 (equivalent to US$20.86 million) at Bs 0.90 per share and adividend in kind of

Bs 133,919,668 (equivalent to US$62.29 million) at Bs 2.6875 per share through the assignment of
units with afixed value of US$1.25 per share related to atrust fund set up abroad.

On December 6, 2007, Sivensa was ordered by the CNV to cease payment of the dividend in kind.
Requests were made to CNV to reverse this decision but after seven months, the Board of Directors
deemed it necessary to convene a Special Shareholders’ Meeting to consider a proposal for replacing
this dividend.

At the first Shareholders Meeting on July 28, 2008, it was resolved to replace the dividend in kind,
declared at the Regular Shareholders' Meeting on November 30, 2007, with a substitute dividend
amounting to Bs 133,919,668 (equivalent to US$62.29 million), to be paid as follows. a cash dividend
of Bs 127,690,844 (equivalent to US$59.39 million) at Bs 2.56 per share and Sivensa shares of
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21.

Bs 6,228,824 (equivalent to US$2.9 million) with a par value of Bs 2 at one share for every 16 shares
held by each shareholder. To this end, the shareholders resolved to increase capital stock by

Bs 6,228,824 (equivalent to US$2.9 million) through the issue of 3,114,411 new shares. It was aso
resolved that the subsidiary C.A. Inversiones Siderargicas “ Inverside” (wholly owned subsidiary of
Sivensa) acquire fractions at fair value on the trading day prior to the cash portion payment date
(Inverside acquired 2,935 shares considered treasury stock). The portion in cash of the substitute
dividend was paid on August 8, 2008; the portion in shares was paid on August 26, 2008.

At the second Shareholders’ Meeting held on July 28, 2008, it was resolved to pay a cash dividend of
Bs 1.25 per share totaling Bs 66,132,081 (equivalent to US$30.76 million) (not including treasury
stock at the payment date).

At aRegular Shareholders Meeting on January 26, 2007, a cash dividend of Bs 24.42 million at
Bs 0.005 per share was approved with a charge to profit sharing for the year ended September 30,
2006.

Sivensa pays dividendsin bolivars. The Capital Markets Law requires companies with publicly traded
shares to distribute to their shareholders at least 50% of their net profit (in bolivars) after tax and
appropriation to legal reserves. In addition, at least one-half of this dividend must be paid in cash. In
conformity with CNV rules, the basis for distribution of dividends and statutory equity does not
include equity in the results of subsidiaries. For the year ended September 30, 2008, Sivensa
(unconsolidated parent company) has determined that it has profits of Bs 202 million (equivalent to
US$93.95 million at the official exchange ratein effect at September 30, 2008) available for dividend
distribution.

c) Legal reserve

The legal reserveis arequirement whereby Venezuelan companies must set aside 5% of their net
income until the reserve reaches the equivalent of at least 10% of their capital stock, based on the
Company’s primary financia statements.

Foreign Currency

The Company has the following balances in foreign currency other than the U.S. dollar (mainly
bolivars) at the dates indicated below:

September 30,
(Thousands of bolivars) 2008 2007
Assets
Cash and cash equivalents 182,362 119,901
Accounts receivable - trade and related companies 195,663 107,146
Advances to suppliers 34,646 7,694
Investments 47,350 11,907
Other non-current assets 2,748 13,833
Total monetary assets 462,769 260,481
Liabilities
Bank loans and current portion of long-term loans 79,963 -
Suppliers and other liabilities 519,291 379,190
Total monetary liabilities 599,254 379,190
Total net monetary liabilities, in bolivars (136,485) (118,709)
Total net monetary liabilities, equivalent in millions of U.S. dollars (63.48) 55.21
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The Company does not engage in hedging activities.

The official year-end exchange rate, the average exchange rates for each year and increasesin the
Consumer Price Index (CPI) published by BCV were as follows:

Yearsended
September 30,

2008 2007

Official year-end exchange rate (B/'US$1) 215 2.15
Average exchange rate (BsUS$1) 215 2.15
Increase in the Consumer Price Index (%) 36 15

On January 21, 2003, the V enezuelan government announced the closure of the foreign exchange
market in Venezuela and, on February 5, 2003, the Ministry of Finance and BCV began to publish the
legal instruments regulating the exchange control regime. On that same date, the government created
CADIVI with the task of establishing the detailed rules and regulations and generally administering
the exchange control regime.

Among other things, the first of these legal instruments requires the sale to BCV of all incoming
currency. BCV centralizes all currency purchases and sales in the country.

CADIVI has subsequently issued resolutions on a number of requirementsin connection with the
administration of the exchange control regime, such as user registration, guidelines for importers and
exporters, and the registration of private-sector foreign debt at January 22, 2003.

On March 2, 2005, the Ministry of Finance and BCV established new official exchange rates, effective
asfrom that date, of Bs 2.14/US$1 (purchase) and Bs 2.15/US$1 (sale).

Sivensa and Sidetur complied with certain requirements set out in CADIV | regulations in respect of
their private-sector foreign debt of US$250 million to obtain currency required for payment of this
debt at the official exchangerate. As per communication from CADIV| dated October 14, 2003, the
application for registration was approved. In March 2006, Sidetur received formal approval from
CADIVI to change its creditor and issue the Amended and Restated L oan Agreement filed by Sidetur
in February 2006 (Note 12).

Orinaco Iron, C.A. (extinguished due to the merger by absorption by Venprecar) complied with
requirements set out in regulations issued by CADIVI for registration of its foreign debt of US$728
million at January 22, 2003. In connection with that amount, Orinoco Iron, C.A. received approval to
purchase foreign currency and Authorizations for Currency Liquidation of US$147 million, which
were not used. During 2008 the creditor bank foreclosed foreign accounts receivable arising from
exports of Venprecar and Orinoco Iron amounting to US$316 million to collect this debt in foreign
currency. The remaining amount of US$74.8 million was converted into bolivarsin June 2008. In
July 2008, Venprecar, as surviving company, notified CADIVI that it had no debt in U.S. dollars. At
September 30, 2008, a subsidiary of IBH has debt in foreign currency with asubsidiary of Sivensa
amounting to US$41.3 million not registered with CADIV| (Note 12).
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22.

Business Segment Reporting

The Company’ s business structure mainly includes production operations in the following business

segments operating in basically one country:

Briquettes (subsidiary |BH)

Iron briquettes are produced at IBH plants located in the Guayana region (Note 1). Once local demand

has been met, the remaining product is exported.

Steel (subsidiary Sidetur)

Sidetur produces steel bars and other long-rolled products for sale on the local market.

Relevant data is provided below for each main market segment:

Segment results for the year ended September 30, 2008 are as follows:

Consolidated
Corporate Combined elimination
(Thousands of U.S. dollars) Briquettes Steel and other total entry Total
Net sales
Exports 548,692 19,196 567,888 567,888
Local market 137,894 586,765 724,659 (113,774) 610,885
686,586 605,961 N 1,292,547 (113.774) 1,178,773
Dividends received - - 37,209 __ 37,209 (37.209) I
Financial income (expense), net (49654)  (12.212) 248 _(61.618) S —(61.618)
Income (loss) before tax 14,113 59,757 72,880 146,750 (37,209) 109,541
Income tax 65,236 2,277 414 67,927 - 67,927
Net income (loss) from

continuing operations 79,349 _62,034 73,294 _214,677 (37.209) _177,468
Minority interests in continuing operations (895) 9 (886) (22,685) (23,571)
Segment results for the year ended September 30, 2007 are as follows:

Consolidated
Corporate Combined elimination
(Thousands of U.S. dollars) Briquettes Steel and other total entry Total
Net sales
Exports 366,707 14,152 380,859 - 380,859
Local market 92,433 455,915 8,834 557,182 (70,803) 486,379
459,140 470,067 8,834 938,041 (70,803) 867,238
Dividends received - 6,331 123,372 129,703 129,703 -
Financial income (expense), net (51,292) (14,848) 279 (65.861) 60 (65,801)
Income (loss) before tax (49,935) 125,696 121,308 197,069 (131,711) 65,358
Income tax 23,581 (18,416) (478) 4,687 11 4,698
Net income (loss) from

continuing operations (26,354) 107,280 120,830 201,756 131,700 70,056

Minority interests in continuing operations 622 622 8,279 8,901

In 2008 and 2007, consolidated elimination entries mainly relate to the elimination of intercompany
sales and dividends declared by Sivensa subsidiaries, and to the recording of IBH’s minority interests.
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Other segment amounts at September 30, 2008 included in the consolidated statement of income are as

follows:
Consolidated
Corporate Combined elimination
(Thousands of U.S. dollars) Briquettes Steel and other total entry Total
Depreciation (Note 8) 52,271 25,399 112 77,782 - 77,782
Amortization (Note 10) 11,334 292 - 11,626 - 11,626

Other segment amounts at September 30, 2007 included in the consolidated statement of income are as

follows:
Consolidated
Corporate Combined elimination
(Thousands of U.S. dollars) Briquettes Steel and other total entry Total
Depreciation (Note 8) 53,162 24,966 1,031 79,159 - 79,159
Amortization (Note 10) 322 - 322 - 322

Segments of assets and liabilities at September 30, 2008 and capital disbursements of continuing
operations for the year then ended are as follows:

Consolidated
Corporate Combined elimination
(Thousands of U.S. dollars) Briquettes Steel and other total entry Total
Assets 1,422,302 637,802 496,358 2,556,462 (571,241) 1,985,221
Liabilities 406,813 353,629 52,836 813,278 (225,411) 587,867
Additions to fixed assets (Notes 8 and 10) 41,140 31,251 - 72,391 - 72,391

Segments of assets and liabilities at September 30, 2007 and capital disbursements for the year then
ended are as follows:

Consolidated
Corporate Combined elimination
(Thousands of U.S. dollars) Briquettes Steel and other total entry Total
Assets 1,354,295 621,870 531,477 2,507,642 (535739) 1,971,903
Liahilities 699,598 361,052 39,110 1,099,760 (137,065) 962,695
Additions to fixed assets (Notes 8 and 10) 28,830 18,647 901 48,378 - 48,378
Most of the Company’s export sales are made in the following regions:
Y ear s ended
September 30,

(Thousands of U.S. dollars) 2008 2007
Sales
North America 292,303 120,662
South America, Central America and the Caribbean 31,543 36,353
Asiaand Africa 66,665 91,993
Europe 177,377 131,851

Total export sales 567,888 380,859
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23.

Accountsand Transactionswith Related Companies

The Company conducts business with some of its minority partners and related companies under
various contractual agreements.

|. Balanceswith related companies at September 30 comprise the following:

(Thousands of U.S. dollars) 2008 2007
Accountsreceivable

Other 94 64
L ong-term accountsreceivable

CVG Ferrominera Orinoco, C.A. 161 161

Accounts payable

CVG Ferrominera Orinoco, C.A. 52,275 28,106
Other 819 1,164

53,004 29,270

CVG Ferrominera Orinoco, C.A., long-term portion

53,094 29,270

CV G Ferrominera Orinoco, C.A. owns 40% of the subsidiary Fior de Venezuela, S.A. and through this
subsidiary owns 13.16% of the subsidiary IBH. Accounts payable to CVG Ferrominera Orinoco, C.A.
accrue interest on past due amounts. During the year ended September 30, 2008, interest rates ranged
between 16.59% and 24.78% per annum (13.78% and 17.67% per annum in 2007).

Accounts with other related companies are interest-free.

I1. The most significant transactions with related companies comprise the following:

Yearsended
September 30,
(Thousands of U.S. dollars) 2008 2007
Purchases of iron ore and other raw materials
CVG Ferrominera Orinoco, C.A. 222,620 145,008

Iron oresupply agreements

Theiron ore and pellets used by Venprecar and Orinoco Iron to produce briquettes is provided by
CVG Ferrominera Orinoco, C.A., aVenezuelan state-owned company and the only supplier of this
mineral in Venezuela, under agreements entered into in 1988, renewed in 1998 for 20 years with
Venprecar and in 1997 for 20 years with Orinoco Iron. Agreements have automatic renewal clauses.
According to these agreements, the price of supplies should be calculated with reference to prevailing
international market pricesfor iron ore. Interannual increases should not exceed variations of the
international price index for the producer. In 2007 Venprecar, with prior authorization, imported a
portion of pellets used for production.
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24.

25.

In September 2005, the V enezuelan government issued the Decree for Guaranteed Supply of Local
Raw Materials and Semi-finished Products through the Official Gazette to guarantee the supply of raw
materials and semi-finished products for the Venezuelan industrial transformation sector. This Decree
requires companies to sign an Agreement for Guaranteed Supply of Raw Materials and Semi-finished
Iron and Steel Products (CAMP) with the Ministry of Basic Industries and Mining (MIBAM) (through
CVG Ferrominera Orinoco, C.A. in the case of Venprecar and Orinoco Iron S.C.S.).

In November 2005, the Ministry of Basic Industries and Mining instructed CV G Ferrominera Orinoco,
C.A. to begin applying the full international price of thisraw material as from December 2005. On
July 31, 2006, with prior approval from creditor banks, the subsidiaries Venprecar and Orinoco Iron
entered into an agreement to adhere to the terms and conditions set out in the CAMP and, only as from
August 2006, started receiving a 20% discount on the raw material price as provided in this agreement.

In January 2008, an increase in the reference price of raw material's, used to set pricesin accordance
with the iron ore supply agreements, resulted in a price increase of 66% for fine iron ore, 97% for iron
ore lumps and 87% for pellets (price increase of 9.5% for fine iron ore and iron ore lumps and 5.3%
for pelletsin 2007).

Main Subsidiaries

The subsidiaries with the most significant operations are the following:

Participation
Name % Country Segment
Siderargicadel Turbio, S.A. “Sidetur” and its subsidiaries 100 Venezuela Steel
International Briquettes Holding (IBH) 68.54 Cayman Idlands Briquettes

Merger agreement between Venprecar and Orinoco Iron, C.A.

At Special Shareholders Meetings of IBH’s subsidiaries, Orinoco Iron, C.A. and Venprecar in May
2005, the shareholders approved the merger by absorption of the assets and liabilities of Orinoco Iron,
C.A. by the surviving company Venprecar. The merger became effective on August 27, 2005.
Consequently, as from that date, the direct and indirect shareholding of IBH in the surviving merged
subsidiary Venprecar is 67.75%. Since these exchange transactions in the shareholdings of
subsidiaries constitute a combination of commonly controlled entities, they were accounted for using
book values at the transaction date. The difference between equity values exchanged is shown in
equity under Net effect of combination (merger) of subsidiaries.

Discontinuance of Oper ations

In order to focus its operations on the long-rolled steel product business, such as steel bars, angles and
beams, through Sidetur and consolidate its iron brigquette manufacturing operations through IBH, on
September 30, 2007, Sidetur sold for US$35.48 million its 50.002% shareholding in its former
subsidiary Vicson to the Belgian company N.V. Bekaert (Bekaert), holder of the remaining Vicson
shares. Through this transaction, Sivensa withdrew from the steel wire businessin Venezuela and
Colombia (where it used to participate through Vicson' s subsidiary Proalco). This transaction was
approved at a Board of Director’s Meeting of Sidetur on July 30, 2007.
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At September 30, 2007, Sidetur recorded an account receivable of US$35.48 million, which was
collected on October 1, 2007 (Note 6).

Under Vicson's sale agreement, Sidetur undertakes to cover any contingent liabilities originating prior
to September 30, 2007 that exceed the amount of any provision set aside by Vicson in connection
therewith. The guarantees provided by Sidetur are equal to 50.002% of the contingent amount.
Minimum and maximum guarantee amounts of US$300,000 and US$2,500,000, respectively, were
established based on contingencies and on what is covered. Furthermore, according to this agreement,
had Sidetur or Sivensa defaulted on certain general representations set out in the Sales Agreement,
Bekaert could claim for damages up to the sale amount. The af orementioned guarantees expire in one
to six years, aso depending on the nature of the contingency.

Based on the opinion of Sivensa management and its legal advisors, the consolidated financial
statements at September 30, 2008 and 2007 do not include additional provisionsin respect of this
guarantee. The consolidated financial statements of Vicson at September 30, 2007 included
provisions related to some of the aforementioned contingencies of Bs 1,745 million (equivalent to
US$811,600).

Based on applicable accounting principles, the Vicson sale transaction has been accounted for in the
consolidated financial statements as a discontinued operation. Accordingly, Sivensa’ s consolidated
financia statements at September 30, 2007 include the effect of writing off the shareholding in
Vicson, which amounts to US$10.1 million and is shown net of the interest in Vicson's income of
US$7.5 million until the effective date of the sale transaction (September 30, 2007), under Net income
for the year from discontinued operation.
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Below is asummary of discontinued operation accounts in the consolidated income statement for the
year ended September 30, 2007:

(Thousands of U.S. dollars)

Net sales
Exports 70,425
Local market 124,910
195,335
Cost of sales (166.,788)
Gross income 28,547
General and administrative expenses (9,387)
Other operating expenses, net (291)
Income before the following items 18,869
Full financing expense (3.717)
Income before tax 15,152
Income tax (2,932)
Income before |oss on write-off of operation 12,220
Loss on write-off of Vicson (8,637)
Net income for the year from discontinued operation 3,583
Net income attributable to
Sivensa shareholders (2,408)
Minority interestsin subsidiaries 5,991
3,583
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26.

Commitments and Contingencies

Litigationsand other claims

The Company is aparty to several lawsuits and claims arising in the normal course of business, whose
possible outcome cannot be quantified. In the opinion of Company management, based on the opinion
of Sivensa' s legal advisors, these matters should not have amaterial adverse effect on the Company’s
consolidated financial position or consolidated results of operations.

In November 2008, (after its year-end closing), the subsidiary Sidetur was notified of aresolution from
the Superintendency for the Promotion and Protection of Free Competition, which fined Sidetur Bs 5.4
million (equivalent to US$2.5 million) for alegedly violating Article No. 6 of the Law for the
Promotion and Protection of Free Competition. Sidetur will file the respective appeal contesting this
resolution. In the opinion of Sidetur management and its external legal advisors, there are sufficient
and solid arguments to request the annulment of this administrative resolution and even to expect an
injunction to be issued in favor of Sidetur suspending the af orementioned resol ution.

Tax matters

On November 2, 2007, Sivensa was notified by the Capital Region’s Internal Tax Office for Special
Taxpayers of the final resolutions in connection with the income tax assessments filed by this officein
October 2006. These resolutions partially confirm disallowances made in connection with the tax
inflation adjustment of nonmonetary assets, particularly of securities, and determined a total amount
payable of Bs 27 million (equivaent to US$12.5 million) (including taxes, fines and interest).
However, in the opinion of the external legal advisors, there are sufficient legal grounds for Sivensato
obtain afavorable decision. At September 30, 2008, based on the opinion of its legal advisors,
Sivensa management did not set aside an additional provision to cover this contingent liability.

On April 10, 2008, SENIAT notified the subsidiary Venprecar, as affected party due to the merger
with Orinoco Iron, C.A., of two tax assessments for failing to retain and pay VAT within the legal
timeframe for the tax period from January 2003 to December 2004. These tax assessments amount to
Bs 6.7 million (equivalent to US$3.12 million), of which approximately Bs 5.4 million (equivalent to
US$2.5 million) isin respect of overdue interest. InVenprecar’s opinion, calculation of overdue
interest was not well grounded in law. Venprecar appeal ed these assessments within the legal
timeframe. Venprecar management and its legal advisor believe there is a reasonable expectation of
obtaining afavorable outcome for Venprecar.

Environmental regulations

The Company is subject to Venezuelan environmental laws and regulations. The Company is not
involved in any environmental -related claims or litigations with Venezuelan environmental and health
authorities, except for aclaim filed by the Ministry of the Environment against Sidetur’s Casima plant
in Guayana, as described below:

Sidetur

On June 17, 2002, the Ministry of the Environment reviewed the operations of Sidetur’s Casima plant
in Puerto Ordaz, Bolivar State. Asaresult of thisreview, Sidetur must install an emissions control
system to comply with Venezuelan environmental regulations. Sidetur was required to install the
emissions control system in two stages: the first stage was to be completed before August 2005 and
the second stage before June 2007. Thefirst called for installation of a dust filter systemin the
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electric arc and ladle furnace; the second called for installation of a hood vent over the e ectric arc
furnace to treat secondary emissions. System installation is estimated at US$11 million.

In January 2006, the Ministry of the Environment approved an extension for these deadlines. The new
terms require the first stage to be completed before August 2007 and the second stage before June
2008.

In July 2007, Sidetur requested a new extension for installing the emissions control systemin the
Casimaplant. In October 2007, the Peopl€e’ s Power Ministry for the Environment approved the
extension for the installation of all components until May 2008. Sidetur shut down amgjor plant as of
March 3, 2008. Emissions control equipment and systems were expected to be installed and put into
operation after this date.

The present value of discounted future cash flows related to the environmental management plan at
September 30, 2007 amounted to US$10 million.

Installation of the emissions control system was completed in July 2008; costs in this connection
amounted to US$26.3 million.
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