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(A free translation of the original in Portuguese)
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Report of Independent Auditors

To the Board of Directors and Shareholders
Magnesita Refratários S.A.

1 We have audited the accompanying balance sheets of Magnesita Refratários S.A. ("the
Company") and the consolidated balance sheets of Magnesita Refratários S.A. and its
subsidiaries as of December 31, 2009 and 2008, and the related statements of operations, of
changes in shareholders' equity, of cash flows and of value added of the Company, as well as
the related consolidated statements of operations, of cash flows and of value added for the
years then ended. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements.

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

3 In our opinion, the financial statements audited by us present fairly, in all material respects,
the financial position of Magnesita Refratários S.A. and of Magnesita Refratários S.A. and its
subsidiaries at December 31, 2009 and 2008, and the results of operations, the changes in
shareholders' equity, the cash flows and the value added to the Company's operations for the
years then ended, as well as the consolidated results of operations, the consolidated cash
flows and the consolidated value added to the operations for the years then ended, in
accordance with accounting practices adopted in Brazil.

Belo Horizonte, March 4, 2010

PricewaterhouseCoopers Aníbal Manoel Gonçalves de Oliveira
Auditores Independentes Contador CRC 1RJ056588/O “S” MG
CRC 2SP000160/O-5 “F” MG

PricewaterhouseCoopers

Rua dos Inconfidentes, 1190 – 9º

CEP: 30140-120 Belo Horizonte, MG - Brasil

Caixa Posta 289

Telefone (031) 3269.1500

Fax (031) 3261.6950

www.pwc.com.br



Magnesita Refratários S.A.

Balance Sheets at December 31
In thousands of reais (A free translation of the original in Portuguese)
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Consolidated Parent company

Assets 2009 2008 2009 2008

Current assets
Cash and cash equivalents (Note 5) 343,158 384,482 188,495 238,760
Trade accounts receivable
Domestic market 209,101 145,947 203,958 143,545
Foreign market 230,747 317,153 115,795 119,643

Allowance for doubtful accounts (9,394) (12,072) (1,280) (1,267)
Inventories (Note 6) 509,528 692,520 267,241 269,810
Taxes recoverable 75,213 88,289 50,250 45,194
Receivable from sale of property 14,388 37,415 14,388 37,415
Sundry receivables 28,706 34,015 889 2,523
Restricted bank deposit (Note 11(c)) 24,485 - 24,485 -
Receivables - Eletrobrás (Note 18) 65,189 - 65,189 -
Prepaid expenses 5,110 6,192 - 626

1,496,231 1,693,941 929,410 856,249
Non-current assets
Long-term receivables
Deferred income tax and social contribution (Note 14(a)) 213,689 110,992 157,558 77,758
Taxes recoverable 1,774 1,520 1,774 1,520
Judicial deposits 10,366 12,131 9,445 10,877
Receivable from sale of property 59,886 26,890 59,886 26,890
Goodwill on downstream merger, net of
provision (Note 4(h)) 88,874 88,874 88,874 88,874

Other - 2,652 321 2,652

374,589 243,059 317,858 208,571
Investments
Investments in subsidiaries (Note 7) - - 912,834 851,319
Other 2,021 2,359 1,407 1,606

Property, plant and equipment (Note 8) 908,790 1,171,145 386,426 428,362
Intangible assets (Note 9) 2,184,643 2,453,471 1,368,868 1,395,674

3,470,043 3,870,034 2,987,393 2,885,532

Total assets 4,966,274 5,563,975 3,916,803 3,741,781



Magnesita Refratários S.A.

Balance Sheets at December 31
In thousands of reais (continued)

The accompanying notes are an integral part of these financial statements.
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Consolidated Parent company

2009 2008 2009 2008

Liabilities and shareholders' equity

Current liabilities
Suppliers
Domestic market 72,542 47,052 71,239 46,483
Foreign market 94,588 175,544 8,056 6,984

Loans and financing (Note 11) 363,653 380,789 346,704 361,757
Salaries, provisions and social contributions (Note 10) 95,479 114,995 42,777 57,791
Taxes payable 70,721 49,373 25,303 15,330
Interest on capital 1,071 1,071 1,049 1,049
Liabilities from assignment of rights 10,667 13,867 10,667 13,867
Other liabilities (Note 12) 45,715 77,644 12,293 23,483

754,436 860,335 518,088 526,744

Non-current liabilities
Loans and financing (Note 11) 1,418,777 2,062,755 901,167 950,843
Provision for contingencies (Note 13) 109,817 90,099 106,246 86,760
Post-employment liabilities (Note 16) 229,183 303,199 21,553 15,456
Deferred taxes (Note 14(d)) 191,523 86,536 130,160 22,932
Debts with related parties - - - 5,679
Negative goodwill - merger of subsidiary (Note 4(k)) 19,256 19,256 19,256 19,256
Other liabilities 7,456 9,328 - -

1,976,012 2,571,173 1,178,382 1,100,926

Minority interest 16,134 19,296 - -

Shareholders’ equity (Note 15)
Capital 2,386,032 2,036,032 2,386,032 2,036,032
Capital reserves 99,126 97,908 99,126 97,908
Revenue reserves 2,856 2,856 2,856 2,856
Carrying value adjustments (118,507) 96,505 (118,507) 96,505
Accumulated losses (149,815) (120,130) (149,174) (119,190)

2,219,692 2,113,171 2,220,333 2,114,111

Total liabilities and shareholders’ equity 4,966,274 5,563,975 3,916,803 3,741,781



Magnesita Refratários S.A.

Statements of Operations
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Consolidated Parent company

2009 2008 2009 2008

Gross sales
Domestic market 1,124,161 1,401,998 1,096,573 1,341,118
Foreign market 1,099,091 406,304 209,460 192,219

2,223,252 1,808,302 1,306,033 1,533,337

Taxes on sales (296,684) (342,177) (286,380) (339,475)

Net sales 1,926,568 1,466,125 1,019,653 1,193,862
Cost of products and services sold (1,299,664) (916,857) (639,477) (750,082)

Gross profit 626,904 549,268 380,176 443,780

Operating income (expenses)
Selling (199,296) (125,019) (91,148) (99,241)
General and administrative (212,921) (160,045) (99,136) (128,102)
Amortization of goodwill (Note 9) - (255,521) - (254,822)
Equity in the results of investees (Note 7) - - (76,115) (65,939)
Other operating income (expenses), net (Note 18) 24,536 62,543 57,394 89,759

Operating profit (loss) before financial results 239,223 71,226 171,171 (14,565)

Financial results (Note 19)
Financial income (9,762) 124,835 (29,898) 115,305
Financial expenses (228,917) (263,960) (146,105) (181,039)

(238,679) (139,125) (176,003) (65,734)

Profit (loss) before taxes 544 (67,899) (4,832) (80,299)
Income tax and social contribution (Note 14(c))
Current (26,398) (24,193) 2,276 (5,254)
Deferred (2,290) 38,237 (27,428) 31,854

Loss for the year before minority interest (28,144) (53,855) (29,984) (53,699)
Minority interest (1,541) (6) - -

Net loss for the year (29,685) (53,861) (29,984) (53,699)

Net loss for the year per outstanding share at the
balance sheet date - R$ (0.1162) (0.2511)



Magnesita Refratários S.A.

Statements of Changes in Shareholders’ Equity (Parent Company)
In thousands of reais (A free translation of the original in Portuguese)

The accompanying notes are an integral part of these financial statements.

6

Capital reserves

Capital
Share

premium
Cost of issue

of shares

Special -
Law No.
8200/91

Special reserve
- absorption of

goodwill
Stock options

granted

Revenue
reserves –
Reinvest-

ments

Carrying
value

adjustment
Accumulated

losses Total

Balance at December 31, 2007 869,000 - - - - - - - (54,955) 814,045

Capital increase (Note 15):
In cash 397,740 - - - - - - - - 397,740
Through merger of subsidiary 288,176 - - - - - - - - 288,176
Through purchase of subsidiary 487,592 - - - - - - - - 487,592

Merger of subsidiary-Magnesita S.A. - - - 5,973 - - 2,444 - (9,924) (1,507)
Capital decrease (6,476) - - - - - - - - (6,476)
Special reserve - goodwill on merger (Note 4 (h) - - - - 88,874 - - - - 88,874
Stock options granted - - - - - 3,061 - - - 3,061
Exchange variation of foreign investments - - - - - - - 96,505 - 96,505
Prior year adjustments - stock options - - - - - - - - (612) (612)
Expiration of unclaimed dividends - - - - - - 412 - - 412
Net loss for the year - - - - - - - - (53,699) (53,699)

Balance at December 31, 2008 2,036,032 - - 5,973 88,874 3,061 2,856 96,505 (119,190) 2,114,111

Capital increase (Note 15):
In cash 350,000 - - - - - - - - 350,000

Stock options granted - - - - - 2,418 - - - 2,418
Exchange variation of foreign investments - - - - - - - (215,012) - (215,012)
Costs of issue of shares - - (1,226) - - - - - - (1,226)
Share premium - 26 - - - - - - - 26
Net loss for the year - - - - - - - - (29,984) (29,984)

Balance at December 31, 2009 2,386,032 26 (1,226) 5,973 88,874 5,479 2,856 (118,507) (149,174) 2,220,333
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Consolidated Parent company

2009 2008 2009 2008

Cash flows from operating activities

Loss for the year (29,685) (53,861) (29,984) (53,699)

Adjustments
Charges and monetary/exchange variations, net 61,423 25,058 59,128 13,933
Depreciation and depletion 121,761 68,126 51,749 51,652
Amortization of intangibles 4,028 255,521 3,482 254,822
Interest in subsidiaries - - 76,115 65,939
Deferred income tax and social contribution 2,290 (38,237) 27,428 (31,854)
Minority interest 1,541 - - -
Stock options 2,418 2,449 2,418 2,449

163,776 259,056 190,336 303,242

(Increase) decrease in assets
Trade accounts receivable (43,480) (79,645) (56,552) (41,951)
Inventories 109,982 (69,813) 2,569 (13,937)
Taxes recoverable 10,171 (5,811) (5,056) (11,498)
Receivables from sale of fixed assets (9,969) (64,305) (9,969) (64,305)
Receivables - Eletrobrás (65,189) - (65,189) -
Restricted bank deposit (24,485) - (24,485) -
Other 21,505 (3,907) (1,314) 22,234

(1,465) (223,481) (159,996) (109,457)

Increase (decrease) in liabilities
Suppliers (6,092) 35,218 25,828 18,939
Advances from customers (2,832) 5,761 (1,815) (3,458)
Taxes payable 29,285 (14,907) 9,972 (28,694)
Dividends payable - (20,105) - (20,105)
Other (51,495) 70,887 (2,005) 58,605

(31,134) 76,854 31,980 25,287

Net cash provided by operating activities 131,177 112,429 62,320 219,072

Cash flows from investing activities
Sales of fixed assets and investments 13,901 14,231 10,390 11,775
Acquisition of companies, including goodwill - (952,311) - (1,152,483)
Increase in cash from purchase of subsidiary - 166,660 - -
Payment of capital in subsidiary - - (329,098) -
Dividends received - 5,000 37,835
Additions to fixed and intangible assets (44,431) (111,802) (23,820) (95,697)

Net cash used in investing activities (30,530) (883,222) (337,528) (1,198,570)

Cash flows from financing activities
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Consolidated Parent company

2009 2008 2009 2008

New loans and financing received 305,669 2,676,429 294,235 1,528,113
Repayment of loans and financing, including interest (771,289) (2,276,294) (418,092) (971,414)
Dividends expired - 412 - 412
Costs of issue of shares/Premium on issue (1,200) (1,200)
Capital decrease - (6,476) - (6,476)
Capital increase 350,000 397,740 350,000 397,740

Net cash provided by (used in) financing activities (116,820) 791,811 224,943 948,375

Increase (decrease) in cash and cash equivalents (16,173) 21,018 (50,265) (31,123)

Opening balance - cash and cash equivalents 384,482 344,649 238,760 85,471
Increase in cash from merger of subsidiaries - - - 184,412

Opening balance adjusted after mergers 384,482 344,649 238,760 269,883
Exchange variation - opening balance of cash (25,151) 28,414 - -
Exchange variation - cash flows foreign subsidiaries - (9,599) - -
Closing balance - cash and cash equivalents 343,158 384,482 188,495 238,760

Increase (decrease) in cash and cash equivalents (16,173) 21,018 (50,265) (31,123)
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Consolidated Parent company

2009 2008 2009 2008

Income
Sales of goods, products and services rendered 2,223,252 1,808,302 1,306,033 1,533,337
Other income 115,276 121,270 112,281 116,631
Allowance for doubtful accounts (635) (12,072) (13) (2,498)

2,337,893 1,917,500 1,418,301 1,647,470

Inputs acquired from third parties (including the tax amounts -
ICMS, IPI, PIS and COFINS)*
Cost of products and goods sold and services rendered (875,488) (844,767) (468,243) (739,201)
Materials, energy, outsourced services and others (452,772) (168,528) (217,622) (125,678)

(1,328,260) (1,013,295) (685,865) (864,879)

Gross value added 1,009,633 904,205 732,436 782,591
Depreciation, amortization and depletion (126,141) (322,288) (55,230) (306,474)

Net value added generated by the entity 883,492 581,917 677,206 476,117

Value added received through transfer
Equity in the results of subsidiaries - - (76,115) (65,939)
Financial income (9,762) 124,835 (29,898) 115,305

(9,762) 124,835 (106,013) 49,366

Total value added to distribute 873,730 706,752 571,193 525,483

Distribution of value added
Personnel and social charges 384,875 279,161 242,929 205,830
Taxes, charges and contributions 271,027 210,089 206,818 185,980
Creditors
Interest and exchange and monetary variations 228,917 263,960 146,105 181,039
Rentals 17,055 7,397 5,325 6,333

Net loss for the year (29,685) (53,861) (29,984) (53,699)
Participation of minority shareholders in the loss 1,541 6 - -

873,730 706,752 571,193 525,483

* Value-added Tax on Sales and Services (ICMS), Excise Tax (IPI), Social Integration Program (PIS) and Social Contribution on Revenues
(COFINS)
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1 Operations

Magnesita Refratários S.A. ("the Company") was formed on December 11, 2006, and its main
objective is to hold interests in other companies, At the Extraordinary General Meeting held on
August 6, 2007, its name was changed from "Sibaúma Participações S.A." to "RPAR Holding
S.A." and the Extraordinary General Meeting held on March 17, 2008, approved the change of
the company name from RPAR Holding S.A. to Magnesita Refratários S.A.

Acquisition of Magnesita S.A.

On September 27, 2007, the Company concluded the acquisition, directly and indirectly, of
70.7% of the voting common shares of Magnesita S.A. and 3.1% of its preferred shares,
totaling 38.6% of the total capital of that company.

On December 11, 2007, the Company acquired, in the stock exchange, new preferred class A
and class C shares of Magnesita S.A., which represent 16.83% of the outstanding preferred
shares, through a voluntary public share offering, representing an increase of 7.98% of the
total capital.

Between January 3 and 31, 2008, the Company acquired, in the Stock Exchange, 955,392,390
common shares and 2,951,731,751 class A preferred shares issued by Magnesita S.A.,
increasing its interest in 9.18% of total capital.

At January 31, 2008, the Company carried out, at BOVESPA, a public auction for the
acquisition of common shares of Magnesita S.A. (in conformity with article 254.A of Law No.
6404/76) and acquired 4,512,220,813 common shares, representing 10.61% of total capital.

Merger of Magnesita S.A.

On February 2, 2008, the Company presented a proposal for the merger into the Company of
the subsidiaries Magnesita S.A. and Partimag S.A., which was made effective on February 21,
2008, considering the base date of December 31, 2007. The shareholders of Magnesita S.A.
received shares of Magnesita Refratários S.A. In the case of Partimag S.A., a wholly-owned
subsidiary of Magnesita Refratários S.A., the main assets of which consisted of its ownership
interest in Magnesita S.A., the merger did not generate the issuance of shares.
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Merger of Wholly-Owned Subsidiaries

On April 30, 2008, at the Extraordinary General Meeting, the shareholders approved the
merger into the Company of the following subsidiaries:

. Magnesita Service Ltda.;

. Risa Refratários e Isolantes Ltda.;

. Risa Materiais Cerâmicos Ltda.;

. Refratec Produtos Eletrofundidos Ltda.;

. Ikera Indústria e Comércio Ltda.;

. Refratec Participações Ltda.; and

. São José Administração de Matérias Primas Ltda.

These merger transactions did not result in an increase in the capital of the Company, since it
already held all the capital quotas of the merged companies. Thus, there were no changes in
the consolidated financial position of the Company in connection with these merger
transactions.

Acquisition of Insider

On April 25, 2008, the Company executed an agreement for the acquisition of all the capital
quotas of Insider - Insumos Refratários para Siderurgia Ltda. (subsequently merged into the
subsidiary MAG-Sé Participações Ltda.), a company that manufactures high-tech monolithical
and premolded refractories, which is based in the City of Coronel Fabriciano, State of Minas
Gerais. The agreed acquisition for R$ 55 million was concluded on October 30, 2008, at the
total restated value of R$ 57.4 million, according to the contractual conditions.

Acquisition of LWB Group

On September 7, 2008, the Company executed with REARDEN L. HOLDINGS 2 S.À R.L., a
Company of Rhône Group, agreements to acquire ownership of all shares of the LWB Group
("LWB"), leader in the segment of dolomitic refractories, with industrial operations in North
America, Europe and Asia.

On November 5, 2008, the transaction closing date, the shareholders of LWB received from
the Company the amount of R$ 785.4 million: a portion corresponding to R$ 297.8 million in
cash and the remaining part, equivalent to R$ 487.6 million, through 23,457,778 common
shares issued by the Company, which constitute 10.97% of its total capital. To calculate the
amount of the transaction mentioned above, R$ 20.79 was considered the value per share of
the Company.
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The Company's shareholders agreement was amended to enable the inclusion of Rhône
Group with 9.14% of the Company's shares and providing for participation in the Board of
Directors through one member.

Thus, Magnesita Refratários S.A., a listed company registered in the BOVESPA's “New
Market", became, along with its subsidiaries, a manufacturer of magnesian and dolomitic
refractories with plants located in South America, North America, Europe and Asia.

Production Plants

In addition to the plant located in Contagem, State of Minas Gerais (MG), Brazil, the Company
has plants for the production of refractory materials through the following subsidiaries:

. MAG-Sé Participações Ltda. - Brasil

. Refractarios Argentinos S.A.I.C.y M - Argentina

. LWB Refractories Company - United States

. LWB Refractories GmbH - Germany

. LWB Refractories S.C.S. - France

. LCH Resource (Anhui) Co. Ltd. - China

. Shanxi LWB Taigang Refractories Co. Ltd. - China

. Sinterco S.A. - Belgium

In addition to these, the Company has other direct and indirect subsidiaries that are part of the
consolidated financial statements, including holding, commercial, mining or non-operating
companies.

2 Presentation of the Financial Statements and

Significant Accounting Practices

(a) Presentation of the financial statements

These financial statements were approved by the Company's Board of Directors on March 3,
2010.

The financial statements (parent company and consolidated) were prepared and are presented
in accordance with accounting practices adopted in Brazil, in compliance with the requirements
of Brazilian Corporation Legislation and the Brazilian Securities Commission (CVM).
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As mentioned in Note 1, Magnesita S.A. was merged into the Company in February 2008, and
the base date of that transaction was December 31, 2007. Thus, the statements of operations,
of cash flows and of value added for 2008 consider the effects of this merger as from January
1, 2008. As regards the merger of subsidiaries on April 30, 2008, said statements for 2008
(statements of operations, of cash flows and of value added) include the operations of those
subsidiaries as from April 1, 2008.

As regards the consolidated statements of operations, of cash flows and of value added for
2008, the LWB operations, acquired on November 5, 2008, are included as from November 1,
2008.

The main accounting practices adopted in the preparation of these financial statements are
those applicable for the financial statements for the year ended December 31, 2009,which will
be different from the practices to be used for the preparation of the financial statements at
December 31, 2010, as described in item 2 (b) below.

The preparation of financial statements requires the use of estimates to record certain assets,
liabilities revenues and expenses. Therefore, the Company's financial statements include
estimates related to the selection of the useful lives of property, plant and equipment,
provisions for contingent liabilities, income tax and other similar liabilities. The actual results
may differ from those estimated.

(b) Accounting pronouncements and interpretations

of standards that are not yet effective

The accounting pronouncements and interpretations of standards listed below were published
and are mandatory for years beginning on or after January 1, 2010. In addition, other
pronouncements and interpretations were also published, which alter the accounting practices
adopted in Brazil, within the process of convergence with international standards.

The standards below are only those that could affect the Company's financial statements in
some manner. Under the terms of these new standards, the figures for 2009, presented herein,
should be restated for comparison purposes when the 2010 financial statements are prepared.

The Company did not elect early adoption of these standards for the year ended December 31,
2009, and is currently analyzing the potential effects arising from their application, that may
impact on its financial statements.
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(i) Pronouncements

CPC 15 - Business combinations
CPC 16 - Inventories
CPC 20 - Borrowing costs
CPC 22 -Segment information
CPC 25 - Provisions, Contingent Liabilities and Assets
CPC 26 - Presentation of Financial Statements
CPC 27 - Property, Plant and Equipment
CPC 30 - Revenues
CPC 32 - Taxes on Profit
CPC 33 - Employee benefits
CPC 34 - Exploration for and Evaluation of Mineral Resources
CPC 35 - Separate Financial Statements
CPC 36 - Consolidated Financial Statements
CPC 37 - First-time Adoption of International Financial Reporting Standards
CPC 38 - Financial Instruments: Recognition and Measurement
CPC 39 - Financial Instruments: Presentation
CPC 40 - Financial Instruments: Disclosure

(ii) Interpretations

ICPC 04 - Scope of CPC 10 - Share-based Payment
ICPC 05 - CPC 10 - Share-Based Payment
ICPC 09 - Individual, Separate, Consolidated Financial Statements and Application of the

Equity Accounting Method
ICPC 10 - Clarifications of CPC 27 and CPC 28
ICPC 12 - Changes in Existing Liabilities for Decommissioning, Restoration and Similar

Matters
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3 Consolidation Criteria

The consolidated financial statements at December 31, 2009 and 2008 include those of the
Parent Company and the following subsidiaries:

2009 2008

Cerâmica São Caetano Ltda. 100 100
Iliama Participações S.L. and its subsidiary 100 100
LWB Island Company Ltd. and its subsidiaries (*) 100 100
Magnesita Grundstucks Beteiligungs GmbH 100 100
Magnesita Refractories Corporation 100 -
MAG-Sé Participações Ltda. 100 100
MAG-Tec Ltda. (formerly, MSA Service Ltda.) 100 100
Massambaba Mineração Ltda. 100 100
MSA Agropecuária Ltda. 100 100
RASA - Refractarios Argentinos S.A.I.CyM and its subsidiary 100 100
Refractarios Magnesita Colombia S.A. 100 100
Refractarios Magnesita del Peru S.A.C. 100 100
Refractarios Magnesita Uruguay S.A. 100 100

(*) In 2008 the consolidated statements of operations, of cash flows and of value added include
the operations of these subsidiaries as from November 1, 2008.

The fiscal years of the direct and indirect subsidiaries coincide with those of the Parent
Company, and the accounting policies were applied on a standardized basis in the
consolidated companies.

The financial statements of subsidiaries operating abroad are converted into Reais (R$) in
conformity with the guidelines of Technical Pronouncement CPC No. 2 - Effects of Changes in
the Foreign Exchange Rates and Conversion of the Financial Statements, as follows:

(i) Assets and liabilities based on the closing rate at the balance sheet date.

(ii) Changes in shareholders' equity for the year considering the rates in force at the dates
when they occurred; and the opening shareholders' equity of each balance sheet is
represented by the closing shareholders' equity of the previous year, according to the
conversion effective at that date.

(iii) Income and expenses of the statement of operations at the average rates for the period.
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(iv) The foreign exchange variations related to items (i), (ii) and (iii) mentioned above are
recognized in the specific account of shareholders' equity "carrying value adjustment".

The process of consolidating the direct and indirect subsidiaries consists of the summation of
the balances of the accounts of assets, liabilities, income and expenses, according to the
nature of each balance, complemented by the following eliminations:

(i) equity interests, reserves and accumulated results between companies;

(ii) current account balances and other asset and/or liability intercompany balances including
unrealized results; and

(iii) identification of minority interest.

The reconciliation of the Parent Company to the Consolidated shareholders' equity and net
income at December 31, 2009 and 2008 is as follows:

Shareholders' equity Loss for the year

2009 2008 2009 2008

Consolidated 2,219,692 2,113,171 (29,685)) (53,861)
Unrealized profits in the
inventories 641 940 (299) 162

Parent company 2,220,333 2,114,111 (29,984) (53,699)

4 Description of the Significant Accounting Practices Adopted

The significant accounting practices adopted are as follows:

(a) Determination of net income (loss)

Net income (loss) is determined on the accrual basis of accounting and considers the
earnings, charges and monetary variations based on official indices applicable to assets and
liabilities. Income tax and social contribution are deducted from the results and deferred taxes
were recognized on income tax and social contribution tax loss carryforwards as well as
temporary differences, at the rates in effect for income tax and social contribution, to the extent
their realization is probable.



Magnesita Refratários S.A.

Notes to the Financial Statements
Years Ended December 31, 2009 and 2008
All amounts in thousands of reais, unless otherwise indicated

17

Sales revenue is recognized when the significant risks and benefits of ownership of goods are
transferred to the purchaser. The Company's criterion of revenue recognition, therefore, is the
date on which the product is delivered to the purchaser. Income from services rendered is
recognized based on the stage of execution of the services at the balance sheet date, as a
percentage of total services to be carried out, providing that all the costs related to the services
can be reliably measured.

(b) Cash and cash equivalents

Cash and cash equivalents comprise cash, bank deposits and short-term investments with
high liquidity and immaterial risk of change in value (Note 5).

(c) Financial instruments

(i) Classification and measurement

The Company classifies its financial assets as measured at fair value through profit or loss and
loans and receivables. The classification depends on the purpose for which the financial
assets were acquired. Management determines the classification of the financial assets when
first recorded.

Financial assets measured at fair value through profit or loss

These are financial assets held for active and frequent trading. Derivatives are also classified
as held for trading, unless they have been designated as hedge instruments. These assets are
classified as current assets. Gains or losses arising from the changes in fair value of financial
assets measured at fair value through profit or loss are recorded in the statement of operations
in "financial result" in the period they occur

Loans and receivables

These comprise loans granted and non-derivative receivables with fixed or determinable
payments that are not quoted in an active market. Loans and receivables are included in
current assets or non-current assets, depending on whether they fall due within or after 12
months from the balance sheet date. The Company's loans and receivables comprise loans
granted to related companies, trade accounts receivable, other accounts receivable and cash
and cash equivalents, except for short-term investments. Loans and receivables are recorded
at amortized cost, based on the effective interest rate method.
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Fair value

Fair values of investments with publicly-available quotations are based on current purchase
prices. For financial assets without an active market or public quotation, the Company
determines fair value through valuation techniques, which use recent transactions with third
parties, references to other substantially similar instruments, discounted cash flow analysis
and option pricing models which preferentially use information from external sources rather
than internally-generated data.

(ii) Derivative instruments and hedge activities

Initially, derivatives are recognized at fair value when the derivative agreement is signed and,
are subsequently remeasured at fair value, with the changes in fair value included in the
statements of operations, except when the derivative is designated as a hedge of cash flows.

Although the Company uses derivatives for protection, it has not designated any instruments
as hedges for accounting purposes.

(d) Trade accounts receivable and suppliers

These are initially stated at present value. The balances related to the foreign market are
adjusted based on foreign exchange variations up to the balance sheet date.

(e) Allowance for doubtful accounts

Calculated in an amount considered sufficient to cover the risk of losses on amounts
receivable, based on individual analyses by customer.

(f) Inventories

These are stated at the lower of cost (production, average purchase or extraction) and net
realizable amounts (Note 6).

(g) Income tax and social contribution

Income tax and social contribution are provided based on current legislation. The deferred tax
assets are recognized on temporary differences, income tax and social contribution tax loss
carryforwards, to the extent that their realization is probable. The currently defined tax rates of
25% for income tax and 9% for social contribution are used to calculate deferred taxes.
Deferred tax liabilities relate to the sale of property, plant and equipment receivable in long-
term installments, the realization for tax purposes of goodwill and the accelerated fiscal
depreciation of the LWB companies.
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(h) Goodwill on downstream merger, net of provision

With the merger into the Company of the holder of 10.97% of its capital, the goodwill arising
from the acquisition of the related shares, recorded in intangible assets of the merged
company, was reduced by a provision pursuant to CVM Instruction No. 349/01, and the special
reserve was set up for this merger. The reserve will benefit all the shareholders when it is used
for capital increase. The net balance of this goodwill represents the amount of the tax benefit
expected from its amortization and is classified in non-current assets - long-term receivables.

(i) Investments

Investments in subsidiaries are accounted for by the equity method with the equity in the
results of the investees, recognized in the statement of operations as operating income or
expense. The foreign exchange variations of investments in subsidiaries abroad are recorded
in the account "Carrying value adjustment", in the Company's shareholders' equity, and will be
recorded in the statement of operations only when the investment is sold or written down as a
loss.

To calculate equity in the results, unrealized gains or transactions between the Company and
its subsidiaries are eliminated proportionately to the Company's interest; unrealized losses are
also eliminated, unless the transaction provides evidence of impairment of the asset
transferred. When necessary, the accounting practices of the subsidiary and associated
companies are altered to be consistent with the practices adopted by the Company.

Other investments are presented at acquisition cost, indexed for inflation through December
31, 1995, net of provision for losses, when applicable.

(j) Property, plant and equipment

These are stated at cost of purchase or formation, indexed for inflation through December 31,
1995, net of depreciation calculated in accordance with the expected useful lives and
depletion, based on the straight-line method, at the rates described in Note 8.

Repairs and maintenance costs are allocated to results during the period in which they are
incurred. The cost of major renovations is included in the book value of the asset when it is
probable that future economic benefits which exceed the performance standard initially
evaluated for the existing asset will be obtained by the Company. Major renovations are
depreciated over the remaining useful life of the related asset.
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(k) Intangible assets

Goodwill or negative goodwill

Goodwill or negative goodwill on the acquisition of an investment is calculated as the
difference between the purchase amount and book value of the shareholders' equity of the
company acquired. Goodwill paid on the Company's acquisitions is supported by the
expectations of future profitability, and up to December 31, 2008 was being amortized over
periods of from 5 to 10 years (Note 9). As determined in Technical Pronouncement CPC No.
13, the goodwill arising from expected future profitability will no longer be systematically
amortized as from the fiscal year beginning January 1, 2009 but, after this date, is instead
subject to annual impairment tests as described in Note 4(o).

The negative goodwill recorded by the merged subsidiary Partimag S.A. (Note 1), on the
acquisition of Magnesita S.A shares, has not been amortized for having no specific economic
basis.

Software

Software licenses acquired and advisory services for their implementation are capitalized and
amortized over their estimated useful life (Note 9).

(l) Contingent assets and provision for contingencies

The recognition, measurement and disclosure of the contingent assets and liabilities and legal
obligations are carried out in accordance with the criteria defined in CVM Resolution 489/05
(Note 13):

. Contingent assets - these are not recorded in the books, unless favorable unappealable
court decisions characterize the gain as certain.

. Provisions for contingencies - tax and social security - these are recorded considering the
opinion of legal advisors, the nature of lawsuits, similarity to prior proceedings, complexity
and positioning of the courts, whenever a loss is assessed as probable, an outflow of
resources to settle the liabilities is probable, and the amounts involved can be calculated
with sufficient certainty.

Tax and social security contingent liabilities classified as possible losses are not provided
but are disclosed in the financial statements, and those classified as remote losses do not
need to be accrued or disclosed.
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. Provision for contingencies - labor - considers the outstanding lawsuits and the historical
average of unfavorable outcomes.

(m) Post-employment liabilities

The liability related to the defined benefit pension plans is the present value of the defined
benefit obligation at the balance sheet date minus the market value of the assets of the plan,
adjusted for actuarial gains or losses and costs of past service. The defined benefit obligation
is calculated annually by independent actuaries (Note 16).

(n) Variable compensation program

The Company accrues its program of employee variable compensation in connection with the
operating and financial goals disclosed to its employees and agreed with the workers' union,
and the related expense was recorded as "General and administrative expenses"
(Note 22).

(o) Impairment of assets

Property, plant and equipment and other non-current assets, including goodwill and intangible
assets, are reviewed to identify evidence of impairment annually, and also whenever events or
changes in circumstances indicate that the book value may not be recoverable. In this case,
the recoverable value is calculated to verify if there is any loss. In the event of loss, it is
recognized at the amount by which the book value of the asset exceeds its recoverable value,
which is the higher between the net sales price and the value in use of an asset. For
evaluation purposes, assets are grouped at the lowest level for which there are separately
identifiable cash flows.

(p) Provisions

Provisions are recognized when the Company has a legal or informal present obligation as a
result of past events, it is probable that assets will be surrendered to settle the obligation, and
a reliable estimate of the amount can be made.

(q) Share-based remuneration

The Company offers to its executives share-based remuneration plans, to be settled in
Company stock, according to which the Company receives services in consideration for stock
purchase options. The fair value of options granted is recognized as an expense, during the
period in which the right is obtained, i.e., the period during which specific vesting conditions
must be met. At the date of the balance sheet, the Company revises the estimated number of
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options which will vest and, subsequently, recognizes the impact of the change in initial
estimates, if any, in the statement of operations, with a corresponding entry to shareholders'
equity, on a prospective basis.

(r) Borrowings

Borrowings are initially recognized at fair value, upon receipt of funds, net of transaction costs.
Subsequently, the borrowings are presented at amortized cost, that is, plus charges and
interest in proportion to the period elapsed ("pro rata temporis").

(s) Other assets and liabilities

These are stated at known or estimated amounts, plus or minus, when applicable, the
corresponding charges and monetary restatements or provisions for loss. The advances from
customers are stated at historical values. The amounts related to vacation payable to
employees are accrued proportionately to the vesting period and include the corresponding
social security charges.

5 Cash and Cash Equivalents

The composition is as follows:

Consolidated Parent company

2009 2008 2009 2008

Cash and banks 141,397 113,900 18,083 14,502

Marketable securities -
fixed-income 201,761 270,582 170,412 224,258

343,158 384,482 188,495 238,760

The item "Cash and cash equivalents" includes at December 31, 2009, in the consolidated,
R$1,369 (R$2,367 in 2008) in local currency and R$140,028 (R$111,533 in 2008) in foreign
currency, and basically represents deposits in bank current account "Marketable securities"
were classified as trading securities and correspond to fixed income securities with earnings
that approximate the variation of Interbank Deposit Certificates (CDI), and are available for
immediate redemption. In the consolidated, a part of these fixed income securities, amounting
to R$ 62,475 (R$ 19,095 in 2008), is linked to foreign exchange variations, mainly the U.S.
dollar.
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6 Inventories

Consolidated Parent company

2009 2008 2009 2008

Finished products 251,124 330,062 96,014 87,254
Work in progress 43,622 60,770 33,683 46,345
Raw materials 163,816 252,894 97,064 103,193
Warehouse (replacement material and others) 70,308 77,664 40,480 34,382
Provision for losses (19,342) (28,870) - (1,364)

509,528 692,520 267,241 269,810

7 Investments in Subsidiaries

(a) Information on investments (Parent Company)

At December 31, 2009

Investment in:

Unrealized
profits

Investment in
capital - %

Adjusted net
equity

Adjusted net
income (loss)

Cerâmica São Caetano Ltda.
Capital of R$ 27,171 and 2,717,102,088 quotas 2,686 100 24,646 1,521

Iliama Participações S.L.
Capital of 3 thousand EUROS and 3,010 quotas 100 (32,754) 1,347

LWB Island Company Ltd.
Capital of 285,429 thousand EUROS and 1,286 quotas 100 852,923 (64,812)

Magnesita Grundstucks Beteiligungs GmbH
Capital of 25 thousand EUROS and 1 quota 100 101 (8)

Magnesita Refractories Corporation
Capital of US$ 25 thousand and 1 quota 100 157 (819)

MAG-Sé Participações Ltda.
Capital of R$ 1,590 and 1,590,000 quotas 100 60,410 7,291

MAG-Tec Ltda.
Capital of R$ 200 and 800,000 quotas 100 245 0

Massambaba Mineração Ltda.
Capital of R$ 1,001 and 1,001,000 quotas 100 (3,334) (3,461)

MSA Agropecuária Ltda. (i)
Capital of R$ 9,571 and 957,118,076 quotas 34,2 750 (2)

RASA - Refractarios Argentinos S.A. I. C. y M.
Capital of ARS 1,000 thousand and 1,000,000 shares 100 18,762 (2,162)

Refractários Magnesita Colômbia S.A
Capital of COP 111,000 thousand and 11,100,000 quotas 100 (7,260) (8,646)

Refractários Magnesita Del Peru S.A.C.
Capital of PEN 1 thousand and 1,000 quotas 100 (1,893) (6,441)

Refractários Magnesita Uruguay S.A.
Capital of UYU 450 thousand and 450,000 quotas 100 81 77

Total in 2009 2,686 912,834 (76,115)

Total in 2008 2,686 851,319 (65,939)
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(i) The total interest of the Company, directly and indirectly, is 100%. The indirect interest is held through Cerâmica São Caetano
Ltda.

(b) Change in investments

Changes in the investment accounts during the years ended December 31 were as follows:

Parent company

2009 2008

Balance at the beginning of the year 852,925 1,357,591
Acquisition of investments 912,559
Capital increase in subsidiary (i) 329,098
Goodwill on acquisition of investments - 621,517
Equity in the results of subsidiaries (76,115) (65,939)
Dividends received (5,000) (37,835)
Amortization of goodwill - (2,602)
Merger of subsidiaries - (465,306)
Transfer of investment to current assets - 6,206
Transfer of goodwill to intangible assets (ii) - (1,596,943)
Capital increase in subsidiary MAG-Sé Participações Ltda. - 92,837
Reversal of provision for net capital deficiency of subsidiary
MAG-Sé Participações Ltda. - (42,726)

Sale of investment in subsidiary - (2,949)
Exchange variation of investments (iii) (186,552) 77,454
Disposal of other investments (115) (939)

Balance at the end of the year 914,241 852,925

(i) Refers to capital increase in the subsidiary LWB, with the objective of prepayment of part of the
loan from JP Morgan bank (Note 11).

(ii) Reclassification on account of the alterations introduced by Law 11638/07.

(iii) Exchange variation of investments recognized in shareholders’ equity (Note 4(i)). Further to the
amount recorded in investment, in 2008 the Company recorded the Exchange variation of
intercompany loans capitalized or to be capitalized in the account “Carrying value adjustment”
directly in shareholders’ equity.

(c) Related-party transactions (Parent Company)

Balances and transactions

The main balances receivable and payable at December 31, 2009 and the main transactions
carried out during the year then ended, such as sales, purchases of services and products and
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dividends received, involving the Company's subsidiaries, were as follows:

Balances Transactions

Accounts
receivable Suppliers

Credits
(Debts) Sales

Purchase of
products

Dividends
received

Cerâmica São Caetano Ltda. - - (1,810) - - 5,000
MAG-Sé Participações Ltda. 467 476 (861) 3,157 3,619 -
RASA - Refractarios Argentinos S.A. I. C. y M. 16,611 - 533 13,099 116 -
Iliama Participações S.L. 11,854 - - 18,453 - -
Refractários Magnesita Uruguay S.A. 329 - - 484 - -
Refractários Magnesita Colômbia S.A. 11,546 - - 11,010 - -
Refractários Magnesita Del Peru S.A.C. 1,592 - - 1,569 - -
Refractários Magnesita Chile. 700 - - 1,272 - -
Massambaba Mineração Ltda. - - 3,682 - - -
LWB companies 21,433 - 1,297 44,131 - -
MSA Agropecuária Ltda. - - (2,520) - - -

In 2009 64,532 476 321 93,175 3,735 5,000

In 2008 44,945 - (5,679) 79,772 2,423 37,835

Credits refer to loans to subsidiaries for their operating needs, with no remuneration.

The purchases and sales of products and services between the parent company and its
subsidiaries are transacted under conditions agreed by the parties. Considering that the
percentage interest of the Company in its subsidiaries is 100%, they are eliminated in the
consolidated financial statements.
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Remuneration of the key management personnel

The compensation of the members of the Board of Directors and of the Executive Board in 2009 corresponded to R$ 5,723 (2008 -
R$ 2,620). In addition, the fair value of the stock options granted in the amount of R$ 2,418 (2008- R$2,449) is recorded in the
statement of operations.

8 Property, Plant and Equipment

Consolidated Parent company

2009 2008 2009 2008
Annual

Accumulated Accumulated depreciation
Cost depreciation Net Net Cost depreciation Net Net rates %

Land 58,929 - 58,929 78,710 10,761 - 10,761 15,505
Mineral deposits 36,678 (2,988) 33,690 43,069 9,132 (1,532) 7,600 8,077 Based on volume
Buildings and improvements 412,397 (132,333) 280,064 372,324 140,971 (82,569) 58,402 61,876 2,5 to 10
Machinery, facilities and equipment
including IT 935,851 (533,781) 402,070 514,811 630,198 (408,537) 221,661 237,809 4 to 33

Transportation equipment 15,344 (12,862) 2,482 4,416 12,185 (10,655) 1,530 2,709 4 to 33
Furniture and fixtures and others 42,291 (16,668) 25,623 36,154 16,854 (8,816) 8,038 8,980 4 to 33
Construction in progress 105,932 - 105,932 121,661 78,434 - 78,434 93,406

Total property, plant and equipment 1,607,422 (698,632) 908,790 1,171,145 898,535 (512,109) 386,426 428,362
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The changes in property, plant and equipment accounts are as follows:

Consolidated Parent company

At December 31, 2008 1,171,145 428,362

Additions 38,878 20,089
Disposals (12,054) (10,276)
Depreciation (121,761) (51,749)
Exchange variation (assets abroad) (167,418) -

At December 31, 2009 908,790 386,426

9 Intangible Assets

Consolidated Parent company

2009 2008 2009 2008

Annual

Accumulated Accumulated amortization

Cost amortization Net Net Cost amortization Net Net rate %

Software and other 31,454 (21,133) 10,321 10,589 29,054 (19,769) 9,285 9,037 20
Goodwill on acquisition of

investments (i)
Magnesita S.A. 1,316,509 (272,855) 1,043,654 1,043,654 1,316,509 (272,855) 1,043,654 1,043,654
LWB (ii) 1,093,433 (2,602) 1,090,831 1,359,391 318,531 (2,602) 315,929 342,983
Insider - Insumos Refratários
para Siderurgia Ltda. 40,536 (699) 39,837 39,837 - - - -

Total intangible assets 2,481,932 (297,289) 2,184,643 2,453,471 1,664,094 (295,226) 1,368,868 1,395,674
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(i) The goodwill paid on the acquisition of investments is supported by the expected future profitability and was tested at
December 31, 2009 for indications of impairment. The impairment tests were carried out considering the following
assumptions: (a) the method currently used by the Company to manage its operations (by geographic regions) and,
consequently, the goodwill; (b) evaluation, based on the value in use, of the group of cash generating units; (c) preparation of
the discounted cash flow at present value based on assumptions in line with the current market conditions; and (d) future
projections in conformity with the Company's business plan. These tests did not indicate any decrease in the recoverable
value of goodwill.

(ii) In the consolidated, includes the amount of R$ 774,902 (R$ 995,221 in 2008) for goodwill presented in the financial
statements of LWB Group, prior to the acquisition by the Company.

The changes recorded in the intangible asset accounts were the following:

Consolidated
Parent

company

December 31, 2008 2,453,471 1,395,674

Additions 3,731 3,731
Exchange variation (i) (267,723) (27,055)
Amortization (4,836) (3,482)

December 31, 2009 2,184,643 1,368,868

(i) As required by CPC 02, the goodwill arising from the expectation of future profitability paid
on the LWB acquisition is expressed in functional currency of LWB (Euro), as is the goodwill
recorded in the LWB financial statements prior to its acquisition by the Company

10 Salaries, Provisions and Social Contributions

Consolidated Parent company

2009 2008 2009 2008

Provision for vacation pay and payroll charges 17,313 24,191 17,117 20,566
Salaries payable 17,156 19,058 3,457 3,307
Rescissions payable 22,115 19,598 - -
Provision for bonus and charges 29,213 41,668 17,600 28,000
Social charges payable 4,829 6,732 3,006 4,120
FGTS(*) payable 1,294 1,449 1,293 1,449
Other social charges payable 3,559 2,299 304 349

95,479 114,995 42,777 57,791

(*) Government Severance Indemnity Fund for Employees (FGTS)
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11 Loans and Financing

Annual
average Consolidated Parent company

interest
Currency rate 2009 2008 2009 2008

Export credit note R$ CDI+4.0% 1,019,843 1,072,588 1,019,843 1,072,588
(-) Unamortized transaction costs - (8,355) - (8,355) -

Import financing US$ 7.80% 5,671 14,519 5,671 14,519

Property, plant and equipment financing
In local currency R$ TJLP+2.05% 833 72 833 -
Leasing R$ CDI 1,124 1,271 878 1,271

Advances on export invoices
In foreign currency US$ 6.05% 229,001 224,222 229,001 224,222

Senior Export Facility
JP Morgan US$ Libor+5.0% 528,563 1,126,454 - -
(-) Unamortized transaction costs (21,423) (22,279) - -

Other US$ 7.25% 14,428 21,236 - -
Other  6.67% 12,745 5,461 - -

1,782,430 2,443,544 1,247,871 1,312,600

Current 363,653 380,789 346,704 361,757

Non-current 1,418,777 2,062,755 901,167 950,843

(a) Export credit note

The Company carries out export credit note transactions, renegotiated on August 14, 2009,
with the following characteristics:

. Creditors: Banco Bradesco S.A. and Banco Itaú BBA S.A.

. Term: 5 years

. Grace period: 2 years

. Annual interest: CDI + 4.0% (up to 08/14/2009, CDI + 1.39%)

The unamortized transaction costs correspond to the commission paid upon the renegotiation
of the contracts and will be amortized over their terms.
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The annual financial covenants are as follows:

Net Debt/
Ebitda

Ebitda/Net
Financial Expense

Up to August 14, 2009 3.5 2.00
After the renegotiation
4Q 2009 6.0 1.50
1Q 2010 5.5 1.50
2Q 2010 5.0 1.75
3Q 2010 4.5 1.75
4Q 2010 4.5 2.00
1Q 2011 4.0 2.00
2Q 2011 onwards 3.5 2.00

At December 31, 2009, the Company was in compliance with the requirements.

The Company renegotiated the export credit note of Banco Bradesco S.A in February 2010,
the amount of which is R$ 133,544. The annual interest rate changed from CDI + 4.0% to CDI
+ 2.75% and the maturity of the principal changed to 3 equal installments in February 2013,
February 2014 and February 2015.

(b) Advances on export invoices

Advances on export invoices refer to future exports of the Company, and were obtained from
financial institutions. For these transactions, in the Consolidated and in the Parent Company,
export trade notes have not yet been provided as guarantee at December 31, 2009. The
creditors are the Banks: Bradesco, Banco do Brasil, Santander, HSBC, Itaú and Safra.

(c) Senior Export Facility (JP Morgan)

Senior Export Facility renegotiated on August 14, 2009 with the following conditions:

. Term: 6 years

. Grace period: 30 months

. Annual interest: Libor (with guarantee of minimum rate of 2.5%) + 5.0% (up to 08/14/2009,
Libor + 2.5%)
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As part of the debt renegotiation, in November 2009 the Company made an exceptional
prepayment of US$ 175 million.

The annual financial covenants are as follows:

Net Debt/
Ebitda

Ebitda/Net
Financial Expense

Up to August 14, 2009 3.5 2.00
After the renegotiation
4Q 2009 6.0 1.50
1Q 2010 5.5 1.50
2Q 2010 5.0 1.75
3Q 2010 4.5 1.75
4Q 2010 4.5 2.00
1Q 2011 4.0 2.00
2Q 2011 onwards 3.5 2.00

At December 31, 2009, the Company was in compliance with the requirements.

In connection with the contract with the bank JP Morgan, the Company maintains a deposit of
R$ 24,485 at December 31, 2009 in current account abroad, as guarantee of interest falling
due in the current period.

(d) Maturities

At December 31, 2009, long term maturity is as follows:

Consolidated
Parent

company

2011 414,407 302,596
2012 432,271 298,994
2013 433,263 299,577
2014 133,117 -
2015 5,719 -

1,418,777 901,167
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12 Other Liabilities - Current

Consolidated Parent company

2009 2008 2009 2008

Lawyers' and advisors' fees 1,164 15,706 - 5,274
Services rendered by third parties 9,704 14,577 1,743 -
Contractual retentions payable - acquisition of Insider 7,150 10,074 - -
Provision for warranty indemnities 4,162 5,941 - -
Advances from customers 2,929 5,761 2,362 4,177
Commissions of agent abroad 2,862 3,040 2,862 3,040
Freights and insurance payable 804 2,824 475 2,824
Royalties payable 665 835 665 835
Other accounts payable 16,275 18,886 4,186 7,333

45,715 77,644 12,293 23,483

13 Provision for Contingencies

The Company and its subsidiaries are parties in lawsuits and administrative proceedings in
various courts and government entities, resulting from the normal course of its operations,
involving mainly tax matters, in addition to labor and social security aspects. The provisions for
contingencies are determined based on the analysis of pending lawsuits, assessments and
evaluations of risk. The composition is as follows:

Consolidated Parent company

2009 2008 2009 2008

Tax - Provision 87,702 77,444 87,691 77,444
Tax - Judicial deposit (4,711) (3,638) (4,711) (3,638)
Labor - Provision 25,333 14,965 21,773 11,626
Labor - Judicial deposit (321) (321) (321) (321)
Social Security - Provision 1,814 1,649 1,814 1,649

109,817 90,099 106,246 86,760

Current - Provision 942 942 942 942
Current - Judicial deposit (942) (942) (942) (942)

- - - -

Non-current - Provision 113,907 93,116 110,336 89,777
Non-current - Judicial deposit (4,090) (3,017) (4,090) (3,017)

109,817 90,099 106,246 86,760
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The changes in provision for 2009 are as follows:

Consolidated
Parent

company

At December 31, 2008 90,099 86,760

Additions 18,413 18,181
Transfer of judicial deposits from assets to liabilities (744) (744)
Monetary restatement 2,049 2,049

At December 31, 2009 109,817 106,246

The Company's management, based on information provided by its legal advisors, recorded
provisions at amounts considered sufficient to cover probable unfavorable outcomes for the
lawsuits in progress, classified between short and long-term, in accordance with the
expectation of their conclusion, as stated above.

At December 31, 2009 and 2008, the Company does not have significant tax and social
security lawsuits involving risks of unfavorable outcome classified by management as possible
(for which there is no provision), based on the evaluation of its legal advisors.

Magnesita S.A., a merged company, received tax assessment notices from the social security
authorities (INSS), in the total amount of R$ 26,677 restated up to June 30, 2008, related to
certain matters for which it was considered necessary to record provisions, restated up to June
30, 2008, in the amount of R$ 17,970. These tax assessment notices were issued without
observing the five-year statute of limitations period. On June 12, 2008 the Federal Supreme
Court (STF) issued the "Stare Decisis" No. 8, determining the five-year statute of limitations,
and declaring the unconstitutionality of articles 45 and 46 of Law 8212/91. Considering this fact
and the opinion of the lawyers who are defending these tax assessment notices, the Company
reversed the provisions corresponding to the periods which were confirmed to be lapsed. The
corresponding judicial deposits, not yet returned to the Company, were transferred to Non-
current - Long-term receivables.

In 2006, a decision favorable to Magnesita S.A. was handed down on the lawsuit in which
Magnesita S.A. was claiming its right to the full inflation indexation of the Eletrobrás
compulsory loans, for which no appeal can be made regarding its merit. Eletrobrás was
sentenced to pay an amount established in an expert appraisal report, as well as to deliver
shares of its issuance to Magnesita S.A. Later, the Company filed a collection suit against
Eletrobrás in order to receive the amounts related to the unappealable decision, and part of the
amount claimed by the Company, of approximately R$ 8,100, was recognized by Eletrobrás
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and recorded in the Company's financial statements for 2006. The collection lawsuit of the
amount not recognized by Eletrobrás continued, and a judicial deposit of R$ 69,687 was made
in August 2007 by Eletrobrás. In the fourth quarter of 2009, based on the opinion of its legal
advisors, the Company requested the release of the judicial deposit under the understanding
that the term for Eletrobrás to appeal against the collection execution had expired. In January
2010, the Company obtained a favorable decision at the second judicial level with respect to
the release of the judicial deposit, whose chances of reversal through new appeals, already
filed by Eletrobrás (presently awaiting the court’s decision), are considered minimal by its legal
advisors. Accordingly the Company decided to record the restated amount of R$ 65,189, net of
lawyers costs, in the result for 2009, in “Other operating income (expenses), net” (Note 18),
and “Receivables - Eletrobrás” in current assets.

For the labor lawsuits, the Company's management adopts the criterion of making provisions
for all the outstanding lawsuits for amounts estimated as probable unfavorable outcomes,
based on average losses over the last three years.

14 Income Tax and Social Contribution

(a) Deferred Income Tax Assets

The Company recognizes, in long-term receivables, deferred tax assets referring to income tax
(25%) and social contribution (9%) on temporary differences and tax loss carryforwards, the
realization of which does not exceed the expected future taxable income. Deferred tax assets
on temporary differences, by nature, are as follows:

Consolidated Parent company

2009 2008 2009 2008

Deferred taxes on temporary differences
Provision for losses in permanent assets 890 4,290 890 4,290
Provision for contingencies 26,875 20,218 25,797 19,140
Post-employment liabilities 48,784 37,411 7,328 5,254
Provision for bonus 5,984 9,520 5,984 9,520
Other 14,841 5,585 2,436 5,586

97,374 77,024 42,435 43,790

Deferred taxes on income tax and social
contribution tax loss carryforwards 116,315 33,968 115,123 33,968

Total deferred tax assets 213,689 110,992 157,558 77,758
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The realization of the deferred income tax and social contribution tax credits is subject to future
events that will make the provisions deductible, in conformity with current tax legislation, as
well as the generation of future taxable income.

Management estimates indicate that the provision for permanent assets should be realized
over the next 3 (three) years. The provision related to the payment of bonuses will be realized
during the next year. The provisions for contingencies should be realized in the next ten years,
in accordance with the nature of the lawsuits in progress. The provision for post-employment
obligations will be realized as the benefits are paid from the Fund for Supplementary
Retirement and Pensions.

The estimates of future results, combined with the history of their operations, indicate that the
Company and its subsidiaries will generate future taxable income in an amount sufficient to
absorb the deferred taxes. The estimates of future taxable income include assumptions related
to the performance of the Company, its market and the economy. Actual results may differ
from those estimates.

The recorded deferred tax assets are supported by a technical study in compliance with CVM
Instruction No. 371/02.

(b) Taxes recoverable

The Parent Company recorded in current assets, in the item "Taxes recoverable", the balance
of taxes withheld on financial investments in the amount of R$14,447, which will be offset
against federal taxes in 2010.

(c) Reconciliation of the income tax and social contribution expense

Consolidated Parent company

2009 2008 2009 2008

Loss before taxes, net of management profit sharing 544 (67,899) (4,832) (80,299)
Standard rate - % 34% 34% 34% 34%

Nominal expense (185) 23,086 1,643 27,302
Tax and contribution on
Non-deductible loss on financial transaction (i) - (17,736) - -
Recognition of contingent provision (1,028) - (1,028) -
Equity in the results of investees - - (25,879) (22,419)
Recognition of tax credits on tax losses - 16,877 - 17,964
Effect of different rates of subsidiaries located
in other jurisdictions (11,538) (4,569) - -

Effect of the rule of limitation of interest deductibility
in Germany (13,277) (10,085) - -
Other, net (2,660) 6,471 112 3,753
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Consolidated Parent company

2009 2008 2009 2008

Effective credit (expense) (28,688) 14,044 (25,152) 26,600

Current credit (expense) (26,398) (24,193) 2,276 (5,254)
Deferred credit (expense) (2,290) 38,237 (27,428) 31,854

(i) Iliama Participações S.L. recorded a loss on a derivative contract in connection with the foreign exchange differences
incurred when purchasing the quotas of subsidiary LWB Island Company Ltd. This loss is nondeductible and does not
generate a tax loss to be offset.

(d) Deferred taxes - non-current liabilities

Consolidated Parent company

2009 2008 2009 2008

Deferred taxes on real estate profit 18,707 22,932 18,707 22,932
Deferred taxes on fiscal amortization of goodwill (i) 108,113 - 108,113 -
Social Contribution on Net Income (CSLL) on
tax incentives 3,340 - 3,340 -

Deferred taxes on accelerated fiscal depreciation 61,363 63,604 - -

191,523 86,536 130,160 22,932

(i) As from January 1, 2009, the goodwill attributable to expectation of future profitability is no longer amortized,
according to CPC 13 technical pronouncement. The Company has been recognizing under the terms of MP
449/08 (converted into Law 11941/09), through the Transitional Tax Regime the fiscal amortization of this
goodwill. The tax effect of this amortization required the recognition of deferred income tax and social
contribution, recorded in non-current liabilities.

15 Shareholders' Equity

(a) Capital

At December 31, 2009, the Company's capital is R$2,386,032 (2008 - R$ 2,036,032),
represented by 257,954,378 common shares (2008 - 213,873,448 common shares), all
nominative and with no par value.
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The changes in capital during 2009 and 2008 are as follows:

Parent company

Changes Capital

Date Event

Number of
shares - in
thousands

Thousands
R$

Number of shares
- in thousands

Thousands
R$

12/31/07 Balance - - 869,000,000 869,000

1/18/08 Capital increase in cash 44,303,797 44,304 913,303,797 913,304
1/23/08 Capital increase in cash 93,670,886 93,671 1,006,974,684 1,006,975
1/31/08 Capital increase in cash 74,000,000 74,000 1,080,974,684 1,080,975
2/21/08 Merger - Magnesita S.A. 734,980,252 288,176 1,815,954,936 1,369,151
3/17/08 Reverse stock split 10,000:1 - - 181,595 1,369,151
7/24/08 Capital increase in cash 78 780 181,673 1,369,931
7/24/08 Cancellation of treasury stock (823) (6,476) 180,151 1,363,455
7/24/08 Capital increase in cash 9,565 184,985 190,416 1,548,440
11/5/08 Capital increase (Acquisition of LWB

with shares of Magnesita
Refratários S.A.) 23,457 487,592 213,873 2,036,032

12/31/08 Balance - - 213,873 2,036,032

2/20/09 Cancellation of treasury stock (791) - 213,082 2,036,032
10/30/09 Capital increase in cash 44,872 350,000 257,954 2,386,032

12/31/09 Balance - - 257,954 2,386,032

The Company is authorized to increase its capital up to R$4,000,000, without amending the
by-laws, through approval of the Board of Directors, which will determine the conditions for the
issue.

(b) Dividends

Shareholders are entitled to a minimum dividend corresponding to 25% of net income for the
year, adjusted in conformity with the Corporation Law and the Company's by-laws, observing
all the provisions therein stipulated.

(c) Capital reserves

. Special reserve - Law 8200/91 - this refers to the additional price-level indexation
adjustments in 1991, related to the merged balance of the subsidiary Magnesita S.A. in
conformity with Law No. 8200/91. This reserve may be used to increase capital or absorb
accumulated losses.
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. Special reserve of goodwill on the merger of the shareholder of Magnesita Refratários S.A.
This corresponds to the goodwill, net of the provision set up under CVM Instruction No.
349/01. When this reserve is used for capital increase, the shares will be distributed to all
the shareholders.

. Stock options granted: represents the value of the Company's stock options granted to
Management, in conformity with CPC No. 10/2008. In 2009 corresponding the expense
recognized in the statement of operations was R$ 2,418 (2008 - R$ 3,061).

(d) Revenue reserves

Reinvestment reserve - received upon merger of the subsidiary Magnesita S.A.

(e) Carrying value adjustment

Represents the exchange variation of investment in subsidiaries abroad, in conformity with
Law No. 11638/07, net of tax effects if applicable.

16 Supplementary Retirement and Pension Plan

Parent Company

The Company sponsors Magnus Sociedade Previdenciária ("Magnus"), a not-for-profit civil
entity, formed for the purpose of partially supplementing the retirement and pension
allowances granted by the National Institute of Social Security (INSS).

On July 27, 2009, the Supplementary Retirement and Pension Secretariat (SPC), approved
changes in the regulation of the Magnus Benefit Plan and the Company started offering its
employees a Defined Contribution (CD) benefit plan with contributions by the sponsor and the
participant. The CD plan allows to build their supplementary retirement funds, with
transparency and at low cost for the participants. In addition, there are no risks arising from the
actuarial liability, since the benefit to be granted will depend on the accumulated contributions
and future profitability of the fund.
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The employees contributions vary from 0.7% to 5.925% of the salaries and the sponsor
contributions vary from 1.30% to 8.875% in accordance with the salary and the age of the
participant. For 2010 the estimated expense to cost the Defined Contribution Plan is R$ 5,190
and will be appropriated to cost of products sold and services rendered, selling expenses or
general and administrative expenses in accordance with the participants allocation in the
Company structure. At December 31, 2009 Magnus had 4,806 active participants (2008 -
3,700).

As regards the Defined Benefit Plan, Magnus adopts the financial capitalization system for
retirement benefits. The costing plan, which is defined on an actuarial basis, is maintained
exclusively through contributions of the sponsors and includes only the former employees that
already enjoyed this benefit at the date of approval of the new Defined Contribution Plan.

At December 31, 2009, Magnus had 229 retired participants and pensioners and 1,271
participants awaiting the deferred benefit.

An independent actuary (Mercer Human Resources Consulting Ltda.) carried out the actuarial
valuation of the benefits plan in 2009, using the projected unit credit method, to determine the
present value of the obligations, in accordance with CVM Resolution 371/01.

The liability was recognized by the sponsors in long-term liabilities - post-employment
liabilities, with the deferred gains or losses being recognized according to the CVM Resolution,
summarized as follows:

Parent company

Present value
of liabilities

Fair value
of assets

Net value of
unrecognized

actuarial
gains and

losses

Actuarial
liability

recognized

Balances at December 31, 2008 (174,155) 175,265 (16,566) (15,456)
Current service cost (1,991) - - (1,991)
Interest cost (20,238) - - (20,238)
Earnings from plan assets - 17,883 - 17,883
Benefits paid 16,204 (16,204) - -
Gains/losses of the plan assets - - 1,032 1,032
Actuarial gains/losses (12,313) - 37,053 -
Contributions paid by the sponsors - 3,543 - 3,543
Contributions paid by the employees - 193 (69) 124
Impact of changes in actuarial assumptions (24,740) - - -
Impact from the anticipated liquidation of the benefits plan 32,796 (37,242) (2,004) (6,450)

Balances at December 31, 2009 (184,437) 143,438 19,446 (21,553)



Magnesita Refratários S.A.

Notes to the Financial Statements
Years Ended December 31, 2009 and 2008
All amounts in thousands of reais, unless otherwise indicated

40

The actuarial costs calculated for 2010 and 2009 are as follows:

Parent company

2010 2009

Current service cost (340) (1,991)
Interest cost (19,911) (20,238)
Earnings from plan assets 14,233 18,914
Contributions from former employees 46 124
Cost of amortization of actuarial losses (54) -

(6,026) (3,191)

The sponsor has no contributions to make for the Defined Benefit Plan, guaranteeing,
however, the actuarial liability and its development.

The following main assumptions were adopted in the calculation of the liability of the plan:

December 31

2009 2008

Actuarial assumptions
Economic
Discount rate 11.29% per annum 12.36% per annum
Return on investments 10.49% per annum 12.80% per annum
Salary increases 6.60% per annum 6.60% per annum
Benefits adjustment 4.50% per annum 4.50% per annum
Capacity factor 100.00% 100.00%
Inflation 4.50% per annum 4.50% per annum

Demographic
General mortality AT- 1983 AT - 1983
Disability RRB - 1983 RRB - 1944
Turnover Experience of Magnus Experience of Magnus
Probability of entry into retirement 1st payable 1st payable
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LWB Group

In the case of LWB Group, its subsidiaries maintain retirement plans for their employees, and
their actuarial liabilities, recognized in the consolidated financial statements, are as follows:

Region

Description Europe United States China Total

Defined benefit plan 100,879 77,141 - 178,020
Premium for length of service 3,620 - 3,620
Early retirement plan - - 25,990 25,990

At December 31, 2009 104,499 77,141 25,990 207,630

At December 31, 2008 126,462 122,736 38,545 287,743

Defined Contribution Plans

LWB Group operates a defined contribution plan in the United States named "Thrift Savings
Plan (401K)" with the objective of encouraging its employees to build their supplementary
retirement fund over the years. All the employees of LWB USA are eligible to participate in the
plan. There is another defined contribution plan of a less significant amount for the employees
located in the United Kingdom.

The total cost incurred for these plans was R$ 2,590 (R$ 594 in November and December
2008), calculated at the rates defined in the respective rules. Of this total amount, R$ 881 were
recorded in the costs of products sold, R$ 656 in selling expenses and R$ 1,053 in
administrative expenses (2008 - R$ 150, R$ 186 and R$ 258, respectively).

Defined Benefit Plans

LWB Group also maintains defined benefit plans in Europe and in the United States, the
liabilities of which are calculated under the projected unit credit method by an independent
actuary, as follows:
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Region

Europe United States

2009 2008 2009 2008

Present value of actuarial liability (100,879) (120,587) (234,336) (269,683)
Fair value of assets - - 161,087 178,694
Unrecognized actuarial gains/losses - - (3,892) (31,747)

Actuarial liability (100,879) (120,587) (77,141) (122,736)

Active participants 457 626 645 681
Beneficiaries 1,182 187 579 693
Participants dismissed but eligible
for the Plan 324 1,203 370 497

Economic actuarial assumptions:
Discount rate 5% p.a. 6% p.a. 6.2%p.a. 6.25% p.a.
Return on investments - - 8.25% p.a. 8.75% p.a.
Salary growth 2.50% p.a. 2.50% p.a. 3.50% p.a. 3.50% p.a.
Readjustment of benefits 1.75% p.a. 1.75% p.a. - -
Inflation - - 2.25% p.a. 2.25% p.a.

The total cost incurred for these plans was R$ 2,146 in 2009 (R$ 1,139 in November and
December 2008). Of this amount, R$ 894 were recorded in the costs of products sold, R$ 521
in selling expenses and R$ 731 in administrative expenses (2008- R$ 436, R$ 193 and
R$ 510, respectively).

Early Retirement Plan

In 2007 LWB Group restructured the activities of its subsidiary in China, and 222 employees
were dismissed. These employees are entitled to a benefit proportional to their compensation
until they reach the age stipulated for official retirement. This liability was calculated by
external actuaries and is part of the actuarial liabilities of the Group.
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17 Stock Option Plan

In conformity with its Articles of Incorporation, the Company has a stock option plan approved
at a General Meeting of Shareholders with the objective of enabling the participation of
executives in the process of development of the Company in the medium and long term. This
plan is managed by the Board of Directors or, at their discretion, by a committee that will
approve the stock option programs. These options will represent at most 6% of the total
number of shares.

The options granted will ensure to the holders the right to acquire shares over five years as
from the date of grant, at 20% of the number granted each year, and the condition for
exercising the option is to maintain an employment relationship with the Company until the
time of exercising the option. The shares acquired each year may not be sold during one year.

The number of stock options and their corresponding weighted average prices for the year are
presented below:

2009 2008

Number
(thousand)

Average price
(R$)

Number
(thousand)

Average price
(R$)

Outstanding at the beginning 4,506 3,61 - -
Granted during the period 5,810 3,72 4,506 3,61

Balance of options 10,316 3,67 4,506 3,61
Adjustment of probability 77.8% 77.8%

Number to be accounted for on the
accrual basis 8,026 3,67 3,506 3,61

The amount to be recorded on the accrual basis, considering a five-year term for exercising
the options, adjusted for probability, amounts to R$29,452 for the entire period (2008 -
R$ 12,653), of which R$2,418 was recorded in 2009 (R$ 3,061 up to 2008) totaling R$5,479 in
a specific account of shareholders’ equity.

In 2009 the options owners were allowed to purchase shares in the capital market to comply
with the obligations of the program in the year. Accordingly, 183,366 shares were acquired by
managers in the stock exchange to comply with the purchase option exercise in the current
year. In 2008 the Company issued 78,000 shares for exercise of purchase options.
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The model and the assumptions adopted for calculating the fair value are as follows:

. Model used: Black-Scholes-Merton.

. Annual volatility: historical volatility based on periods of the same duration as the option
calculated up to the date of grant.

. Effective rate of interest: 8.15% per annum

. Spot value: value of the Company's share at the date of grant.

. Strike: as stipulated in the stock option plan (R$10.00).

. Term: average term of options.

. Dividend: 1.2% on the market value of the share.

18 Other Operating Income (Expenses),Net

Consolidated Parent company

2009 2008 2009 2008

Judicial gain - Eletrobrás(i) 65,189 - 65,189 -
Labor indemnities (20,721) (18,435) (18,960) (18,197)
Sundry indemnities 3,094 (1,196) 3,094 (1,193)
Provision for contingencies (6,518) (7,522) (6,518) (6,699)
Judicial recovery of taxes (ii) 5,233 18,470 3,950 17,153
Reversal of provisions (iii) - 19,395 - 17,644
Assignment of rights of payroll
processing 3,200 2,133 3,200 2,133
Commissions received - 2,414 - -
Restructuring expenditure (iv) (29,146) (21,855) - -
Income from sale of property, plant and equipment 23,754 17,912 22,042 17,891
Disposal of property, plant and equipment (16,927) (9,999) (16,927) (9,135)
Net gains on real estate project (v) 14,806 67,199 14,806 67,199
Income from sale of interest in subsidiary - 7,708 - 7,708
Cost of sale of interest in subsidiary - (3,962) - (3,962)
Benefits to employees (Magnus) (vi) (8,058) (8,058)
Other, net (9,370) (9,719) (4,424) (783)

24,536 62,543 57,394 89,759

(i) Refers to unappealable gain in lawsuit in which the Company challenged the monetary restatement
of compulsory loans to Eletrobrás (Note 13).
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(ii) In 2008 this refers to the gain in the lawsuit where the Company claimed the monetary restatement
on the income tax refundable related to 1989.

(iii) In 2008, this basically refers to the reversal of the social security provisions which were proven to
have expired, in connection with the "Stare Decisis" No. 8 issued by the Federal Supreme Court
(STF), determining the five-year statute of limitations period, and declaring the unconstitutionality of
articles 45 and 46 of Law 8212/91.

(iv) This refers to restructuring expenditures of the LWB Group, related to proceedings for which the
decision-making stage was concluded. It substantially refers to dismissal expenditures.

(v) Refers to the sale of assets related to real estate ventures as part of the Company strategy to
identify and sell non-operating assets, in order to reinvest the funds obtained from this process in
the Company's core business. The sales were for payments in installments and the balances
receivable are subject to monetary restatement and interest, according to indices negotiated case
by case.

(vi) Refers to the development of actuarial liabilities of the Defined Benefit Plan after the change of the
benefit type to Defined Contribution for the active participants (Note 16).

19 Financial Income and Expenses

The financial income and expenses are as follows:

Consolidated Parent company

2009 2008 2009 2008

Financial income 17,501 17,205 13,912 7,977
Financial expenses (281,104) (217,560) (191,030) (156,475)
Monetary and exchange variations on assets (27,263) 107,630 (43,810) 107,328
Monetary and exchange variations on liabilities 52,187 (46,400) 44,925 (24,564)

(238,679) (139,125) (176,003) (65,734)

20 Financial Instruments

(a) Identification of financial instruments

The financial instruments of the Company and its subsidiaries are recorded in asset and liability
accounts at December 31, 2009 and 2008. The Company adopts a responsible policy for the
management of its financial assets and liabilities, which is systematically monitored by the
Board of Directors. This policy aims to: (i) maintain the desired liquidity, (ii) define the level of
concentration of its operations and (iii) control the level of exposure to the financial market
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risks. The Company carries out transactions with derivatives seeking always to protect its
financial liabilities and reduce its foreign exchange exposure, so as to prevent the mismatching
between currencies and to reduce the volatility in its cash flows. The Company does not carry
out transactions with derivatives for speculative purposes.

The book values of the main financial instruments are compared to the market or realization
values, as follows:

. Marketable securities - the rates and terms are substantially compatible with those practiced
in the market.

. Trade accounts receivable - the values recorded approximate the realization values.

. Investments - the subsidiaries do not have quotas or shares traded in the market, and their
activities are substantially complementary to the parent company's business.

. Loans and financing - the rates and terms of the operations are substantially compatible
with those practiced in the market and, according to management's evaluation, the book
values approximate the market values.

(b) Credit risk

The Company's sales policy is subordinated to the credit rules determined by its management,
which seek to minimize possible problems resulting from customers' default. The risk is also
minimized by the quality of the customers in the domestic market, mainly in the steel and
cement sector, as well as insurance and export letters of credit. The Company records an
allowance for doubtful accounts to cover the credit risk.

(c) Interest rate risk

The interest rates on loans and financing are basically CDI and Libor (Note 11). The interest
rates contracted on the financial investments are basically CDI (Note 5).

Based on management's assessment, the future variation in these floating interest rates will
not generate effects that the Company's business cannot support.
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(d) Foreign exchange rate risk

The net exposure of Company and its subsidiaries to foreign exchange fluctuations, arising
mainly from the US dollar, is as follows:

Consolidated - 2009

In thousands R$

USD  

Other
currencies

Assets and liabilities in foreign currency
Cash and banks 42,425 80,490 17,113
Marketable securities 62,066 - 409
Accounts receivable, net of allowance for
doubtful accounts 84,080 113,085 24,524
Suppliers (30,529) (49,318) (14,740)
Loans and financing (756,240) (12,745) -
Other net monetary liabilities abroad (56,335) (167,390) (43,371)

(654,533) (35,878) (16,065)

The US dollar-denominated loan is backed by transactions carried out in the United States and
Europe, in addition to exports of the Parent Company in this currency. Therefore, management
considers that the exchange variation risk is mitigated by these operations.

Additionally, the Company has subsidiaries abroad with non-monetary assets, mainly in Euros
and U.S. Dollars, in an amount equivalent to R$ 1,526,514, any future devaluation of which will
not affect cash.

(e) Derivatives

At December 31, 2009 the Company does not have outstanding derivative transactions. The
Company does not enter into transactions with derivatives for speculative purposes, nor does it
usually settle these transactions before maturity.

During 2009 the Company contracted some “swap” and “NDF” (“Non Deliverable Forward”)
transactions in order to mitigate and manage the risks inherent to foreign currencies variation.
These operations were settled along the year and their effects are recorded in the statement of
operations for 2009.
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LWB has entered into certain currency-related Non Deliverable Forward (NDF) contracts for
purposes of protecting cash flows in connection with the acquisition of raw material in US
dollars, as follows:

LWB - 2009

Description

Maturity
ranges
Month/year Notional value

Fair value
R$

Exchange rate hedge (NDF):

United States January/10
Assets Euro 833 5
Liabilities US$ 1,200

United Kingdom January/10
Assets GB Pound 687 34
Liabilities Euro 708

Belgium June/10
Assets Euro 2,825 92
Liabilities US$ 4,069

Chart of sensitivity analysis

The sensitivity analysis was prepared using the quotations available in the financial market to
calculate the future value of operations. This analysis considers the following risks:

1) Derivative contracts of LWB for Exchange risk on purchase of raw material. In this case
management considered as “probable scenario” the fair value of contracts at December 31,
2009. In addition, scenarios II and III were calculated as deterioration of rates at 25% and 50%
respectively, on the probable scenario, considering these hypotheses for the settlement date of
the operation. This analysis has the following position:

LWB Gain (Loss) (R$)

Instrument Risk
Scenario I
(probable) Scenario II Scenario III

NDF
United States Devaluation of Euro against US dollar 5 (123) (679)

United Kingdom Devaluation of GB Pound against Euro 34 (191) (641)

Belgium Devaluation of Euro against US dollar 92 (1,025) (2,909)
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2) Risk of interest rates: we considered as probable scenario the estimation of the Brazilian
Central Bank for CDI and Libor rates in 2010. Additionally, scenarios II and III were calculated
with deterioration of CDI and Libor rates at 25% and 50%, respectively, on the probable
scenario, considering these hypotheses for 2010. In the case of Libor rate (1% for scenario I,
1.25% for scenario II and 1.5% for scenario III) the minimum rate of 2.5% has not been
exceeded by any of the scenarios. This situation would result in the following financial
expenses for the Company in 2010, considering the floating part of the interest rate:

Financial expenses (R$)

Instrument Risk
Scenario I
(probable) Scenario II Scenario III

Export credit note CDI 124,468 145,958 167,284

JP Morgan contract Libor
There is no change in the expenses amount due to
minimum rate of 2.5%.

According to management evaluation, the future changes in the floating interest rates will not
generate effects that cannot be supported by the Company business.

21 Insurance

The Company and its subsidiaries maintain insurance policies to cover operating risks,
comprising industrial facilities, machinery and inventories. This coverage insures loss of profits,
risk of fires, floods and other events, as follows at December 31:

Consolidated Parent company

2009 2008 2009 2008

Asset amounts insured 2,742,269 3,602,835 1,610,786 1,597,878
Loss of profits 1,282,387 815,672 587,512 133,198
Civil liability 261,188 330,171 10,000 1,000

The Company also maintains management civil liability insurance, credit insurance, group life
insurance for employees, transportation insurance, employee accident insurance and
employee travel insurance.
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22 Variable Compensation Program

The Company and its subsidiaries maintain a variable compensation program (PRV) for
employees who meet the criteria agreed with the workers' union and participate in a program
for the achievement of goals set by the Company. The amounts scheduled for payment in
2009 are recorded in the Provision for bonus and charges as described in Note 10.

* * *
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