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INTRODUCTION
Unless otherwise specified, all references in this annual report to:

e we, us, our or CSN in this annual report are to Companhia Siderdrgica Nacional and its consolidated
subsidiaries;

e parent company is to Companhia Siderurgica Nacional.

e Brazilian government are to the federal government of the Federative Republic of Brazil;
® real, reais or R$ are to Brazilian reais, the official currency of Brazil,

e US.dollars, $, US$ or USD are to United States dollars;

e billions means thousands of millions, km means kilometers, m means meters, tons means metric tons, and
MW  means megawatts;

e TEUs means twenty-foot equivalent units;

e consolidated financial statements are to the consolidated financial statements of Companhia Siderdrgica
Nacional and its consolidated subsidiaries as of December 31, 2007 and 2008 and, for the years ended
December 31, 2006, 2007 and 2008, together with the corresponding Report of Independent Registered Public
Accounting Firms;

e ADSs areto CSN s American Depositary Shares and ADRs are to CSN s American Depositary Receipts; and

e Brazil is to the Federative Republic of Brazil.
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FORWARD-LOOKING STATEMENTS

This annual report includes forward-looking statements, within the meaning of Section 27A of the U.S. Securities

Act of 1933, as amended, or the Securities Act, and Section 21E of the U.S. Securities Exchange Act of 1934, as

amended, or the Exchange Act, principally under the captions Item 3. Key Information,  Item 4. Information on the
Company, Item 5. Operating and Financial Review and Prospects and Item 11. Quantitative and Qualitative
Disclosures About Market Risk. We have based these forward-looking statements largely on our current expectations
and projections about future events, industry and financial trends affecting our business. Many important factors, in
addition to those discussed elsewhere in this annual report, could cause our actual results to differ substantially from

those anticipated in our forward-looking statements, including, among other things:
e general economic, political and business conditions in Brazil and abroad;
o the effects of the global financial markets and economic crisis;

¢ changes in competitive conditions and in the general level of demand and supply for our products;

® management s expectations and estimates concerning our future financial performance and financing plans;

e our level of debt;

e availability and price of raw materials;

¢ changes in international trade or international trade regulations;

e protectionist measures imposed by Brazil and other countries;

e anticipated trends in our industry;

e our capital expenditure plans;

e inflation, interest rate levels and fluctuations in foreign exchange rates;
e our ability to develop and deliver our products on a timely basis;

e clectricity and natural gas shortages and government responses to them;
e existing and future governmental regulation; and

e other risk factors as set forth under Item 3D. Risk Factors.

The words believe, may, will, aim, estimate, forecast, plan, continue, anticipate, intend,
are intended to identify forward-looking statements. Forward-looking statements speak only as of the date they were

made, and we undertake no obligation to publicly update or to revise any forward-looking statements after we
distribute this annual report because of new information, future events or other factors. In light of the risks and

uncertainties described above, the forward-looking events and circumstances discussed in this annual report might not
occur and are not an indication of future performance. As a result of various factors, such as those risks described in

Item 3D. Risk Factors, undue reliance should not be placed on these forward-looking statements.

expe
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PRESENTATION OF FINANCIAL AND OTHER INFORMATION

Our consolidated financial statements as of December 31, 2007 and 2008 and for each of the years ended
December 31, 2006, 2007 and 2008 contained in Item 18. Financial Statements have been presented in U.S. dollars
and prepared in accordance with accounting principles generally accepted in the United States of America, or U.S.
GAAP. See Note 2(a) to our consolidated financial statements. For certain purposes, such as providing reports to our
Brazilian shareholders, filing financial statements with the Brazilian Securities Commission (Comissdo de Valores
Mobilidrios), or CVM, and determining dividend payments and other distributions and tax liabilities in Brazil, we
have prepared and will continue to be required to prepare financial statements in accordance with the accounting
principles required by Brazilian laws No. 6,404, dated December 15, 1976, as amended, and No. 11,638 dated
December 28, 2007, as amended, or the Brazilian Corporate Law, and the rules and regulations of the CVM, or
Brazilian GAAP, which differ in certain significant respects from U.S. GAAP.

2
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Because we operate in an industry that uses the U.S. dollar as its currency of reference, our management believes
that it is appropriate to present our U.S. GAAP financial statements in U.S. dollars in our filings with the U.S.
Securities and Exchange Commission, or SEC. Accordingly, as permitted by the rules of the SEC, we have adopted
the U.S. dollar as our reporting currency for our U.S. GAAP financial statements contained in our annual reports that
we file with the SEC.

As described more fully in Note 2(a) to our consolidated financial statements, the U.S. dollar amounts as of the
dates and for the periods presented in our consolidated financial statements have been translated from the real
amounts in accordance with the criteria set forth in the U.S. Financial Accounting Standards Board s Statement of
Financial Accounting Standards No. 52, Foreign Currency Translation, at the period-end exchange rate (for balance
sheet items) or the average exchange rate prevailing during the period (for income statement items). In this annual
report, we refer to a Statement of Financial Accounting Standards issued by the U.S. Financial Accounting Standards
Board as an SFAS.

Unless the context otherwise indicates:

¢ historical data contained in this annual report that were not derived from our consolidated financial statements
have been translated from reais on a basis similar to that used in our consolidated financial statements for the
same periods or as of the same dates, except investment amounts that have been translated at the exchange
rate in effect on the date the investment was made.

¢ forward-looking statements have been translated from reais at the exchange rate in effect at the time of the
most recently budgeted amounts. We may not have adjusted all of the budgeted amounts to reflect all factors
that could affect them. In addition, exceptionally we may have translated budgeted amount based on the
exchange rate in effect on the date of the action, operation or document.

Some figures included in this annual report have been subject to rounding adjustments. Accordingly, figures shown
as totals in certain tables may not be an arithmetic aggregation of the figures which precede them.

Changes on Disclosure of Financial Statements

Our consolidated financial statements have been prepared in accordance with U.S. GAAP. For certain purposes,
such as providing reports to our Brazilian shareholders, filing financial statements with the CVM and determining
dividend payments and other distributions and tax liabilities in Brazil, we have prepared and will continue to be
required to prepare financial statements in accordance with Brazilian GAAP. Our financial statements prepared in
accordance with Brazilian GAAP are not adjusted to account for the effects of inflation.

On July 13, 2007, the CVM issued CVM Rule No. 457 to require listed companies to publish their consolidated
financial statements in accordance with International Financial Reporting Standards, or IFRS, starting with the year
ending December 31, 2010.

On December 28, 2007, Law No. 11,638 was enacted and amended numerous provisions of Brazilian Corporate
Law relating to accounting principles and authority to issue accounting standards. Law No. 11,638 sought to enable
greater convergence between Brazilian GAAP and IFRS. To promote convergence, Law No. 11,638 modified certain
accounting principles of Brazilian Corporate Law and mandated the CVM to issue accounting rules conforming to the
accounting standards adopted in international markets. Additionally, the statute acknowledged a role in the setting of
accounting standards for the Committee for Accounting Rules (Comité de Pronunciamentos Contdbeis), or CPC,
which is a committee of officials from the Sao Paulo Stock Exchange (BM&FBovespa S.A. Bolsa de Valores,
Mercadorias e Futuros), or the BOVESPA, industry representatives and academic bodies that has issued accounting

10
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guidance and pursued the improvement of accounting standards in Brazil. Law No. 11,638 permits the CVM and the
Brazilian Central Bank (Banco Central do Brasil), or the Central Bank, to rely on the accounting standards issued by
the CPC in establishing accounting principles for regulated entities.

3
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PART I

Item 1. Identity of Directors, Senior Management and Advisors

Not applicable.
Item 2. Offer Statistics and Expected Timetable

Not applicable.
Item 3. Key Information
3A. Selected Financial Data

The following table presents our selected financial data as of the dates and for each of the years indicated, prepared
in accordance with U.S. GAAP. Our U.S. GAAP consolidated financial statements as of December 31, 2007 and 2008
and for each of the years in the three-year period ended December 31, 2008 appear elsewhere herein, together with the
reports of our Independent Registered Public Accounting Firms, Deloitte Touche Tohmatsu Auditores Independentes,
and KPMG Auditores Independentes, for the periods noted in their reports. The selected financial information as of
December 31, 2004, 2005 and 2006 and for each of the years in the two-year period ended December 31, 2005 have
been derived from our U.S. GAAP consolidated financial statements in U.S. dollars, not included in this annual report.
The selected financial data below should be read in conjunction with Item 5. Operating and Financial Review and
Prospects.

Year Ended December 31,
Income Statement Data: 2004 2005 2006 2007 2008

(in millions of US$, except per share data)
Operating revenues

Domestic sales 2,895 3,449 3,550 5,283 7,377
Export sales 1,008 1,224 1,263 1,695 1,830
Total 3,903 4,673 4,813 6,978 9,207

Deductions from operating revenues

Sales taxes 735 829 899 1,305 1,835
Discounts, returns and allowances 84 39 68 156 185
Net operating revenues!) 3,084 3,805 3,846 5,517 7,187
Cost of products sold 1,407 1,837 2,102 3,076 3,576
Gross profit 1,677 1,968 1,744 2,441 3,611
Operating expenses
Selling 156 186 167 310 412
General and administrative 109 108 148 185 219
Other income (expense) 50 28 149 85 136
Total 315 322 464 580 767

12
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Operating income

Non-operating income (expenses), net
Financial income (expenses), net
Foreign exchange and monetary gain

(loss), net
Gain on dilution of interest in subsidiary
Other

Total

Income before income taxes and equity
in results of affiliated companies
Income taxes

Current

Deferred

1,362

(510)

153

(6)

(363)

999

(289)
2)

1,646
(550)
183

3

(364)

1,282

(458)
31

1,280
(533)
218

22

(293)

987

(198)
(98)

1,861
(219)
438

81

300

2,161

(619)
85

2,844
(380)
(1,265)
1,667
75

97

2,941

(615)
201

13
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Total

Equity in results of affiliated companies

Net income

Basic earnings per common share
Weighted average number of common
shares outstanding (in thousands)®

Balance Sheet Data:

Current assets

Property, plant and equipment, net
Investments in affiliated companies and
other investments (including goodwill)
Other assets

Total assets

Current liabilities
Long-term liabilities®
Stockholders equity

Total liabilities and stockholders equity

Other Data:

Cash flows from operating activities

Cash flows used in investing activities

Cash flows from (used in) financing activities
Common shares outstanding (in thousands)
Common stock

Table of Contents

(291) (427) (296) (534) 414)
51 47 58 76 127
759 902 749 1,703 2,654
0.89 1.11 0.97 2.21 3.46

850,428 810,825 772,302 769,749 767,033

As of December 31,
2004 2005 2006 2007 2008
(In millions of US$)
2,907 3,330 3,962 4,665 7,307
2,143 2,547 3,211 4,824 3,543
233 312 375 565 2,715
874 968 1,000 2,011 2,144
6,157 7,157 8,548 12,065 15,709
1,216 1,398 1,678 2,865 3,813
3,615 4,750 5,823 6,512 8,580
1,326 1,009 1,047 2,688 3,316
6,157 7,157 8,548 12,065 15,709

As of and for the year ended December 31,
2004 2005 2006 2007 2008

(In millions of US$, except per share data and where otherwise

stated)

354 1,757 919 1,264 2,067
(365) (593) (839) (1,091) (1,292)
(380) (996) (263) (122) 1,867

830,679 774,546 772,240 769,470 758,669
2,447 2,447 2,447 2,447 2,447
253 969 914 550 1,414

14
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Dividends declared and interest on
stockholders equit§)
Dividends declared and interest on

stockholders equity per common shar@® 0.30 1.25 1.18 0.71 1.86
Dividends declared and interest on
stockholders equity (in millions of reai} 671 2,268 1,954 1,039 2,755

Dividends declared and interest on
stockholders equity per common share (in
reais)®® 0.81 293 2.53 1.35 3.63

(1) Net operating revenues consist of operating revenues minus sales taxes, discounts, returns and allowances.

(2) Takes into account the one-for-three stock split occurred in January 2008 whereby each common share of our
capital stock on December 31, 2007 became represented by three common shares. See Item 10B. Memorandum
and Articles of Association.

(3) Excluding the current portion of long-term debt.

(4) Amounts consist of dividends declared and accrued interest on stockholders equity during the year. For a
discussion of our dividend policy and dividend and interest payments made in 2008, see Item 8A. Consolidated
Statements and Other Financial Information Dividend Policy.

Exchange Rates

The Brazilian foreign exchange system allows the purchase and sale of foreign currency and the international
transfer of reais by any person or legal entity, regardless of the amount, subject to certain regulatory procedures. The
Brazilian currency has during the last decades experienced frequent and substantial variations in relation to the U.S.
dollar and other foreign currencies.

15



Edgar Filing: NATIONAL STEEL CO - Form 20-F

Table of Contents

Between 2000 and 2002, the real depreciated significantly against the U.S. dollar, reaching an exchange rate of
R$3.53 per US$1.00 at the end of 2002. Between 2003 and mid-2008, the real appreciated significantly against the
U.S. dollar due to the stabilization of the macroeconomic environment and a strong increase in foreign investment in
Brazil, with the exchange rate reaching R$1.56 per US$1.00 in August 2008. In the context of the crisis in the global
financial markets since mid-2008, the real depreciated 31.9% against the U.S. dollar over the year 2008, reaching
R$2.34 per US$1.00 on December 31, 2008. On April 30, 2009, the exchange rate was R$2.18 per US$1.00. The
Central Bank has intervened occasionally to control instability in foreign exchange rates. We cannot predict whether
the Central Bank or the Brazilian government will continue to allow the real to float freely or will intervene in the
exchange rate market through a currency band system or otherwise. The real may depreciate or appreciate against the
U.S. dollar substantially.

The following tables present the selling rate, expressed in reais per U.S. dollar (R$/US$), for the periods indicated.

Low High Average (1) Period-end
Year ended
December 31, 2004 2.654 3.205 2.917 2.654
December 31, 2005 2.163 2.762 2.413 2.341
December 31, 2006 2.059 2.371 2.177 2.138
December 31, 2007 1.733 2.156 1.948 1.771
December 31, 2008 1.559 2.500 1.837 2.337

Low High Average Period-end
Month ended
December 31, 2008 2.337 2.500 2.394 2.337
January 31, 2009 2.189 2.380 2.307 2.136
February 28, 2009 2.245 2.392 2.313 2.378
March 31, 2009 2.238 2.422 2.314 2.315
April 30, 2009 2.170 2.290 2.206 2.178
May 31, 2009 1.973 2.148 2.061 1.973

Source: Central Bank.
(1) Represents the daily average of the close exchange rates during the period.

We will pay any cash dividends and make any other cash distributions with respect to our common shares in
Brazilian currency. Accordingly, exchange rate fluctuations may affect the U.S. dollar amounts received by the
holders of ADSs on conversion by the depositary of such distributions into U.S. dollars for payment to holders of
ADSs. Fluctuations in the exchange rate between the real and the U.S. dollar may also affect the U.S. dollar
equivalent of the real price of our common shares on the BOVESPA.

3B. Capitalization and Indebtedness

16
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Not applicable.

3C. Reasons for the Offer and Use of Proceeds
Not applicable.
3D. Risk Factors

An investment in our ADSs or common shares involves a high degree of risk. You should carefully consider the
risks described below before making an investment decision. Our business, financial condition and results of
operations could be materially and adversely affected by any of these risks. The trading price of our ADSs could
decline due to any of these risks or other factors, and you may lose all or part of your investment. The risks described
below are those that we currently believe may materially affect us.

6
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Risks Relating to Brazil

The Brazilian government has exercised, and continues to exercise, significant influence over the Brazilian
economy. This involvement, as well as, Brazilian political and economic conditions, could adversely affect our
business and the trading prices of our ADSs and common shares.

The Brazilian government frequently intervenes in the Brazilian economy and occasionally makes significant
changes in policy and regulations. The Brazilian government s actions to control inflation and other policies and
regulations have often involved, among other measures, increases in interest rates, changes in tax policies, price
controls (such as those imposed on the steel sector prior to privatization), currency devaluations, capital controls and
limits on imports. Our business, financial condition and results of operations may be adversely affected by changes in
policy or regulations involving or affecting factors, such as:

e interest rates;

¢ exchange controls and restrictions on remittances abroad;

e currency fluctuations;

e inflation;

® price instability;

e energy shortages and rationing programs;

¢ liquidity of domestic capital and lending markets;

e tax policies and rules; and

e other political, social and economic developments in or affecting Brazil.

Exchange rate instability may adversely affect our financial condition and results of operations and the market
price of our common shares and ADSs.

The Brazilian currency has during the last decades experienced frequent and substantial variations in relation to the
U.S. dollar and other foreign currencies. Between 2000 and 2002, the real depreciated significantly against the U.S.
dollar, reaching an exchange rate of R$3.53 per US$1.00 at the end of 2002. Between 2003 and mid-2008, the real
appreciated significantly against the U.S. dollar due to the stabilization of the macroeconomic environment and a
strong increase in foreign investment in Brazil, with the exchange rate reaching R$1.56 per US$1.00 in August 2008.
In the context of the crisis in the global financial markets since mid-2008, the real depreciated 31.9% against the U.S.
dollar over the year 2008 and reached R$2.337 per US$1.00 at year end. On June 26, 2009, the exchange rate was
R$1.940 per US$1.00.

Depreciation of the real against the U.S. dollar could create inflationary pressures in Brazil and cause increases in
interest rates, which could negatively affect the growth of the Brazilian economy as a whole and harm our financial
condition and results of operations, may curtail access to foreign financial markets and may prompt government
intervention, including recessionary governmental policies. Depreciation of the real against the U.S. dollar can also,
as in the context of the current economic slowdown, lead to decreased consumer spending, deflationary pressures and
reduced growth of the economy as a whole. On the other hand, appreciation of the real relative to the U.S. dollar and

18
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other foreign currencies could lead to a deterioration of the Brazilian foreign exchange current accounts, as well as
dampen export-driven growth. Depending on the circumstances, either depreciation or appreciation of the real could
materially and adversely affect the growth of the Brazilian economy and our business, financial condition and results
of operations.

In the event the real depreciates in relation to the U.S. dollar, the cost in reais of our foreign currency-denominated
borrowings and imports of raw materials, particularly coal and coke, will increase. To the extent that we do not
succeed in promptly reinvesting the funds received from such borrowings in dollar-denominated assets, we are
exposed to a mismatch between our foreign currency-denominated expenses and revenues. On the other hand, if the
real appreciates in relation to the U.S. dollar, it will cause real-denominated production costs to increase as a
percentage of total production costs.
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Depreciation of the real may also reduce the U.S. dollar value of distributions and dividends on the ADSs and the
U.S. dollar equivalent of the market price of our preferred shares and, as a result, the ADSs.

Government efforts to combat inflation may hinder the growth of the Brazilian economy and could harm our
business.

Brazil has in the past experienced extremely high rates of inflation and has therefore followed monetary policies
that have resulted in one of the highest real interest rates in the world. Between 2004 and 2008, the base interest rate,
or SELIC rate, in Brazil varied between 19.25% and 11.25% per year. Inflation and the Brazilian government s
measures to fight it, principally through the Central Bank, have had and may have significant effects on the Brazilian
economy and our business. Tight monetary policies with high interest rates may restrict Brazil s growth and the
availability of credit. Conversely, more lenient government and Central Bank policies and interest rate decreases may
trigger increases in inflation, and, consequently, growth volatility and the need for sudden and significant interest rate
increases, which could negatively affect our business. In addition, we may not be able to adjust the price of our
products to offset the effects of inflation on our cost structure.

Developments and perception of risk in other countries, especially in the United States, China and other
emerging market countries, may adversely affect the trading price of Brazilian securities, including our common
shares and ADSs.

The market value of securities of Brazilian companies is affected to varying degrees by economic and market
conditions in other countries, including the United States, China, other Latin American and emerging market
countries. Although economic conditions in these countries may differ significantly from economic conditions in
Brazil, investors reactions to developments in these other countries may have an adverse effect on the market value of
securities of Brazilian issuers. Crisis in other emerging market countries or economic policies of other countries may
diminish investor interest in securities of Brazilian issuers, including ours. This could adversely affect the trading
price of our common shares and/or ADSs, and could also make it more difficult or impossible for us to access the
capital markets and finance our operations in the future, on acceptable terms.

The global financial crisis has had significant consequences, including in Brazil, such as stock and credit market
volatility, unavailability of credit, higher interest rates, a general slowdown of the world economy, volatile exchange
rates, and inflationary pressure, among others, which have and may continue to, directly or indirectly, materially and
adversely affect our operating results, financial position and the price of our common shares and/or ADSs.

Risks Relating to the Steel Industry and CSN

We are exposed to substantial swings in the demand for steel, which has a substantial impact in the prices for
our steel products.

The steel industry is highly cyclical, both in Brazil and abroad. Until 2007, the Brazilian steel industry produced
more steel than the domestic economy was able to consume, and was therefore dependent on export markets. In 2007
and until the third quarter of 2008, there was a significant increase in the demand for steel in the domestic market,
which reduced our dependency on export markets and increased domestic prices. The demand for steel products and,
thus, the financial condition and results of operations of companies in the steel industry, including us, are generally
affected by macroeconomic fluctuations in the world economy and the economies of steel-producing countries,
including trends in the automotive, construction, home appliances, packaging and distribution industries. In recent
years, the price of steel in world markets has been at historically high levels, but in 2009 these prices have been
decreasing as a result of lower domestic demand and the effects of the 2008 worldwide financial crisis. Any material
decrease in the demand for steel in domestic or export markets served by us could have a material adverse effect on
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The availability and the price of raw materials that we need to produce steel, particularly coal and coke, may
adversely affect our results of operations.

In 2008, raw material costs accounted for approximately 56.9% of total production costs. Our principal raw
materials include iron ore, coal, coke (a portion of which we produce from coal), limestone, dolomite, manganese,
zinc, tin and aluminum. We depend on third parties for some of our raw material requirements. In addition, we import
all of the coal required to produce coke and approximately 21.7% of our coke requirements.

In 2008, there was a steep rise in the cost of a number of commodities essential for steelmaking, specifically
coking coal and metallurgical coke. Global developments, particularly the dramatic increase in Chinese and Indian
demand for raw materials used in steel manufacturing, may cause severe shortages and/or substantial price increases
in key raw materials and ocean transportation capacity. Our inability to pass those cost increases on to our customers
or to meet our customers demands because of non-availability of key raw materials may cause a material adverse
effect on us.

In addition, any prolonged interruption in the supply of raw materials or energy, or substantial increases in their
costs, could also materially and adversely affect us. These interruptions in the supply of raw materials or energy may
be a result of changes in laws or trade regulations, the availability and cost of transportation, suppliers allocations to
other purchasers, interruptions in production by suppliers or accidents or similar events on suppliers premises or along
the supply chain.

We face significant competition, including price competition and competition from other producers, which may
adversely affect our profitability and market share.

The steel industry is highly competitive with respect to price. In the 1990s, the world steel industry was adversely
affected by excess worldwide production capacity, reflecting the decreasing demand for steel in western industrial
countries and significant increases in steel production capacity in countries outside the Organization for Economic
Development, or OECD. Further, continuous advances in materials sciences and resulting technologies have given rise
to improvements in products such as plastics, aluminum, ceramics and glass that permit them to substitute steel. Due
to high start-up costs, the economics of operating a steelworks facility on a continuous basis may encourage mill
operators to maintain high levels of output, even in times of low demand, which increases the pressure on industry
profit margins. In addition, downward pressure on steel prices by our competitors may affect our profitability.

The steel industry is also highly competitive with respect to product quality and customer service, as well as
technological advances that would allow a steel manufacturer to lower its costs of production. In addition, most
markets are served by several suppliers, often from different countries. Competition from foreign steel producers is
strong and may increase due to increases in foreign steel installed capacity, appreciation of the real against the U.S.
dollar and the reduction of domestic steel demand in other markets.

In addition, many factors influence our competitive position, including efficiency and operating rates, and the
availability, quality and cost of raw materials and labor. Over the last two years, China has become one of the main
international steel exporters. If we are unable to remain competitive with China or other producers in the future, we
may be materially and adversely affected.

Protectionist and other measures adopted by foreign government could adversely affect our export sales.
In response to the increased production and export of steel by many countries, anti-dumping, countervailing duties
and safeguard measures were imposed in the late 1990s and early 2000s by foreign governments representing the main

markets for our exports. Foreign countries continue to impose restrictions on the exports to certain countries, such as
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the restrictions on exports of hot-rolled products from Brazil to the United States, Canada and Argentina and the
restrictions on exports of certain chemical substances contained in the steel products exported to the European Union,
effective as of January 2009. The imposition of these and other protectionist measures by foreign countries may
materially and adversely affect our export sales.

On the other hand, in response to steel imports to Brazil at subsidized prices, the Brazilian government has recently
imposed certain import tariffs in order to protect the domestic steel industry. If the Brazilian government were to
remove these protection measures, or fail to act against cheap or subsidized steel imports, we could be adversely
affected.
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Malfunctioning equipment or accidents on our premises, railways or ports may decrease or interrupt
production, internal logistics or distribution of our products. We do not have insurance policies to cover losses and
liabilities in connection with operational risks, and may not have sufficient insurance coverage for certain other
events.

The steel production process depends on certain critical equipment, such as blast furnaces, steel converters, and
continuous casting machines, internal logistics and distribution channels, such as railways and seaports. This
equipment and infrastructure may be affected in the case of malfunction or damage. In 2006, there was an accident
involving the gas cleaning system adjacent to Blast Furnace No. 3 at the Presidente Vargas steelworks, which
prevented us from operating this blast furnace for approximately six months and resulted in losses of approximately
US$520 million, all of which was reimbursed by our insurers. Similar or any other significant interruptions in our
production process, internal logistics or distribution channels could materially and adversely affect us.

Our insurance policies for losses in connection with operational risks, covering damage to our facilities (including
damage to equipment and blockage of port facilities) and profit losses, have expired on February 22, 2009 and we are
currently renegotiating new insurance policies. Lack of insurance coverage for operational risks exposes us to
potential significant liability in the event of an accident or business interruption, which may materially and adversely
affect us.

Our projects are subject to risks that may result in increased costs or delay or prevent their successful
implementation.

We are investing to further increase our steel and mining production capacity, as well as our logistics capabilities.
Our expansion and projects are subject to a number of risks that may adversely affect our growth prospects and

profitability, including the following:

* We may encounter delays or higher than expected costs in obtaining the necessary equipment or services to
build and operate a project.

® Qur efforts to develop projects according to schedule may be hampered by a lack of infrastructure, including a
reliable power supply.

® We may fail to obtain, or experience delays or higher than expected costs in obtaining, the required permits to
build a project.

¢ Changes in market conditions or regulations may make a project less profitable than expected at the time we
initiated work on it.

Any one or a combination of factors described above may materially and adversely affect us.

The global recession could lead to a significant reduction in our revenues, cash flow and profitability.

The global economy, in particular global industrial production, is the primary driver of demand for minerals and
metals. Global industrial production has shown a downward trend since the second half of 2008, resulting in a
significant and widespread contraction in demand for minerals and metals.

There is uncertainty about the depth and duration of the current global economic downturn and its continuing
impact on the demand for minerals and metals, which could have a negative impact on our cash generation and

profitability.
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New or more stringent environmental and health regulations imposed on us may result in increased liabilities
and increased capital expenditures.

Our steel making, mining and logistics facilities are subject to a broad range of laws, regulations and permit
requirements in Brazil relating mainly to the protection of health and the environment. Brazilian pollution standards
are expected to continue to change, including new effluent and air emission standards and solid waste-handling
regulations. New or more stringent environmental and health standards imposed on us can require us to make
increased capital expenditures. We could be exposed to civil penalties, criminal sanctions and closure orders for
non-compliance with these regulations. Waste disposal and emission practices may result in the need for us to clean
up or retrofit our facilities at substantial costs and/or could result in substantial liabilities. Environmental legislation
restrictions imposed by foreign markets to which we export our products, may also materially and adversely affect our
export sales and us.

10
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Our governance and compliance processes may fail to prevent regulatory penalties and reputational harm.

We operate in a global environment, and our activities straddle multiple jurisdictions and complex regulatory
frameworks with increased enforcement activities worldwide. Although our governance and compliance processes
include the review of internal control over financial reporting, and other standard control procedures such as internal
and external auditing, it may not prevent future breaches of law, accounting or governance standards. We may be
subject to breaches of our Code of Ethics, business conduct protocols and instances of fraudulent behavior and
dishonesty by our employees, contractors or other agents. Our failure to comply with applicable laws and other
standards could subject us to fines, loss of operating licenses and reputational harm, which may materially and
adversely affect us.

Some of our operations depend on joint ventures, consortia and other forms of cooperation, and our business
could be adversely affected if our partners fail to observe their commitments.

We currently operate parts of our business through joint-ventures with other companies. We have established a
joint-venture with an Asian consortium at our subsidiary Nacional Minérios S.A., or Namisa, to mine iron ore; a
joint-venture with other Brazilian steel and mining companies at MRS Logistica S.A., or MRS, to explore railway
transportation in the Southeastern region of Brazil; a project with the Brazilian government at Transnordestina
Logistica S.A., or Transnordestina, to explore railway transportation in the Northeastern region of Brazil; and a
joint-venture with Tractebel at It Energética S.A., or ITASA, to produce electricity.

Our forecasts and plans for these joint-ventures and consortia assume that our partners will observe their
obligations to make capital contributions, purchase products and, in some cases, provide managerial personnel or
financing. In addition, many of the projects contemplated by our joint-ventures or consortia rely on financing
commitments, which contain certain preconditions for each disbursement. If any of our partners fails to observe their
commitments or we fail to comply with all preconditions required under our financing commitments, the affected
joint-venture, consortium or other project may not be able to operate in accordance with its business plans, or we may
have to increase the level of our investment to implement these plans. Any of these events may have a material
adverse effect on us.

Particularly with respect to our joint-venture at Namisa, we may be required to reacquire all ownership interest of
our Asian partners in Namisa in the event of a dead-lock with respect to a material issue under our shareholders
agreement.

Interruptions in the supply of natural gas and power transmission grid may adversely affect our business,
financial condition and results of operations.

We require significant amounts of energy, both in the form of natural gas and electricity, to power our plant and
equipment. We purchase our natural gas needs through distributors which purchase natural gas from Petréleo
Brasileiro S.A.  Petrobras, or Petrobras, (the sole producer and supplier of natural gas in Brazil). Petrobras, in turn, is
significantly dependent upon the supply of natural gas from Bolivia. On May 1, 2006, the president of Bolivia
announced the nationalization of the country s gas reserves. The long-term effects of this measure on the supply of
natural gas in Brazil are still uncertain. The events in Bolivia could result in the disruption of the natural gas supply to
Petrobras or an additional increase in the prices of natural gas. Any resulting interruption or reduction in the levels of
supply of natural gas by Petrobras or a significant price increase, may negatively affect our production and production
costs and consequently have a material adverse effect on us.

11
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Our mineral reserve estimates may materially differ from mineral quantities that we may be able to actually
recover; our estimates of mine life may prove inaccurate; and market price fluctuations and changes in operating
and capital costs may render certain ore reserves uneconomical to mine.

Our reported ore reserves are estimated quantities of ore and minerals that we have determined can be
economically mined and processed under present and anticipated conditions to extract their mineral content. There are
numerous uncertainties inherent in estimating quantities of reserves and in projecting potential future rates of mineral
production, including many factors beyond our control. Reserve engineering involves estimating deposits of minerals
that cannot be measured in an exact manner, and the accuracy of any reserve estimate is a function of the quality of
available data and engineering and geological interpretation and judgment. As a result, no assurance can be given that
the indicated amount of ore will be recovered or that it will be recovered at the rates we anticipate. Estimates of
different engineers may vary, and results of our mining and production subsequent to the date of an estimate may lead
to revision of estimates. Reserve estimates and estimates of mine life may require revision based on actual production
experience and other factors. For example, fluctuations in the market prices of minerals and metals, reduced recovery
rates or increased operating and capital costs due to inflation, exchange rates or other factors may render proven and
probable reserves uneconomic to exploit and may ultimately result in a restatement of reserves.

We are subject to risks related to legal and administrative proceedings.

We are involved in numerous legal and administrative proceedings, including tax, labor and civil disputes. While,
as of December 31, 2008, we had recorded provisions for some of these proceedings in a total amount of US$1,687
million and deposited a total amount of US$893 million in court escrow accounts, it is not possible to predict either
the outcome of these proceedings or the potential liability we may face due to unfavorable rulings in them. In the
event that a substantial portion of these proceedings or one or more of the proceedings involving a substantial amount
are decided against us, and in the event that no provision has been recorded, our results of operations may be
materially adversely affected. In addition, even if sufficient provisions have been recorded, our liquidity may be
materially and adversely affected.

Our activities depend on authorizations from regulatory agencies, and changes in regulations could materially
and adversely affect us.

Our activities depend on authorizations from and concessions by governmental regulatory agencies of the countries
in which we operate. If these laws and regulations change, modifications to our technologies and operations could be
required, and we could be required to make unexpected capital expenditures. The loss of any such authorization or
changes in the regulatory framework we operate in may materially and adversely affect us.

We have experienced labor disputes in the past that have disrupted our operations, and such disputes may recur.

A substantial number of our employees and some of the employees of our subcontractors are represented by labor
unions and are covered by collective bargaining or other labor agreements, which are subject to periodic renegotiation.
Strikes and other labor disruptions at any of our facilities or labor disruptions involving third parties who may provide
us with goods or services, have in the past and may in the future materially and adversely affect the operation of
facilities, or the timing of completion and the cost of our projects.

We are exposed to devaluation of our shares as result of certain equity swap agreements.
In 2003, we entered into certain equity swap agreements referenced to our common shares. These agreements were
originally entered into with POBT Bank and Trust Limited (an affiliate of Banco Pactual), which later assigned the

agreements to UBS Symmetry Fund, UBS Strategy Fund and Fruhling Fund. In 2008, these agreements were assigned
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to Goldman Sachs International. Our current equity swap agreement with Goldman Sachs International will expire on
September 10, 2009, unless it is renewed by us. The agreements state that the counterparty must pay us the cash
dividends and final price return, if positive, on 29,684,400 CSN ADRs and we must pay the counterparty a rate of
USD three-month London Interbank Offered Rate, or Libor, plus 0.75% per annum on the initial price of this number
of ADRs and the final price return, if negative, on this number of ADRs. The rationale for these transactions is that
equities historically have yielded higher long-term returns than fixed- income securities, hence tending to offset CSN s
long-term debt servicing costs. From September 5 to December 31, 2008, we recorded a loss in connection with these
equity swap agreements in the amount of US$685 million, which was partially offset by a gain of US$155 million
recorded in connection with an equity swap that expired on September 5, 2008, for a total loss of US$530 million.
However, in the event of a decrease in the trading price of our shares and ADRs, the amount payable by us under these
swap agreements may be significant and materially and adversely affect us.

12
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A significant devaluation of our common shares may cause our pension funds to have an increased deficit of
plan assets over pension benefit obligations.

We are the principal sponsor of Caixa Beneficente dos Empregados da CSN, or CBS, our employee pension plan.
As of December 31, 2008, CBS had invested a portion of its portfolio in our common shares and held 4.47% of our
capital stock. As a result, the ability of CBS to honor its pension obligations is subject to fluctuations in the fair value
of CBS s assets, including fluctuations in the trading price of our common shares.

As of December 31, 2008, CBS had a deficit of plan assets over pension benefit obligations of US$83.8 million.
The unfunded status of CBS is affected by, among other things, fluctuations in the fair value of CBS s assets, which
totaled US$524.7 million as of December 31, 2008, while CBS accumulated obligations and projected benefit
obligations as of December 31, 2008 were US$608.5 million.

In the event of a depreciation of our common shares, CBS may worsen its unfunded situation, which could have a
material and adverse impact on its ability to fulfill its obligations. In this event, we may have to make substantial
contributions to the fund to meet its pension benefit obligations, which may have a material adverse effect on us. See

Item 6D Employees and Note 15 to our consolidated financial statements contained in Item 18. Financial Statements.

Risks Relating to a Routine SEC Review

An ongoing SEC review of our registration statement on Form F-4, filed in connection with a proposed public
debt exchange offer, may require us to further amend this annual report.

We are in the process of responding to comments made by the staff of the SEC regarding our registration statement
on Form F-4, filed on September 19, 2005. That registration statement was filed in connection with a proposed public
exchange offer of notes originally issued in a non-public transaction. Until our responses to the SEC s comments are
finalized, our capital-raising activities will be limited to the U.S. non-public markets and the markets outside the
United States. See Item 4A. Unresolved Staff Comments for further information.

Risks Relating to our Common Shares and ADSs

If holders of ADSs exchange the ADSs for common shares, they risk losing the ability to remit foreign currency
abroad and Brazilian tax advantages.

The Brazilian custodian for our common shares has obtained an electronic certificate of registration from the
Central Bank permitting it to remit foreign currency abroad for payments of dividends and other distributions relating
to our common shares or upon the disposition of our common shares. If holders of ADSs decide to exchange their
ADSs for the underlying common shares, they will be entitled to continue to rely on the custodian s electronic
certificate of registration for five business days from the date of exchange. Thereafter, such holders of ADSs may not
be able to obtain and remit foreign currency abroad upon the disposition of, or distributions relating to, our common
shares unless they obtain their own electronic certificate of registration or register their investment in our common
shares pursuant to Resolution No. 2,689, which entitles certain foreign investors to buy and sell securities on the
BOVESPA. Holders who do not qualify under Resolution No. 2,689 will generally be subject to less favorable tax
treatment on gains with respect to our common shares. If holders of ADSs attempt to obtain their own electronic
certificate of registration, they may incur expenses or suffer delays in the application process, which could delay their
ability to receive dividends or distributions relating to our common shares or delay the return of their capital in a
timely manner. In addition, we cannot assure you that the custodian s electronic certificate of registration or any
certificate of foreign capital registration obtained by a holder of ADSs will not be affected by future legislative or
regulatory changes, or that additional restrictions applicable to such holder, to the disposition of the underlying
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common shares or to the repatriation of the proceeds from such disposition will not be imposed in the future.
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Holders of ADSs may not be able to exercise their voting rights.

Holder of ADSs may only exercise their voting rights with respect to the underlying common shares in accordance
with the provisions of the deposit agreement. Under the deposit agreement, ADS holders must vote by giving voting
instructions to the depositary. Upon receipt of the voting instructions of the ADS holder, the depositary will vote the
underlying common shares in accordance with these instructions. Otherwise, ADS holders will not be able to exercise
their right to vote unless they surrender the ADS for cancellation in exchange for our common shares. Pursuant to our
bylaws, the first call for a shareholders meeting must be published at least 15 days in advance of the meeting, the
second call must be published at least eight days in advance of the meeting. When a shareholders meeting is
convened, holders of ADSs may not receive sufficient advance notice to surrender the ADS in exchange for the
underlying common shares to allow them to vote with respect to any specific matter. If we ask for voting instructions,
the depositary will notify ADS holders of the upcoming vote and will arrange to deliver the proxy card. We cannot
assure that ADS holders will receive the proxy card in time to ensure that they can instruct the depositary to vote the
shares. In addition, the depositary and its agents are not liable for failing to carry out voting instructions or for the
manner of carrying out voting instructions. As a result, holders of ADSs may not be able to exercise their voting
rights.

The relative volatility and illiquidity of the Brazilian securities markets may substantially limit the ability of
holders of our common shares or ADSs to sell the common shares underlying the ADSs at the price and time they
desire.

Investing in securities, such as the common shares or the ADSs, of issuers from emerging market countries,
including Brazil, involves a higher degree of risk than investing in securities of issuers from more developed
countries. Investments in emerging markets are generally considered to be more speculative in nature, and are subject
to certain economic and political risks, such as changes in the regulatory, tax, economic and political environment that
may affect your ability to receive the total or a partial return on your investment.

The Brazilian securities markets are substantially smaller, less liquid, more concentrated and more volatile than
major securities markets in the United States and other jurisdictions, and are not as highly regulated or supervised as
some of these other markets. The relatively small market capitalization and illiquidity of the Brazilian equity markets
may substantially limit the ability of holders of our common shares or ADSs to sell our common shares or the ADSs at
the price and time desired. There is also significantly greater concentration in the Brazilian securities markets than in
major securities markets in the United States. See Item 9C. Markets Trading on the BOVESPA.

The sale of a substantial number of common shares, or the belief that this may occur, could decrease the trading
price of our common shares and our ADSs. Holders of our common shares and/or ADSs may not be able to sell their
securities at or above the price they paid for them.

Holders of ADSs might be unable to exercise preemptive rights with respect to our common shares.

Holders of ADSs may not be able to exercise the preemptive rights relating to the common shares underlying their
ADSs unless a registration statement under the Securities Act is effective with respect to those rights or an exemption
from the registration requirements of the Securities Act is available. We are not required to file a registration
statement with respect to the shares or other securities relating to these preemptive rights and we cannot assure holders
of our ADSs that we will file any such registration statement. Unless we file a registration statement or an exemption
from registration applies, holders of our ADSs may receive only the net proceeds from the sale of their preemptive
rights by the depositary or, if the preemptive rights cannot be sold, the rights will be allowed to lapse.

Substantial sales of our ADSs could cause the price of our ADSs to decrease significantly.
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The sale of a substantial number of common shares, or the belief that this may occur, could decrease the trading
price of our common shares and our ADSs. Holders of our common shares and/or ADSs may not be able to sell their
securities at or above the price they paid for them.
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We entered into certain equity swap agreements with Goldman Sachs International, which are referenced to
29,684,400 of our ADRs and set to expire on September 10, 2009. As a result, if we do not renew these equity swap
agreements and are required to unwind them in a non-organized manner, a substantial amount of our ADSs may be
sold in the market simultaneously, which could cause the trading price of our ADSs to decrease significantly.

Similarly, our pension fund CBS invests heavily in our common shares, holding as of December 31, 2008 4.47% of
our capital stock. Brazilian governmental authorities are discussing with CBS and other pension funds regulatory
limits on investments by pension funds in the shares of related parties. As a result, CBS may be required to diversify
its portfolio, which, if not done in an organized manner, may cause a substantial amount of our common shares to be
sold in the market, negatively affecting the trading price of our common shares.

We may be prevented from paying dividends to our shareholders and the holders of ADSs.

At our Annual Shareholders Meeting of April 30, 2007, our shareholders approved the payment of dividends and
interest on shareholders equity related to the fiscal year 2006 in the total amount of US$682.1 million, of which
US$191.7 million and US$153.5 million were paid on June 30, 2006 and August 8, 2006, respectively, as
intermediary dividends, in accordance with the resolutions of our Board of Directors. The outstanding balance of
US$336.9 million was payable on May 9, 2007, but the payment was temporarily suspended as a result of a federal
court order relating to one of our tax contingencies. On September 2007, we obtained a favorable decision from a
federal court, allowing us to pay such outstanding dividends, and payment was made on September 4, 2007.

At our Annual Shareholders Meeting of April 30, 2009, our shareholders approved the payment of dividends and
interest on shareholders equity relating to 2008, in the total amount of US$868.6 million (US$738.2 million as
dividends and US$130.4 million as interest on shareholders equity).

The total amount of approved dividends include dividends paid in advance on November 27, 2008, in the amount
of US$70.6 million, that had already been approved by our Board of Directors on August 12, 2008, and dividends that
had already been approved by our Board of Directors on March 24, 2009 in the amount of US$667.6 million.

Soon after the announcement of the payment of such dividends in the amount of US$667.6 million, a court order
was issued by a trial state tax court in the State of Rio de Janeiro in connection with tax claims related to IPI premium
credits on exports that we have recorded, in order to block approximately US$354.2 million of our funds. For this
reason, the Company paid its shareholders on April 2, 2009 the amount of funds that had not been blocked of
approximately US$313.4 million. We are taking all measures to unblock our funds. Nevertheless, aiming at the
preservation of our shareholders rights, we decided to pay on June 26, 2009, the remaining dividends of
approximately US$354.2 million.

The US$130.4 million as interest on shareholders equity were paid on May 11, 2009.

We cannot assure you that new court orders will not be issued against us to block our funds or to prevent us from
paying dividends to our shareholders and holders of ADRs in the future.

Item 4. Information on the Company
4A. History and Development of the Company

History
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Companhia Siderdrgica Nacional is a Brazilian corporation (sociedade por agées) incorporated in 1941 pursuant to
a decree of Brazilian President, Mr. Getulio Vargas. The Presidente Vargas steelworks, located in the city of Volta
Redonda, in the State of Rio de Janeiro, started production of coke, pig iron castings and long products in 1946.

Three major expansions were undertaken at the Presidente Vargas steelworks during the 1970s and 1980s. The
first, completed in 1974, increased installed annual production capacity to 1.6 million tons of crude steel. The second,
completed in 1977, increased annual production capacity to 2.4 million tons of crude steel. The third, completed in
1989, increased annual production capacity to 4.5 million tons of crude steel.
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We were privatized through a series of auctions held in 1993 and early 1994, through which the Brazilian
government sold its 91% ownership interest in us.

From 1993 through 2002, we implemented a capital improvement program aimed at increasing our annual
production of crude steel, improving the quality of our products and enhancing our environmental protection and
cleanup programs. As part of the investments, since February 1996, all our production has been based on the
continuous casting process, rather than ingot casting, an alternative method that results in higher energy use and metal
loss. From 1996 through 2002, we spent the equivalent of US$2.4 billion under the capital improvement program and
on maintaining our operational capacity, culminating with the renovation in 2001 of Blast Furnace No. 3 and Hot Strip
Mill No. 2 at the Presidente Vargas steelworks. These measures resulted in the increase of our annual production
capacity to 5.6 million tons of crude steel and 5.1 million tons of rolled products.

General

We are one of the largest fully integrated steel producers in Brazil and in Latin America in terms of crude steel
production. Our current annual crude steel capacity and rolled product capacity is 5.6 million and 5.1 million tons,
respectively. Production of crude steel and rolled steel products decreased in 2008 by 6.0% to 5.0 million tons and
finished steel production decreased in 2008 by 9.0% to 4.5 million tons, as compared to 2007.

Our fully integrated manufacturing facilities produce a broad line of steel products, including slabs, hot- and
cold-rolled, galvanized and tin mill products for the distribution, packaging, automotive, home appliance and
construction industries. In 2008, we accounted for approximately 49.0% of the galvanized steel products sold in
Brazil. We are also one of the world s leading producers of tin mill products for packaging containers. In 2008, we
accounted for approximately 99.0% of the tin mill products sold in Brazil.

Our production process is based on the integrated steelworks concept. Below is a brief summary of the steel
making process at our Presidente Vargas steelworks, located in the city of Volta Redonda, in the State of Rio de
Janeiro:

e iron ore produced from our own mines is processed in continuous sintering machines to produce sinter;

e sinter and lump ore direct charges are smelted with lump coke and injected powdered coal in blast furnaces to
produce pig iron;

e pig iron is then refined into steel by means of basic oxygen converters;
e steel is continuously cast in slabs;
® slabs are then hot rolled, producing hot bands that are coiled and sent to finishing facilities .

We currently produce from our own mines all of our requirements of iron ore, limestone and dolomite, and a
portion of our tin requirements. Using imported coal, we produce approximately 70-75% of our coke requirements, at
current production levels, in our own coke batteries at Volta Redonda. Imported coal is also pulverized and used
directly in the pig iron production process. Zinc, manganese ore, aluminum and a portion of our tin requirements are
purchased in local markets. Our steel production and distribution also require water, industrial gases, electricity, rail

and road transportation, and port facilities.

Acquisitions and Dispositions
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On June 5, 2006, we acquired 100.0% of the shares issued by Companhia Metaltirgica Prada, or Prada, from
Kiskidee Investments Limited LLC, for a total amount of US$1.00. Prada is the largest steel can manufacturer in
Brazil and produces more than one billion steel cans in its four production units located in the states of Sdo Paulo,
Santa Catarina and Minas Gerais, in the southeastern and southern regions of Brazil and, accordingly, is one of our
major customers of tin mill products.
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On July 20, 2007, Namisa, our then wholly-owned mining subsidiary, acquired 100.0% of the shares issued by
Companhia de Fomento Mineral e Participagdes, or CFM. The final acquisition price amounted to US$400 million,
which were fully paid by us. CFM explores various iron ore mines and owns ore processing facilities in the State of
Minas Gerais. CFM is located in the state of Minas Gerais and has facilities close to Casa de Pedra, our most
important mining asset.

On December 30, 2008, our ownership interest was reduced to 40% of the voting and total capital stock of Namisa
upon its issuance of newly issued shares for the aggregate amount of approximately US$3.08 million to Big Jump
Energy Participacdes S.A., an Asian consortium whose shareholders are Itochu Corporation, JFE Steel Corporation,
Nippon Steel Corporation, Sumitomo Metal Industries, Ltd., Kobe Steel, Ltd, Nisshin Steel Co, Ltd., and Posco. The
remaining 59.99% of the voting stock of Namisa is currently held by us. In connection with this sale, Namisa paid us
approximately US$3.0 billion on December 30, 2008 as pre-payment for a portion of the purchase price agreed
between the parties for future sales of crude iron ore (run-of- mine, or ROM) and the rendering of port services by us
to Namisa. The ROM will be extracted by us from the Casa de Pedra mine and will be sold to Namisa, which will be
required to beneficiate the product at its own industrial facilities. All pre-payment agreements were negotiated at
arms-length basis. For further information on the effect of these pre-payments in our long-term obligations, see Item
5SE. Off-Balance Sheet Arrangements.

We and Big Jump Energy Participa¢des S.A. have entered into a shareholders agreement in order to govern our
joint-control of Namisa. Under certain extreme situations provided for in the shareholders agreement, a dead-lock
resolution process may be established. This procedure requires us to initiate mediation with our partners and, if no
solution is reached, the matter is then submitted to be addressed directly by the senior executives of the companies in
dispute. In the event the dead-lock remains, the shareholders agreement provides for call and put options, which
entitles Big Jump Energy Participacdes S.A. to elect to sell all its ownership interest in Namisa to CSN and CSN to
elect to buy all ownership interest of Big Jump Energy Participa¢des S.A. in Namisa, in each case for the fair market
value of the respective shares.

Accident in Blast Furnace No. 3

In January 2006, there was an accident involving the gas cleaning system adjacent to Blast Furnace No. 3 at the
Presidente Vargas steelworks. The accident prevented us from operating the equipment for approximately six months,
affecting our operating revenues, gross profit and operating income due to reduced sales volumes and the need to
purchase slabs and coils from third-parties in order to meet our customers purchasing orders during the period in
which Blast Furnace No. 3 was under repair, as further explained in Item 5A. Operating Results Results of
Operations 2007 Compared to 2006. In the second half of 2007, our Blast Furnace No. 3 was completely repaired and
resumed operating normally, and, in December 2008, the reinsurance companies paid us the remaining balance of
US$160 million of our US$520 million claim against them. For further information, see Item 4B. Business
Overview Insurance and Note 4 to our consolidated financial statements included in Item 18. Financial Statements.

Capital Expenditures

We invested US$706 million, US$980 million and US$886 million in 2006, 2007 and 2008, respectively.
Expenditures in 2008 were used for the acquisitions of equipment, of which US$247 million was used in the Casa de
Pedra mine expansion, US$34 million in projects relating to the Itaguai port expansion and US$65 million in major
overall projects that extend our fixed assets useful life. For further information, see Item 5B. Liquidity and Capital
Resources Short-Term Debt and Short-Term Investments.

In 2008, we continued to implement our strategy of developing downstream opportunities, new products and
market niches by creating or expanding capacity of galvanized products for the automotive sector and by investing in

37



Edgar Filing: NATIONAL STEEL CO - Form 20-F

a galvanizing and pre-painting plant in order to supply the construction and home appliance industries, as described in
Item 4B. Business Overview Facilities.

We also intend to control production costs and secure reliable sources of raw materials, energy and transportation
in support of our steelmaking operations through a program of strategic investments. The principal strategic
investments already made are set forth in Item 4B. Business Overview Facilities.
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Planned Investments
Our planned investments in iron ore, steelmaking, cement and logistic projects are described below.

Projects which were previously announced, such as the greenfield slab mills in the city of Itaguai, in the State of
Rio de Janeiro, and the greenfield slab mill in the city of Congonhas, in the State of Minas Gerais and the Logistics
Platform Project, in the city of Itaguai, in the State of Rio de Janeiro (except for the ongoing improvements on its
Container Terminal and for the expansion of its Solid Bulks Terminal) were put on hold by the Board of Directors due
to the uncertainty about the duration of the current global economic scenario.

Iron Ore Project

Our iron ore business comprises the expansion of our mining activities and our seaport facilities, the construction
of pellet plants and, to a lesser extent, the trading of iron ore produced by other companies through our own logistics
network. We expect to invest a total of US$4.5 billion to produce and/or sell approximately 90 million tons of iron ore
products, of which US$839 million have already been invested. We expect to finance these investments with the
National Economic and Social Development Bank (Banco Nacional de Desenvolvimento Econdomico Social-BNDES),
export credit agencies, the proceeds from offerings of securities and with the free cash flow from our current
operations. Our iron ore project schedule and expected investments are the following:

e In January 2004, we announced the approval of investments of approximately US$1.0 billion to expand the
annual production capacity of the Casa de Pedra iron ore mine to 53 million tons. In connection with the
Namisa joint-venture, we reviewed these figures to US$1.5 billion, and the expansion of the annual
production of Casa de Pedra from 53 million to 70 million tons, which is currently being implemented. As of
December, 2008, approximately US$540 million had already been invested in the increase in production
capacity of Casa de Pedra mine and its current annual production capacity is 21 million tons.

® In October 2008, as part of the partial sale of Namisa, some of the capital expenditures which were originally
planned for Casa de Pedra were transferred to Namisa, including two pellet plants. For information on our sale
of 40% of our ownership interest in Namisa, see Item 4A. History and Development of the
Company Acquisitions and Dispositions. At the end, the total investments resulted in US$ 2 billion, adding
volume to reach 33 million tons, including two pellets plants. The current capacity is now 7 million tons. It is
important to mention that those capital expenditure will be executed together with Namisas” new business
partner group.

e We are also investing approximately US$1.0 billion in the expansion of the seaport Solid Bulks Terminal in
Itaguai to enable annual exports of 100 million tons of iron ore. Of this amount, approximately US$280
million have already been invested. Our current annual export capacity is equivalent to 30 million tons.

Steelmaking

We initiated our long steel products brownfield project in Volta Redonda, in the State of Rio de Janeiro, which will
be developed inside its main steelmaking facility. We intend to produce 600,000 tons of long steel products, such as
rod bar and wire rod. We expect to benefit from the existing infrastructure and utilities used to support a blast furnace
and a former foundry. The total investment in long steel products production will be of approximately US$354 million
in installations, including expanding and upgrading a 30-ton electric furnace. The facility will use surplus pig iron and
low value added slabs as raw materials.

Cement Project
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This project represents the entrance of CSN into the cement market, taking advantage of the slag generated by our
blast furnaces and of our limestone reserves, located in Arcos, Minas Gerais. The limestone, which is transformed into
clinker, and the slag, account for approximately 95% of the production cost to produce cement. We are investing
approximately US$360 million to build a greenfield grinding mill and clinker furnace, with capacity of 2.3 million
tons and 820,000 tons, respectively. We expect the grinding mill to produce 0.25 million tons of cement in 2009 and
to reach its full capacity by 2011. These investments will be financed by BNDES, which has already approved a
seven-year credit line of up to US$81 million indexed based on the long-term interest rate (Taxa de Juros de
Longo-Prazo), or TJLP, and part indexed on US dollars, as well as the use of free cash flow from our current
operations.
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In August 2006, in order to enable the implementation of a major infrastructure project led by the Brazilian federal
government, our Board of Directors approved a transaction to merge Transnordestina S.A., a company that at the time
was state-owned, into and with Companhia Ferrovidria do Nordeste CFN, an affiliate of CSN that holds a 30-year
concession granted in 1998 to operate the Northeastern Railroad of the RFFSA with 4,238 km of railway track. The
surviving entity was later renamed Transnordestina Logistica S.A. which is jointly-controlled by us and Taquari
Participagdes S.A pursuant to a shareholders' agreement dated November 27, 1997, as amended on May 6, 1999 and
on November 7, 2003. Investments of approximately R$5.4 billion were approved to build the Nova Transnordestina
Project, which includes an additional 1,728 km of large gauge, state-of-the-art railway track. We expect the
investments will allow the company to increase the transportation of various products, such as iron ore, limestone, soy
beans, cotton, sugar cane, fertilizers, oil and fuels. According to a Memorandum of Understandings entered into as of
November 25, 2005, the investments will be financed through: R$823 million from FINOR  Northeastern Investment
Fund; R$2.6 billion from SUDENE - the Northeastern Development Federal Agency; a R$225 million loan from
BNDES to Transnordestina; R$165 million from Brazilian Federal Resources; R$180 million from Brazilian
Northeast Bank and another R$1.4 billion equity from CSN, out of which R$675 million will be supported by a loan
from BNDES to us. The construction of the first 100 km started in January 2007 and as of December 31, 2008 over
US$102 million (R$180 million) had already been invested by CSN.

Itaguai CSN Logistics Platform Project

Regarding our seaport Itaguai Logistic Platform Project, announced on May 7, 2008, our capital expenditures
investments were put on hold by the Board of Directors except for the following related projects:

¢ Expansion of the existing Container Terminal from 440 thousand container year to 640 thousand container

year, including improvements on the existing berths. We expect to invest approximately US$162 million.

¢ Expansion of the Solid Bulks Terminal in Itaguaf to enable annual exports of approximately 100 million tons
of iron ore as described above. See Item 4A. History and Development of the Company Planned
Investments Iron Ore Project for a description of the expansion of the Solid Bulks Terminal.
Additional Investments
In addition to the currently planned investments and maintenance capital expenditures, we continue to consider
possible acquisitions, joint ventures and brownfield or greenfield projects to increase or complement our steel
producing capabilities.
Other Information
CSN s legal and commercial name is Companhia Siderdrgica Nacional. CSN is organized for an unlimited period of
time under the laws of the Federative Republic of Brazil. Our head offices are located at Rua Sdo José, 20, 16 floor,
20010-020, Rio de Janeiro, RJ, Brazil and our telephone number is +55-21-2141-1800. CSN s agent for service of
process in the United States is CT Corporation, with offices at 111 Eighth Avenue, New York, New York 10011.

4B. Business Overview

Competitive Strengths
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We believe that we have the following competitive strengths:
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Fully integrated business model. We believe we are one of the mostly fully integrated steelmakers in the world.
We have captive iron ore reserves, which differentiate us from our main competitors in Brazil that purchase their iron
ore from mining companies such as Companhia Vale do Rio Doce, or CVRD. In 2006, we hired Golder Associates
S.A., or Golder, to evaluate the Casa de Pedra iron ore reserves. The results confirmed proven and probable mineral
resources of 1.6 billion tons with a grade of approximately 48.0% . In addition to our iron ore reserves, we have
captive dolomite and limestone mines that supply our Presidente Vargas steelworks. Our steelworks are close to the
main steel consumer centers in Brazil, with easy access to port facilities and railroads. Our operations are strongly
integrated as a result of our captive sources of raw materials, such as iron ore, and our access to owned infrastructure,
such as railroads and deep-sea water port facilities.

Thoroughly developed transport infrastructure. We have a thoroughly developed transport infrastructure, from
our iron ore mine to our steel mill to our ports. The location of our steelworks facility is next to railroad systems and
port facilities, facilitating the supply of raw material, the shipment of our production and easy access to our principal
clients. The concession for the main railroad used and operated by us is owned by MRS, a company in which we hold,
directly and indirectly, a 33.27% ownership interest. The railway connects the Presidente Vargas steelworks to the
container terminal at Itaguai Port, which handles most of our steel exports. Since we obtained the concession to
operate MRS railway in 1996, we have significantly improved its tracks and developed its business, with strong cash
generation. We also own concessions to operate two deep-sea water terminals from which we export our products and
also import coal and small amounts of coke, which are the only important raw materials that we need to purchase from
third-parties.

Self-sufficiency in energy generation. We are self-sufficient in energy, through our interests in the hydroelectric
plants of Itd and Igarapava, and our own thermoelectric plant inside the Presidente Vargas steelworks. We also sell
excess energy we generate into the energy market. Our 238 MW thermoelectric co-generation plant provides the
Presidente Vargas steelworks with approximately 60% of its energy needs for its steel mills, using as its primary fuel
the waste gases generated by our coke ovens, blast furnaces and steel processing facilities. We indirectly hold 29.5%
of the Itd hydroelectric plant that has installed capacity of 1,450 MW, with a guaranteed output of 668 MW to us and
to the other shareholders of Itd Energética S.A., or ITASA, proportionally to our interests in the project, pursuant to
30-year power purchase agreements at a fixed price per megawatt hour, adjusted annually for inflation. In addition, we
hold 17.9% of the Igarapava hydroelectric, with 210 MW fully installed capacity. We have been using part of our 22
MW take from Igarapava to supply energy to the Casa de Pedra and Arcos mines.

Low cost structure. As a result of our fully integrated business model, our thoroughly developed transportation
infrastructure and our self-sufficiency in energy generation, we have been consistently presenting high margins. Other
factors that lead to these margins are the strategic location of our steelworks facility, the use of state of the art
technology and our qualified work force.

Diverse product portfolio and product mix. We have a diversified product mix that includes: hot-rolled,
cold-rolled, galvanized and steel tin mill products. We offer many kinds of steel packaging produced in Brazil,
accounting for 99.0% of the steel tin mill products and 50.0% of the galvanized flat steel produced in Brazil. We also
produce a diversified portfolio of products to meet a wide range of customer needs across all steel consuming
industries. We focus on selling high margin products, such as tin plate, pre-painted, galvalume and galvanized
products, in our product mix. Our GalvaSud product provides material for exposed auto parts, using hot-dip
galvanized steel and laser-welded blanks. This, together with our hot-dip galvanizing process know-how, allows us to
increase our sales to the automotive segment. In 2008, our market share in the automotive industry accounted for
21.0% of total domestic sales, and we expect to further increase our sales to the automotive industry in 2009. Our
subsidiary CSN Parand, provides us additional capacity to produce high-quality galvanized, galvalume and
pre-painted steel products for the construction and home appliance industries. In addition, our subsidiary, INAL, the
largest flat steel distributor in Brazil, is a strong sales channel in the domestic market, enabling us to meet demands
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from smaller customer, and therefore to have a strong presence in this market.

Strong presence in domestic market and strategic international exposure. We have a strong presence in the
domestic market for steel products, with a 99.0% market share of the steel tin mill product industry in Brazil and a
large market share for galvanized flat steel. In addition, our subsidiaries CSN LLC and Lusosider constitute sales
channels for our products, selling in the United States and in Europe 5.0% and 5.0%, respectively, of our total sales in
2008.
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Our goal is to increase value for our shareholders, by further benefiting from the competitive cost advantages we
offer our customers from the industry segments in which we operate, maintaining our position as one of the world s
lowest-cost steel producers, becoming an important iron ore global player and by optimizing our infrastructure assets
(our ports, railways and interest in power generating plants).

To achieve this goal, we have adopted strategies in each of our four business segments (where we already have
assets, current operations or inherited competitive advantages) as described below.

Steel
Our strategy related to our steel business involves:

¢ supplying dom