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Research Update:

Votorantim S.A. 'BB+' Global And 'brAA+'
National Scale Ratings Affirmed; Outlook Negative
On Sovereign Risk Influence

Overview

 Brazil-based conglonerate Votorantim S. A. has been performng in
accordance to our expectations, posting net debt to EBI TDA at about 3. 5x
and nai ntai ning a nanageable maturity profile. This was possible given
the group's efficient operations and busi ness/ geographi c diversification
which tenpers the effect of the weak cenent operations in Brazil

« W now expect the group's cash flow generation to benefit from| ower
i nvest ment needs, given the conpletion of its heavy capital expenditures
(capex) cycle, and from favorabl e busi ness conditions for zinc and cenent
inthe US.

e« We're affirming our 'BB+' global scale and 'br AA+' national scale
corporate credit ratings on Votorantim G ven our view that Votorantim
Cimentos S.A is a core subsidiary of the group, we're also affirmng the
' BB+'

» The negative outl ook on Votorantimreflects the one on Brazil. The
group's high sensitivity to donestic econony (nainly through its cenent
and alum numunits) and its exposure to the banki ng busi ness, which may
create a contingent liability of high severity under a sovereign default
scenario, currently constrains Votorantim s ratings to one notch above
the foreign currency rating on Brazil

Rating Action

On March 27, 2017, S&P d obal Ratings affirned its 'BB+ global scale and its
"br AA+' Brazilian national scale corporate credit ratings on Votorantim S. A
(Votorantin). At the sane tine, we affirnmed our 'BB+ gl obal scale corporate
credit rating on Votorantim Cinentos S. A (VC) because we consider the cenent
division as the group's core subsidiary, with both entities bearing the sane
default risk. W also kept Votorantinm s stand-al one credit profile (SACP) at
"bbb' and revised VC s SACP to 'bb' from'bb+ . The outl ook on the entities
remai ns negative. In addition, we affirned the issue-level ratings on the debt
i ssued or guaranteed by Votorantimand VC. The recovery rating on this debt
remains at '3', indicating our expectation that |enders would receive

nmeani ngful (65% recovery of their principal in the event of a payment
defaul t.
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Rationale

The ratings affirmation reflects the group's prudent risk nanagenent, sound
operations, and business diversification, which allowit to nmaintain net

| everage at about 3.5x and a solid liquidity position even anid Brazil's deep
recession, the significant downturn in the donestic cenent industry, and the
conpl etion of Votorantim s heavy investnent cycle.

During the past two years, the group invested approximately R$3 billion in
expansi on efforts, about 80% of which was related to VC targeting projects in
the US, Turkey, Bolivia and Brazil. The expansion at VC coincided with a sharp

downturn in its operations, which resulted in a considerable increase in VC s
idle capacity (utilization rate in Brazil of 50%55%in 2016, conpared with
about 80%in 2014) and a significant drop in margins. W view VC s EBITDA in
Brazil at less than R$1 billion in 2016, conpared with R$1.9 billion in 2015
and R$2.7 billion in 2014. The weak cash flow generation in Brazil was,
neverthel ess, nmitigated by stronger operations in the U S that we expect to
contribute with about R$850 million in EBITDA, representing around 35% of VC s
2016 consolidated figures, up fromR$700 mllion in 2015 and R$300 mllion in
2014.

Votorantim s metals division also helped nmtigate the effect of Brazil's weak
econony. Zinc prices have risen and the netals unit has been posting solid
operationg results. Finally, the conbination of Votorantim s |ong stee
business in Brazil with that of ArcelorMttal Brasil (not rated) slightly

i mproved the group's | everage because EBI TDA contribution for this business
has been negative recently and it represented about 5% of net debt.

For 2017 and 2018, we expect Votorantimto continue facing challenging
conditions in Brazil, but a m!|d econonic recovery and resilient netals prices
shoul d i nprove medi umterm prospects. Reduced capital expenditures should al so
result in higher free cash fl ow generation. Qur base-case scenario for the
group for the next two years assunmes the followi ng factors:

e« Although we expect sone minor growh in Brazil's GDP (0.9%, we
incorporate a 5% 7%drop in cement volunes in Brazil for 2017 (after the
mar ket contraction of about 21% during 2015 and 2016), given the stil
sl ow recovery in infrastructure projects and housi ng markets conbi ned
wi th a high unenploynment rate for the year. Wth a 2% GDP growt h in 2018,
we' re assum ng that volunes could return to 2016 |evels.

» W& expect the conpany to struggle to increase prices in Brazil and
surpass inflation costs. Also, given the high idle capacity, we're
forecasting cenent EBITDA margins in Brazil of 10% 15% which woul d
result in less than RS600 million in EBITDA for 2017 and R$800 million
for 2018.

 Disappointing results fromthe Brazilian cenent operations should be
tenpered by better results in the group's operations in North Anerica,
Africa, and Europe. W understand that North Anerica operations could
generate R$850 million in EBITDA in 2017 and nore than R$900 million in
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2018, and Europe/ Africal/ Asia operations about R$520 nillion in EBITDA in
2017 and R$650 million in 2018.

« W assume zinc prices at $2,400-%$2,500 per netric ton and al um num prices
at $1, 600-1, 650 per netric ton.

* Average exchange rate of R$3.30 per $1.00 in 2017 and R$3.38 per $1.00 in
2018.

» The fact that the steel business will no | onger be consolidated in
Votorantims financial statenents, coupled with the tenporary suspension
of nickel operations, should contribute to about a 0.2x reduction in net
| everage, given the EBITDA shortfall at these businesses. W expect a
fairly stable performance in the group's Col onbi an and Argentinean steel
operations due to each country's growh prospects and a relatively
limted conpetition frominports in Argentina.

* A 2.5%decline for the group's consolidated revenue (in Brazilian reais)
in 2017, and about 3% growth in 2018.

e Consolidated capex of R$3.5 billion in 2017 and R$2.9 billion in 2018,
about R$2 billion of which is related to non-expansi on needs. Expansion
capital spending would go to the conpletion of the Charlevoix cenent
plant in the US, extension of the zinc nmnes work life, and the w nd
farms in Piuai, Brazil.

As a result, we arrive at the following ratios for 2017 and 2018:

e VC s consolidated EBI TDA nargins of 17% 18%in 2017 and 19% 20% i n 2018;

» Votorantim s consolidated EBI TDA margi ns of 17% 18% in 2017 and 20% 21%
in 2018;

* VC s net debt to EBITDA at 5.5x-6.0x in 2017 and 4.5x-5.0x in 2018;

* Votorantim s net debt to EBITDA at 3.0x-3.5x in 2017 and 2.5x-3.0x in
2018;

* VC s funds fromoperations (FFO to net debt at 7% 10%in 2017 and
10% 13% i n 2018; and

* Votorantims FFO to net debt at 20% 23%in 2017 and 24% 27% in 2018.

W believe that the Votorantimgroup has efficient operations, which are in
line with those of its gl obal peers, sizable capacity, dom nant position in
several markets (mainly cement), high brand recognition, as well as a prudent
ri sk managenment. The latter factor reflects the group's debt refinancing and
sal e of non-core assets to preserve its solid liquidity position. Also, in our
view, Votorantims revenue base is diverse by geography and segnents, which
shoul d continue to mtigate the effect of the Brazilian narket's downturn
especially the steep drop in cenment sales.

VC accounts for about 50% of the group's EBI TDA. During 2016, VC s margins
were reduced due to its 45%50% i dl e capacity and a heavi er conpetition in the
southern region and in the north by players with nore aggressive pricing
policies (aimng to maintain volunmes despite |lower profitability). Al of
these factors have led us to revise VC's SACP to 'bb' from ' bb+

Through its nmetal s division (about 30% of the group's EBITDA), Votorantimis
the fourth-largest zinc concentrate producer in the world, with a robust asset
base in Peru and Brazil. Renmining cash flow generation conmes from al uni num
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and energy sales in Brazil and steel operations in Colonbia and Argentina. In
addition, Votorantimholds a 29.4%equity stake in the pul p-producer Fibria
Celulose S.A.. (BBB-/Negative/--), a 50%equity in the concentrated
orange-j ui ce producer Citrosuco (not rated), and a 50%equity in a bank in
Banco Votorantim S. A. (BB/ Negative/B). Those assets are not consolidated under
Votorantim s financial statements and we understand they add financial
flexibility to the group, as they could be nonetized, if necessary, and

bol ster its financial risk profile. So in order to account for their value
under our rating analysis (since they are not incorporated into our business
or financial profiles), we assign the positive capital structure nodifier

VWhen anal yzi ng Votorantim we incorporate in our financial analysis and
forecast a potential contingent liability from Banco Votoranti m (through
Votorantim Finangcas S.A.) that may spill over to the holding level. This
results fromour understanding of the Brazil's Law 9, 447/ 1997, which states
that the individuals or legal entities exercising control over financial
institutions subject to intervention or liquidation are jointly and severally
liable with the officers and managers of those entities for the anount of
their unpaid liabilities.

Wiile the responsibility of a controlling shareholder to support the bank
isn't equivalent to a financial guarantee (it does not guarantee tinely
paynment), it's a legal obligation ultimtely enforceable via a potentia
freeze on assets. In our view, this creates a very strong incentive to
capitalize the bank when needed. So when a corporate group owns or controls a
bank, we seek to assess the maxinmumrisk that the latter could represent for
t he group, based on the bank's credit profile, size, and ownership profile.
The size of such potential support would increase as the bank's SACP
deteriorates. Qur analysis considers Banco Votorantim s 'bb-' SACP and the
Vot oranti m group's shared control of the bank with Banco do Brasil S. A (BdB
BB/ Negat i ve/ B) .

Ratings above the sovereign

To assess the possibility for Votorantimto have a higher rating than the one
on the sovereign, we apply a stress test to the group's industrial operations
and include the increased potential liability that could spill over fromthe
bank to its ultimate corporate parent. W calculate the potential |oss
stemmi ng fromthe bank based on the hypothetical sovereign default scenario
determned in our criteria. We then adjust this initial calculation of
potential support fromthe corporate based on our expectation of regulatory
forbearance that would, for exanple, relax regulatory capital requirenents in
tinmes of stress. This reflects our understanding that the financial regulator
is likely to permt banks to continue their operations as a goi ng-concern
after absorption of |osses to prevent their failure.

Qur main assunptions for the industrial business in a stress scenario include:
* A 10%contraction in Brazil's CDP
* No price increases for cenent, while nmetals and steel prices renmain at
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hi storical | ows;

* No stress to the group's foreign operations, including cenent operations
in North America and mning in Peru, which would benefit fromthe
Brazilian real's depreciation;

* A doubling of interest rates, raising borrowi ng expenses and
floating-rate debt;

* A 50% depreciation of the real, which would double debt service costs of
foreign currency-denom nated debt, but would bol ster the group's exports
and international revenue;

e A 70% haircut in cash holdings and investnents in Brazilian governnment
securities;

* No access to capital markets or to domestic or international bank | oans,
except for committed lines that don't have "nmaterial adverse change"
cl auses; and

e Adrop in capital spending to naintenance |evels and no dividend payout
from Votorantim given sizable |osses.

We believe that the group would have sufficient cash fl ow generation to cover
its needs under our simulated sovereign stress scenario. Votorantim generates
cash flow in hard-currency through foreign operations, holds cash position
outside Brazil, and has availability under a $1.2 billion conmmitted facility.
In addition, our stress scenario incorporates the expectation of regul atory
forbearance for the banking sector in Brazil which could reduce the magnitude
of potential support to the banking operation.

Liquidity

We assess Votorantims liquidity as strong because we expect liquidity sources
to be nore than 2.0x than its uses in the next two years. The group has
managed to mmintain healthy cash | evel s even during a heavy investnent cycle
and weaker operating results, particularly in the cenment business stenm ng
fromBrazil's recession. W al so view Votorantimas having a well-established
rel ationship with banks and capital narkets, and a prudent risk managenent, as
seen in the planned debt refinancing activities and the sale of non-core
assets to maintain a strong liquidity.

Principal Liquidity Sources:

e Cash and cash equivalents of R$8.7 billion at the end of Septenber 2016;

e Full availability under Votorantims revolving credit facility of $1.2
billion due 2020; and

e Qur funds fromoperations (FFO assunption of R$3.3 billion — R$3.5
billion in 2017 and R$4 billion - R$4.2 billion in 2018.

Principal Liquidity Uses:

* Manageabl e short-term debt maturities of R$1.5 billion as of Septenber
2016; and

e Capital spending of R$3.5 billion in 2017 and R$2.9 billion in 2018,
according to our assunptions.
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Votorantimis currently subject to financial covenants on its BNDES | oans
(about R$2 billion), including net debt-to-EBITDA below 4x. In the event of a
covenant breach, Votorantimnmay include real assets or a bank guarantee as
collateral to the loans within 90 days; if the group is unable to pledge the
guar ant ees, the debt paynment m ght be accel erated. According to our forecast,
Vot oranti m woul d have a cushi on over the covenant cal cul ati on equivalent to
20% in 2017 and about 35%in 2018.

Outlook

The negative outl ook on Votorantimreflects the one on Brazil. The group's
hi gh sensitivity to domestic econony (mainly through its cement and al unm num
units) and its exposure to the banking business, which may create a conti ngent
liability of high severity under a sovereign default scenario, currently
constrains the ratings on Votorantimto one notch higher than the foreign
currency rating on Brazil (BB/ Negative/B). Qur ratings on VC mirror those on
its parent, because we consider the cement division as the group's core
subsidiary, with both entities bearing the sane default risk.

Downside scenario

Consi dering no changes to Votorantims portfolio of assets, a downgrade will
occur if we were to downgrade Brazil. Furthernore, we may |ower the ratings in
the next 12-18 nonths if the group's liquidity weakens sharply, particularly
froma |lower availability on the outstanding commtted credit |ine and cash
hel d abroad or as a result of a further slowdown in the Brazilian econony,
reduci ng donestic sal es volunes and increasing price pressures through | ower
utilization rates. Weaker liquidity nmay inpair the group's ability to pass our
hypot heti cal stress scenario of a sovereign default. Downside risks may al so
cone from unexpected obligations fromthe bank

In ternms of Votorantim s stand-alone credit profile (SACP), we believe the
mai n driver for a downside case over the next 12-18 nonths would be related to
the group's leverage. If we observe that the net debt-to-EBITDA ratio is

consi stently above 4x, we could revise down the SACP. VC s SACP novemnents
woul d also be related to financial risk, especially if we don't see the
conpany adopting countercyclical neasures and/ or posting operationa

i nprovenents to reach the net debt-to-EBITDA ratio bel ow 5x.

Upside scenario

At this point, an upgrade of Votorantimis dependent on the sanme rating action
on Brazil, given the current cap at one notch above sovereign's. An upgrade
woul d also require the group to maintain its strong liquidity, prudent risk
managenent, and a disciplined financial policy to reach its debt reduction
goal s after a significant expansion cycle. Any upside could also follow a

| ower exposure to the banking business, which could pronpt us to increase the
maxi mum rating differential fromthe sovereign to two notches from one
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Any upside to Votorantims SACP is al so sonewhat |limted today. Neverthel ess,
it could follow a sustained free operating cash flow generation (higher than

15% of net debt), net debt-to-EBITDA consistently at about 2.5x,
net debt above 30% An upward revision in VC s SACP would reflect the

and FFO to

subsidiary's net debt-to-EBITDA ratio consistently bel ow 4.0x and FFO to net

debt above 20%

Ratings Score Snapshot

Votorantim S. A
Corporate Credit Rating
d obal Scal e BB+/ Negati ve/ - -
Nat i onal Scal e br AA+/ Negati ve/ - -

Busi ness risk: Satisfactory

e Country risk: Internediate

e Industry risk: Internediate
 Conpetitive position: Satisfactory

Fi nanci al risk: Significant
» Cash flow Leverage: Significant
Anchor: bbb-

Modi fiers

» Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Positive (+1 notch)

e Liquidity: Strong (no inpact)

 Financial policy: Neutral (no inpact)

« Managenent and governance: Satisfactory (no inpact)
 Conparable rating analysis: Neutral (no inpact)

St and-al one credit profile: bbb

Votorantim Ci mentos S. A
Corporate Credit Rating
A obal Scal e BB+/ Negati ve/ - -

Busi ness risk: Satisfactory

e Country risk: Internediate

* Industry risk: Internediate

e Conpetitive position: Satisfactory
 Financial risk: Aggressive

 Cash flow Leverage: Aggressive

* Anchor: bb

Modi fiers

« Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)
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e Liquidity: Strong (no inpact)

 Financial policy: Neutral (no inpact)

 Managenent and governance: Satisfactory (no inpact)
Conparabl e rating anal ysis: Neutral (no inpact)

St and-al one credit profile: bb
Group credit profile: bb+
Group status: core

Recovery Analysis

Key analytical factors

S&P d obal Ratings has recovery ratings on Votorantimgroup's senior unsecured
notes. Qur hypothetical scenario assunes a default to occur in 2022 after
persistently weaker economic conditions in Brazil, which would deteriorate the
conpany's ability to neet its financial obligations. This scenario would
reduce revenue and EBI TDA to such degree that Votoranti mwould be unable to
service its debt and access capital markets to refinance debt maturities.

In a default, we expect Votorantimto reorganize rather than |iquidate because
of its leading position in various markets. We applied a 5x EBITDA nultiple to

an estinmated distressed energence EBI TDA of R$1.4 billion, as well as a 50%
hai rcut over the nmarket capitalization of Votorantimis stake on Fibria, to
derive our estinmate of gross recovery val ue of about R$9.2 billion. W don't

bel i eve that such a precipitous decline in EBITDA is likely in the near term
based on the group's current exposure to risks. However, under our simulated
default scenario, such a significant decline would Iikely stemfroma sharp
decline in demand for cenment, considerably weaker nmetals prices, and weak
wor ki ng capital management. W then discount 5% of the gross value to account
for adm nistrative expenses to arrive at a net enterprise value (EV) of R$8.8
billion, which is finally distributed anong each debt instrunent, according to
the structure of guarantees and subordination

Simulated default assumptions

 Simul ated year of default: 2022

e Jurisdiction: Brazi

 EBITDA at energence for the group: R$1.4 billion (sum of assuned
mai nt enance capex, interest and debt paynents at the year of default)

e Inplied EV nultiple: 5x

 Estimated gross EV at default of R$9.2 billion, out of which R$2.1
billion is related to the sale of equity investnments in |isted conpanies
(after application of a 50% haircut over current nmarket capitalization).

e Pari-passu ranking of the group's existing and future seni or unsecured
debt

« W assune that nost debt will be refinanced until the year of default
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Simplified waterfall

e Goss EV: R$9.2 billion (out of which R$2.1 billion would cone fromthe
sale of Fibria' s stake);

Admi ni strative expenses: 5%

Net val ue available to creditors: R$8.8 billion;
Secured debt clains totaling R$940 million;
Unsecured debt clains totaling R$5.8 billion;

Recovery expectation: 65%

W al so acknow edge that the recovery expectati on woul d be substantially
lower if we were to assume that the bank subsidiary would al so need to be
recapitalized under a default scenario of Votorantim So if we were to
consider at least the level of the bank's current regulatory capital as a
liability to the holding, ranking pari passu to its senior unsecured
debt, we would still arrive at a recovery of '3', but with a | ower

per cent age prospect.

*Al'l debt anpunts include six nonths of prepetition interest.
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Ratings List

Rati ngs Affirned

Vot orantim S. A
Corporate Credit Rating BB+/ Negative/--
Brazil National Scal e br AA+/ Negative/--
Anal ytical Factors
Local Currency bbb

Vot oranti m Ci nentos S. A
Corporate Credit Rating BB+/ Negative/--

Votorantim S. A
Seni or Unsecured BB+

Conpanhia Brasileira de Alumnio
Seni or Unsecured BB+

St. Marys Cenent Inc. (Canada)
Seni or Unsecur ed BB+

Vot oranti m Ci nentos S. A
Seni or Unsecured BB+

To From

Votorantim C nentos S. A
Anal ytical Factors
Local Currency bb bb+

Rati ngs Affirned

Vot orantim S. A
Seni or Unsecured
Local Currency BB+
Recovery Rating 3(65%

Conpanhia Brasileira de Alumnio
Seni or Unsecured
US$400 mi|l 4.75% sr unsecd nts due BB+
06/ 17/ 2024
Recovery Rating 3(65%
US$750 mil 6.75% sr nts due BB+
04/ 05/ 2021
Recovery Rating 3(65%

St. Marys Cenent Inc. (Canada)
Seni or Unsecured
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Local Currency BB+
Recovery Rating 3(60%

Vot oranti m C nentos S. A

Seni or Unsecured

EURS00 mi| 3.50%nts due 07/13/2022 BB+
Recovery Rating 3(60%

EURG50 mi| 3.25% nts due 04/25/2021 BB+
Recovery Rating 3(60%

US$1. 25 bil 7.25% bnds due BB+

04/ 05/ 2041

Recovery Rating 3(60%

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further
infornmation. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitalig.com All
ratings affected by this rating action can be found on the S& @ obal Ratings’
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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