
RATING ACTION COMMENTARY

Fitch AfØrms Usiminas
at 'BB-'; Outlook
Remains Stable
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Fitch Ratings - Chicago - 19 Jun 2020: Fitch Ratings has afØrmed Usinas

Siderurgicas de Minas Gerais S.A.'s (Usiminas) Long-Term Foreign and Local

Currency Issuer Default Ratings (IDRs) at 'BB-' and its National Scale rating at

'A+(bra)'. Fitch has also afØrmed the 'BB-' rating of the senior unsecured notes

due in 2026 that were issued by Usiminas International S.a r.l. and are

guaranteed by Usiminas. The Rating Outlooks for the international Foreign and

Local Currency IDRs of Usiminas and its National Scale rating remains Stable.

The rating afØrmations reÙect a positive pricing environment for iron ore during

2020 that should allow Usiminas to generate positive FCF despite the sharp drop

in demand for Ùat steel in Brazil due to the coronavirus pandemic. The rating

afØrmations also reÙect Usiminas' low absolute and relative debt levels, as well

as its manageable debt amortization proØle.

 

KEY RATING DRIVERS

Weak Steel Demand: The Brazilian Steel Institute is predicting domestic steel

demand will fall 20% in 2020 due to weak economic activity and lockdown

measures related to the coronavirus pandemic. Fitch projects that Usiminas'

Brazilian sales volumes will drop by 25%, as it is exposed to the Ùat steel industry

that has been hit hard by plummeting automobile production volumes and weak

https://www.fitchratings.com/


white goods sales. Usiminas closed two blast furnaces during April that have a

combined production capacity of 1.3 million ton of crude steel per year and has

concentrated its output in a larger blast furnace that has 2.3 million tons of

production capacity. The company sold 1.050 million tons of steel during the Ørst

three months of 2020 and generated BRL523 million of EBITDA.

Positive FCF: Fitch is projecting that Usiminas will generate BRL1.3 billion of

EBITDA and BRL300 million of FCF in 2020 based on 8.2 million tons of iron ore

sales, average iron ore prices of USD75/ton and BRL600 million of capex.

EBITDA and FCF will be higher if iron ore prices continue to remain elevated in

the third quarter. These projected 2020 Øgures compare with BRL1.8 billion of

EBITDA, BRL1.3 billion of FCF, BRL700 million of capex, 8.6 million tons of sales

and an average benchmark price of USD93 per ton during 2019. Usiminas'

results would have been much worse given Fitch's projection of a drop in

Usiminas' steel sales to 3.1 million tons in 2020 from 4.1 million ton in 2019 had

iron ore prices not been abnormally high due to the shortage of iron ore caused

by Vale's accident in 2019 and weather related supply disruption in Australia

during 2019 and Brazil during 2020.

Moderate Debt Burden: Fitch is projecting that Usiminas' net leverage will reach

3.4x in 2020 an increase from 1.9x in 2019. The company's operating income

during the past two years has been bolstered by unique situations that have

elevated iron ore prices. Over the medium to long term, Usiminas' results and

credit proØle are inextricably tied to its steel business. The company only exports

around six million tons of iron ore, as more than two million tons of production

are used internally, and at low prices its exports are not competitive given its cost

position.

High Uncertainty: The cash Ùow Usiminas generates from iron ore should

normalize to lower levels in 2021 as supply constraints begin to ameliorate. The

timing and the degree of the recovery of Ùat steel demand in Brazil remains

highly uncertain. A quick and substantial economic rebound in Brazil and more

vibrant economic activity in South America, which is the key market for Brazilian

exports of manufactured goods and automobiles, remain the key variables.

Against this uncertain backdrop, Fitch is projecting that Usiminas steel sales will

grow to 3.5 million tons in 2021 and 3.8 million tons by 2022 and that net

leverage will fall to below 2x in 2021 and remain at this level in 2022.

 

DERIVATION SUMMARY



Usiminas' business risk is similar to that of peer Companhia Siderurgica Nacional

(CSN; B/Stable), as both are highly exposed to the local steel industry in Brazil.

While CSN has greater business diversiØcation, with larger mining operations

and operations in the cement industry, Usiminas' robust business position in its

niche markets and solid operating margins are a competitive advantage. Both

Usiminas and CSN have a much weaker business position compared with the

other Brazilian steel producer, Gerdau S.A (BBB-/Stable), which has a diversiØed

footprint of operations with signiØcant operating cash Ùows from its assets

abroad, mainly in the U.S., and a more Ùexible business model that allows it to

better withstand economic and commodities cycles.

From a Ønancial risk perspective, Usiminas beneØts from much lower overall

gross debt, more manageable cash outÙows to maintain its capital structure and

a better debt maturities ladder than CSN, which are all factored into the two-

notch differential between the companies' ratings. Gerdau has the lowest

Ønancial risk of the three, and has been able to maintain positive FCF, strong

liquidity and no reØnancing risks over the last few years of recession in Brazil, as

reÙected in its investment-grade rating.

 

KEY ASSUMPTIONS

--Benchmark iron ore prices average USD75/ton in 2020 and USD60/ton in

2021;

--Iron ore costs decline 15% in 2020 to reÙect BRL weakness and lower shipping

costs;

--Brazilian steel volumes fall 25% in 2020 and then increase by 15% in 2021;

--Capex of BRL600 million in 2020 and BRL1 billion in 2021;

--An exchange rate of BRL5.30/USD1.00 at YE 2020 and BRL4.90/USD1.00 at

YE 2021.

 

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to positive rating

action/upgrade:



--Net debt/EBITDA leverage ratios consistently below 2.5x would be a

consideration for a potential upgrade.

Factors that could, individually or collectively, lead to negative rating

action/downgrade:

--Maintenance of net debt/EBITDA leverage ratios above 3.5x;

--Negative FCF;

--A signiØcant change in industry dynamics or an increase of steel imports into

Brazil;

--Return of shareholder disputes.

 

BEST/WORST CASE RATING SCENARIO

International scale credit ratings of Non-Financial Corporate issuers have a best-

case rating upgrade scenario (deØned as the 99th percentile of rating transitions,

measured in a positive direction) of three notches over a three-year rating

horizon; and a worst-case rating downgrade scenario (deØned as the 99th

percentile of rating transitions, measured in a negative direction) of four notches

over three years. The complete span of best- and worst-case scenario credit

ratings for all rating categories ranges from 'AAA' to 'D'. Best- and worst-case

scenario credit ratings are based on historical performance. For more

information about the methodology used to determine sector-speciØc best- and

worst-case scenario credit ratings, visit

https://www.Øtchratings.com/site/re/10111579.

 

LIQUIDITY AND DEBT STRUCTURE

Low ReØnancing Risk: Usiminas had BRL6.6 billion of debt as of March 31, 2020.

The debt consist of BRL2 billion of Brazilian real denominated debentures that

mature in 2023, 2024 and 2025; a USD750 million (BRL3.9 billion) note that

matures in 2026; and BRL716 million of short-term forfaiting transactions that

Fitch includes in its debt calculations.

Usiminas had BRL2.4 billion of cash and marketable securities at the end of

March. About BRL350 million of the cash reported by the company is held at its

https://www.fitchratings.com/site/re/10111579


Mineracao Usiminas mining joint venture. The company doesn't face principal

amortizations on its debt between 2020 and 2022. The debentures begin to

amortize in 2023 when a BRL711 million payment is due.

 

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY
DRIVER OF RATING

The principal sources of information used in the analysis are described in the

Applicable Criteria. 

ESG CONSIDERATIONS

Usiminas has an ESG Relevance Score of 4 related to board independence and

effectiveness, based in part on the disputes between its largest shareholders,

Ternium and Nippon Steel, which hampered the company's strategy and led to

elevated business risks. The shareholder agreement in2018 brought more clarity

to its long-term strategy, and both major shareholders terminated all pending

disputes, which alleviated some concerns over board effectiveness.

Except for the matters discussed above, the highest level of ESG credit relevance,

if present, is a score of 3 - ESG issues are credit neutral or have only a minimal

credit impact on the entity(ies), either due to their nature or the way in which

they are being managed by the entity(ies). For more information on Fitch's ESG

Relevance Scores, visit www.Øtchratings.com/esg.
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Corporate Monitoring & Forecasting Model (COMFORT Model), v7.9.0 (1)
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its ratings and in making other reports (including forecast information), Fitch

relies on factual information it receives from issuers and underwriters and from

other sources Fitch believes to be credible. Fitch conducts a reasonable

investigation of the factual information relied upon by it in accordance with its

ratings methodology, and obtains reasonable veriØcation of that information

from independent sources, to the extent such sources are available for a given

security or in a given jurisdiction. The manner of Fitch's factual investigation and

the scope of the third-party veriØcation it obtains will vary depending on the

nature of the rated security and its issuer, the requirements and practices in the

jurisdiction in which the rated security is offered and sold and/or the issuer is

located, the availability and nature of relevant public information, access to the

management of the issuer and its advisers, the availability of pre-existing third-

party veriØcations such as audit reports, agreed-upon procedures letters,

appraisals, actuarial reports, engineering reports, legal opinions and other

reports provided by third parties, the availability of independent and competent

third- party veriØcation sources with respect to the particular security or in the

particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's

ratings and reports should understand that neither an enhanced factual

investigation nor any third-party veriØcation can ensure that all of the

information Fitch relies on in connection with a rating or a report will be accurate

and complete. Ultimately, the issuer and its advisers are responsible for the

accuracy of the information they provide to Fitch and to the market in offering

documents and other reports. In issuing its ratings and its reports, Fitch must rely

on the work of experts, including independent auditors with respect to Ønancial

statements and attorneys with respect to legal and tax matters. Further, ratings

and forecasts of Ønancial and other information are inherently forward-looking

and embody assumptions and predictions about future events that by their

nature cannot be veriØed as facts. As a result, despite any veriØcation of current

facts, ratings and forecasts can be affected by future events or conditions that

were not anticipated at the time a rating or forecast was issued or afØrmed.  

The information in this report is provided "as is" without any representation or

warranty of any kind, and Fitch does not represent or warrant that the report or

any of its contents will meet any of the requirements of a recipient of the report.

A Fitch rating is an opinion as to the creditworthiness of a security. This opinion

and reports made by Fitch are based on established criteria and methodologies

that Fitch is continuously evaluating and updating. Therefore, ratings and reports

are the collective work product of Fitch and no individual, or group of individuals,

is solely responsible for a rating or a report. The rating does not address the risk

of loss due to risks other than credit risk, unless such risk is speciØcally

mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch

reports have shared authorship. Individuals identiØed in a Fitch report were



involved in, but are not solely responsible for, the opinions stated therein. The

individuals are named for contact purposes only. A report providing a Fitch rating

is neither a prospectus nor a substitute for the information assembled, veriØed

and presented to investors by the issuer and its agents in connection with the

sale of the securities. Ratings may be changed or withdrawn at any time for any

reason in the sole discretion of Fitch. Fitch does not provide investment advice of

any sort. Ratings are not a recommendation to buy, sell, or hold any security.

Ratings do not comment on the adequacy of market price, the suitability of any

security for a particular investor, or the tax-exempt nature or taxability of

payments made in respect to any security. Fitch receives fees from issuers,

insurers, guarantors, other obligors, and underwriters for rating securities. Such

fees generally vary from US$1,000 to US$750,000 (or the applicable currency

equivalent) per issue. In certain cases, Fitch will rate all or a number of issues

issued by a particular issuer, or insured or guaranteed by a particular insurer or

guarantor, for a single annual fee. Such fees are expected to vary from

US$10,000 to US$1,500,000 (or the applicable currency equivalent). The

assignment, publication, or dissemination of a rating by Fitch shall not constitute

a consent by Fitch to use its name as an expert in connection with any

registration statement Øled under the United States securities laws, the Financial

Services and Markets Act of 2000 of the United Kingdom, or the securities laws

of any particular jurisdiction. Due to the relative efØciency of electronic

publishing and distribution, Fitch research may be available to electronic

subscribers up to three days earlier than to print subscribers.  

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd

holds an Australian Ønancial services license (AFS license no. 337123) which

authorizes it to provide credit ratings to wholesale clients only. Credit ratings

information published by Fitch is not intended to be used by persons who are

retail clients within the meaning of the Corporations Act 2001 

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange

Commission as a Nationally Recognized Statistical Rating Organization (the

"NRSRO"). While certain of the NRSRO's credit rating subsidiaries are listed on

Item 3 of Form NRSRO and as such are authorized to issue credit ratings on

behalf of the NRSRO (see https://www.Øtchratings.com/site/regulatory), other

credit rating subsidiaries are not listed on Form NRSRO (the "non-NRSROs") and

therefore credit ratings issued by those subsidiaries are not issued on behalf of

the NRSRO. However, non-NRSRO personnel may participate in determining

credit ratings issued by or on behalf of the NRSRO.
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The ratings above were solicited and assigned or maintained at the request of the

rated entity/issuer or a related third party. Any exceptions follow below.

ENDORSEMENT POLICY

Fitch's approach to ratings endorsement so that ratings produced outside the EU

may be used by regulated entities within the EU for regulatory purposes,

pursuant to the terms of the EU Regulation with respect to credit rating agencies,

can be found on the EU Regulatory Disclosures page. The endorsement status of

all International ratings is provided within the entity summary page for each

rated entity and in the transaction detail pages for all structured Ønance

transactions on the Fitch website. These disclosures are updated on a daily basis.
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