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Independent auditor's report 
 
 
To the Board of Directors and Stockholders 
Votorantim S.A. 
 
 
 
 
Opinion 
 
We have audited the accompanying consolidated financial statements of Votorantim S.A. ("Company") and 
its subsidiaries, which comprise the consolidated balance sheet as at December 31, 2019 and the 
consolidated statements of income, comprehensive income, changes in equity and cash flows for the year 
then ended, and notes to the financial statements, including a summary of significant accounting policies. 
 
In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of Votorantim S.A. and its subsidiaries as at December 31, 2019, and their 
financial performance and cash flows for the year then ended, in accordance with accounting practices 
adopted in Brazil and with the International Financial Reporting Standards (IFRS) as issued by the 
International Accounting Standards Board (IASB). 
 
Basis for opinion 
 
We conducted our audit in accordance with Brazilian and International Standards on Auditing. Our 
responsibilities under those standards are further described in the “Auditor’s responsibilities for the audit 
of the consolidated financial statements” section of our report. We are independent of the Company and 
its subsidiaries in accordance with the ethical requirements established in the Code of Professional Ethics 
and Professional Standards issued by the Brazilian Federal Accounting Council, and we have fulfilled our 
other ethical responsibilities in accordance with these requirements. We believe that the audit evidence we 
have obtained is sufficient and appropriate to provide a basis for our audit opinion. 
 
Key audit matters 
 
Key audit matters are those matters that, in our professional judgment,  
were of most significance in our audit of the consolidated financial  
statements of the current period. These matters were addressed in the  
context of our audit of the consolidated financial statements as a whole,  
and in forming our opinion thereon, and we do not provide a separate  
opinion on these matters. 
 
Our audit for the year ended December 31, 2019 was planned and performed 
taking into consideration that the Company's operations did not present  
significant changes compared to the prior year. 
In this context, the key audit matters, and our audit approach remained  
substantially in line with those from the prior year, except for the exclusion of 
 the matters related to the asset held for sale - Fibria Celulose S.A. 
 

Matters 

Why it is a 
key audit 
matter 

 

How the 
matter was 
addressed 
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Why it is a key audit matter How the matter was addressed in the audit 

   

Assessment of impairment of fixed assets 
and goodwill (Notes 18 and 19) 

 

   

The Company and its subsidiaries have substantial 
part of its assets represented by fixed and 
intangible assets (including goodwill based on the 
expectation of future profitability from business 
combinations made in prior years and rights over 
natural resources) subject to assessment of 
impairment. 
 
In addition to the annual impairment assessment 
required for the Cash Generating Units (“CGUs”) 
that contain goodwill, the Company and its 
subsidiaries identified indicators of impairment or 
devaluation of book value in certain assets and 
carried out an assessment of impairment. 
 
The recoverable amount is the higher of the fair 
value less selling expenses and its value in use, 
and its determination involves assumptions and 
critical judgments from Management, the 
determination of the appropriate discount rates, 
among others used in the calculations. Adverse 
economic and market conditions can cause these 
assumptions to change significantly. 
 
In view of the relevance of the amounts involved, 
the level of subjectivity of the judgments made by 
the Company, its subsidiaries and its specialists in 
the assessment of the recoverable value of these 
assets and the possible impact that any changes in 
the assumptions associated with these judgments 
could have in the financial statements, we 
consider this subject as a key audit matter. 

In respect of this matter, we obtained an 
understanding of the existing key controls for this 
area and tested them. We also assessed the 
methodology that management uses to identify the 
Cash-generating units (CGUs). 
 
In addition, we assessed the reasonableness of 
management's main assumptions, including the 
discount rate used to determine the value in use or 
fair value net of selling and operating expenses, 
when applicable, and the growth rates for prices 
and volumes, by comparing them with available 
economic and industry-related estimates. 
Furthermore, with the support of our experts, we 
tested the mathematical accuracy of the 
calculations and data for the main assumptions 
used in the cash flow estimates, and to determine 
the discount rate. 
 
Through the sensitivity analyses of the main 
assumptions used, we also assessed whether the 
individual or cumulative changes would lead to 
impairment losses that could significantly exceed 
those recorded by the Company. 
 
After performing these audit procedures, we 
considered that the methodology used by 
management is consistent with the methodology 
adopted in prior years, and that the disclosures are 
consistent with data and information obtained 
through our procedures. 

  

Realization of deferred income tax and 
social contribution tax assets (Notes 14 and 
24(b)) 

 

  

The Company and its subsidiaries record deferred 
tax assets arising from temporary differences and 
income tax and social contribution losses, as well 

In respect of this matter, we obtained an 
understanding of the key controls that the 
Company uses to calculate and record tax credits, 
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Why it is a key audit matter How the matter was addressed in the audit 

   

as credits from recoverable income tax and social 
contribution. These assets were recorded to the 
extent management considers that the Company 
will generate future taxable profit that is sufficient 
for the utilization of these credits. 
 
We considered this an area of focus in our audit 
since management's assessment of the realization 
of these assets involves important and subjective 
judgments to determine the future taxable bases 
for the utilization of these amounts. 

and tested these controls, as well as the model 
used to estimate the future taxable profits, which 
were approved by the Company's management. 
 
We tested the calculations of tax credits and 
assessed the models and critical assumptions used 
by management to determine the future tax bases. 
We compared these assumptions with 
macroeconomic information available in the 
market and compared the information from these 
projections with budgets approved by the 
Company's governance bodies. In addition, we 
analyzed the realization periods considered in the 
Company's historical data and studies in order to 
test the adequacy and the consistency of these 
realization estimates in relation to those used in 
prior years. Finally, we assessed the disclosures 
related to the recognition of these tax credits. 
 
We consider that the criteria and assumptions that 
management adopted to determine the tax credits 
are reasonable in all material aspects in the 
context of the financial statements. 
 
 

   

Provisions and contingent liabilities  
(Note 25) 

 

  

At December 31, 2019, the Company and its 
subsidiaries had recorded provisions calculated 
based on probable losses estimated in the 
respective proceedings.  
The Company and its subsidiaries also have tax, 
civil, environmental and labor proceedings in 
progress for which no provisions were recorded in 
the financial statements because management 
considered the likelihood of losses for these 
proceedings as possible or remote, based on the 
opinion of the Company's internal and external 
legal advisors. 
 
Management applies critical judgments to 
determine the likelihood of positive outcomes for 

In respect of this matter, we determined whether 
the procedures adopted by management to 
calculate the provisions and the related 
disclosures are in compliance with the related 
accounting policy. Furthermore, we obtained 
confirmation from the external legal advisors 
regarding the likelihood of loss for the major 
proceedings and the quantification of the amounts 
estimated as remote, possible and probable losses. 
We counted on the support of our tax experts to 
assess the reasonableness of the estimates 
prepared by management and its internal and 
external legal advisors for certain proceedings, 
considering their progress and the existing case 
law, when applicable. 
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Why it is a key audit matter How the matter was addressed in the audit 

   

proceedings in progress, as well as to estimate the 
probable losses, since these matters depend on 
future events that management is not able to 
control. In this context, the progress of these 
proceedings, at the several applicable levels, can 
differ from the results estimated by the 
management and its internal and external legal 
advisors, taking into account that changes in court 
directives or new case law may significantly affect 
management's estimates. 

 
We consider that the criteria and assumptions 
used by management to determine the provisions, 
and the disclosures in the related explanatory 
notes are consistent with the information received 
during our audit. 

 

ICMS on the calculation bases of PIS and 
COFINS (Notes 1.1(d) and 14) 
 

 

The Company recognized, in the year ended 
December 31, 2019, tax credits arising from the 
exclusion of the Value-added Tax on Sales and 
Services (ICMS) from the calculation bases of the 
Social Integration Program (PIS) and the Social 
Contribution on Revenues (COFINS). 
 
We considered this an area of focus in our audit 
since the recording of credits, as well as the 
assessment of their realization, required 
important and subjective judgments from 
management. 
 

In response to this matter, we obtained the legal 
opinions from the Company’s external legal 
advisors, and involved our tax experts in the 
assessment of the risks involved in the recognition 
and realization of these credits. We verified, on a 
test basis, the calculations of tax credits, and the 
models and critical assumptions used by 
management to determine the amounts 
recognized. 
 
 
We consider that the criteria and assumptions 
used by management to determine the tax credits, 
and the disclosures in the related explanatory 
notes are consistent with the information received 
during our audit. 

  

 
Other matters 
 
Statements of value added 
 
The consolidated statement of value added for the year ended December 31, 2019, prepared under the 
responsibility of the Company's management and presented as supplementary information for IFRS 
purposes, was submitted to audit procedures performed in conjunction with the audit of the Company's 
consolidated financial statements. For the purposes of forming our opinion, we evaluated whether this 
statement was reconciled with the financial statements and accounting records, as applicable, and if its 
form and content were in accordance with the criteria defined in Technical Pronouncement CPC 09 - 
"Statement of Value Added". In our opinion, this statement of value added has been properly prepared in  
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all material respects, in accordance with the criteria established in the Technical Pronouncement, and is 
consistent with the consolidated financial statements taken as a whole. 
 
Other information accompanying the consolidated financial statements and the 
independent auditor's report 
 
The Company's management is responsible for the other information that comprises the Management 
Report, which is expected to be received after the date of this report. 
 
Our opinion on the consolidated financial statements does not cover the Management Report, and we do 
not express any form of audit conclusion thereon. 
 
In connection with the audit of the consolidated financial statements, our responsibility is to read the 
Management Report and, in doing so, consider whether this report is materially inconsistent with the 
financial statements or with our knowledge obtained in the audit or otherwise appears to be materially 
misstated.  
 
If, after reading the Management Report, we conclude that there is a material misstatement in this report, 
we are required to report that fact. 
 
Responsibilities of management and those charged with governance for the consolidated 
financial statements 
 
Management is responsible for the preparation and fair presentation of the consolidated financial 
statements in accordance with accounting practices adopted in Brazil and with the IFRS as issued by the 
International Accounting Standards Board (IASB), and for such internal control as management 
determines is necessary to enable the preparation of financial statements that are free from material 
misstatement, whether due to fraud or error. 
 
In preparing the consolidated financial statements, management is responsible for assessing the 
Company’s ability to continue as a going concern, disclosing, as applicable, matters related to going 
concern and using the going concern basis of accounting unless management either intends to liquidate 
the Company or to cease operations, or has no realistic alternative but to do so. 
 
Those charged with governance are responsible for overseeing the financial reporting process of the 
Company and its subsidiaries. 
 
Auditor's responsibilities for the audit of the consolidated financial statements 
 
Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as 
a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s 
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee 
that an audit conducted in accordance with Brazilian and International Standards on Auditing will always 
detect a material misstatement when it exists. Misstatements can arise from fraud or error and are 
considered material if, individually or in the aggregate, they could reasonably be expected to influence the 
economic decisions of users taken on the basis of these financial statements. 
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As part of an audit in accordance with Brazilian and International Standards on Auditing, we exercise 
professional judgment and maintain professional skepticism throughout the audit. We also: 
 
• Identify and assess the risks of material misstatement of the consolidated financial statements, 

whether due to fraud or error, design and perform audit procedures responsive to those risks, and 
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of 
not detecting a material misstatement resulting from fraud is higher than for one resulting from error, 
as fraud could involve collusion, forgery, intentional omissions, misrepresentations, or the override of 
internal control. 

 
• Obtain an understanding of internal control relevant to the audit in order to design audit procedures 

that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the 
effectiveness of the internal control of the Company and its subsidiaries. 

 
• Evaluate the appropriateness of accounting policies used and the reasonableness of accounting 

estimates and related disclosures made by management. 
 
• Conclude on the appropriateness of management's use of the going concern basis of accounting and, 

based on the audit evidence obtained, whether a material uncertainty exists related to events or 
conditions that may cast significant doubt on the ability of the Company to continue as a going 
concern. If we conclude that a material uncertainty exists, we are required to draw attention in our 
auditor’s report to the related disclosures in the consolidated financial statements or, if such 
disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit evidence 
obtained up to the date of our auditor’s report. However, future events or conditions may cause the 
Company to cease to continue as a going concern. 

 
• Evaluate the overall presentation, structure and content of the consolidated financial statements, 

including the disclosures, and whether the financial statements represent the underlying transactions 
and events in a manner that achieves fair presentation. 

 
• Obtain sufficient appropriate audit evidence regarding the financial information of the entities or 

business activities within the Group to express an opinion on the consolidated financial statements. We 
are responsible for the direction, supervision and performance of the group audit. We remain solely 
responsible for our audit opinion. 

 
We communicate with those charged with governance regarding, among other matters, the planned scope 
and timing of the audit and significant audit findings, including any significant deficiencies in internal 
control that we identify during our audit. 
 
We also provide those charged with governance with a statement that we have complied with relevant 
ethical requirements regarding independence, and to communicate with them all relationships and other 
matters that may reasonably be thought to bear on our independence, and where applicable, related 
safeguards. 
 
From the matters communicated with those charged with governance, we determine those matters that 
were of most significance in the audit of the financial statements of the current period and are therefore 
the key audit matters. We describe these matters in our auditor's report unless law or regulation precludes  
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public disclosure about the matter or when, in extremely rare circumstances, we determine that a matter  
should not be communicated in our report because the adverse consequences of doing so would 
reasonably be expected to outweigh the public interest benefits of such communication. 

Curitiba, March 5, 2020 

PricewaterhouseCoopers 
Auditores Independentes 
CRC 2SP000160/O-5   

Carlos Eduardo Guaraná Mendonça 
Contador CRC 1SP196994/O-2 
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1 General considerations 
 
Votorantim S.A. (the "Company", the "parent company", or "VSA"), is a long-term Brazilian holding company. With its 
headquarters in the city of São Paulo, Brazil, the Company's purpose is to manage assets and companies, as well as to invest in 
other companies in order to further its objectives.  
 
The Company, through its subsidiaries and associates, operates in the following segments: construction, metals and mining, 
aluminum, electrical energy, long steel, agribusiness and finance. 
 
1.1 Main events that occurred during the year of 2019 

(a) Offer of tender and exchange offer of debt by Votorantim Cements International S.A. (“VCI”)  

On January 10, 2019, the indirect subsidiary VCI announced a tender offer of its Euro bonds maturing in 2021 and 2022 and its 
US Dollar bonds maturing in 2041. On February 14, 2019, the repurchase transaction was settled, with the principal amount of 
R$ 269 (EUR 61 million) of the issuance maturing in 2021, R$ 672 (EUR 152 million) maturing in 2022 and R$ 2.1 billion (USD 
540 million) maturing in 2041, with a total cash outlay of R$ 3.3 billion.  
 
Concurrently with the tender offer, VCI announced an exchange offer of its US Dollar-denominated bonds maturing in 2041 for 
a new issue of bonds from its direct subsidiary St. Mary's Inc. (Canada), maturing in 2041 and with annual coupon of 7.3%. 
However, the transaction did not meet the minimum conditions stipulated in the offer and, was not made.  
 
(b)  Conclusion of the menger of the operations and shareholding bases of Suzano Papel e Celulose S.A. (“Suzano”) and 

Fibria Celulose S.A. (“Fibria”) 

On January 14, 2019, Suzano Papel e Celulose S.A. ("Suzano") and Fibria (together with Suzano, the “Companies") jointly made 
public the details of their corporate reorganization, informing their shareholders and the market in general that, on this date, 
the corporate reorganization, which was the subject of the voting commitment and assumption of obligations entered into on 
March 15, 2018, was completed, with the effective combination of the operations and shareholding bases of Suzano and Fibria, 
pursuant to the protocol and justification executed on July 26, 2018 and approved by the shareholders of the Companies at 
meetings held on September 13, 2018. 
 
At the date of the transaction, VSA recorded the gain resulting from the transaction, in the amount of R$ 6,772, in "other 
operating income (expenses), net" (Note 32). VSA maintained a direct interest of 5.5% in the capital of Suzano, which is 
considered as a financial instrument and is now valued at fair value in accordance with CPC 48/IFRS 9 - "Financial Instruments” 
(Note 13). 
 
(c)  CESP - Companhia Energética de São Paulo (“CESP”) – Results of the offer to employees 
 
In January 2019, as expected, the indirect subsidiary VTRM Energia Participações S.A. (“VTRM”) acquired through a 
privatization auction additional shares of CESP, representing the remaining shares of the offer to employees, with a total 
investment of R$ 210. After the results of the offer to employees, VTRM will hold a 40.0% stake in CESP, equivalent to 93.52% 
of the voting common shares. 
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(d) ICMS on the basis for the calculation of Social Integration Programs (“PIS”) and Contribution to Social Security 
Financing (“COFINS”) 

 
During 2019, there was recognition of the res judicata decision in a lawsuit of the subsidiary Votorantim Cimentos SA (“VCSA”), 
The lawsuit concerned the exclusion of ICMS from the PIS and COFINS calculation base, because it was recorded in its credit 
assets in the amount of R$ 401 (Note 14), R$ 296 of which was principal (Note 32) and R$ 105 of accumulated monetary 
restatement (Note 33). In addition, VCSA recorded a sum that was linked to another lawsuit, whose final decision occurred at 
the end of 2018, in the amount of R$ 346. 
 
During 2019, the indirect subsidiary Votorantim Cimentos N / NE SA (“VCNNE”) obtained the final judgment recognition of two 
of its actions related to a claim for ICMS exclusion on the PIS and COFINS calculation basis, of as credits were recorded in its 
assets in the amount of R$ 312 (Note 14), R$ 195 of the principal (Note 32) and R$ 117 of monetary restatement (Note 33) on 
the initial registration date. 
 
During 2019, there was recognition of the final judgment in a lawsuit by Companhia Brasileira de Alumínio (“CBA”), related to 
the exclusion of ICMS from the PIS and COFINS calculation base, with the asset being recorded in the amount of R$ 473 (Note 
14), of wich R$ 256 was the principal (Note 32) and R$ 217 the monetary restatement (Note 33). 
 
(e) Debt issuance by the indirect subsidiary Itacamba Cementos S.A. (“Itacamba”) 
 
On April 4, 2019, in line with the consolidated financial liability management strategy aimed at lengthening VCSA's debt profile 
and reducing the average cost of debt, the indirect subsidiary Itacamba carried out its first issuance of debt in the Bolivian 
capital market. This was made in the amount of R$ 65 (BOB 116 million), maturing in 2025 and with fixed interest of 4.75% per 
year.  
 
On April 23, 2019, Itacamba made its second debt issue in the Bolivian capital market, in the amount of R$ 241 (BOB 419 
million), with maturity in 2029 and fixed interest of 5.55% per year. 
 
The funds raised in the operations described above were used to partially settle, in advance, the syndicated loan in the amount 
of R$ 306 (BOB 534 million) with maturity in 2025 and fixed interest of 6.00% per year. 
 
On May 31, 2019, Itacamba entered into a loan agreement with Banco BISA in the total amount of R$ 140 (BOB 244 million), 
maturing in 2027 and with fixed interest of 5.55% p.a. The funds raised in the operations described above were intended to 
prepay syndicated loan agreements in the total amount of R$ 151 (BOB 262 million), with fixed interest of 6.00% per year and 
maturity in 2025. 
 
(f)  CESP - Public Tender Offer (“Tender Offer”)  
 
On May 24, 2019, as a result of the acquisition of control of CESP by the indirect investor VTRM, a tender offer was held at B3, 
pursuant to which, in accordance with the terms and conditions VTRM acquired 1 (one) ON share, at the price of R$ 11.28, and 
31 (thirty-one) class B preferred shares (“PNB”), at the price of R$ 14.32. 
 
VTRM now holds, directly and indirectly, 102,091,755 ON shares, representing approximately 93.52% of the total ON shares 
and 28,928,300 PNB shares, representing approximately 13.72% of the total PNB shares.  
 
 (g)  Conclusion of sale of operations in India  
 
On April 16, 2019, the sale of a 75% total stake was concluded, of which 73.4% was bought by Votorantim Cimentos EAA 
Inversiones, SL (“VCEAA”) and 1.6% by VCSA, in the indirect investor Shree Digvijay Cement Company Ltda., a publicly traded 
company in India, for the average price of INR 15.55 per share. On April 30, 2019, the amount of R$ 89 (EUR 20 million) was 
received, related to the settlement of the agreed installments in the sale transaction.  
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The sale of the business of the subsidiary VCSA and its subsidiaries in India is in line with management's objective of exiting 
non-priority markets and focusing on regions where they have the greatest potential to compete and expand the Company’s 
current business. With the proceeds of this operation, on May 8, 2019, the subsidiary VCEAA prepaid all of a bilateral loan 
signed on June 27, 2016, in the amount of R$ 132 (EUR 30 million) maturing in 2021, and with fixed cost of 2.30% per year. 
 
(h)  Deliberation and receipt of dividends from the Company by the investee Suzano  
 
On April 18, 2019, the investee Suzano announced to its shareholders the payment of dividends approved at the Annual 
General Meeting, in the total amount of R$ 600, after the payment to the Company, proportional to its interest, of the amount 
of R$ 33, in April 30, 2019, based on the shareholding position as at the date of that Meeting, and with an amount per share 
equivalent to R$ 0.44. 

(i)  Export financing  

In April and May 2019, the subsidiary CBA entered into loan agreements (Export Credit Notes – “NCEs”) to finance its exports 
in the total amount of R$ 1,085 million, with final maturity in April and May 2027, respectively. The operations have pegged 
swap contracts (derivative financial instrument), which are intended to exchange the exposure to the floating rate CDI in reais 
to a fixed rate in US Dollars, resulting in a weighted average cost of 5.00% per year. These swaps were contracted together 
with the financing and from the same financial institution. 
 
(j)  Bond repurchase offer  
 
In April 2019, the subsidiary CBA announced a tender offer on its bonds maturing in 2024. The settlement of R$ 1,007 million 
(USD 256 million) occurred on May 10, 2019. 
 
(k)  Prepayments of VSA debentures 

On July 31, 2019, the Company redeemed early the fourth issue of debentures maturing on July 27, 2024. The total amount of 
amortized principal totaled R$ 550.  
 
(l)  Contracting of Revolving Credit Facility by VCI, VCEAA and St Marys  

On August 1, 2019, to replace the revolving credit facility contracted in October 2015 in the amount of USD 230 million maturing 
in October 2020, the subsidiaries VCI, VCEAA and St. Marys together with their subsidiaries, entered into a new revolving credit 
facility with a bank syndicate for USD 290 million, maturing in August 2024. 
 
(m) Borrowing pursuant to Law 4,131 / 1962 by the indirect subsidiary VCNNE 
 
On September 11, 2019, the indirectly controlled subsidiary VCNNE entered into a loan agreement under Law 4,131/1962 in 
the amount of R$ 305 (USD 75 millions) maturing on September 13, 2024, the latter being released after September 13 of 2019. 
 
The operation has a swap contract (derivative financial instrument) that allows both the exchange of LIBOR floating rate 
exposure to CDI floating rate exposure and real dollar currency exchange, resulting in a final cost of 107.00% p.a. CDI. This swap 
was contracted with the same financial institution as the loan (USD debt + BRL swap as % of CDI). 
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Votorantim Cimentos used the proceeds from this funding to prepay two higher-cost, shorter-term bilateral loans totaling R$ 
334, in line with its liability strategy. Of the total amortized amount, R$ 141 is related to a loan from the subsidiary VCNNE and 
R$ 193 (EUR 42.5 million) refers to a loan from subsidiary VCEAA. 
 
(n) Recognition of impairment loss 
 
The subsidiary Nexa, performing an assessment of the impairment indicators and the recoverable amount test in accordance 
with its anual financial standards, identified the following impairment indicators for the year ended 2019: (i) the prices of LME's 
short-term averages fell compared to the previous year, (ii) the useful life of some of its operations was reduced as a result of 
new exploratory operations research; (iii) the carrying amount of the controlled assets was above the controlled market value. 
 
The subsidiary's management considered that the combination of these indicators could indicate a material impact that would 
not be recoverable from its cash-generating units (“CGUs”). Therefore, an estimate of the entire recoverable value of the CGUs 
was made. A combination of impairment indicators calculates the recoverable value of their CGUs that are determining factors 
in recognizing a loss of R$ 564 (USD 142 million). 
 

(o) Revolving credit line 
 
On October 25, 2019, the subsidiary Nexa entered into a revolving credit line agreement with a group of banks in the amount 
of USD 300 million, with a 5-year term and a cost of LIBOR 3M + 1.0% per year in fundraising. This agreement allows Nexa to 
use resources at any time to meet your cash flow needs. 
 
(p) Export credit note 
 
On October 23, 2019, to meet its short-term cash needs of the indirect subsidiary Nexa Brasil, the subsidiary Nexa entered into 
an Export Credit Note contract in the principal amount of R$ 366 (USD 90 million) and LIBOR cost 3M + 1.5% per year, maturing 
in 5 years. At the same time, the subsidiary contracted a swap to exchange the interest rate for the CDI rate + 1.30% per year, 
as well as the currency of payments for the debt service from the dollar to the real. The subsidiary will account for the export 
credit note in the fair value option to eliminate the accounting mismatch that would arise if the amortized cost were used. 
 

(q) Remeasurement of ARO (Asset Retirement Obligation) 

 
In December 2019, the subsidiary CBA updated its environmental obligations to demobilize assets, in the amount of R$ 4 for 
the aluminum units and R$ 167 for the nickel units. The subsidiary provisioned impairment for the units that are at a standstill 
in its operations, Itamarati de Minas, São Miguel Paulista and Niquelândia, in the amount of R$ 171. The subsidiary VCSA 
updated its environmental obligations to demobilize assets in the amount of R$ 87. 
 

(r) Allocation of CESP's purchase price 

In December 2019, the purchase price allocation of CESP by the indirect subsidiary VTRM was completed. Consequently, the 
balances of Investment, Shareholders' Equity and Equity equivalence, underwent changes in the amounts previously presented 
in the financial statements of December 31, 2018, as detailed in note 2.3. 

 

 

 
  

https://www.investopedia.com/terms/a/asset-retirement-obligation.asp
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2 Presentation of the consolidated financial statements  
 
2.1 Basis of preparation 

(a)  Consolidated financial statements 

The financial statements have been prepared in accordance with accounting practices adopted in Brazil effective up to 
December 31, 2019, including the pronouncements issued by the Brazilian Accounting Pronouncements Committee (“CPC”), 
as well as according to the International Financial Reporting Standards (“IFRS”) issued by the International Accounting 
Standards Board (“IASB”) and their interpretations (“IFRIC”), and show all relevant information pertinent to interim financial 
statements, which is consistent with that used by the management in carrying out its duties.  
 
The Company voluntarily discloses its consolidated statement of value added, according to the accounting practices adopted 
in Brazil, applicable to public companies and presented as an integral part of these financial statements. In accordance with 
international practice, this statement is presented as additional information, without prejudice to the set of financial 
statements. 
  
The financial statements require the use of certain critical accounting estimates. It also requires management to exercise 
judgment in the process of applying the Company’s accounting practices. The areas involving a higher degree of judgment or 
complexity or areas where assumptions and estimates are significant to the consolidated financial statements are disclosed in 
Note 4. 
 
(b)  Approval to the financial statements  
 

The Board of Directors approved the consolidated financial statements for issue on March 3, 2020. 

 
2.2 Consolidation 

(a)  Subsidiaries 
 

Subsidiaries are fully consolidated from the date on which control is transferred to the Company.  
 
Transactions, balances and unrealized gains on transactions between Group companies are eliminated. Unrealized losses are 
also eliminated, unless the transaction provides evidence of impairment of the asset transferred. Accounting policies of 
acquired subsidiaries have been changed where necessary to ensure consistency with the policies adopted by the Company. 
 
The consolidated financial statements were prepared separately from the individual financial statements, issued on March 5, 
2020. 
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(b)  Transactions whit non-controlling interests 
 

The Company treats transactions with non-controlling interests as transactions with equity owners of the Company. For 
purchases from non-controlling interests, the difference between any consideration paid and the proportion acquired of the 
carrying value of net assets of the subsidiary is recorded in equity. Gains or losses on disposals to non-controlling interests are 
also recorded directly in equity, in "profit retention reserves". 
 
(c) Loss of control of subsidiaries 
 

When the Company ceases to have control, any retained interest in the entity is re-measured to its fair value, with the change 
in carrying amount recognized in profit and loss. The amounts previously recognized in carrying value adjustments are 
reclassified to profit and loss. 
 
(d) Associates and joint arrangements 
 

Joint operations are accounted for in the financial statements in order to represent the Company's contractual rights and 
obligations. Therefore, the assets, liabilities, revenues and expenses related to its interests in joint operations are individually 
accounted for in its financial statements.  
 
Investments in associates and joint ventures are accounted for using the equity method and are initially recognized at cost.  
 
The Company's investments in associates and joint ventures includes goodwill identified on acquisition, net of any accumulated 
impairment loss.  
 
Dilution gains and losses on investments in associates and joint ventures are recognized in the statement of income. 
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2.3 Restatement of comparative figures 

 

 

(i) Reclassification of the Odessa Fund 

The subsidiary CBA classified the Odessa Fund for cash and cash equivalents, according to the characteristic of the financial 

product and adherence to the current standard.  

(ii) ARO reclassification (Asset Retirement Obligation) 

The Company classified the ARO from intangible to fixed assets, according to the asset's characteristics and adherence to the 

current standard. 

 (iii) Reclassification of withdrawn risk Acerías Paz del Rio 

The comparative period of the balance sheet of the figures for suppliers and withdrawn risk was altered by reclassification in 

the indirect subsidiary Acerías Paz del Rio S.A. 

(iv) IAS 29 adjustments and foreign exchange 

As of July 1, 2018, the investee Cementos Avellaneda SA (“Avellaneda"), headquartered in Argentina, had its economy officially 

considered as hyperinflationary for accounting purposes and the application of IAS 29 / CPC 42 - Accounting in hyperinflationary 

economics became required. With the application of the accounting standard, the subsidiary VCSA recorded the effect of the 

devaluation of the functional currency of its investee. 

The investment in Avellaneda presents goodwill for expected future profitability, in the amount of 544 million Argentine Pesos, 

for which the subsidiary did not consider when calculating the hyperinflationary economy adjustment according to IAS 29 / 

CPC 42, nor did it consider the conversion of the original amount of the goodwill from pesos to reais. Considering that this is a 

non-monetary asset in a hyperinflationary currency, related to the expectation of future profitability on an equity investment, 

to which the group applied the assumptions of IAS 29; it is appropriate that, for consistency, it is updated with the 
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corresponding investment, to the expected future profitability is aligned with the future cash flows to be generated by the 

business, with respect to the impacts of inflation. Accordingly, the Company carried out the correction of goodwill 

retrospectively, as provided for in technical pronouncement IAS 8 / CPC 23 - Accounting policies, changes in estimates and 

correction of errors. As a result of this process, the balance of goodwill presented in the “Investments” group was updated by 

the net amount of R $ 124, of which R $ 174 was due to the positive effect of inflation and R$ (50) was due to the passive 

exchange variation of the financial statements individual and consolidated accounts as of December 31, 2018. Additionally, the 

Company and its subsidiary VCSA reevaluated the classification of the application effects of IAS 29 / CPC 42 - Accounting in 

hyperinflationary economy in relation to the last financial statements of December 31, 2018 and concluded that such effects 

should be presented as “Equity valuation adjusttment”. As a result of this understanding, the amounts were restated from 

"Retained earnings" to "Adjustment to equity valuation", in the Statement of changes in equity and in the related explanatory 

notes. 

(v) Assets surplus value St. Mary’s 

The subsidiary VCSA reviewed the balances related to the business combination originating the first control investments in 

entities in North America. As a result of this review, it was identified that, when the Purchase Price Allocation (“PPA”) results 

were recorded, amounts of surplus value were allocated to the assets acquired due to their measurement at fair value, without 

deferred income tax being accounted for corresponding liability. The recognition of deferred income tax liabilities is provided 

for in “IAS 12 / CPC 32 - Taxes on profit”, when the measurement of assets acquired at their fair value generates temporary 

differences between the tax bases and the accounting balances. According to the standard, the deferred income tax liability 

resulting from the temporary difference should have affected the goodwill due to expected future profitability measured on 

the acquisition date. 

Accordingly, the subsidiary recognized the tax in question and corrected the goodwill for expected future profitability 

retrospectively. 

(vi) Allocation of CESP purchase price 

According to CPC 15 (R1) - “Business combination”, in the event of an advantageous purchase, the acquirer must recognize the 

resulting gain, in the income statement for the year, on the acquisition date. Before recognizing the gain arising from a bargain 

purchase, the acquirer must promote a review to make sure that all assets acquired, and liabilities assumed have been correctly 

identified and recognize them during the review. The acquirer must also review the procedures used to measure the amounts 

to be recognized on the acquisition date. 

In December 2019, the purchase price allocation related to the purchase of CESP by VTRM was completed. Therefore, the 

balance recorded in 2018, as an “Unallocated installment”, was weighted against the effects of asset gains and losses on assets 

and liabilities and generated a gain from a favorable purchase, recognized on the acquisition date. Consequently, the equity 

and income balances have changed in the amounts previously presented in the financial statements of December 31, 2018. 
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(vii) Impacts of reclassification of Uszinc 

In accordance with IFRS 5 / CPC 31 - “Non-current assets held for sale and discontinued operation”, the subsidiary FinCo GmbH 

reclassified the investment in USZinc, from continuing operations to discontinued operations. 

 (viii) Acerbrag Reclassification  

The comparative period of the income statement for the year was altered by the correction in the allocation of fuel expenses 

of the subsidiary Acerbrag. 
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2.4 Foreign currency conversion  
 

(a)  Functional and presentation currency of the financial statements 
 
The functional currency of the Company is the Brazilian Real ("R$", "Real" or "reais”). 
 
(b) Transactions and balances  
 
Foreign currency transactions are translated into reais using the exchange rates prevailing at the dates of the transactions or 
the dates of valuation when items are re-measured. Foreign exchange gains and losses resulting from the settlement of such 
transactions and from the translation at year-end exchange rates of monetary assets and liabilities denominated in foreign 
currencies are recognized in the statement of income, except when deferred in equity as net investment hedges.  
 
(c)  Subsidiaries with a different functional currency  
 
The results and financial positions of all the Company entities (none of which has the currency of a hyperinflationary economy) 
that have a functional currency different from the presentation currency are translated into the presentation currency as 
follows:  
 
(i) Assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that balance 

sheet;  
 
(ii) Income and expenses for each statement of income are translated at average exchange rates;  
 
(iii)  All resulting exchange differences are recognized as a separate component of equity, in "Carrying value adjustments".  
 
The amounts presented in the cash flow are extracted from the translated movements of the assets, liabilities and profit or 
loss, as detailed above.  
 
On consolidation, exchange differences arising from the translation of the net investment in foreign operations, and of 
borrowings and other foreign currency instruments designated as hedges of such investments, are recognized in equity.  When 
a foreign operation is partially disposed of or sold, exchange differences that were recorded in equity are recognized in the 
statement of income as part of the gain or loss on sale.  
 
Goodwill and fair value arising from the acquisition of an entity abroad are treated as assets and liabilities of the entity abroad 
and converted at the closing rate.  
 
Below are the functional currencies defined for the significant foreign subsidiaries: 
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3 Changes in accounting policies and disclosures 

3.1 Changes in accounting standards 

3.1.1 IFRS 16 / CPC 06 – “Leases” 

IFRS 16 establishes principles for the recognition, measurement, presentation and disclosure for lease agreements. The 
standard introduces a single model for leases accounting in the balance sheet, where the lessees are required to recognize a 
lease liability reflecting future payments, and the right to use the leased asset. The nature of the expenses related to these 
leases was changed from a linear operating lease expenses to a depreciation expense of the right-of-use and interest expenses 
for the restatement of the lease liability.  
 
This international standard changes the existing lease standards, including CPC 06 (IAS 17) – “Leasing Operations” and ICPC 03 
(IFRIC 4, SIC 15 and SIC 27) - "Complementary Aspects of Leasing Operations". 
 
(a)  Analysis scope and assets identification 

The Company and its subsidiaries analyzed all active lease agreements upon the date of the initial adoption of the standard,  
when leases of machinery and equipment, light and heavy vehicles, vessels, real estate and land were identified.  
 
As permitted by the standard, the scope of the analysis disregarded: (i) short-term leases (less than 12 months); and (ii) 
contracts with amounts lower than USD 5,000 (R$ 20,000).  
 
When identifying the right-of-use assets within the scope of the contracts identified, the following were also disregarded: (i) 
contracts with variable payments; (ii) contracts in which the leased asset was considered non-identifiable; (iii) contracts under 
which the Company is not entitled to obtain substantially all of the economic benefits arising from the use of the asset; and 
(iv) contracts in which the Company and its subsidiaries do not have substantial control over the definition of the use of the 
assets. 
  
It should be noted that the Company and its subsidiaries analyzed, but did not identify: (i) contracts that presented fixed and  
variable payments as part of the same negotiation; (ii) contracts dealing with identifiable and non-identifiable assets in the  
same trade; or (iii) service contracts in which assets had been identified within the scope of the standard.  
 
(b)  Leasing term  

The Company and its subsidiaries analyzed the lease term of all contracts based on a combination of the non-cancellable term, 
the term covered by the option for extension, the terms covered by the termination option and, mainly, management's 
intention regarding the period of permanence in each agreement contract.  
 
(c) Discount rate  

For initial adoption purposes, the Company and its subsidiaries adopted the average cost of active debt (outstandings) as at 
December 31, 2018 for all contracts classified in accordance with IFRS 16. For the new contracts, renewals and additions will 
be identified at the incremental rate for each lease. The incremental rate should reflect the cost of acquisition for the Company 
and its subsidiaries of debt with characteristics similar to those determined under the lease agreement, in terms of the term, 
value, guarantee and economic environment. The Company and the subsidiaries applied the future expectations regarding the 
obligations on January 1, 2019 (ranging from 5% to 7.07%) for all leases.  

(d)  Impacts of adoption 

The Company and its subsidiaries adopted IFRS 16 on January 1, 2019, in accordance with the simplified cumulative effect in 
which assets and liabilities are recorded at the same time in the initial period without any effect on shareholders' equity, with 
an impact amounting to R$ 666 related to right-of-use assets and liabilities under lease agreements. 
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3.1.2 IFRIC 23 / ICPC 22 – “Uncertainty over Income Tax Treatment” 

Technical interpretation ICPC 22 clarifies how the recognition and measurement requirements set forth in CPC 32, which deals 
with taxes on profit, should be applied in cases where there is uncertainty regarding the treatment of these taxes. 
 
 (i) Impacts of adoption 

The Company and its subsidiaries adhered to the standard from the beginning of its validity period on January 1, 2019. 
However, based on management's understanding, there is an immaterial accounting impact due to the uncertain positions 
related to income tax due to the adoption of this new accounting pronouncement. 
 
  
4 Critical accounting estimates and judgments 
 
Based on assumptions, the Company and its subsidiaries make estimates regarding the future. By definition, accounting 
estimates and judgments are continuously reviewed and are based on historical experience and other factors, including 
expectations of future events, which are considered reasonable for the circumstances. Revisions to the estimates are 
recognized prospectively.  
 
The accounting estimates will rarely be the same as the actual results. Estimates and assumptions that present a significant 
risk and are likely to cause a material adjustment to the carrying amounts of assets and liabilities for the next fiscal year are 
described in the respective notes below:  
 
(i) Fair value of financial instruments and derivatives (Note 6.1.1);  
(ii) Trade receivable (Note 11);  
(iii) Property, plant and equipment (Note 18);  
(iv) Intangible assets (Note 19);  
(v) Current and deferred income and social contribution taxes (Note 24);  
(vi) Provision (Note 25);  
(vii) Pension plan (Note 28).  
  
5 Social and environmental risk management 
 
The Company, through its subsidiaries and associates, operates in various segments and consequently, these activities are 
subject to several Brazilian and international environmental laws, regulations, treaties and conventions, including those that 
regulate the discharge of materials into the environment, which establish the removal and cleaning of the contaminated 
environment, or those relating to environmental protection. The violations of the environmental regulations in force expose 
the violator(s) to significant fines and monetary penalties, and may require technical measures or investments to ensure the 
compliance with the mandatory emissions levels.  
 
The Company and its subsidiaries carry out periodic studies to identify any potentially affected areas and records, based on the 
best estimates of costs, the amounts expected to be disbursed for the investigation, treatment and cleaning of the potentially 
affected areas.  
 

The Company and its subsidiaries believe they are in compliance with all of the applicable environmental standards in the 
countries in which they operate. 
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6 Financial risk management 
 
6.1 Financial risk factors 

The activities of the Company and its subsidiaries expose them to a variety of financial risks, namely: (a) market risk (including 
currency, commodity price and interest rate risk), (b) credit risk and (c) liquidity risk.  

A significant portion of the products sold by the Company and its subsidiaries, such as aluminum, nickel and zinc are 
commodities, with prices pegged to international indexes and denominated in US Dollars. Their costs, however, are mainly 
denominated in reais, and therefore, there is a mismatch of currencies between revenues and costs. Additionally, the Company 
and its subsidiaries have debts linked to different indexes and currencies, which may have an impact on their cash flow.  

In order to mitigate the various effects of each market risk factor, the Company and its subsidiaries follow a Market Risk 
Management Policy, approved by the Finance Committee, with the objective of establishing governance and the overall 
guidelines of the process of managing these risks, as well as the metrics for their measurement and monitoring.  

The financial risk management process aims to protect the cash flow and its operational (revenues and costs) and financial 
(financial assets and liabilities) components against adverse market events, such as fluctuations in the prices of currencies, 
interest rates and commodity prices, and against adverse credit events. In addition, it aims to preserve liquidity.  

The following financial instruments may be taken out in order to mitigate and manage risk: conventional swaps, call options, 
put options, collars, currency futures contracts and Non-Deliverable Forward contracts. Strategies that include simultaneous 
purchases and sales of options are authorized only when they do not result in a net short position in volatility of the underlying 
asset. The Company and its subsidiaries do not carry out transactions involving financial instruments for speculative purposes. 

(a)  Market risk 
(i)  Foreign exchange risk 

The Company and its subsidiaries have certain investments in foreign operations, the net assets of which are exposed to foreign 
exchange risk. The foreign exchange exposure arising from the Company's and its subsidiaries' participation in foreign 
operations is mainly hedged by borrowing in the same currency as these investments, classified as net investment hedges. 

Presented below are the accounting balances of assets and liabilities indexed to the foreign currency at the closing date of the 
balance sheets: 

 
(i)  Does not consider borrowing costs. 
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(ii)  Hedge of net investments in foreign operations 

Accounting policy  

Hedges of net investments in foreign operations are accounted for similarly to cash flow hedges.  
 
Any gain or loss on the hedging instrument relating to the effective portion of the hedge is recognized in "Carrying value 
adjustments". The gain or loss relating to the ineffective portion is recognized immediately in income. Gains and losses 
accumulated in equity are included in the statement of income when the foreign operation is partially or fully disposed of or 
sold.  

Hedged investments are presented in the following table including the portion of the debt of the Company and its subsidiaries 
Companhia Brasileira de Aluminio (“CBA”), Nexa Recursos Minerais S.A., VCI and St Marys Cement Inc., denominated in Euros 
and US Dollars. 

 

 
The Company and its subsidiaries document and evaluate the effectiveness of the investment hedge operations on a monthly 
basis, as required under IFRS 9 - "Financial instruments: recognition and measurement".  
 
The foreign exchange gain on the conversion of debts, net of income tax and social contribution, recognized as equity valuation 
adjustments on December 31, 2019, was R$ 92 (December 31, 2018, loss of R$  931) (Note 29 (c)).  

 (iii)  Cash flow and fair value interest rate risk 

The interest rate risk arises from the fluctuations of each of the main indexes of interest rates from borrowing and from 
financial investments, which have an impact on the payments and receipts of the Company and its subsidiaries. Borrowing at 
fixed rates exposes the Company and its subsidiaries to fair value interest rate risk. 

(iv) Commodity price risk 

The Financial Policy of the Company's operating subsidiaries establishes guidelines to mitigate the risk of fluctuations in 
commodity prices that have an impact on the cash flow of the Company's operating subsidiaries.  

The exposure to each commodity price considers the monthly projections of production, purchases of inputs and flows of 
maturities of the related hedges. Hedge transactions are classified into the following categories:  
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Fixed-price commercial transactions - hedge transactions that switch, from fixed to floating, the price contracted in 
commercial transactions with customers interested in purchasing products at a fixed price;  

Hedges for "quotation periods" - hedges that set a price for the different "quotation periods" between the purchases of certain 
inputs (metal concentrate) and the sale of products arising from the processing of these inputs;  

Hedges for "costs of inputs" - intended to ensure protection against volatility in the prices/costs of its operating subsidiaries 
for commodities such as oil and natural gas;  

Hedges for "operating margin" - intended to set the operating margin for a portion of the production of certain operating 
subsidiaries. 

(b)  Credit risk  

Derivative financial instruments and financial investments create exposure to credit risk of counterparties and issuers. The 
Company and its subsidiaries adopt the policy of working with issuers which have, at a minimum, been assessed by two of the 
following three rating agencies: Fitch Ratings, Moody's or Standard & Poor's ("S&P"). The minimum rating required for the 
counterparties is "A" (Brazilian scale) or "BBB-" (international scale), or equivalent. For financial assets where issuers do not 
meet the minimum credit risk ratings, criteria proposed by the Finance Committee are applied as an alternative.  
 
The credit quality of financial assets is disclosed in Note 8. The ratings disclosed in this Note always represent the most 
conservative ratings of the agencies in question. 
 
The pre-settlement risk methodology is used to assess counterparty risk on derivatives transactions, determining (via Monte 
Carlo simulations) the likelihood of a counterparty not honoring the financial commitments defined by the contract. The use 
of this methodology is described in the Votorantim Financial Policy. 
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(c)  Liquidity risk 

The following table analyzes the financial liabilities of the Company and its subsidiaries, by maturity, corresponding to the 
period remaining from the balance sheet date up to the contractual maturity date. The amounts disclosed in the table 
represent the undiscounted contractual cash flows, these amounts may not be reconciled with the amounts disclosed in the 
balance sheet.  

 

(i)  Does not include the recorded fair value. 

  
6.1.1 Derivatives contracted 

Accounting policy  

Initially, derivatives are recognized at fair value on the date of their contracting and are subsequently re-measured at their fair 
value. The method for recognizing the resulting gain or loss depends on whether or not the derivative is designated as a hedge 
instrument in cases of adoption of hedge accounting. If this is the case, the method depends on the nature of the item being 
hedged. The Company and its subsidiaries adopt hedge accounting and designates certain derivatives such as: 

(i)  Cash flow hedge 

With a view to ensuring a fixed operating margin in reais for a portion of the production of the metal businesses, the 
subsidiaries enter into commodity forward contracts (zinc, aluminum and nickel) on sales of certain commodities combined 
with the sale of US Dollar forward contracts. These subsidiaries adopt hedge accounting for the derivative instruments entered 
into for this purpose.  

The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges is recognized 
in equity within "Carrying value adjustments". The gain or loss relating to the ineffective portion is recognized as “Operating 
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income (expenses)”. The amounts recognized in equity are recorded in the statement of income (in the same line item affected 
by the transaction originally hedged) upon realization of the hedged exports and/or sales referenced to London Metal Exchange 
("LME") prices. 

(ii)  Fair value hedges  

With the objective of maintaining the flow of the metal businesses' operating revenue pegged to LME prices, the subsidiaries 
enter into hedging transactions under which they convert sales at fixed prices to floating prices in commercial transactions 
with customers interested in purchasing products at a fixed price. Changes in the fair values of derivatives that are designated 
and qualify as fair value hedges are recorded in "Operating income (expenses)".  
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(a) Effects of derivative financial instruments on the balance sheet and cash flow 

The table below summarizes the derivative financial instruments and the underlying hedged items: 
 

 

On December 31, 2019, the transactions involving derivative financial instruments, net of taxes, recognized in “Carrying value adjustments”, amounted to R$ 83 .Besides this, there were 

hedge accounting operations, net of taxes, which amounted to R$ 142 in the unconsolidated subsidiaries, recognized in “Carrying value adjustments”.
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(b) Derivative financial instruments – Put-option 
During the year ended December 31, 2018, the process by which Votorantim Siderurgia S.A. became a subsidiary of 
ArcelorMittal Brasil S.A. ("AMB") was concluded. Under the agreement between the parties, VSA became a minority 
stakeholder of 15% of AMB's combined long steel business which, in compliance with the applicable accounting rules, was 
recognized as a financial instrument, in accordance with CPC 48 - "Financial instruments". The change in fair value of this 
operation in the year resulted in a net gain of R$ 89, recorded under “Net financial result”. 
 
 6.1.2 Fair value estimation 
The main financial assets and liabilities are described below, as well as their valuation assumptions:  

Financial assets - considering the nature and the terms, the amounts recorded approximate their realizable values.  

Financial liabilities - these instruments are subject to the usual market interest rates. The market value was based on the 
present value of the expected future cash disbursements, at interest rates currently available for the issue of debts with similar 
maturities and terms.  

The Company discloses fair value measurements according to their level of the following fair value measurement hierarchy: 
 
Level 1 – Quoted prices (unadjusted) in active markets for identical assets and liabilities.  

Level 2 – Inputs other than quoted prices included within level 1 that are observable for the asset or liability, either directly 
(that is, as prices) or indirectly (that is, derived from prices).  

Level 3 – Inputs for the assets or liabilities that are not based on observable market data (that is, unobservable inputs).  

As at December 31, 2019, the financial assets and liabilities carried at fair value were classified as levels 1 and 2 in the fair value 
measurement hierarchy.:
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6.1.3 Sensitivity analysis 

The main risk factors affecting the pricing of cash and cash equivalents, financial investments, loans and financing and 
derivative financial instruments are exposure to the fluctuation in the US Dollar, Euro, Turkish Lira, New Peruvian Sun, 
Argentine Peso and Bolivian interest rates, LIBOR, CDI, US Dollar coupon, commodity prices and electricity purchase and sale 
contracts. The scenarios for these factors are prepared using both market sources and specialized sources of information, in 
line with the Company's governance. The scenarios as at December 31, 2019 are described below: 
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Scenario I - Considers a shock to the market curves and quotations at December 31, 2019, according to the base scenario 
defined by management as at March 31, 2020;  

Scenario II - Considers a shock of + or - 25% in the market curves at December 31, 2019;  

Scenario III - Considers a shock of + or - 50% in the market curves at December 31, 2019. 
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(i) The balances presented do not reconcile with the notes, as the analysis carried out included only the most significant currencies and rates. Interest rates only include the principal 

amount. 
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7 Financial instruments by category 

 
Accounting policy 
 
The Company and its subsidiaries classify their financial instruments depending on the purpose for which the financial 
instruments were acquired. Management determines the classification of financial instruments upon initial recognition, in the 
following categories:  

(a) Financial instruments at fair value through profit or loss  

These are financial assets held for active and frequent trading. These assets are measured at their fair value, and the changes 
are recognized in the statement of income for the year.  

(b) Financial instruments at fair value through other comprehensive income  

Financial instruments that meet the criterion of contractual terms, which give rise to cash flows that are exclusively the 
payment of principal and interest and are maintained in a business model, the objective of which is achieved both by obtaining 
contractual cash flows and by sale of financial assets. The instruments in this classification are measured at fair value through 
other comprehensive income.  

(c) Financial instruments at amortized cost  

Financial instruments maintained in a business model whose purpose is to obtain contractual cash flows and their contractual 
terms give rise to cash flows that are exclusively the payment of principal and interest. The instruments in this classification 
are measured at amortized cost. 

(d) Impairment of financial assets measured at cost  

This is measured as the difference between the book value of the assets and the present value of the estimated future cash 
flows (excluding future credit losses that were not incurred), discounted at the current interest rate of financial assets. The 
book value of the asset is reduced and the amount of the loss is recognized in the statement of income.  

If, in a subsequent period, the impairment loss decreases and the impairment can be objectively related to an event occurring 
after recognition of the impairment (such as an improvement in the debtor's credit rating), the reversal of the loss will be 
recognized in the statement of the results. 
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8 Credit quality of financial assets 
 

 

The local and global ratings were obtained from ratings agencies (Standard & Poor’s, Moody's and Fitch Ratings). 
The Company considered the ratings of Standard & Poor’s and Fitch Ratings for presentation purposes, and the 
classification as established in the Company’s Financial Policies. 

(i)  Refers to values invested in offshore banks, which are not rated by any ratings agency. 
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9 Cash and cash equivalents 
 
Accounting policy 

Cash and cash equivalents include cash, bank deposits and other highly liquid short-term investments whose original maturities 
are less than three months, which are readily convertible into a known amount of cash and which are subject to an insignificant 
risk of change in value.  
 
(a) Breakdown  

Cash and cash equivalents in local currency include deposits in current bank accounts and government securities (overnight 
operations) or financial institutions, indexed to the interbank deposit rate. Cash equivalents in foreign currency are mainly 
composed of financial instruments in local currency.  

  
 

10 Financial investments  
 
Accounting policy  

Financial investments are held for the purpose of servicing investments whose maturities are long-term from the date of 
acquisition.  

(a) Breakdown  

Most financial investments have immediate liquidity, however, they are classified as financial investments based on the original 
maturities, considering the intended allocation of funds. The investments in national currency comprise government securities 
or financial institutions indexed to the interbank deposit rate. Foreign currency-denominated investments consist mainly of 
fixed-income financial instruments in local currency (time deposits).  
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11 Trade receivables  

Accounting policy  

Trade receivables are amounts due from customers for merchandise sold or services performed in the ordinary course of the 
Company's business.  

Trade receivables are recognized initially at fair value and subsequently measured at amortized cost using the effective interest 
rate method, less provision for impairment of trade receivables. Receivables from customers abroad are presented based on 
the exchange rates prevailing at the balance sheet date.  

(a) Breakdown 

 

 
(b) Breakdown by currency  

 
 
(c) Changes in estimated loss for doubful accounts  

(i) The debits on the estimated loss account with doubtful accounts are generally written off when there is no expectation of 

recovery of funds. 
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(d) Aging of trade receivables 

  

12 Inventory  

Accounting policy  

Inventories are stated at the lower of cost and net realizable value. Cost is determined using the weighted average cost method. 
The cost of finished goods and work in progress comprises raw materials, direct labor, other direct costs and related production 
overheads. Raw materials derived from biological assets are measured at fair value, less estimated point-of-sale costs at the 
point of harvest, when they are transferred to inventories in non-current assets.  

Net realizable value is the estimated selling price in the ordinary course of business, less conclusion costs and selling expenses. 
Imports in transit are stated at the accumulated cost of each import.  

The subsidiaries, at least once a year, carry out a physical inventory check. Inventory adjustments are recorded under "Cost of 
goods sold and services rendered". 

The provision for inventory losses refers substantially to obsolete and low turnover materials.  
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13 Financial Instruments – Suzano 

(i) Uses the average share price quote for the last ninety days of the closing date. 

14 Taxes recoverable 
 
Accounting policy  

The recoverable taxes are held in assets mainly for the purpose of recognizing in the balance sheet of the entity the book values 
that will be object of future recovery. 
 

 

(i) The variation refers substantially to the PIS and COFINS credit recognized in the subsidiary CBA, VCSA and the indirect 

subsidiary VCNNE, in the amounts of R$ 1.186, as described in Note 1.1 (d). 

(ii) The variation refers to out-of-date credit due to surveys on social security contributions recognized in the subsidiary 

CBA. 
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15 Related parties  
 
Accounting policy 

Related parties are individuals or legal entities that are related to the entity that reports the financial statements. 
 

 
 
(i) Refers to accounts receivable related to assets in excess of the basic net assets invested in Citrosuco’s operation. The 

realization period is linked to the performance of each item under the contractual rules laid down in the shareholder 
agreement and the closing memorandum signed between Fischer S.A. – Commerce, Industry and Agriculture and 
Votorantim. 
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16 Financial instruments – firm commitment 
 
The controlled company Votorantim Comercializadora de Energia Ltda. ("Votener") centralizes energy purchase and sale 
transactions to meet the demands of Votorantim companies. A portion of these transactions takes the form of contracts that 
have been entered into and continue to be carried out for the purpose of receiving the energy for own use or delivering the 
energy of self-production, in accordance with the productive demands of the Company's subsidiaries and, therefore, meet the 
definition of a financial instrument. 

Another part of these transactions refers to purchases and sales of energy, not used in the productive process of Votorantim 
companies, being transacted in the active market, and therefore, it meets the definition of financial instruments, due to the 
fact of being liquidated in energy, and promptly convertible into cash. Such contracts are recorded as derivatives in accordance 
with IFRS 9 / CPC 48 and are recognized in the Company's balance sheet at fair value on the date the derivative is entered into 
and is revalued to fair value at the balance sheet date. 

The fair value of these derivatives is estimated based, in part, on quotations of prices published in active markets, to the extent 
that such observable market data exist, and partly by the use of valuation techniques, which considers:  

(i) prices established in the purchase and sale operations; 

(ii) risk margin in the supply and (iii) projected market price in the period of availability. Whenever the fair value at initial 
recognition for these contracts differs from the transaction price, gain or loss, it is recognized in profit or loss for the year. 

The Company, through its indirect subsidiary Votener, operates in the Regulated Contracting Environment ("ACR") and 
participated in the 13th electric power purchase auction on April 30, 2014, in which, through a firm commitment, it made sales 
until December 2019. These transactions, on initial recognition, resulted in gains from the sale of surplus energy to the 
Company, which was recognized at fair value. The net difference of expenses and revenues generated by the realization of the 
fair value, through the physical settlement of the sale and purchase agreements, was recognized as an expense in the amount 
of R$ 142 in "Other operating expenses, net" (Note 32). 

In addition, the other operations carried out by the subsidiaries in the Free Contracting Environment ("ACL"), which meet the 
definition of a financial instrument, were likewise recognized at fair value. The realization of the fair value in the amount of R$ 
53 was recognized as an expense in "Other operating expenses, net" (Note 32).

The values quoted above have the following composition: 
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The table below shows the composition of the assets and liabilities: 
 

  
 

17 Investments 
 
Accounting policy 

Investments in affiliates, subsidiaries and joint ventures are accounted for using the equity method of accounting as of the date 
they become their jointly controlled joint ventures. 

Affiliates are those entities in which the Company, directly or indirectly, has significant influence, but not control or joint control 
over financial and operating policies. In order to be classified as a jointly controlled entity, there must be a contractual 
agreement that allows the Company to share control of the entity and gives the Company the right to the net assets of the 
jointly controlled entity, not the right to its specific assets and liabilities. 

The Company also recognizes its assets in accordance with the venturer's participation in the assets, liabilities, revenues and 
expenses of the controlled entity on a proportional basis. This implies recognizing the venturer's share of the assets, liabilities, 
income and expenses of the joint ventures by adding such amounts to its own assets, liabilities, revenues and expenses by the 
straight-line method, including such amounts in corresponding to the balance sheet and income statement of the same nature. 

(i) Impairment of investments 

For the calculation of the recoverable amounts of the investments, the Company and its subsidiaries use criteria similar to 
those used to test goodwill impairment.  

 

ACL Total
Votorantim 

Cimentos CBA

Votorantim 

Energia Total 2019 2018

Assets

Current                                                                                        202               

Non-current                                  29                     29                    29                              

                                         29                     29                    29             202              

Liabilities

Current (10)               (17)               (54)                    (81)                   (81)            (19)                

Non-current (34) (77) (11) (122) (122) (161)

(44) (94) (65) (203) (203) (180)
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(a) Breakdown 
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(b) Information about the companies investees 

The following is a summary of selected financial information of the principal associates and joint ventures as at December 31, 2019: 
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(c) Changes in investees 

 

 

 

 

(i) The following investments consider the goodwill paid on the acquisition of investments and the surplus value, which is 

amortized in the income statement of the parent company: 

 

(ii) On December 31, 2019 the investment included the adjustment to fair value amounting to R$ 495 (December 31,  

2018 - R$ 495)
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18 Property, plant and equipment 

Accounting policy  

(i) Property, plant and equipment 

Property, plant and equipment are stated at their historical cost of acquisition or construction, less accumulated depreciation. 
Historical cost also includes finance costs related to the acquisition or construction of qualifying assets. 

Subsequent costs are included in the asset's carrying amount or recognized as a separate asset, as appropriate, only when it is 
probable that future economic benefits associated with these costs will flow to the Company and they can be measured 
reliably. The carrying amount of the replaced items or parts is derecognized. 

All other repairs and maintenance are charged to the statement of income during the financial period in which they are 
incurred. The cost of major refurbishments is included in the carrying value of the asset when future economic benefits exceed 
the performance initially expected for the existing asset. Refurbishment expenses are depreciated over the remaining useful 
life of the related asset. 

Land is not depreciated. Depreciation of other assets is calculated using the straight-line method to reduce their cost to their 
residual values over their estimated useful lives.  

An asset's carrying amount is written down immediately to its recoverable amount when the asset's carrying amount is greater 
than its estimated recoverable amount, in accordance with the criteria adopted by the Company in order to determine the 
recoverable amount. 

Gains and losses on disposals are determined by comparing the sales amount with the carrying amount and are recognized 
within "Other operating income (expenses), net" in the statement of income. 

(ii) Impairment of non-financial assets 

Assets that are subject to depreciation and amortization are reviewed for impairment whenever events or changes in 
economic, operating or technological circumstances may indicate impairment or loss of book value. An impairment loss is 
recognized when the carrying amount of the asset or cash generating unit (“CGU”) exceeds its recoverable amount, adjusting 
the carrying amount to the recoverable amount. 

The recoverable amount is the greater of an asset's fair value less costs to sell and its value-in-use. For the purpose of 
impairment assessment, assets are grouped at the lowest levels for which there are separately identifiable cash flows (CGUs). 
Non-financial assets, except goodwill, which have been impaired, are subsequently reviewed for the analysis of a possible 
reversal of impairment, at the balance sheet date. 

The recoverability of the assets that are used in the activities of the Company and its subsidiaries is evaluated whenever events 
or changes in circumstances indicate that the book value of an asset or group of assets may not be recoverable based on future 
cash flows. If the carrying amount of these assets exceeds their recoverable value, the net amount is adjusted and their useful 
life is adjusted to new levels. 
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(a) Breakdown and changes 
 

 
(i) Refers, substantially, to item 1.1 (q) 

(ii) The transfers are related to the reclassification from “Construction in progress” within “Property, plant and equipment”, “Goodwill”, “Software”, “Rights to use natural resources” 

and “Others” within “Intangible assets”.  
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(b) Construction in progress 

The balance is composed mainly of expansion and optimization projects related to industry. 

 

The main projects in progress by business segment are as follows: 
 

 
 

 

 

 

Nexa 
Resources

59%

Votorantim 
Cimentos

24%

CBA
12%

Long steel
2%

Votorantim 
Energia

1%

Other
2%
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19 Intangible assets 

Accounting policy 

(i) Goodwill 
 
Goodwill represents the excess of the cost of an acquisition over the net fair value of assets and liabilities of the acquired entity. 
Goodwill on acquisitions of subsidiaries is recorded as "assets" in the consolidated financial statements. Goodwill is tested 
annually for impairment and carried at cost less accumulated impairment losses. Impairment losses on goodwill are not 
reversed. Gains and losses on the disposal of an entity include the carrying amount of goodwill relating to the entity sold. 

Goodwill is allocated to CGUs for the purpose of impairment testing. The allocation is made to those CGUs or groups of CGUs 
that are expected to benefit from the business combination in which the goodwill arose.  

Annually, the Company and its subsidiaries review the net book value of goodwill, in order to assess whether there was 
impairment. The recoverable amounts of CGUs were determined according to the value in use, based on the discounted cash 
flow model. The recoverable amount is sensitive to the rate used in the discounted cash flow model, as well as the expected 
future cash receipts and the growth rate used for extrapolation purposes. 

(ii) Rights over natural resources  
 
Costs for the acquisition of rights to explore and develop mineral properties and to explore wind resources are capitalized and 
amortized using the straight-line method over their useful lives, or, when applicable, based on the depletion of the mines in 
question. Once the mine or wind farm starts operating, these costs are amortized and considered a cost of production. 
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Depletion of mineral resources and wind farms is calculated based on extraction and utilization, respectively, taking into 
consideration their estimated productive lives. 

(iii) Computer software  
 
Computer software licenses and development costs directly attributable to software are recorded as intangible assets. These 
costs are amortized over the estimated useful life of the software (three to five years). 
 
(iv) Use of public assets 

This represents the amounts established in the concession contracts regarding the rights to hydroelectric power generation 
(onerous concession) under Use of Public Assets agreements.  

These transactions are accounted for at the time when the operating permit is awarded, regardless of the disbursement 
schedule established in the contract. Upon inception, this liability (obligation) and intangible asset (concession right) 
correspond to the total amount of the future obligations discounted to their present value.  

The amortization of the intangible asset is calculated on a straight-line basis over the period of the authorization to use the 
public asset. The financial liability is updated by the effective interest method and reduced by the payments contracted. 

(v) Contractual customer relationships and non-competition agreements  
 
Contractual customer relationships and non-competition agreements acquired in a business combination are recognized at fair 
value at the acquisition date. The contractual customer relations and non-competition agreements have a finite useful life and 
are carried at cost less accumulated amortization. Amortization is calculated using the straight-line method over the estimated 
useful lives. 
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(a) Breakdown and changes 

(i) Refers, substantially, to impairment in the subsidiary Nexa described in item 1.1 (n). 
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(b) Goodwill on acquisitions  

Accounting policy 

The Company and its subsidiaries use the acquisition method to account for business combinations. The consideration 
transferred for the acquisition of a subsidiary is the fair value of the assets transferred, the liabilities incurred and the equity 
interests issued by the Company. The consideration transferred includes the fair value of assets or liabilities resulting from a 
contingent consideration arrangement, when applicable. Acquisition-related costs are expensed as incurred. Identifiable assets 
acquired and liabilities assumed in a business combination are measured initially at their fair values at the acquisition date. 

The Company and its subsidiaries recognize any non-controlling interest in the acquiree on an acquisition-by-acquisition basis, 
either at fair value or at the non-controlling interest's proportionate share of the fair value of the acquiree's identifiable net 
assets. Non-controlling interests are determined on each acquisition. 

 

   



  
 
Notes to the consolidated financial statements  
at December 31, 2019 
All amounts in millions of reais unless otherwise stated 
 
 
 
 

 

54 

(c) Impairment test for goodwill 

Assets that have an indefinite useful life, for example goodwill, are not subject to amortization and are tested annually for 
impairment. 

The Company and its subsidiaries evaluate at least annually the recoverability of the carrying value of the operating segment 
of each CGU. The process of estimating these values involves the use of assumptions, judgments and estimates of future cash 
flows that represent the best estimate of the Company and its subsidiaries. 

The Company's management determined the budgeted gross margin based on past performance and its expectations of market 
development. The discount rates used are pre-tax and reflect specific risks related to the operating segment or the CGU being 
tested. 

These calculations use cash flow projections, before income tax and social contributions, based on financial budgets approved 
by management for a five-year period. Cash flow that exceeds the five-year period is extrapolated using the estimated growth 
rates. The growth rate does not exceed the average long-term growth rate of the operating sector of each segment. 

The calculations of the value-in-use were based on the discounted cash flow model, and are based on the assumptions below: 
 

 
 
(i) The fair value calculations were based on the discounted cash flow model, and are based on the premise that growth 

rates take into account independent information about projections, such as LME quotes (mainly zinc and copper) . 

 

 

Discount rate

Votorantim Cimentos 5.86% to 14.93%

CBA 5.57% to 10.15%

Nexa Resources 6.38% to 7.10%

Long steel (i) 8.63% to 16.85%

Holding and other 6.31% to 8.94%
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20 Right of use assets 
 
(a) Breakdown and changes 
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21 Borrowing 

Accounting policy 

Borrowings are initially recognized at fair value, net of transaction costs incurred, and subsequently carried at amortized cost. 
Any difference between the proceeds (net of transaction costs) and the total amount payable is recognized in the statement 
of income over the period of the borrowings using the effective interest rate method. 

Borrowing costs directly related to the acquisition, construction or production of a qualifying asset that requires a substantial 
period of time to get ready for its intended use or sale are capitalized as part of the cost of that asset when it is probable that 
future economic benefits associated with the item will flow to the Company and costs can be measured reliably. The other 
borrowing costs are recognized as finance costs in the period in which they are incurred. 
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(a) Breakdown and fair value 
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(i)  Loan agreements (NCE - Export Credit Note) of the subsidiary CBA are intended to financing export-related operations 
and are linked to swap contracts (derivative financial instrument), which aim to switch floating rate exposure exchange 
in Brazilian reais (CDI) to an exchange rate pre-fixed in US Dollars, resulting in a weighted average cost of 5.00% per 
year. The subsidiary Nexa also has NCE contracts, which have linked swap contracts, which aim to exchange the 
exposure of floating rates in LIBOR to CDI + spread. These swaps were contracted together with the financing and with 
the same financial institution. 

 
(ii) Loans relating to Law 4131/1962 are subject to swaps that are indexed both to exchange rates (LIBOR and fixed rates 

for floating CDI rates) and to currencies (US Dollars for reais) and resulted in a final weighted cost of 109.20% p.a. of the 
CDI. Borrowing of this type relates to compound financial instruments, contracted as a single product with the financial 
institution (debt in US Dollars + swap a percentage of the CDI in reais). The terms and conditions of the loan and 
derivative instruments are configured as a compound operation, so that the resulting cost is a debt adjusted by the CDI 
in reais. The difference in measurement between the two instruments (loan at amortized cost x derivative at fair value), 
creates an accounting mismatch in the statement of income. To eliminate this accounting mismatch, some of the 
borrowing contracts made from August 2015, were designated as at fair value, and the effect of this designation is the 
measurement of debt at fair value through profit or loss, according to Note 33. 

 
 
Key: 
 
BNDES  – National Bank for Economic and Social Development. 
BRL  – Brazilian currency (Real). 
CDI  – Interbank Deposit Certificate. 
COP – Colombian Peso. 
EUR  – European Union currency (Euro). 
EURIBOR – Euro Interbank Offered Rate. 
FINAME – Government Agency for Machinery and Equipment Financing.  
IBR – Interbank Rate (Colombia). 
INR             – Indian Rupee 
IPCA  – Extended Consumer Price Index. 
LIBOR  – London Interbank Offered Rate. 
SELIC  – Special System for Clearance and Custody. 
TJLP  – Long-term interest rate set by the National Monetary Council. Until December 2017, the TJLP is the BNDES basic cost of financing. As of January 

2018, the Long Term Rate (TLP) became the main financial cost of BNDES financing. 
USD  – US Dollar. 

 
 

(b) Changes 
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(c)  New borrowing and amortizations 

Through the funding and prepayment of certain debts, the Company seeks to extend the average maturities, as well as to balance the exposure to different currencies for loans and financing 
against cash generation in these currencies. 
 
The main amortization in the year was as follows: 

 
(*)  The Export Credit Note and BNDES modalities have a fixed rate in US Dollars as described in item (a). 
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(d) Maturity 
 

 
 
 
(e) Breakdown by currency 
 

 
 
(f) Breakdown by index 
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(f) Collateral 
 
As at December 31, 2019, R$ 5,859 (December 31,  2018 R$ 10.389) of the balance of borrowing of the Company and its 
subsidiaries was collateralized under promissory notes and sureties and R$ 895 of property, plant and equipment items 
(December 31,  2018: R$ 792) was collateralized by liens on the financed assets. 
 
(h) Covenants/financial ratios 
 
Certain borrowing items are subject to compliance with certain financial ratios ("covenants"). Where applicable, such 
obligations are standardized for all loan and financing agreements. 
 
The Company and its subsidiaries were in compliance with all of these covenants, as applicable. 
  

22 Lease liabilities 
 
(a)  Changes to lease obligations – IFRS16 

 
(b)  Maturity profile 

  

 

 

210

134

110

159

39

189

2020 2021 2022 2023 2024 2025+
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23 Confirming payables 
 
The Company and subsidiaries have entered into agreements with financial institutions, aiming to anticipate receivables from 
suppliers in domestic and foreign markets. As part of this operation, suppliers transfer the right to receive their accounts 
receivable related to sales of goods to financial institutions. 
 

  
24 Current and deferred income tax and social contribution 
 
Accounting policy  

The income tax and social contribution expense for the period comprises current and deferred taxes. Taxes on profit are 
recognized in the statement of income, except to the extent that they relate to items recognized directly in equity. In such 
cases, the taxes are also recognized in comprehensive income or directly in equity.  

The current and deferred income tax and social contribution is calculated on the basis of the tax laws enacted or substantively 
enacted at the balance sheet date in the countries where the entities operate and generate taxable income. Management 
periodically evaluates positions taken by the Company in income tax returns with respect to situations in which applicable tax 
regulation is subject to interpretation. It establishes provision where appropriate on the basis of amounts expected to be paid 
to the tax authorities.  

The current income tax and social contribution are presented net, separated by taxpaying entity, in liabilities when there are 
amounts payable, or in assets when the amounts prepaid exceed the total amount due on the reporting date.  

Deferred tax assets are recognized only to the extent it is probable that future taxable profit will be available against which the 
temporary differences and/or tax losses can be utilized.  

Deferred income tax assets and liabilities are presented net in the balance sheet when there is a legal right and the intention 
to offset them upon the calculation of current taxes, generally related to the same legal entity and the same taxation authority. 
Thus, deferred tax assets and liabilities in different entities or in different countries are presented separately, and not net. 

The Company and its subsidiaries are subject to income taxes in all countries in which it operates. The provision for income tax 
is calculated individually by the entity based on tax rates and rules effective at the entity’s location. The Company and its 
subsidiaries also recognizes liabilities for anticipated tax audit issues based on estimates of whether additional taxes will be 
due. Where the final tax outcome of these matters is different from the amounts that were initially recorded, such differences 
will have an impact on the current and deferred tax assets and liabilities in the period in which the determination is made. 
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(a)  Reconciliation of income tax and social contribution expenses  
 
The current amounts are calculated based on the current rates levied on taxable income, adjusted upwards or downwards by 
the respective additions and exclusions.  

The income tax and social contribution amounts presented in the statements of income for the year ended December 31 are 
reconciled to their Brazilian standard rates as follows  
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 (b)  Breakdown of deferred tax balances  
 

 
 
(c) Effects of deferred income tax and social contribution on the profit for the year and comprehensive income  
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(d) Realization of deferred income tax and social contribution on tax losses  

  
25 Provision 

Accounting policy  

The Company and its subsidiaries are a party to tax, civil, labor and other legal claims in progress at different Court levels. 
Provision against potentially unfavorable outcomes of litigation in progress is established and updated based on management 
evaluation, as supported by external legal counsel, and requires a high level of judgment regarding the matters involved.  

The judicial deposits are monetarily restated and when they have a corresponding provision they are presented net in 
"Provision". Judicial deposits that do not have a corresponding provision are presented in non-current assets. 

(i)  Provision for tax, civil, labor, environmental and other legal claims  

The provision for tax, civil, labor, environmental and other legal claims is recognized when: (i) the Company has a present legal 
or constructive obligation as a result of past events, (ii) it is probable that an outflow of resources will be required to settle the 
obligation, and (iii) the amount can be reliably estimated. Losses classified as possible are not recognized for accounting 
purposes, and are disclosed in the notes. Contingencies with probability of loss classified as remote are not provisioned nor 
disclosed, except when the Company and its subsidiaries consider their disclosure justified. The classification of losses between 
possible, probable and remote is based on the management's assessment, based on the opinion of its legal advisors.  

Provision is measured at the present value of the expenditures expected to be required to settle the obligation using a pre-tax 
rate that reflects current market assessments of the time value of money and the risks specific to the obligation. The increase 
in the provision due to time elapsing is recognized as interest expense. Provision does not include future operating losses.  

(ii)  Asset retirement obligations  

The calculation of asset retirement obligations involves judgment about certain assumptions. In environmental terms, they 
refer to the future obligation to restore the ecological conditions similar to those existing before the beginning of the project 
or activity, or to carry out compensatory measures, agreed upon with the applicable bodies, as a result of the impossibility of 
returning the areas to the pre-existing condition. These obligations arise from the beginning of the environmental degradation 
of the area occupied by the operation or from formal commitments made to the environmental body, under which the 
degradation must be compensated. The dismantling and removal of an asset from an operation occurs when it is permanently 
retired, through the interruption of its activities, or by its sale or disposal.  

Expenditures relating to mine retirement are recorded as asset retirement obligations. The asset retirement cost, equivalent 
to the present value of the obligation (liability), is capitalized as part of the carrying amount of the asset, which is depreciated 
over its useful life.  

The Company and its subsidiaries recognize a liability based on the fair value for the demobilization of assets in the period in 
which they occur, against the corresponding intangible asset. The Company and its subsidiaries consider the accounting 
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estimates related to the recovery of degraded areas and the costs of closing a mine as a critical accounting practice because it 
involves expressive amounts of provisions and these are estimates that involve several assumptions such as interest rates, 
inflation, useful life of the assets considering the current stage of exhaustion, the costs involved and the projected depletion 
dates of each mine. These estimates are reviewed annually by the Company and its subsidiaries.  

(iii) Obligation for environmental liabilities  

The environmental liability must be recognized when there is an obligation on the part of the Company and its subsidiaries that 
incurred an environmental cost not yet paid, provided that it meets the recognition criteria as an obligation. Therefore, this 
type of liability is defined as being a present obligation of the Company and its subsidiaries that arose from past events. 
 
 (a) Breakdown and changes  

 

(i)  Amount refers, substantially, to item 1.1 (q). 

(b) Provision for tax, civil, labor, other contingencies and outstanding judicial deposits  

 

(i) The variation was, substantially, from the collection of judicial deposits related to the ICMS process in the PIS and 
COFINS calculation basis. 
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(c) Litigation with likelihood of loss considered possible  

The Company and its subsidiaries are party to litigations representing a risk of possible loss, for which no constituted provision 
has been made, as detailed below. 

 

(c.1) Comments on contingent tax and public rights liabilities with likelihood of loss considered possible 

The contingent liabilities relating to tax lawsuits in progress with a likelihood of loss considered possible, for which no provision 
has been recorded, are commented on below. In the table below we present an analysis of the relevance of these lawsuits:  

 

(i)  Tax assessment notice – “IRPJ / CSLL”  

In December 2016, the subsidiary VCSA was assessed by the Brazilian Federal Revenue Office in the historical amount of R$ 
470 demanding the collection of IRPJ and CSLL relating to the period of 2011, due to the alleged undue deduction of operating 
expenses and costs. In January 2018, the VCSA became aware of the Lower Court decision from the Federal Revenue’s 
Judgment Office, which judged the appeal partially with grounds, reducing the lawsuit by approximately R$ 114. In December 
2018, the Appeal of the Administrative Board of Tax Appeals was dismissed and the Voluntary Appeal was partially accepted 
for the VCSA, at this moment we await the formalization of the Court Decision. As at December 31, 2018, the restated amount 
of the contingency was R$ 580, of which R$ 53 was assessed as probable loss and was properly accrued, and the remaining R$ 
219 was assessed as possible loss.  

In December 2017, the VCSA received a tax assessment notice from the Brazilian Federal Revenue Office in the amount of R$ 
1,295 for alleged non-payment or underpayment of IRPJ and CSLL relating to the period from 2012 to 2013, due to: (i) capital 
gain allegedly obtained due to a barter made by the VCSA; and (ii) amortization of goodwill supposedly incorrect. In October 
2018, the VCSA took cognizance of the decision of the lower court, which ruled that the VCSA´s challenge was unfavorable. In 
December 2018, the Appeal of the Administrative Board of Tax Appeals was dismissed and the Voluntary Appeal was partially 
accepted for the VCSA, at this moment we await the formalization of the Court Decision. At December 31, 2019, the restated 
amount of the contingency assessed as possible loss was R$ 1,467.  
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(ii)  Profits abroad – “IRPJ/CSLL”  

The Company and its subsidiaries have assessments drawn up by the Brazilian Federal Revenue Office, for alleged nonpayment 
of IRPJ and CSLL, on profits earned abroad by its subsidiaries or affiliates, in the periods of 2007, 2008, 2010, 2012, 2013 and 
2014.  
The balance substantially composed by the Company, amounted R$ 1,096 at December 31, 2019 (R$ 1,052 as at December 31, 
2018). All cases are awaiting judgment at the administrative level. 

(iii) ICMS credit  

Between 2011 and 2013, eight notices of infringement and fines were filed against the Company’s subsidiary Citrovita Agro 
Industrial Ltda. ("CAI"), mainly aimed at the collection of ICMS credited, as highlighted in invoices for the transfer of other 
subsidiaries, with the specific purpose of non taxable export. The tax assessment notices totaled R$ 818 as at December 31, 
2019.  

 (iv)  PIS / COFINS credit statement  

Substantially comprised by the subsidiary CBA, which has Decisional Orders and tax assessments relating to the PIS and COFINS 
credits, referring to the items applied in the production process, which, in the opinion of the Brazilian Federal Revenue Office, 
would not generate the right to credit of the said contributions. The amount restated as of December 31, 2019 was R$ 690. 
Currently, all the processes await administrative decision.  

In the opinion of Management and in the opinion of its independent legal advisors, in light of precedents and case law, the 
likelihood of loss of the process is considered possible.  

(v)  Financial Compensation for the Exploration of Mineral Resources - CFEM  

The subsidiaries Nexa BR, CBA and VCSA had several assessments drawn up by the National Department of Mineral Production 
- "DNPM" for alleged failure to pay or lower collection of CFEM from 1991 to 2015. As of December 31, 2019, the amount of 
possible loss amounted to R$ 499.  

(vi)  IRPJ/CSLL negative balance credit  

VSA and its subsidiaries CBA received decisions regarding the gloss of negative balance of IRPJ credits, totaling the updated 
amount of R$ 485 as of December 31, 2019. Currently, the cases await an administrative decision due to the presentation of a 
challenge by the Company and its Subsidiaries. 

In the opinion of Management and in the opinion of its independent legal advisors, it appears that there was a misconception 
on the part of RFB when assessing the amounts presented by the Company and its subsidiaries, which is why the likelihood of 
loss in the lawsuits is considered possible. 

(vii)  Tax assessment notice - ICMS  

In the fourth quarter of 2016, the subsidiary CAI received a tax assessment notice whose value up to December 31, 2019 
amounts R$ 128. The process currently awaits judgment of the special appeal filed by the company before the Tax and Taxes 
Court of São Paulo Paulo.  

 (viii)  ICMS on electricity charges  

The subsidiary CBA has judicial and administrative discussions regarding the incidence of ICMS on the sector charges levied on 
the electricity tariff. As of December 31, 2019, the amount in controversy of these discussions amounts to R$ 222.  

In the opinion of Management and in the opinion of its independent legal advisors, the assessment is unfounded, which is why 
the likelihood of loss of the process is considered possible.  
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(ix) IRPJ/CSLL – Transfer Price  

Between 2007 and 2010, four tax assessments were filed against its subsidiary CAI, aiming at the collection of IRPJ and CSLL, 
and the adjustment in the basis of tax losses and the negative basis of CSLL, due to the losses made in the adjustments made 
by the Company in this transfer pricing calculations in 2003 and 2004. In October 2018, one of the cases was closed in a 
favorable manner to the CAI, with the amount of R$ 206 remaining under administrative discussion, restated up to December 
31, 2019. The active processes await judgment of appeals by the Administrative Council of Tax Appeals.  

(x)  Tax classification mismatch – Import  

In March 2017, the subsidiary CBA was assessed on account of a supposed error in the tax classification on the importation of 
inputs, resulting in the tax requirement (IPI, PIS, COFINS E II), whose value in December 2019 amounts to R$ 181.  

Because the undisputed legal counsel wrongly understood the complaint, the subsidiary CBA filed a challenge that was 
favorably judged in the first administrative instance. Currently, the case awaits judgment by the CARF of the voluntary appeal 
filed by the Attorney General of the National Treasury.  

In the opinion of Management and in the opinion of its independent legal advisors, the likelihood of loss of said process is 
considered possible. 
 
(xi)  Collection of ICMS due to divergences regarding the destination of the item  

The subsidiary CBA was assessed for alleged failure to pay ICMS, due to the credit claims arising from the acquisition of assets 
due to divergences regarding the allocation of assets in the amount of R$ 108.  

In the opinion of Management and in the opinion of its independent legal advisors, the criteria adopted in relation to the 
destination of the assets are in accordance with the pertinent legislation and the probability of loss of the process is considered 
possible.  

(xii)  IRPJ/CSLL - Expense Deduction  

In December 2016, the subsidiary CAI was assessed by the RFB for the collection of IRPJ and CSLL, due to the gloss of exclusions 
from the calculation base of said taxes in the 2011 calendar year. The amounts required by the tax assessment notice total R$ 
77. In the last quarter of 2018, a partial cancellation of the tax assessment notice was filed by the Regional Judgment Office 
(DRJ), and judgment on the Voluntary Appeal filed is currently awaiting. 
 
(c.2)  Comments on contingent civil liabilities with likelihood of loss considered possible 
 

 
(i)  Civil class action – Cartel  

The Office of the Public Prosecutor of the State of Rio Grande do Norte filed a civil class action against the subsidiary VCSA, 
together with eight other defendants, including several of Brazil's largest cement manufacturers, alleging the formation of a 
cartel, demanding that: (1) the defendants make an indemnity payment, jointly, amounting to R$ 5,600, in favor of the civil 
class action, due to pain and suffering and property collective damage; (2) the defendants make a payment of 10% of the total 
amount paid by the customers for the acquisition of cement or concrete under the brands owned by the defendants, during 
the period from 2002 to 2006, due to individual consumer damages; (3) that the defendants pay the following penalties 
according to Article 23 Section 1 and Article 24 of Law 8,884/1994: (i) in addition to the payment mentioned in item (1) above, 
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a fine ranging from 1% to 30% of annual gross revenues relating to the fiscal year immediately preceding the year in which the 
alleged violation occurred, but not less than the monetary advantage acquired; and (ii) a prohibition, for a period not shorter 
than five years, from obtaining financing from governmental financial institutions or from participating in bidding processes 
conducted by the federal, state or municipal governments and their entities. In view of the total number of the claims in item 
(1) above in the amount of R$ 5,600 and because of the claims alleging joint liability, VCSA estimated that, based on its market 
share, its share of the liability would be approximately R$ 2,400. However, there can be no assurance that this apportionment 
would prevail and that VCSA will not be held liable for a different proportion, which may be larger, or for the total number of 
these claims. Additionally, there can be no assurance that VCSA will not be required to pay other amounts as compensation 
for damages caused to consumers as mentioned in item (2) above and/or the fine mentioned in item (3) above.  

In the last quarter of 2018, an order was issued rejecting the arguments presented by the defendants and determining the 
production of expert evidence. At the moment a decision is awaited on the motions to clarify against such order. The likelihood 
of loss in this matter is considered possible, and the VCSA has not recorded any provision for this claim. As at December 31, 
2019, the restated balance of the contingency was R$ 4,176.  

(ii)  Administrative Proceedings by SDE, currently CADE (Brazilian antitrust agency)  

In 2006 the SDE initiated administrative proceedings against the largest Brazilian cement companies, including VCSA, alleging 
that the large cement companies would have breached Brazilian antitrust laws, such as in terms of price fixing and the 
formation of a cartel. After the finding of facts, the CADE court judged the lawsuit, issuing the final terms of the judgment on 
July 29, 2015, applying several penalties to the companies.  

The penalties imposed on VCSA include the payment of a fine of approximately R$ 1,566 and an obligation for VCSA to sell: (1) 
all its interests in other cement and concrete companies in Brazil; (2) 20% of its installed capacity of concrete services in Brazil, 
in relevant markets in which VCSA has more than one concrete plant; and (3) a specific cement asset that, in CADE’s opinion, 
was directly related to the alleged illegal act of which VCSA is accused. Other non-monetary penalties were also imposed on 
VCSA, including: (1) the obligation to publish CADE’s decision in one of the five biggest Brazilian newspapers; (2) a prohibition 
against contracting with official financial institutions for credit lines with financing conditions subsidized by public programs or 
resources provided by these institutions; and (3) a recommendation to the Federal Revenue that they restrict or limit certain 
other benefits and tax incentives.  

In November 2015, VCSA filed an annulment action to cancel the decision issued at the administrative level or, at least, to 
reduce the applied penalties. The injunction was granted on November 24, 2015, suspending the effects of the decision issued 
by CADE at the administrative level, preventing CADE from demanding the fulfillment of the obligations and/or executing the 
penalties until a judgment of the merits. CADE was summoned and filed its defense, while VCSA presented its reply in 
November 2016. Recently, an economic expert evidence has been accepted. The parties indicated technical assistants and 
made questions. The expert is requested to inform if he accepts the charge and presents an estimate of the fees. The VCSA 
classified the likelihood of loss on this lawsuit as possible.  
 
During 2017, some construction companies and concrete producers filed lawsuits for indemnity claims against Votorantim 
Cimentos and other companies which were convicted by CADE, due to the alleged formation of a cartel in the cement and 
concrete markets, in summary claiming that the cartel caused economic and non-economic losses. In January 2018, the first 
sentence dismissing the merit of the indemnity claims was issued. In December 2019, there were already 26 decisions 
dismissing the merit in the lower court. Moreover, ten of these lawsuits already recognized that eventual damages arising from 
the facts identified in the administrative proceeding of CADE had already expired, of which seven were final decisions.  
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26 Use of public assets 
 
Accounting policy  

The amount is originally recognized as a financial liability (obligation) and as an intangible asset (right to use a public asset) which corresponds to the amount of the total annual charges 
over the period of the agreement discounted to present value (present value of the future payment cash flows).  

The subsidiaries own or participate in companies that hold concession contracts in the electrical energy industry. Most of these contracts provide for annual payments from the 
commencement of operations and are adjusted by the General Market Price Index for the Use of Public Assets.  

The contracts have an average duration of 35 years, and the amounts to be paid annually are as follows: 
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27 Deferred revenue obligation for performance  
 
Accounting policy  

Deferred revenue, arising from the anticipation of receivables from financial institutions, represents an obligation for the 
subsidiaries to physically deliver the electric energy already sold to customers and consequently to pass on to the financial 
institution the amount received from the sale of energy. The obligation is performed monthly, after the transfer of energy to 
the client and consequent financial transfer to the financial institution.  

In December 2014, the subsidiary indirect Votener ceded to a financial institution the receivables due until December 2019 as 
a result of certain contracts for the Sale of Electric Energy in the Regulated Environment ("CCEAR"), which are being carried 
out with the physical delivery of energy. This transaction corresponded to R$ 1,252, and has no right of return and/or type of 
co-obligation of the Company on the receivables. Due to the assignment of receivables, Votener received a total amount of R$ 
905, and the interest to be appropriated from the transaction will be recognized pro rata to the result during the term of the 
agreement.  

In May 2015, Votener carried out a second credit assignment operation, without any right of return and/or co-obligation of 
the subsidiary, in the total amount of R$ 368. By assigning the receivables, Votener received the total amount R$ 251, and 
interest to beappropriated from the operation will be recognized pro rata to the result during the term of the agreement.  

The updated value of these operations at December 31, 2019 was R$ 32 (December 31,  2018, R$ 271). 
 

28 Pension plan and post-employment health care benefits 
 
Accounting policity 
 
The Company, through its subsidiaries abroad (VCNA, VCEAA, Artigas and APDR) and in Brazil (VCNNE), participates in pension 
plans managed by a private pension entity, which provide post-employment benefits to employees.  
 
The liability recognized in the balance sheet in respect of defined benefit pension plans is the present value of the defined 
benefit obligation at the balance sheet date minus the fair value of plan assets. The defined benefit obligation is calculated 
annually by independent actuaries using the projected unit credit method. The present value of the defined benefit obligation 
is determined by discounting the estimated future cash outflows using market interest rates that are denominated in the 
currency in which the benefits will be paid, and that have terms to maturity approximating the terms of the related pension 
obligation. In countries where there is no active market related to such obligations, market rates for government securities are 
used.  
 
Actuarial gains and losses arising from changes in actuarial assumptions are recognized within “Carrying value adjustments” in 
the period in which they arise. 
 
Past-service costs are recognized immediately in the statement of income, unless the changes to the pension plan are 
conditional on the employees remaining in service for a specified period of time (the vesting period). In this case, past-service 
costs are amortized on a straight-line basis over the vesting period.  
 
For defined contribution plans, the Company pays contributions to the pension plan administrators on a compulsory, 
contractual or voluntary basis. The Company no longer has payment obligations once the contributions are paid. 
Contributions are recognized as employee benefit expense when due. Prepaid contributions are recognized as an asset to the 
extent that a cash refund or a reduction in the future payments is available.  
 
The Company’s subsidiaries have a defined contribution plan for employees. Certain subsidiaries, however, have a defined 
benefit plan.  
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The table below shows where the balances and activities related to post-employment benefit are allocated in the 
consolidated financial statements. 

 
 
(a) Defined contribution pension plan  
 
The Company and its Brazilian subsidiaries sponsor private pension plans available to all employees administered by Fundação 
Senador José Ermírio de Moraes (“FUNSEJEM”), a private, not for profit, pension fund. Under the terms of the regulations of 
the fund, the contributions of the employees to FUNSEJEM are matched by the sponsors in accordance with the level of 
remuneration of the employee. For employees whose remuneration is lower than the threshold established by the regulations, 
the Company matches the contributions that represent up to 1.5% of their monthly remuneration. For employees whose 
remuneration exceeds the threshold, the Company matches the contributions of employees that represent up to 6% of their 
monthly remuneration. Voluntary contributions can also be made to FUNSEJEM. Once the plan contributions are made, no 
additional contributions are required. 
 
(b)  Defined benefit pension plan  
 
The Company has subsidiaries with defined pension plans in North America, South America and Europe, which follow similar 
regulatory standards. The defined benefit pension plans also offer health care and life insurance, among other benefits. The 
cost of the retirement benefits and the other benefits of the plan granted to employees are determined by the projected 
benefit method on a pro rata basis considering the length of service and the best expectations of management regarding the 
return on plan assets, salary adjustments, costs and mortality trends, and the age of retirement of employees.  
 
The amounts recognized in the balance sheet are determined as follows: 
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The changes in the defined benefit obligation and the fair value of the plan assets during the year were as follows: 
 

 
 
The defined benefit obligation and the plan assets, by country, are as follows: 

 
 
The actuarial assumptions used were as follows: 
 

 
 
(c)  Post-employment benefits (pension and health care) 
 
The Company operates post-employment health care plans through indirect subsidiaries in North America, VCNA, and in 
Europe, VCEAA. The accounting method, assumptions and frequency of evaluations are similar to those used for the defined 
benefit pension plans. Most of these plans are not funded.  
 
The obligations relating to these plans are included in the movement of the defined benefit obligations previously presented. 
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29 Equity 
 
Accounting policy 

(i)  Share capital 

Share capital is represented exclusively by common shares classified as equity.  

(ii)  Dividends  

This is recognized as a liability in the Company’s financial statements at year-end based on the Company’s bylaws. Any amount 
that exceeds the minimum required, 25% of the profit for the year, is only recognized on the date it is approved by the 
stockholders at a General Meeting. When a Company presents a loss in the year, there is no dividend.  

(iii)  Earnings per share  

Earnings per share are calculated by dividing the profit attributable to the controlling stockholders by the weighted average 
number of common shares during the year. The weighted average number of shares is calculated based on the periods in which 
the shares were outstanding. 

(iv)  Statutory reserve  

The statutory reserve is constituted by the appropriation of 5% of the net income for the fiscal year or remaining balance, 
limited to 20% of the capital stock. Its purpose is to ensure the integrity of social capital. It can only be used to offset losses 
and increase capital. When the Company presents a loss in the year, there will be no legal reserve.  
The retained earnings reserve refers to the retention of the remaining balance of retained earnings in order to meet the 
business growth plan established in the Company's investment plan.  

(v)  Government grants  

The tax incentive reserve is credited with tax incentive benefits, which are recognized in the income statement for the year 
and allocated to retained earnings for this reserve. These incentives are not included in the calculation of the mandatory 
minimum dividend.  

(vi)  Equity valuation adjustments  

The equity valuation adjustments include:  

(a) Effective portion of the cumulative net change in fair value of hedge instruments used in hedge of cash flow until the 
recognition of the cash flows that were hedged.  

(b)  Cumulative translation adjustments with the exchange differences arising from the translation of the financial 
statements of foreign operations.  

(c)  Effective portion with exchange differences of hedge of the Company's net investments in a foreign operation. 

(d)  Actuarial losses (gains) and measures with retirement benefits.  

(a)  Share capital  

On December 31, 2019 and December 31,  2018, the fully subscribed and paid-up capital of the Company was R$ 28,656, 
consisting of 18,278,789 thousand common shares.  
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(b)  Dividends  

In the second quarter of 2019, the Ordinary and Extraordinary Shareholders' Meeting resolved to cancel the mandatory 
minimum dividends of 2018, in the amount of R$ 415. 
 
During the first half of 2019, the Company resolved to pay its parent company Hejoassu Administração S.A. the amount of R$ 
1,475 corresponding to dividends related to part of the balance of the "Profit reserves" account accumulated up to December 
31, 2018. 
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(c) Carrying value adjustments 
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(d) Non-controlling interests 
 

 
(i)  The variation refers to the issuance of new shares and sale of interest by VSA. 
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30 Net revenue from products sold and services rendered 
 
Accounting policy 

Revenue represents the fair value of the consideration received or receivable from the sale of goods in the ordinary course of 
business of the subsidiaries. Revenue is shown net of value added tax, rebates and discounts after elimination of sales among 
consolidated companies.  

The subsidiaries recognizes revenue when: (i) the amount of revenue can be measured reliably; (ii) it’s probable that future 
economic benefits will flow to the entity; and (iii) specific criteria have been met for each of the Company's and its subsidiaries' 
activities.  

Revenue will not be reliably measured if all terms of sale are not resolved. The subsidiaries bases its estimates on historical 
results, taking into account the type of customer, the type of transaction and the specificities of each agreement. 

Revenue recognition is based on the following principles:  

(i) Sales of products and service  
 
Revenue is shown net of value added tax, returns, rebates and discounts, after eliminating sales within the consolidated 
companies.  

(ii)  Sale of surplus energy  
 
The Company's energy sales contracts are carried out in the free and regulated environments of Brazilian commercialization, 
being fully registered with CCEE, the agent responsible for accounting and settlement of the entire national integrated system 
(SIN). 

The accounting measurement of the volume of energy to be billed results from the processing of the physical measurement, 
adjusted to the apportionment of losses reported by the CCEE. 

Energy sales operations, which meet the definition of a financial instrument, are recognized in the financial statements at fair 
value. 

(a)  Reconciliation of revenues  
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(b) Information on geographical areas in which the Company operates  

The geographical areas are determined based on the location of the customers. The net revenue of the subsidiaries classified 
by currency and destination, is as follows:  

(i)  Revenue by destination 
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(ii)  Revenue by currency 
 

  
31 Expenses by nature 
 

 
 
(a)  Employee benefit expenses 

(i)  Health care (post-retirement)  

The liability related to the health care plan for retired employees is stated at the present value of the obligation, less the market 
value of the plan assets, adjusted by actuarial gains and losses and past-service costs, in a manner similar to the accounting 
methodology used for defined benefit pension plans. The post-retirement health care obligation is calculated annually by 
independent actuaries. The present value of the post-retirement health care obligation is determined based on an estimate of 
the future cash outflow.  

Actuarial gains and losses arising from changes in actuarial assumptions are fully recognized within “Carrying value 
adjustments” in the period in which they arise.  
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(ii)  Employee profit sharing  
 
Provision is recorded to recognize the expenses related to employee profit sharing. This provision is calculated based on 
qualitative and quantitative targets established by management and recorded in the statement of income as “Employee 
benefits”. 
 

  
 

32 Other operating expenses, net 
 

 
 
(i) Refers mainly to PIS and COFINS credits recognized in the subsidiaries CBA, VCSA and the indirect subsidiary VCNNE, in 

the amount of R$ 747 according to Note 1.1 (d). 
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33 Finance results, net 
 
Accounting policy  

(i) Financial income (expenses)  

These comprise interest rates on loans and financial investments, monetary and exchange variation on assets and liabilities, 
linked to loans with a swap instrument, as a result of the exchange variation net of gains and losses on derivative financial 
instruments (swap contracts) and various discounts that are recognized in the income for the year on the accrual basis.  

(ii) Foreign exchange variations  

A foreign currency transaction shall be initially recognized in the functional currency by applying the spot exchange rate 
between the functional currency and the foreign currency on the transaction date on the amount in foreign currency.  

At the end of each reporting period, monetary items in foreign currency must be converted using the closing exchange rate.  
Foreign exchange variations arising from the settlement of monetary items or the translation of monetary items at rates 
different from those for which they were converted at the initial measurement during the period or in previous financial 
statements shall be recognized in the statement of income in the year in which they arise. 
 

 

(i) Refers substantially to the PIS and COFINS credit recognized in the subsidiaries VCSA, CBA and VCNNE, in the amounts 
of R$ 439 according to Note 1.1 (d).  
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34 Tax benefits 
 
VCSA and its subsidiaries have tax incentives within certain state and federal industrial development programs. The state 
programs are aimed at attracting industrial investments seeking regional decentralization, promoting employment and income 
generation, besides complementing and diversifying the industrial matrix of the states. These fiscal incentives are approved by 
the states in the form of percentage financing of up to 75%, presumed credit with a percentage of up to 95% and deferral of 
the payment of taxes or partial reductions of the amount due for imports of assets and inputs. 
  

35 Insurance 
 
The Company and its subsidiaries maintain civil liability policies for executives and directors, in addition to insurance coverage 
for equity risks and loss of profits. Such policies have coverage, conditions and limits, considered by Management to be 
adequate to the inherent risks of the operation. 
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36 Supplementary information – Business segments 
 
In order to provide more detailed information the Company has elected to present financial information organized into two 
business segments.  
 
The following information refers to the breakdown of VSA by business segments and considers the eliminations of balances 
and transactions between companies in the same segment, before: (i) eliminations between business segments; (ii) 
eliminations of investments held by the holding companies. Additionally, the eliminations and reclassifications among the 
companies are presented so that the net results reconcile with the consolidated financial information of VSA according to the 
supplementary information. This supplementary information is not intended to be in accordance with, and is not required by, 
the accounting practices adopted in Brazil, or by IFRS. 
  
(a)  Capital management 

The financial leverage ratios are calculated according to the information of the industrial segments, considering the 
accumulated results for 12 months, as loan covenants, and are summarized as follow: 
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(b) Balance sheet - business segments 
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(c) Statement of income – business segments 
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(d) EBITDA ajustado –Adjusted EBITDA - business segments 
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37 Subsequent events 
 
(a)  Acquisition of a manufacturing unit 
 
In August 2019, the subsidiary CBA announced the signing of the share purchase and sale agreement with the purpose of fully 
acquiring the shares of Arconic Industria e Comércio de Metais Ltda, a unit located in Pernambuco, in the Northeast of Brazil, 
which will complement the CBA's laminated product line. The effective control of the operations was transferred to CBA in 
February 2020. The price paid for the acquisition totaled R$ 225 and a gain by an advantageous purchase of R$ 139 in the 
application of the acquisition method provided for in CPC15 for the accounting record of the operation. 
 
(b)  Option to purchase Piauí II and III 
 
In January 2020, the indirect subsidiary VTRM exercised its option to purchase Piauí II and III, for the development of new wind 
farms in the Northeast region of Brazil, with an investment of approximately R$ 2,000. The construction of the parks is 
scheduled to begin in 2021, with start-up between 2022 and 2023. 
 
Each of the complexes will consist of five wind farms located in the region in Serra do Inácio. Ventos do Piauí II will have 100% 
of its structure distributed between 3 Piauí municipalities (Curral Novo, Paulistana and Betânia do Piauí) and the Ventos do 
Piauí III complex will have wind turbines installed in Curral Novo (Piauí), Araripina and Ouricuri (Pernambuco). Together, the 
new complexes will have an installed generation capacity of 411.6 MW and will make the indirect subsidiary VTRM responsible 
for approximately 1.0 GW of installed generation capacity in that region. 
 
(c)  Amendment to the loan agreement pursuant to Law No. 4,131 / 1962 by VCSA 
 
On January 30, 2020, the subsidiary VCSA renegotiated the contractual terms of the loan under Law No. 4,131 / 1962, 
contracted in March 2018, in the total amount of USD 100 million. The Company extended the final maturity from 2023 to 
2025 and renegotiated the cost of the swap (derivative financial instrument) from 112.00% to 107.00% of the CDI. 
 
The swap linked to the operation, contracted jointly with the same financial institution as the loan, aims at both the exchange 
of exposure to the floating rate LIBOR to the floating rate CDI, as well as the exchange of currency from dollar to real (debt in 
dollar + swap to real in% CDI ). 
 
(d)  Distribution of dividends by the subsidiary Nexa 
 
On February 13, 2020, the Board of Directors of the subsidiary Nexa approved, subject to ratification by the shareholders of 
the subsidiary Nexa, in accordance with the laws of Luxembourg, distribution of dividends to the shareholders of the subsidiary 
Nexa, registered on March 16, 2020, approximately USD 50 million to be paid on March 30, 2020. 
 
(e)  Export financing 
 
In February 2020, the subsidiary CBA signed a loan agreement (NCE - Export Credit Note) aimed at financing its exports in the 
amount of R $ 250 with maturity on February 14, 2029. It is noteworthy that the loan is characterized as “Green Financing” 
based on the guidelines of the Green Loan Principles. The operation has a swap contract (derivative financial instrument - 
hedge accounting), which aims to exchange exposure to the floating rate CDI in reais for a fixed rate in US dollars, resulting in 
a final cost of 4.25% per year. 
 
(f)  Dividend resolution - VSA 
 
On January 20, 2020, the Company resolved to its parent company Hejoassu Administração S.A., the amount of R$ 401 
corresponding to dividends related to the portion of the balance of the “Profit Reserves” account, accumulated from previous 
years. The amount was paid in full by February 10, 2020. 
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