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Company information/Capital  

 

Number of shares  

(Units) 

Current quarter 

 06/30/2021 

 
 

Paid-in capital   
Common 43.403.849  
Preferred 0  
Total 43.403.849  
Treasury shares 

Common 1,441  

Preferred 0  

Total 1,441  
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MESSAGE FROM THE BOARD 

 

In the 2Q21, the main focuses of the Company were to protect the health of its own employees and third parties 

due to the impact of the COVID-19 pandemic, improvements in cash management through cost efficiency and 

working capital optimization and the debt negotiations with the main creditors. 

As to the COVID-19, management continues taking all the measures recommended by the health authorities to 

mitigate the effects of the pandemic, under the coordination of the medical team, which monitors how the 

pandemic affects matters of health. With the support of a committee especially designated to address these 

issues, we are monitoring the COVID-19 developments and assessing the need for new measures on a daily 

basis. 

The Company recorded Net Revenue of R$ 1.162 billion in 2Q21, a growth of 6.8% compared to 2Q20. Adjusted 

Gross Income in the quarter was R$ 55.3 million, equivalent to 4.8% of Net Revenue.  

The Company presented an Adjusted EBITDA of R$ 22.3 million in 2Q21, an increase of R$ 66.7 million 

compared to the same period in 2020.  

Net Income in 2Q21 was R$ 208.9 million, but when excluding the effects of exchange rate losses on debt and 

other effects, the Adjusted Net Loss for the period was R$ 95.9 million.  

It should be noted that all the Company’s sales are pegged to US dollar reference prices thereby contributing to 

a natural hedge. 

On May 20, 2021, the Company signed “Non-Binding Memorandum of Understanding for Debt Restructuring of 
Paranapanema S.A. and Other Covenants” (“Memorandum”) with its main financial creditors (“Adhering 
Creditors”), being essentially the same creditors who participated in the renegotiation process in 2017. This , 
formalized non-binding understandings over the new process of renegotiation of the Company’s debts with the 
Adhering Creditors. Only one creditor that participated in the renegotiation in 2017 did not sign the 
Memorandum, due to the imminent closure of its operations in Brazil. 
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ECONOMIC PERFORMANCE 

Net Revenue  

 

 
Total Net Revenue in 2Q21 increased by 6.8% when compared to 2Q20 due to the increase in the price of 

copper and precious metals in the international market.  

The Company’s Net Revenue was negatively impacted by R$ 9.0 million in the 2Q21 following the transfers from 
Other Comprehensive Income (OCI) of the effect of deferred non-cash 2015 exchange-rate losses from hedge 
accounting.  

Gross Income  

 

  

In R$ thd, except otherwise stated 2Q20 2Q21 ∆ %

Primary Copper 642,440 392,854 -39%

% of Revenue 59.0% 33.8% -25.2 p.p.

Copper Products 305,736 607,261 99%

% of Revenue 28.1% 52.3% 24.2 p.p.

Rods, Wires and Others 214,907 449,989 109%

Bars/Profiles/Rolled/Tubes/Fittings 90,829 157,272 73%

Byproducts 140,218 161,787 15%

% of Revenue 12.9% 13.9% 1.0 p.p.

Total Net Revenue 1,088,394 1,161,902 7%

Domestic Market [%] 22.5% 34.2% 11.7 p.p.

Export Market [%] 76.5% 62.9% -13.6 p.p.

Toll [%] 0.9% 2.9% 1.9 p.p.

In R$ thd, except otherwise stated 2Q20 2Q21 ∆ %

Net Revenue 1,088,394 1,161,902 7%

Total COGS (1,124,129) (1,149,923) 2%

( - ) Metal Cost (1,031,424) (1,058,646) 3%

( - ) Transformation Cost (92,705) (91,277) -2%

COGS Total/tonnes sold 36.8             47.9             30%

Metal Cost/tonnes sold 33.8             44.1             31%

Transformation Cost/tonnes sold 3.0               3.8               25%

Gross Profit (35,735) 11,979

% of Revenue -3.3% 1.0% 4.3 p.p.

Adjusted Gross Profit (LME and USD Dollar changes on inventories) (1,812) 55,301

% of Revenue -0.2% 4.8% 4.9 p.p.

Premiums 56,970 103,256 81%

Premium/Net Revenue [%] 5.2% 8.9% 3.7 p.p.

Premium/tonnes sold 1.9               4.3               131%
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The Company presented Gross Income, adjusted for the effects of changes in London Metal Exchange (LME) 
and Dollar on inventories, of R$ 55.3 million, a 4.8% adjusted gross margin.  

Adjusted Gross Income excludes the hedge accounting updates of inventories to current LME and Dollar prices 
and, as these are not being recorded in inventory, impact results. In 2Q21, the adjusted impact was 
R$ 43.3 million. 

Fixed Costs (including excess capacity charges)  

 

In 2Q21, the Company recorded R$ 125.5 million in fixed costs, including excess capacity charges, a similar 
level to 2Q20. 

Operating Expenses  

 

Selling Expenses decreased by R$ 3.1 million compared to 2Q20 and General and Administrative Expenses 
were reduced by R$ 1.3 million in the same period. 

 

On May 13, 2021, the Brazilian Federal Supreme Court (STF) deliberated that the amount of State VAT (ICMS) 
displayed on the invoice should be the reference value to be excluded from the Social Integration Program (PIS) 
and Contribution to Social Security Financing (COFINS) calculation basis. This is adjusted back to March 15, 
2017, the date on which the general repercussion thesis was established in the judgment of Extraordinary 
Appeal (EA) 574706, subject to judicial and administrative claims filed until the date of the session in which the 
judgment was rendered. With this decision, the subsidiary CDPC - Centro de Distribuição de Produtos de Cobre 
Ltda recognized in the current quarter the amount of R$ 56.4 million, of which R$ 50.5 million under Other 
Operating Expenses.  

 

  

In R$ thd, except otherwise stated 2Q20 2Q21 ∆ $

Fixed Cost including excess capacity charges (125,400) (125,490) 0%

In R$ thd, except otherwise stated 2Q20 2Q21 ∆ %

Total Operating Expenses (104,789) (49,668) -53%

Sales Expenses (5,163) (2,080) -60%

G&A Expenses and Management Compensation (20,259) (18,914) -6.6%

Other Operating, net (79,367) (28,674) -64%

*Main items - Other Operating, Net: 2Q20 2Q21 ∆ %

Provisions for labor and tax contingencies (4,569) (4,256) 7%

Other provisions (130) (126) 3%

Excess capacity (65,686) (63,225) 4%

Santander/BTG Arbitrage -               (14,466) n.a

Exclusion of ICMS from the COFINS and PIS assessment base -               50,506 n.a

Total Non-recurring Items: (70,385) (31,567) 55%
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EBITDA   

 

Adjusted EBITDA, which excludes the effects of the LME and the Dollar on inventory, OCI, contingencies, and 

other non-recurring effects, for the period ended 2Q21 was positive at R$ 22.3 million, an increase of R$ 66.7 

million compared to 2Q20. This growth was mainly due to a better product sales mix, with increased sales of 

Copper Products, with higher added value, and a reduction in the sale of Primary Copper Products, as well as 

increased Byproducts revenue in the period. 

Net Income (loss) and Adjusted Net Income (loss) 

In 2Q21, the Company recorded Net Income of R$ 208.9 million, benefitting from the foreign exchange gains 
from its balance sheet positions and loans denominated in foreign currency. 
 
The Net Income of R$ 208.9 million included exchange gains of R$ 372.0 million from balance sheet positions, 
including currency gains from debt of R$ 361.9 million and R$ 9.0 million from OCI. Net income included R$ 39.3 
million charges for depreciation and amortization and R$ 15.1 million for provisions and other positions 
(Annex III).  
 
Excluding these effects, Adjusted Net Loss was R$ 95.9 million. 

Operating Cash Generation  

In 2Q21, Operating Cash Generation was negative by R$ 4.1 million an amount similar to that in the previous 

quarters (see below), but significantly lower than 2Q20. 

  

2Q20 2Q21 ∆ %

Net Income (276,469) 208,910 176%

( + ) Taxes (173) 12,775 7484%

( + ) Net Financial Result 136,118 (259,374) -291%

EBIT (140,524) (37,689) 73%

( + ) Depreciation and Amortization 45,371 39,301 -13%

EBITDA (95,153) 1,612 102%

% of Revenue -8.7% 0.1% 8.9 p.p.

ADJUSTED EBITDA (exc. LME and Dollar on inventory, OCI) (44,360) 22,326 150%

% of Revenue -4.1% 1.9% 6.0 p.p.
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Total Free Cash  

In 2Q21, the Company’s Free Cash Balance was R$ 112.6 million, lower than the R$ 136.6 million in 1Q21. 

Indebtedness  

 

The Company’s debt is denominated in foreign currency (USD) and, therefore, exposed to exchange rate 
changes. The Company’s revenues are also denominated in USD, as are the related receivables.  
  

In R$ thd, except otherwise stated 2Q20 3Q20 4Q20 1Q21 2Q21

Loans and Financing  Short Term 2,951,677 3,184,525 2,882,698 3,219,563 2,889,208 

Loans and Financing Long Term 55,426       41,518       22,878       11,205       -              

Total Bank Loans 3,007,103 3,226,043 2,905,576 3,230,768 2,889,208 

Transaction Costs - reprofiling (18,556)      (17,466)      (16,375)      (15,283)      (14,191)      

Total Loans 2,988,547 3,208,577 2,889,201 3,215,485 2,875,017 

Forfaiting and letter of credit operations 98,839       177,482     228,995     163,939     181,533     

Derivatives financial instruments 135,134     119,431     242,937     262,709     186,884     

Derivatives (28,964)      (16,953)      (38,150)      (38,542)      (36,826)      

Gross Debt 3,193,556 3,488,537 3,322,983 3,603,591 3,206,608 

Cash and Cash Equivalents 237,421     222,939     138,761     136,579     112,552     

Financial Investments 35,050       42,855       42,892       47,132       25,418       

Net Debt 2,921,085 3,222,743 3,141,330 3,419,880 3,068,638 

Short Term (%) 98% 99% 99% 100% 100%

Long Term (%) 2% 1% 1% 0% 0%
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The Company continues seeking to rebalance its financial debt profile. Since the first quarter of 2020, the 

Company has been negotiating with its main financial creditors (essentially the same ones that participated in 

the renegotiation process in 2017) to extend its debt profile in order to adapt to its future cash generation and 

investment needs.  

As announced in a material fact notice issued on May 20, 2021, the Company signed a “Non-Binding 

Memorandum of Understanding for Debt Restructuring of Paranapanema S.A. and Other Covenants” 

(“Memorandum”) together with its main financial creditors (“Adhering Creditors”), essentially the same creditors 

that participated in the renegotiation process in 2017, formalizing non-binding understandings regarding the new 

process of renegotiation of the Company’s debts with the Adhering Creditors. Only one creditor that participated 

in the renegotiation in 2017 did not sign the Memorandum, due to the imminent closure of its operations in Brazil. 

The Company, in compliance with CPC 26 - Presentation of Financial Statements, reclassified debt of R$ 1.2 

billion under renegotiation from non-current to current liabilities due to non-compliance with the contractual 

clause with respect to payment terms. 
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Balance sheets 
June 30, 2021 and December 31, 2020 
(In thousands of Reais) 
 

 
 
See the accompanying notes to the Quarterly Information. 
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Balance sheets 
June 30, 2021 and December 31, 2020 
(In thousands of Reais) 
 

 
 
See the accompanying notes to the Quarterly Information. 
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Statement of operations 
Three and six-month periods ended June 30  
(In thousands of reais, except loss per share) 

 
 

 
See the accompanying notes to the Quarterly Information. 
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Statements of comprehensive income 
Three and six-month periods ended June 30  
(In thousands of Reais) 
 

 
 
 
See the accompanying notes to the Quarterly Information. 
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Statement of changes in shareholders' equity 
Six-month period ended June 30  
(In thousands of Reais) 
 

 
 
See the accompanying notes to the quarterly information.



 
 

 

 

Statements of cash flows - Indirect method 
Six-month period ended June 30  
(In thousands of Reais) 

 
See the accompanying notes to the quarterly information.   



(A free translation of the original in Portuguese) 
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Statements of value added 
Six-month period ended June 30  
(In thousands of Reais) 
 

 
 
 
See the accompanying notes to the Quarterly Information.(A free translation of the original in Portuguese) 
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01. Operations  
 
Paranapanema S.A. (Paranapanema, “the Parent Company” or “the Company”) is a publicly-held 
corporation headquartered in the city of Dias D’Ávila, in the State of Bahia, at Via do Cobre, n° 
3,700, West Industrial Area, Complexo Petroquímico de Camaçari. 
 
Paranapanema’s shares have been listed and traded on B3 S.A. (Brasil, Bolsa, Balcão) since 1971, 
and in the "New Market" segment, the highest level of corporate governance, since 2012 under the 
ticker symbol PMAM3. 
 
The Company and its subsidiaries are engaged in industrial activities related to the transformation 
and processing of ores and their byproducts, and metallurgical activities related to ferrous and non-
ferrous products such as laminates, bars and profiles, tubes, rods, casts, manufactured and semi-
manufactured industrial parts and components intended for the domestic and export markets. 

 
The Company's Individual and Consolidated quarterly information for the period ended June 30, 
2021 was prepared based on the assumption of operational continuity in line with the business 
plan, which includes projected cash flows. Various financial and business assumptions were 
considered for the projections, including the re-profiling of the Company’s financial debt and the 
optimization of installed capacity by diluting fixed costs and improving cash generation, shortening 
the cash conversion cycle in order to optimize working capital and rationalizing costs and expenses 
with a view to achieving profitability in the year ending 2021. 
 
Management believes that the business plan presented is adequate and based on reasonable 
assumptions consistent with its implementation.  
 
Paranapanema’s business model depends substantially on investments and financing, relying on 
funding from bank credit facilities, prepayment of receivables, payment terms with its raw material 
suppliers and financing in general. After the restructuring process completed in 2017, and without 
having resorted to any significant additional credit facility, the Company continues generating cash. 
 
The Company is working to rebalance its financial debt profile. Since the first quarter of 2020, the 
Company has been negotiating with its main financial creditors (essentially the same ones that 
participated in the renegotiation process in 2017) to align its debt profile with its future cash 
generation and investment needs.  
 
On May 20, 2021, the Company issued a material fact notice advising that it had signed a “Non-
Binding Memorandum of Understanding for the Renegotiation of Debts of Paranapanema S.A. and 
Other Covenants” (“Memorandum”) with its main financial creditors (“Adhering Creditors”), 
essentially the same creditors that had participated in the renegotiation process in 2017, formalizing 
non-binding understandings regarding the new process of renegotiation of the Company’s debts 
with the Adhering Creditors. Only one creditor that participated in the renegotiation in 2017 did not 
sign the Memorandum, due to the imminent closure of its operations in Brazil. 
 
Through the Memorandum, the Company and the Adhering Creditors committed to apply their best 
efforts to renegotiate, in good faith, the terms and conditions of payment of the respective financial 
debts, which, on June 30, 2021, represent approximately 92.3% of the Company’s total debt.  
 
The Company expects that, at the end of the ongoing renegotiation, definitive agreements will be 
signed with conditions to strengthen and readjust its capital structure. The execution of definitive 
agreements is subject to certain suspensive conditions, including obtaining internal approvals from 
the Adhering Creditors, and the consent of the creditor who is not a signatory to the Memorandum.    
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The current renegotiation encompasses the amendment of certain debt conditions subject to the 
Memorandum, as well as the monetization of the Company’s non-operating assets. These 
conditions must be included in the definitive agreements mentioned above.  
 
The Company, in compliance with CPC 26 - Presentation of Financial Statements, reclassified 
debts under renegotiation, totaling R$ 1,220,068, from non-current to current liabilities, due to non-
compliance with the contractual clause regarding the payment term. Considering this 
reclassification, the Company’s working capital position at June 30, 2021 was negative by R$ 
2,222,328 in the Consolidated. 
 
 
COVID-19 effects 

 
Despite the ongoing COVID-19 pandemic, commercial and production levels stabilized at the 
beginning of the year, allowing for an almost complete resumption of industrial and administrative 
activities at the Company’s three units. 
 
The Company is classified as an essential supplier in the production chain of several other 
industries, and continues delivering core products to industries that are critical to the wider 
communities, such as hospital infrastructure, basic sanitation, gases, and the electric power sector, 
among others.  
 
Impacts on Company’s business 
 
The Company is monitoring the effects of COVID-19 on its business, a summary of which is 
presented below: 
 

(i) Impairment: there were no significant changes in indicators that would suggest a need for 
an impairment charge. The Company continues to monitor the situation and if a new 
financial impact arises from COVID-19 in its cash generating units, the variables will be 
evaluated and disclosed in a timely manner. At this time, management concluded that the 
main long-term assumptions adopted in the preparation of cash flow models, such as 
commodity prices and production levels for the Company’s main assets, have not 
undergone significant changes for the impairment assessment. The Company does not 
have intangible assets with indefinite useful lives (goodwill and/or other intangible assets), 
and had already recorded an adjustment for a significant portion of its deferred income tax 
assets in 2020. Thus, the more significant long-term assets are its property, plant and 
equipment (fixed assets) which are being depreciated, and for which the Company carried 
out a realizable value analysis (market value of assets, net of costs to sell) using a 
specialized appraisal firm at the end of the prior year without having identified the need for 
adjustments to the recoverable value. Management believes that the assumptions and 
basis for analysis of this study carried out by third parties remain valid at June 30, 2021. 

 
(ii) Fair value of other assets and liabilities: currently, the effects of the pandemic have not had 

a significant impact on the fair value of the Company’s assets and liabilities. Although the 
environment continues to be uncertain, the Company has not identified material risks to its 
liquidity and financial position, and continues to monitor the developments of the crisis 
disclosing any significant changes in the fair value of assets and liabilities in a timely 
manner. 
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(iii) Accounts receivable: the Company recorded an allowances for doubtful accounts (Note 6) 

in accordance with the IFRS 9 (CPC 48) standard, encompassing the measurement of 
expected credit losses for financial and contractual assets. The analysis was determined 
to be sufficient. The Company has been renegotiating with some clients, with no significant 
cash impacts. Agreements are being honored with no need to record further impairments. 
 

Protective measures for employees and outsourced personnel: 
 
The Company continues to require strict and updated health procedures for all units. Health 
protective procedures aim to restrict the contagion from affecting employees, clients, suppliers and 
the wider community, consistent with the recommendations and determinations of health 
authorities. With the support of a committee especially designated to address these issues, the 
Company is monitoring the evolution of COVID-19 and assessing, implementing and monitoring 
several measures on a daily basis, as below: 
 

(i) maintenance of a Health Commission and Crisis Committee to ensure rapid responses to 
new information; 

 
(ii) reinforcement of communication by issuing press releases, signs and banners with tips for 

prevention, guidelines for balancing mental health and social isolation and other 
information;  
 

(iii) a work from home regime for all employees in the administrative areas; 
 

(iv) early release for local holidays for the Santo André and Serra units and conducting COVID-
19 tests on return to work at these plants; 

 
(v) modifications to common areas, such as the cafeteria and leisure area at the three units; 

and 
 

(vi) COVID -19 testing for employees showing possible symptoms.  
 

 
 
Group entities - “Subsidiaries” 
 

The Company held the following equity interests in its direct subsidiaries: 
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02. Preparation basis 
 
A) Declaration of compliance 

 
The individual and consolidated financial statements have been prepared in accordance with the 
International Financial Reporting Standards (IFRS) issued by the International Accounting 
Standards Board (IASB), IAS 34 - “Interim Financial Reporting” and CPC 21 (R1) - “Interim 
Statements” and include all information relevant to the quarterly information, and only such 
information, which is consistent with that used by management in the course of its duties. 
 
The presentation of the individual and consolidated Statement of Value Added (DVA) is required 
by Brazilian Corporate Law and by the accounting practices adopted in Brazil applicable to 
publicly-held companies. IFRS does not require the presentation of this statement. Thus, for IFRS 
purposes, this statement is presented as supplementary information, and not as part of the 
required set of quarterly information. 
 
The issuance of the individual and consolidated quarterly information was authorized by the 
Company's Board of Directors at a meeting held on July 29, 2021. 

 
B) Measurement basis 
 
The individual and consolidated quarterly information was prepared on a historical costs basis, 
except for the following material balance sheets items: 
 

• Derivative financial instruments measured at fair value; 

• Non-derivative financial instruments designated and measured at fair value through profit or 
loss; 

• Hedged metals inventory measured at fair value in Brazilian Reais (R$) through profit or loss; 

• Land, buildings and machines were adjusted to their deemed costs as at the date of transition 
to IFRS/CPC. 

 
C) Functional and presentation currency 
 
This individual and consolidated quarterly information is being presented in Brazilian Real/Reais 
(R$), the functional currency of the Company. All financial information presented in Brazilian 
Reais has been rounded to the nearest thousand, except where otherwise indicated. 
 
D) Use of estimates and judgments 
 
The preparation of individual and consolidated quarterly information, according to IFRS and CPC 
standards, requires management to make judgments, estimates and assumptions that affect the 
application of accounting policies and the reported values of assets, liabilities, revenues and 
expenses. The actual results may differ from these estimates. 
 
Estimates and assumptions are reviewed continuously. Reviews of estimates are recognized  
on a prospective basis. 

 
 
E) Uncertainty regarding accounting and critical assumptions and estimates 

 
Information on uncertainties arising from the use of assumptions and accounting estimates that 
carry a significant risk of material adjustments to the critical accounts for the current period are 
included in the following notes: 
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• Note 8 - Recoverable taxes and contributions: actions taken by the Company to realize ICMS 
credits and approval of part of PIS and COFINS credits; 

• Note 12 - Property, plant and equipment and intangible assets: key assumptions regarding the 
recoverable values of assets and a substantive analysis of their useful lives; 

• Note 19 - Provision for lawsuits: main assumptions regarding the probability and amounts of 
cash disbursements; 

• Note 28 - Financial instruments: fair value of derivatives. 
 

03. Measuring the fair value 
 
A number of the Company's accounting policies and disclosures require the determination of the 
fair value, for financial assets and liabilities. Fair values have been determined for measurement 
and/or disclosure purposes based on the methods outlined below. 
 
Where applicable, additional information regarding the assumptions made to determine the fair 
value is disclosed in the notes specific to that asset or liability. 
 
Financial assets and liabilities recorded at fair value are classified and disclosed according to the 
fair value hierarchy (Note 28.4). 
 

A) Forward exchange rate agreements and interest rate swaps 
 
The fair values of exchange rate forward contracts and interest rate swap contracts are based on 
brokerage prices. These quotations are tested for reasonableness by estimating the discounted 
future cash flow based on the contract conditions and maturities, using the market interest rates of 
similar instruments as at the measurement date. The fair values reflect the instrument credit risk 
and include adjustments to reflect the credit risk of Paranapanema, its subsidiaries and 
counterparties when appropriate. 
 

B) Metal inventory 
 
The fair value of metals inventory is marked-to-market using the US$ future price curve of the 
London Metal Exchange (LME) and the London Bullion Market Association (LBMA) converted into 
Reais using the month-end exchange rate. Changes in futures prices are reflected at each stage 
of production, considering the estimated time required to sell this inventory. 
 

C) Other non-derivative financial liabilities 
 
Other non-derivative financial liabilities are measured at fair value upon initial recognition and at 
each reporting date for disclosure purposes. The fair value is calculated based on the present value 
of the principal and future cash flow, discounted using the market interest rate as at the 
measurement date. For convertible debt securities, the market interest rate is determined with 
reference to similar liabilities that do not have a conversion option. For financial leases, the interest 
rate is calculated with reference to similar lease agreements. 

 
 

04. Significant accounting policies 
 
The interim financial information was prepared following the same accounting principles, methods 
and policies, except where indicated, as those presented in the last fiscal year ended December 
31, 2020. 

 
 
  



 

36 
 

 

05. Cash and cash equivalents and interest-earning bank deposits 
 

 
 
The Company, in line with its policies, invests surplus cash in government bonds and in low-risk 
savings accounts held by top-tier financial institutions (based on ratings from the main credit 
agencies). 
 

a) Interest-earning bank deposits classified as cash and cash equivalents 
 
Refer to bank deposit certificates reflecting normal market conditions as at the balance sheet 
dates. They are highly liquid and have low interest fluctuation risk. 
 

b) Interest-earning bank deposits 
 
Refer to bank deposit certificates and debenture buybacks at normal market conditions. The 
consolidated balance as at June 30, 2021 of R$ 25,418 (R$ 42,892 as at December 31, 2020) 
is held as collateral for the purchase of energy in the free market, bank guarantees and margin 
call operations. 
 

 

06. Trade accounts receivable 
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The aging of accounts receivable, net of any impairment losses, was as follows: 

 
 

The price adjustment refers to derivative financial instruments contracted in the sale of anodic and 
reversal sludge, to protect its exposures to the risks of changes in foreign currency and commodity 
prices. 

 
The Company is exposed to credit risk due to defaults on sales of products (accounts receivable). 
The Company mitigates this risk by applying policies and standards for credit monitoring and the 
collection of trade notes. 
 
In accordance with IFRS 9, the expected losses on financial assets form the basis for determining 
the losses to be recognized in profit or loss as a result of the impairment of financial assets. The 
total securities overdue as at June 30, 2021, in Consolidated, represents 4.1% of the total 
receivable (1.3% as at December 31, 2020). 
 
The recording of the loss allowance balance as at June 30, 2021 considers the sum of the expected 
loss, using a loss percentage according to the customer’s score (punctuality x restrictions), plus all 
notes overdue for more than 90 days. 

 
Changes in the provision for estimated doubtful accounts are shown below: 
 

 
 
Accounts receivable pledged as guarantees 
 
On December 14, 2020, the Company executed a private instrument for the assignment of credit 
receivables from accounts receivable with Banco Safra, to ensure the payment of NCE (Export 
Credit Note) operation. The amount offered was R$22,550, which represents 110% of the contract 
amount. 
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07. Inventory 
 

 
 
The inventory is initially measured at its historical cost, and subsequently recorded under the 
inventory hedge accounting program (Note 28.6.3). The portion related to the cost of metals 
(copper, gold, silver, lead, zinc and tin) is adjusted to reflect the average market price in US Dollars 
based on the future market price curve. The translation of each metal’s price from US$ to R$ is 
made using the availability of foreign exchange hedges, marked-to-market at the closing exchange 
rate for the month, in the program for the hedge accounting treatment of the fair value of inventory. 
 
The balance of estimated losses in the amount of R$ 5,555 as at June 30, 2021 and December 31, 
2020 was established based on the assessment of materials and products showing no turnover for 
over two years on December 31, 2020. 
 
The Company offered 255 tons of electrolytic copper rods as a guarantee for a tax lawsuit which, 
as at June 30, 2021, totaled R$ 12,407 (R$ 10,286 as at December 31, 2020). In the case of an 
unfavorable decision, the full amount will be paid in cash. 
 
As at June 30, 2021, the Company offered the equivalent of R$ 100,026 as collateral for the credit 
assignment of accounts receivable (Note 16) of which R$ 62,204 is from the rotating stock of Utinga 
plant, and R$ 37,822 from warehouse items. 
 

 
 

08. Recoverable taxes and contributions 
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Management projects that the future taxable income of the Company and its subsidiaries will be 
sufficient to allow it to recover the tax credits classified under non-current assets over a six-year 
term. 
 
These estimates are reviewed annually to ensure that any change in expected collection dates are 
reflected in the Company's financial information. 
 

a) This arises from favorable decisions for the merged company and the Company in lawsuits 
claiming the exclusion of ICMS in the PIS and COFINS calculation basis; final and unappealable 
favorable decisions in these lawsuits were handed down on February 28, 2019, April 25, 2019 
and December 17, 2019. 
 
In accordance with CPC 00 (R1), which addresses the “Conceptual Framework for Financial 
Reporting” (recognition of the elements of the financial statements), an item must be recognized 
if it is probable that any future economic benefits will occur, being reliably measurable.  
 
In 2019, the Company engaged a specialized consulting firm to assist in analyzing and 
quantifying the amounts of the claim. This analysis led the Company to determine a total amount 
of R$ 724,493.  
 
On May 13, 2021, the Brazilian Federal Supreme Court (STF) deliberated that the amount of 
State VAT (ICMS) displayed on the invoice should be the reference value to be excluded from 
the Social Integration Program (PIS) and Contribution to Social Security Financing (COFINS) 
calculation basis. This is adjusted back to March 15, 2017, the date on which the general 
repercussion thesis was established in the judgment of Extraordinary Appeal (EA) 574706, 
subject to judicial and administrative claims filed until the date of the session in which the 
judgment was rendered. With this decision, the subsidiary CDPC - Centro de Distribuição de 
Produtos de Cobre Ltda recognized in the current quarter the amount of R$ 56,408 in the 
current quarter. 
 
 

b) Refers substantially to the credit balance on the circulation of goods and services (ICMS), 
generated from its operations in the Santo André-SP unit, as shown at its realizable value. 
 
The Company is studying means to reduce the credit through the possible importation of 
cathodes via drawback to meet exports of copper products. The accumulation of credits from 
the Santo Andre-SP plant was impacted by the difference in interstate rates, and following the 
reduction of the tax calculation basis, the tax burden results in the rate of 12% in the domestic 
shipment of copper goods in the State of São Paulo.   
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c) Refers to income tax (IT) and social contribution (CSLL) credits to be recovered from prior 
years. For the amounts classified as non-current assets, the Company has already applied for 
a refund through judicial proceedings and is awaiting a decision to compensate or receive the 
amount. The amount of R$ 10,277, classified in non-current assets, is subject to provision as a 
loss, since realization is not certain, as indicated in item (f). 
 

d) Special Tax Reintegration Regime for Exporting Companies. The amounts were calculated in 
accordance with the parameters defined in Law 12546/2011, as amended by Law 13043/2014, 
regulated by the Decree 8415/2015, amended by Decree 9393/2018. The noncurrent balance 
of R$ 16,966 refers to the credits reexamined for the calculation period of the 2nd and 3rd 
quarters of 2018. 
 

e) Refers mainly to federal tax credits based on Law 10637/02 (PIS) and 10866/03 (COFINS) 
related to the non-cumulative calculation regime. 
 

f) The provision for losses on income tax credits in respect of several lawsuits in the amount of 
R$ 10,277 (item “c”). The Company’s management, under advice of its legal counsel, classified 
the risk of loss as remote. 

 
 

09. Other current and non-current assets 
 
09.1 - Other current and non-current assets 
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a) Refers to court-ordered debt payment from the Cities of São Paulo, Santo André and Manaus, 

as well as the court-ordered debt payment of the Federal Government to be received starting 
in 2022.  
 
The Company offered a guarantee on a tax lawsuit, some municipal court-ordered debt 
payments which, on June 30, 2021 and December 31, 2020 totaled R$ 68,315. If there is an 
unfavorable decision, the amount will be paid in cash.  
 

b) Refers to the collective private pension plan account managed by BrasilPrev; the total comprises 
restricted amounts (Note 31). The contract determines that accumulated amount in the collective 
reserve may be used to adjust or improve the benefits or to settle future contributions. 
 

c) The line “margin call deposits” refers to amounts deposited with metal brokers to cover the 
Company's exposure when limits are exceeded. The Company is limited to transacting with 
certain brokers and in certain cases, because of the contracted volumes and changes in 
commodities prices (copper/zinc/tin/lead) published by the LME, this limit can be exceeded; 
when this situation is verified, the margin call occurs.  

 
d) Refers to advances to sundry suppliers to be used to settle invoices.  

 
 

09.2 Deposits for judicial claims 

 
 
Court escrow deposits made for judicial guarantees in labor, tax, social security and civil 
proceedings, which will remain at the disposal of the court. If there is any decision to release the 
deposits, for example due to the replacement of the guarantee, amounts may be obtained before 
the end of the lawsuits. The judicial deposits related to probable risks are presented as offsets of 
the contingencies provisioned (Note 19.1). 
 
 

10. Assets held-for-sale 
 
These represent real estate available for sale assets of R$ 112,429 as at June 30, 2021 (R$112,094 
as at December 31, 2020), measured at the acquisition cost less accumulated depreciation, which 
is lower than the expected realization value as per the appraisal report prepared in 2019, with a fair 
value of R$ 357,557; no significant change noted. 
 
This group of assets includes real estate no longer used in the Company's operations, and real 
estate legally secured from clients who defaulted against the Company and are available for 
immediate sale under the current conditions. 
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The Company continues to seek to monetize the assets using an internal team dedicated to 
studying alternatives, in conjunction with a consulting firm engaged in August 2018 for the sale of 
assets, demonstrating its commitment to its asset sale plan. The consulting firm has been assisting 
the Company to set the sales value, as well as on the definition of a marketing plan to communicate 
effectively with target markets, using printed material, email, marketing, signage, telephone 
monitoring and the websites.  
 
On April 11, 2016, the Company signed with Plano Madeira Empreendimentos Imob. Ltda., a 
subsidiary of Plano & Plano Construções e Empreendimentos Ltda., the Sale and Purchase 
Agreements with resolving Clauses and Other Covenants, for the sale of a land area of 
approximately 150,000m² covering the municipalities of Santo Andre and Maua where the old 
Capuava plant, which was shut down in February 2015, was installed. 

 
 
Guarantees: 
 
The Company offered non-operating properties in the total book value of R$ 107,019, as guarantee 
for lawsuits with financial institutions and judicial pledges, as shown in the table below: 
 

 
 

If the real estate is sold, the Company will replace the assets pledged as collateral, and in the event 
of an unfavorable decision on the operations, the amounts will be paid in Brazilian Reais. 
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11. Investments, related parties and others 
 
11.1 Summary information and changes in investment balances  
 

 
 
11.2 Parent Company balances and transactions with subsidiaries and other related parties 

 
a) Subsidiaries 

 
 

b) Other related parties 
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11.3 Transactions with subsidiaries, related parties and others  
 
The Executive Board or the Board of Directors, within the scope of its authority levels, in compliance 
with the Company’s Policy for Related Party Transactions and Conflicts of Interest, authorized 
transactions that are agreed at arm’s length market conditions, based on the amounts, terms and 
the usual fees applied to transactions with non-related parties. 
 
a) Caixa Econômica Federal 
 
Credit facilities in compliance with the Company’s Related Party Policy, authorized the Company 
to contract credit lines up to R$ 370,000 with Caixa Econômica Federal (CEF), a shareholder 
holding 16.18% of the total shares. The contract is bound by the terms and conditions offered by 
CEF, which are equivalent to or more competitive than the other credit lines available to the 
Company. 
 
As at June 30, 2021, the Company had loans related to the early receipt of foreign currency 
contracts (ACC), with Caixa Econômica Federal, in the amount of R$ 304,164 (US$ 60,806 
thousand at the rate of 5.0022), R$ 306,048 as at December 31, 2020 (US$ 58,892 thousand at 
the rate of R$5.1967). 
 
b) CDPC - Centro de Distribuição de Produtos de Cobre Ltda. 
 
The Company signed a cost sharing agreement on January 2, 2015 with its subsidiary CDPC, 
which provides for the charging of expenses, costs, related labor contributions and taxes related to 
shared resources. Given the not-for-profit nature of this contract, neither party will charge any 
premium for shared services and costs. 
 
The Company and subsidiary have a service provision contract for management of cash resources, 
management of receivables and accounts payable, among other related activities. This contract 
does not transfer ownership of the funds. 
 
11.4 Fees of Directors and Fiscal Council 
 
The Company considered as "key management personnel", as intended by CVM Resolution 
642/2010 and IAS 24/CPC 05 (R1), the members of its Executive Board, the Board of Directors 
and the Fiscal Council. The Company has no controlling shareholder and no shareholders’ 
agreement. 
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The members of the Fiscal Council and the Board of Directors do not receive post-employment 
benefits, other long-term benefits or remuneration based on shares. 
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12. Property, plant and equipment and intangible assets 
 

 
 

 
 
The amount in the Consolidated of R$ 78,933 in property, plant and equipment relates to 
depreciation and R$ 981 in intangible assets to amortization, totaling R$ 79,851, as below: 
 

 
 
12.1. Property, plant and equipment in progress 
 
As at June 30, 2021, Property, plant and equipment in progress presented in the Consolidated was 
R$ 119,520 (R$ 106,228 as at December 31, 2020), substantially represented by expenditures for 
projects under execution and advances to suppliers.  The main projects are aimed at the shutdown 
of the program for maintaining and improving operational activities, technological updating and 
corporate safety. 
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12.2. Losses from the impairment of property, plant and equipment and intangible assets 
 
In compliance with IAS 36/CPC 01 (R1) - “Impairment of Assets”, the Company carried out a 
physical inventory of fixed assets with an appraisal report at the base date of December 31, 2018 
in the 3rd quarter of 2019.  In conclusion, the estimated market value was in excess of the net book 
value as at the assessment date. 
 
12.3. Property, plant and equipment in guarantee 
 
The Company has offered fixed assets as guarantees for tax lawsuits, the financing of expansion 
projects and production line technological updates, and loans under the debt re-profiling process. 
As at June 30, 2021, total guarantees were R$ 621,712 (R$ 591,291 as at December 31, 2020) in 
the line item book value of property, plant and equipment and R$ 1,388,886 for fair value obtained 
from appraisal report prepared in 2019 and no significant change up to this date: 
 

 
 
 

13. Suppliers 
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14. Forfaiting and letter of credit operations 

 
These are copper concentrate purchase contracts for suppliers utilizing banking facilities known as 
“forfaiting” and letters of credit. In these transactions, suppliers transfer their securities to the banks 
which, in turn, become the creditors of the operations. This type of transaction does not significantly 
alter the prices and other conditions set by the Company's suppliers. However, the use of financial 
institutions allows suppliers to extend the payment terms to clients and, at the same time, early 
redeem receivables for forward sales, contributing to the improvement in operating cash flow. 
 
Considering the financing characteristics of these transaction with the suppliers, the transactions 
are presented within a specific line item, adjusted at present value and charges allocated in the line 
of financial expenses.  
 
The terms and conditions are presented below: 

 

 
 
 

15. Lease 
 
Leases are recognized as a right of use asset and a corresponding liability on the date the leased 
asset becomes available for use by the Company.  
 
Each lease payment is allocated between the liability and financial expenses. Financial expenses 
are recognized in income over the term of the lease. The right to use an asset is depreciated over 
the useful life of the asset or lease term by the straight-line method, whichever is lower. 
 
The table below shows the changes in lease agreements for the period: 
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The interest rate used is the incremental loan rate calculated on the weighted average cost of 
capital that the Company would otherwise have to pay on a loan to raise funds needed to purchase 
an asset of similar amount, in a similar economic environment, and with equivalent terms and 
conditions.  

 
The table below shows the maturity of installments: 
 

 
 
In compliance with Circular Letter/CVM/SNC/SEP No. 02/2019, the Company presents the 
comparative balances of lease liabilities, right of use, financial expense and depreciation expense, 
considering the effect of projected future inflation in the flows of lease agreements: 
 

 
 
Certain agreements with terms of less than 12-month for smaller amounts or contracted on demand 
totaling R$ 6,059 in the Consolidated, were classified as rents (Note 23) pursuant to the exemption. 
 
 

16. Loans and financing 
 
The main conditions renegotiated as part of the 2017 debt re-profiling, common to all creditors, 
were for extend payment terms to up to seven years, with a grace period of two years for principal 
amortization and annual interest payments. 
 
Transaction costs directly attributable to the process of debt re-profiling, mainly legal and financial 
advisor fees, external audit services, costs for the preparation of prospectuses and reports, as well 
as fees, commission and registries are deducted from the liabilities. 
 
Since March 2020, the Company has been negotiating with its principal financial creditors (primarily 
the participants in the 2017 renegotiation) to align the profile of the Company's indebtedness with 
its projected cash generation. The Company engaged the specialized consulting firm Moelis & 
Company Assessoria Financeira Ltda. to advise it in this process.  
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On May 20, 2021, the Company issued a material fact notice (Note 1) advising of the execution of 
a “Non-Binding Memorandum of Understanding for the Renegotiation of Debts of 
Paranapanema S.A. and Other Covenants” (“Memorandum”) with its main financial creditors, 
formalizing non-binding understandings for the Company’s debts with the Adhering Creditors. 
Negotiations are still ongoing and there is no proceeding against the Company currently. 
 
 
Loan balances, net of transaction costs, at the end of each period are also shown below: 
 

 
 

a) Amount related to advanced credit assignment received by the Company in accordance with 
the “agreement of commitment of transmission and acquisition of credit rights and other 
covenants”, whereby the Company will be required to deliver domestic market receivables in 
the average period of 90 days. 

 
Summary of changes in loans in the period 
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Debt breakdown by financial institution. 

 
 
As at June 30, 2021, the total balance of debts under renegotiation was reclassified in full to current 
liabilities, due to non-compliance with the contractual clause for the payment term. The amount 
reclassified to current liabilities totaled R$ 1,220,068. Installments due from March 31, 2020, to 
June 30, 2021, are subject to a fine of 2%, recognized under other operating expenses, plus pro-
rata interest of 1% per month, recognized under other financial expenses. 
 
Guarantees: 
 
As at June 30, 2021, loans and financing were guaranteed by property, plant and equipment items 
with a residual value of R$ 507,342 (R$ 471,787 as at December 31, 2020)  (Note 12.3). 
 
Covenants: 
 
Financial covenants, including those under the Debt Re-profiling Global Agreement, require the 
Company to meet the following ratios: 
 
a) Net Debt/EBITDA: 

• Equal to or less than -50.9x on December 31, 2017; 

• Equal to or less than 63.1x on June 30, 2018; 

• Equal to or less than 16.6x on December 31, 2018; 

• Equal to or less than 14.6x on June 30, 2019; 

• Equal to or less than 10.4x on December 31, 2019; 

• Equal to or less than 9.0x on June 30, 2020; 

• Equal to or less than 7.0x on December 31, 2020; 

• Equal to or less than 6.5x on June 30, 2021; 

• Equal to or less than 5.8x on December 31, 2021; 

• Equal to or less than 5.8x on June 30, 2022; 

• Equal to or less than 5.2x on December 31, 2022;   
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• Equal to or less than 5.0x on June 30, 2023; 

• Equal to or less than 4.3x on December 31, 2023; 

• Equal to or less than 4.6x on June 30, 2024; and 

• Equal to or less than 3.9x on December 31, 2024. 
 

b) Current liquidity 
 
The Company must also present a current liquidity ratio based on the division of current assets 
by current liabilities equal to or higher than 1.0x, assessed as at June 30 and December 31 of 
each year, in accordance with the accounting principles generally accepted in Brazil, based on 
the financial statements published by the Company following the first publication of financial 
statements. 
 

c) Minimum limits on inventory and receivables 
 
For the quarter ended September 30, 2017 (inclusive), the Company was required to deliver to 
the creditors a detailed calculation of the minimum limit on inventory and receivables for the 
corresponding fiscal period, based on the financial information disclosed on a quarterly basis by 
the Company, under the terms of the Brazilian Securities Commission (CVM), i.e. the Quarterly 
Financial Information (ITR) for the quarters ended in March, June and September, and the annual 
financial statements for the year ended in December. 
 
The Company did not achieve the Net Debt/EBITDA and Current Liquidity ratios for financial 
covenants and in connection with the renegotiation process (Note 1) reclassified these amounts 
to current liabilities. There are no other debts to be reclassified, and no further penalties. 

 
 

17. Salaries and social security charges 

 
  

18. Taxes and contributions payable 
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As the Brazilian tax system is based on self-assessment, tax returns filed remain open to audit by 
the tax authorities for a five-year term. 
 

19. Provision for judicial claims 
 
19.1. Provisions 

 

The Company makes provisions for tax, labor and civil lawsuits and administrative proceedings 
against the Company and its subsidiaries in cases where the likelihood of loss is deemed probable 
by Management, under advice of legal counsel. 
 
The balances of the provision for contingencies, net balance of judicial deposits to the respective 
claims, are as below. Judicial deposits are provided as guarantees and released to the adverse 
parties to settle claims in the event of an unfavorable final decision. 
 

 
 

The changes in the provisions were as below: 

 

 
 
The provision for labor contingencies refers to lawsuits in progress which, individually, are not 
material to the Company’s business. 
 
The provision for civil lawsuits consists mainly of indemnity suits for contractual disputes. 
 

19.2. Risks of loss assessed as possible 

 

Other lawsuits with a likelihood of loss deemed possible by the Company’s management, under 
advice of legal advisors, have no provisions, are: 
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The more significant lawsuits with a risk of loss assessed as possible are tax-related, and are 
commented in items "a” and "b" below:  
 
a) Social contribution on net income - CSLL 
 
Based on a final legal decision, in 1994 the company Caraíba Metais S.A., later merged by 
Paranapanema S.A. on November 13, 2009, obtained the right not to pay CSLL, as established by 
Law 7689/88. 
 
This decision was challenged by the National Treasury presenting a motion for a new trial in 1994, 
with the object of reestablishing the obligation of the Company (the successor company of Caraíba 
Metais S. A.) to pay the contribution. The motion for a new trial was accepted, and the final ruling 
favorable to the Federal Government was issued on March 29, 2010. 
 
The Company, based on the opinion of its legal counsel, believes that the decision that canceled 
the Company’s right not to pay CSLL could not have been annulled in the same year the Law was 
enacted and, for this reason, the merged company has not recorded a provision from 1994 
forwards. For periods prior to this date, the Company had not generated a taxable basis for CSLL. 
 
The Brazilian Internal Revenue Service has since filed five infraction notices between 1994 and 
2008. Currently, four of these notices are subject to Tax Foreclosures, duly guaranteed against 
other assets, which were accepted by the competent judge. 
 
As at June 30, 2021, the Company estimated non-provisioned amounts of R$ 360,827 and R$ 
322,401 as representing possible risks and R$ 38,426 as remote risks (R$ 359,387 as at December 
31, 2020, of which R$321,151 was assessed as representing possible risks and R$ 38,236 as 
remote risks) consistent with the opinion of its legal advisors. 
 
b) b) Isolated IPI and IRPJ fine 
 
The Brazilian Federal Internal Revenue Service filed an infraction notice to collect a once-off fine 
related to the incorrect payment of IPI and IRPJ debits between 2004 and 2006 by Caraíba 
Metais S.A. This payment was made by the Company before the final Court ruling confirming the 
validity of the use of the credits. 
 
On August 24, 2010, the merged company Caraíba Metais S.A. was partially successful in a 
decision in the Appeals Court, confirming the lack of a legal basis for the enforcement of a “once-
off/non-cumulative” fine before the enactment of Law 11.196/2005. 
 
The Company, supported by the opinion of its legal advisors, believes that this collection is not due, 
in accordance with the decision issued by the Supreme Court of Justice in special 
appeal 1.164.452/MG, which states that the requisite final ruling can only be applied to lawsuits 
filed after Complementary Law 104/2001 was published on January 11, 2001. The lawsuit which 
allowed the use of the credit was published on August 17, 1998.  
 
Presently, the case is under discussion in the lower court, with the collection of the fine being 
contested by the Company through the tax foreclosure.  
 
On June 30, 2021, the Company estimates an adjusted amount of R$ 113,278 (R$ 112,661 as at 
December 31, 2020), which was considered as a possible risk of loss by management as supported 
by legal counsel, hence, no provision was set up. 
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c) BTG Pactual S.A. and Banco Santander (Brasil) S.A. 

 
A disagreement arose between the Company, BTG Pactual S.A. (BTG Pactual) and Banco 
Santander (Brasil) S.A. (Santander, referred to together with BTG Pactual as Bancos), regarding 
certain obligations under a credit facility agreement executed between the parties, including 
collections from swap agreements, also executed between the parties. As a result, Santander, in 
April 2010, initiated arbitration proceedings before the Arbitration and Mediation Center of the 
Chamber of Commerce Brazil-Canada (CAM-CCBC and the First Arbitration, respectively). The 
judgment issued by this body, in favor of Santander, required the payment by the Company of 
R$292,000, plus accruals from the dates set out in the judgment at IGP-M (General Inflation index) 
+ 1% per month. That judgment annulled the action proposed by Paranapanema under law, which 
was upheld in the first and second instances (interest on own capital distribution), determining the 
annulment of the decision by the Arbitration Court. Following special appeals filed by 
Paranapanema and BTG Pactual, the Supreme Court of Justice (STJ), on September 18, 2018, 
upheld the decision of the Court of Justice of Sao Paulo (TJSP), ratifying the annulment of the First 
Arbitration. The lawsuit was judged in November 2018. 

 
In early 2015, following the TJSP decision, Santander requested the filing of a new arbitration claim 
with CAM-CCBC. The new arbitration session was established under the Number 02/2015/SEC1 
(the Second Arbitration). This Arbitration involves Santander and BTG Pactual as applicants and 
the Company as defendant. This new arbitration was to address the same matter as the First 
Arbitration. On March 24, 2021, Santander was ordered to pay the updated amount of 
approximately R$ 13.8 million to the Company.  
 
In March 2019, BTG Pactual filed an annulment action concerning the Second Arbitration. The 
lawsuit subject to protocols of confidentiality with the First Business Court of and Arbitration 
Conflicts of the Central Court of São Paulo/SP. In August 2020, the lawsuit was judged to be 
groundless. Currently awaiting judgment of the appeal on the Merits of the Case filed by 
BTG Pactual. 
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20. Other current liabilities 
 

 
 
a) Remaining balance payable of mandatory minimum dividend equivalent to 25% of the net 

income in 2015, adjusted to reflect the legal reserve, with inflation adjustments based on the 
IGP-M (Note 21k). 

 
b) Refers to the expenditure forecast to be required to fulfill the obligations under the conduct 

adjustment agreement (TAC) signed on December 4, 2015 between the Public Ministry of 
Bahia, Paranapanema and other companies. The objective of the agreement is to implement 
mitigation, reparation and compensation measures related to environmental impacts within the 
Ilha da Maré area. 

 
c) Client credits refer to adjustments between price parameters, volumes and/or metal content 

yields charged temporarily upon invoicing, and final transaction parameters. 
 
d) Advances from clients (mainly on export sales) where the final sales price is later adjusted to 

reflect the final volume, metal yield or quality, as verified by the clients. 
 

e) Refers to the provision for attorney success fees on lawsuits filed against the Company.  
 

f) Refers to provision of sundry expenses for the period, pending legal documentation to settle 
the obligation.  

 
 

21. Shareholders’ equity 
 
a) Capital 
 
The subscribed and paid-up capital as at June 30, 2021 and December 31, 2020 corresponded to 
R$ 2,069,566,247.56, represented by 43,403,849 book-entry shares.  
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The ownership structure of the Company as at June 30, 2021 is as follows: 
 

 
 
b) Debentures into shares 
 
On August 29, 2017, the Board of Directors approved the launch of a public offering of debentures, 
mandatorily convertible into the Company’s shares. With the release of a debenture public offering 
with restricted placement efforts, these debentures are mandatorily convertible into shares in the 
Company, and are issued in two series, unsecured, without any additional guarantees, for public 
distribution and with restricted placement efforts under the terms of CVM Instruction 476. Banco 
Modal S.A. is the fiduciary agent, together with Pentágono S.A. Distribuidora de Títulos e Valores 
Imobiliários and Banco Bradesco S.A. and Banco Bradesco S.A. is the underwriter agent. Unit 
value is R$ 1.00. 
 
334,216,991 Series 1 debentures and 25,786,827 Series 2 debentures were issued. The Series 1 
debentures matured on September 1, 2019 and the Series 2 debentures mature on September 1, 
2021. The subscription amount was R$360,004 of debentures, convertible into 207,694,550 
shares. As at September 22, 2017, the investors converted their debts into debentures. 
 
The Series 1 debentures were fully converted into shares upon maturity, as maturity term, in the 
amounts of R$ 249,402 in 2017, R$ 5,956 in 2018 and R$ 78,858 in 2019. The Series 2 debentures 
may be converted into shares at any time. Up to their maturity dates, the conversion will occur 
automatically and will be mandatory. 
 
As at June 30, 2021, the total debentures translated into shares totaled R$ 334,217, and the 
balance to be reversed is R$ 25,787. 
 
c) Authorized capital 
 
The Company’s management is authorized to increase its capital without a decision of a 
Shareholders’ Meeting, up to the limit of R$ 3,500,000 through a resolution of the Board of 
Directors, which will also establish issuance and placement conditions for the securities, among 
the assumptions permitted by law. 
 
d) Rights of shares 
 
The shareholders have the right to annual mandatory dividends of 25% of net income calculated 
pursuant to the terms of Brazilian Corporate Law, to be paid within 60 days after the date on which 
they are declared by the General Shareholders’ Meeting. The shareholders are also entitled to 
voting rights on all of the shares fully subscribed and paid-in. 
 

  



 

58 
 

 
In accordance with the regulations of B3 S.A. - Brasil, Bolsa, Balcão New Market segment, owners 
of common shares have the right to sell their shares for the same prices as the shares negotiated 
through a controlling group/shareholder (tag along rights of 100%). 
 
e) Legal reserve 
 
Brazilian Public Corporate Law requires corporations to appropriate 5% of their net income for the 
year to the legal reserve, before profit sharing, limiting this reserve to 20% of the paid-in capital. 
 
f) Treasury shares 
 
As at June 30, 2021 and December 31, 2020, the Company had 1,441 treasury shares. Market 
value of total treasury shares, calculated based on last stock exchange quotation as at June 30, 
2021, is R$ 21 (R$ 14 as at December 31, 2020). 
 
g) Tax incentive reserve 

 
Paranapanema is a beneficiary of tax incentives through to 2027. It enjoys a 75% fixed reduction 
in the income tax rate and deductions from operating income. This tax benefit under the Regulation 
of Tax Incentives of the Northeast Development Superintendence (SUDENE), was established by 
the Minister of National Integration (MIN) 283, on July 4, 2013 (the Regulation). This income is 
calculated based on the net income for the period, excluding the tax benefits of: (i) financial results; 
and (ii) capital gains. 
 
According to Article 11, “the amount of tax not paid because of tax benefits described in this 
Regulation may not be distributed to partners or shareholders and constitutes the tax incentive 
reserve, which can only be used to offset losses or increase capital.” Thus, the Company 
appropriates to the tax incentive reserve account the amount corresponding to the tax benefit (tax 
amount not paid) which, cannot be distributed because it does not arise from the delivery of goods 
or services by the Company. 
 
h) Equity valuation adjustments 
 
The reserve for equity valuation adjustments includes: 
 

• Net changes in the fair value of financial instruments used as a cash flow hedge, which will 
later be recognized in the income (loss) or loss upon liquidation (Note 28). 

 

• Cumulative translation adjustments are the foreign currency effects from the translation of 
financial statements of subsidiaries abroad. 

 

• The balance of the deemed cost reserve refers to values recognized prior to Law 11638/07 
being enacted, and will be maintained up to its effective realization. The realization of the 
reserve is reflected retained earnings / accumulated deficit. The same treatment is given to 
the reversal of deferred taxes and contributions, which were recorded on a deemed costs 
basis. 
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Changes in equity valuation adjustments were as follow: 

 
 
i) Market value of the Company’s shares. 
 
The market value of the Company’s shares, per the last average quotation of shares traded on 
B3 S.A., corresponded as at June 30, 2021 to R$ 641,075 (R$ 435,341 as at December 31, 2020). 
As at June 30, 2021, the Company had negative shareholders' equity of R$ 374,218 (R$ 198,590, 
negative, as at December 31, 2020), and the book value per share was R$ -8.62 (R$ -4.58 as at 
December 31, 2020). 
 
j) Earnings (loss) per share 
 
The basic calculation of earnings (losses) per share is made by dividing the (loss) for the period 
attributable to the Parent Company's common shareholders by the weighted average number of 
common shares outstanding during the period. 
 
The diluted earnings (losses) per share are calculated by dividing the profit (loss) attributable to the 
common shareholders of the Company by the weighted average number of common shares 
outstanding during the period, plus the weighted average number of common shares that would be 
issued in the event of the conversion of all common shares with dilutive potential into common 
shares. 
 
The following table shows the results and share data used for the calculation of the basic earnings 
(losses) per share: 
 

 
 
 (*) The weighted average quantity of shares considers the effect of changes in the weighted average quantity of 
shares during the period (excluding treasury shares). 

 
There were other transactions involving common shares or potential common shares between the 
balance sheet date and the date of completion of these Financial Statements. 
 
k) Profit allocation 

 
The Company’s bylaws provide a mandatory minimum dividend of 25% of the adjusted net income 
after the establishment of the legal reserve, in compliance with Brazilian Corporate Law.   
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l) Payment of dividends 
 
The Ordinary and Extraordinary Shareholders' Meeting (AGOE) held on April 28, 2017 unanimously 
approved a further postponement date for dividend payments declared in the Ordinary 
Shareholders’ Meeting on April 29, 2016 (AGO 2016). Dividends were paid until December 30, 
2019 including inflation adjustments based on the inflation index IGP-M from June 24, 2016 until 
the effective payment date. 
 
 

22. Net sales 
 

a) Breakdown of net revenue 
 

 
 

 
 
The increase in net revenue is due to the product mix and the price of copper and precious metals 
in the international market over the total volume sold. 

  



 

61 
 

 
(I). The industrial headquarters located in Dias D’Ávila, in the State of Bahia, was granted an 

ICMS tax incentive, within the scope of the Industrial Development and Economic 
Integration Program of the State of Bahia (DESENVOLVE). In August 2016, through 
Decree 16970, Law 13564 the Government established that companies enjoying fiscal and 
financial benefits, or incentives that result in a reduction in the value of ICMS paid, will 
contribute 10% of the benefit or incentive to the State Fund to Combat and Eradicate 
Poverty. 

 
 

b) Geographical information - revenue from clients abroad 

 

 
 
Exports to Europe and Asia mainly represent sales to trading companies, with the main destination 
being China. 
 
 

23. Expenses per type 
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a) The amounts related to personnel and benefits include salaries, vacations, the 13th month salary, 
social security and private pension, medical and dental care, meals and transportation. 
 

b) Adjustments for idle capacity cost results mainly from the lower production volume caused by the 
COVID-19 and extraordinary downtime for maintenance. 
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24. Other revenues (expenses) 

 
 

 
 

a) Revenue from sales of surplus electricity not used in production. 
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b) As a result of the final decision of the Santander/BTG arbitration proceeding commenced in 

April 2010, regarding the obligations arising from the Credit Facility Agreement among the 
parties, the Company recognize in its favor R$ 14.5 million in 1Q21 since the action was 
deemed groundless. However, as there is still an annulment lawsuit being judged, the 
Company reversed the respective amount in 2Q21, until a ruling is handed down. 

 

25. Financial revenue (expenses)  

 

 
 

a) Exchange-rate change: Refers to the restatement of assets and liabilities exposed in foreign 
currency, mainly in US$, the appreciation of which against the R$ during the period 
generated considerable Exchange-rate change, on both the asset and liability sides. The 
table below presents the net effect of the Company’s exchange-rate change: 
 

 
 

b) Refers to accruals on domestic supplier accounts, pegged to the US Dollar.   
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26. Current and Deferred income tax and social contribution 
 
26.1 Deferred income tax and social contribution 
 
The parent company received a favorable court decision on non-payment of CSLL. The Company 
is only subject to the payment of income tax at a rate of 25% on its profits. 
 
Deferred income tax and social contribution have the following sources: 
 

 
 
a) The Company has, in consolidated, tax losses generated in Brazil, in the amount of 

R$ 2,016,056 (R$ 1,624,807 as at December 31, 2020), which generates an amount of 
R$ 505,337 of deferred income tax and social contribution, which can be offset against future 
taxable income. 
 
Based on technical analyses related to future taxable profits, the Company recorded an 
allowance for all deferred tax assets arising from income tax loss carryforwards. 
 
This adjustment stems from new projections made in 2020 considering the new economic and 
market scenario, including the weaker exchange rate and the metal prices, among others . 
Management will monitor these assets continually based on estimates of future taxable income. 
Reversals of the allowance will be made as appropriate. In Brazil, the offsetting of tax losses 
has no statute of limitations, though limited to 30% of the annual taxable income.  

 
b) As at June 30, 2021, the Company had recorded in “Deferred income tax” the tax effect of  

temporarily non-deductible expenses arising from the calculation of the taxable income for 
income tax purposes, which are available for future offsetting. The Company set up a provision 
for loss of R$ 3,624 on deferred tax assets of temporary differences. 

 
c) The realization of the deferred income tax on equity valuation adjustments is proportional to the 

revaluation reserve realization. 
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The projected realization of deferred taxes has been prepared based on management's best 
estimates and on the projections of profit or loss approved by the Company's governance bodies. 
However, since they involve several assumptions that are not under the Company’s control, such 
as inflation rates, exchange rates, international market prices and other economic uncertainties in 
Brazil, future results may differ materially from those considered in the preparation of the projection. 
 
The Company has a 75% exemption on income tax and non-refundable additional taxes on 
earnings from the exploration and production of copper and its byproducts, up to the base period 
of 2027. This exemption is applied to the balance of income tax payable after offsetting tax losses, 
as described in item a. 
 
The income tax benefits enjoyed by the Company depend on the recognition of a capital reserve 
at an amount equivalent to the tax not paid. Tax incentive reserves may only be used to increase 
capital or to absorb losses. 
 
26.2 Reconciliation of income tax and social contribution expenses 
 
The reconciliation between the tax expense calculated using the nominal statutory rates and the 
income and social contribution tax expense in the Parent Company and income tax and social 
contribution in Consolidated, charged to income is presented below: 
 

 
 
 

27. Operating segments 
 
The Company only operates in the copper segment, which includes the production and sale of 
electrolytically refined copper, its byproducts and related services, as well as semi-finished copper 
and its alloys.  
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28. Financial instruments 
 
28.1 Market Risk Management Policy 
 
The Company recognizes that certain financial risks, such as changes in commodities prices, 
foreign exchange (FX) rates and interest rates, are inherent to its business. However, the 
Company’s policy is to avoid unnecessary risks and to guarantee that the business risk exposure 
has been identified and measured, and can be controlled and minimized using the most effective 
and efficient methods to eliminate, reduce or transfer such exposure. 
 
The Company's Risk Committee monitors the market risk management policies and ensures that 
the appropriate procedures are in place so that all risk exposures incurred by the Company are 
identified and assessed. In addition, said Committee monitors to ensure that these exposures are 
within established limits. Business risks identified: 
 

• Interest rate risk inherent in the Company’s debts; 

• Foreign exchange risk and commodities price risk deriving from raw materials and sold products, 

forecast transactions and firm commitments; 

• Foreign exchange risk arising from assets and liabilities such as investments abroad and loans, 

inventory linked to commodities whose prices are denominated in foreign currency, among others. 

• Basis risk arising from differences in timing volume or indexation that could occur between the 

contracting and settlement of hedging instruments and objects. 

The Market Risk Management policy permits the Company to use approved derivative financial 
instruments to minimize its exposure to market risks, such as FX, commodities and interest rates. 
 
Derivative instruments are only used for hedging purposes, as they limit the financial exposure 
associated with the risks identified for some of the Company’s assets and liabilities. The use of 
derivatives is not automatic, nor is it necessarily the only way of managing business risk. Their use 
is permitted only after verifying that the derivative chosen can minimize risks to within certain 
tolerance levels established by this policy. 
 
The Company carries out hedging transactions using derivative or non-derivative financial 
instruments, and makes such transactions fit the hedge accounting rules, as defined by 
CVM Resolution 763 (CPC 48). Not all hedge transactions with derivatives are accounted for by 
applying the hedge accounting rules. 
 
28.2 Fair value methodologies 
 
Derivative financial instruments are measured at fair value and recognized in the respective 
Statement of Financial Position accounts. The methodology for determining the fair value involves 
verifiable parameters extracted from B3 S.A. - Brasil, Bolsa, Balcão (Foreign Exchange Coupon 
and Fixed Coupon), LME (copper, zinc, tin and lead) and LBMA (gold and silver), British Bankers’ 
Association (LIBOR), Reuters and Bloomberg (US$ Spot). 
 
The Company measures the fair value of its FX derivatives by calculating the present value of the 
future price discounted based on the market curve (Pre- and FX Coupon), with all values published 
by Bloomberg and B3 S.A. - Brasil, Bolsa, Balcão. Adjustments to embedded derivatives are 
carried out at average future prices, based on the curves disclosed in the LME and LBMA. 
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28.3 Embedded derivatives 
 
Purchase contracts with price adjustment clauses for raw materials such as copper, which are 
based on market prices at a date subsequent to the shipment or delivery date, are considered as 
embedded derivatives, and require segregation and separate accounting. According to CPC 48, 
the cash flow adjustment of payments indexed to raw materials prices (such as copper, for 
example) embedded in financial liabilities are not closely related to the principal instrument because 
the risks inherent in the principal contract and embedded derivative are not similar. An embedded 
derivative that is separated from its host contract and is accounted for separately at fair value 
through profit or loss, like any other derivative instrument, can be designated as a hedge instrument 
and subject to hedge accounting, such as a fair value hedge of copper inventory. 
 
Purchase contracts for copper concentrate for copper products normally include a provisional price 
on the shipment date, with a final price based on the monthly average copper price at the LME for 
a certain future period. This period normally varies from 30 to 120 days after the shipment or billing 
date. This purchase of concentrate at a provisional price contains an embedded derivative that 
must be separate from the main contract and calculated as a separate derivative in the statement 
of operations. 
 
28.4 Classification of financial instruments 
 
Financial assets and liabilities are classified into two measurement categories: assets and liabilities 
at fair value through profit or loss, or at amortized cost. 

 
The classification of financial assets and liabilities is as follows: 
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Fair value hierarchy 
 
The Company discloses its assets and liabilities at fair value, based on the relevant accounting 
pronouncements that define the fair value, and the structure for determining the fair value, which 
refers to the evaluation criteria and practices, and requires certain disclosures regarding the fair 
value. 
 
Financial assets and liabilities recorded at fair value are classified and disclosed with reference to 
the following hierarchies: 
 
Level 1 - prices quoted (not adjusted) in active markets for identical assets and liabilities as at the 
measurement date. A price that is quoted in an active market provides more reliable evidence of 
the fair value, and should be used whenever available. 
 
Level 2 - quoted prices for similar assets or liabilities in active markets or quoted prices for identical 
assets or liabilities in non-active markets (i.e. markets where few transactions are made involving 
those assets or liabilities), data other than observable quoted prices for an asset or liability, and 
data derived from or corroborated mostly by data observable in the market through correlation or 
other means. 
 
Level 3 -unobservable inputs for an asset or liability. Unobservable inputs should be used to 
measure the fair value only when observable inputs are not available, and should reflect the 
business unit’s expectations of what other market players would use as assumptions for pricing an 
asset or a liability, including risk assumptions. No financial instrument held has Level 3 category 
characteristics. 
 
The parent company and consolidated assets and liabilities measured at fair value on June 30, 
2021 and December 31, 2020 were as follows: 
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Summary of consolidated derivative financial instruments 
 

 
 
28.5 Market risks 

 
28.5.1 Foreign exchange risk 
 
The Company has assets and liabilities denominated or indexed to foreign currency, as well as 
futures operations that will involve revenues and costs denominated or indexed to foreign 
currencies. 
 
The Policy establishes that risk management has as its objective hedging against the exchange 
risk of the forecast cash flow denominated in foreign currency using over-the-counter operations 
(NDFs), stock exchange futures, zero cost collars and non-derivative financial instruments 
(liabilities indexed in US Dollars). 
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The foreign currency exposure is shown in the table below: 

 
 
 
28.5.2 Interest rate risk 
 
The Company has floating exposure to LIBOR, the CDI, the long-term interest rate (TJLP) and 
Interest Rate Resolution 635/87, derived from investments and loans. LIBOR risk is concentrated 
on trade finance transactions, which consist of LIBOR x fixed rate transactions, as cash flow 
hedges. 
 
Exposure to interest rates is shown in the table below: 

 
 
28.5.3 Commodities risk 
 
Paranapanema’s business activities include acquiring raw materials and products for sale, both 
benchmarked against the amounts of metals contained therein, and the prices of these metals on 
the LME and LBMA international exchanges. 
 
Commodity risk arises from mismatches between the selling and buying prices of the metals 
contained in the products and raw materials. 
 
The Company’s Market Risk Policy establishes that the exposure to commodities risk of each metal 
is derived from the mismatch between the volumes of this metal already priced for purchase and 
the amounts of this metal already priced for sale, and sets risk exposure limits. 
 
To manage this exposure, the Company has a strategy of keeping all inventory metal costs in US 
dollars fluctuating (mark-to market), and only fixing the metal prices when they are sold and the 
price is known. 
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28.5.4 Sensitivity analysis 
 
In order to measure the impact on the Company’s net income (loss) and shareholders’ equity 
arising from changes to financial market rates, stress scenarios were created based on the rates 
effective as at June 30, 2021. As required by CPC 48, the Company carried out a sensitivity 
analysis using the probable scenario, and scenarios involving a 25% and 50% decrease and 
increase. 
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28.6 Hedge accounting 

 
Paranapanema adopted the following hedge accounting programs: 
 
28.6.1 US Dollar Revenue Cash Flow Hedge 
 
The program’s purpose is to ensure that a percentage of revenue equivalent to the sales premium 
pegged to the US$ is not impacted by exchange-rate changes. Together, the derivative and 
revenue will result in a fixed/constant cash inflow based on the derivative financial instrument’s US 
Dollar rate, collateralized by the derivative financial instrument. 
 
The hedged item refers to a percentage of the revenue equivalent to the highly probable future 
sales premium, indexed to the US Dollar. The hedging instruments contracted for this program are 
US$/R$ (NDF) currency contracts. In addition to the derivative instruments, the Company also, as 
authorized by CVM Resolution 604/09, uses changes in the exchange rates of non-derivative 
financial instruments such as advances on exchange contracts (ACC), prepayments for exports 
(PPE) and debt contracts in US Dollars to mitigate the exchange risk arising from its highly probable 
future sales in foreign currencies. This program was implemented from November 2013 for the 
ACC and PPE instruments, and from December 2013 for the other debts such as hedge 
instruments. 
 
The corresponding balance in Equity Valuation Adjustment is recognized within the operating profit 
or loss only when the hedged item (the revenue percentage equivalent to the sales premium) 
matures, and the hedge relationship is effective. 
 
Based on CPC 48, hedge instruments can be rolled over through to the hedged item’s expected 
month of realization. The month of realization is defined at the date of identification of the hedge 
relationship. 
 
28.6.2 Firm Sales Commitment Fair Value Hedge 
 
The purpose of the firm sales commitment hedge is to protect the fair value in US Dollars of the 
fixed sales price of copper against unfavorable trends in the price of copper quoted on the LME. 
 
The hedge covers future copper sales in US Dollars with a pre-fixed price for clients subject to fixed 
sales commitments. The hedging instruments are copper derivatives quoted on the LME. 
 
The metal price marking-to-market adjustments on derivatives contracts designated as hedges are 
credited to the operating profit or loss, along with the firm sales contracts. The derivative financial 
instruments account within assets is debited against the operating profit or loss when adjustments 
are positive, and credited within liabilities against the operational loss when adjustments are 
negative. 
 
28.6.3 Inventory Fair Value Hedge 
 
The purpose of the inventory fair value hedge is to hedge the Company’s highest cost item, which 
is the metal portion (copper, zinc, lead, tin, gold and silver) of inventory, maintaining them at market 
prices (the price of the metal in Reais) up to the effective sale date. The costs of transformation of 
metals (labor and inputs) are not material compared to the total inventory cost, and are 
denominated in Reais, and therefore are not subject to metal price hedges or exchange hedges. 
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Instruments hedging the metal’s price include embedded derivatives of copper concentrate supply 
contracts, which were separated from the contracts. This program was implemented from 
December 2013. On March 01, 2014, an inventory fair value hedge was implemented using 
mercantile exchange derivatives as hedging instruments to protect against changes in the monthly 
average spot prices. The same strategy was implemented on May 1, 2014 with derivatives on the 
stock exchange for the metals zinc, lead and tin. The same strategy was implemented on June 1, 
2014 with derivatives on the stock exchange for gold and silver. On January 01, 2016, the prices 
of metals in Reais were marked-to-market by means of the designation of financial instruments as 
foreign exchange hedges. 
 
The effects of the marking-to-market of derivative instruments covering the fair value of inventory 
are subject to retrospective and prospective effectiveness testing, respecting the limits of 80% - 
125% effectiveness required to maintain the hedging relationship. The ineffective portion is 
recorded directly in the result. 
 
The marking-to-market adjustments to derivatives contracts in the stock exchange and financial 
instruments are recognized within inventory, as well as the hedged item, which is the metals portion 
of inventory. The derivative financial instruments account within assets is debited against the 
operating profit or loss when adjustments are positive, and credited within liabilities against the 
operational loss when adjustments are negative. 
 
28.6.4 Cost of metals cash flow hedge 
 
The objective of the hedge is to protect the cost of copper of products sold for a particular month 
of sale, adjusting the cost of the goods sold based on price references (LME) that are identical or 
close to the price references for the revenues from the sale of copper. This hedge, together with 
the inventory fair value hedge program, allows the US$ cost of metals in Cost of goods sold 
(COGS) to be similar to the R$ metal price in revenue. 
 
The item to be hedged is the cost of copper in the products sold in a particular month. The hedge 
instruments consist of forward contracts for copper, the objective of which is to exchange 
references for average copper prices. This program has been implemented since April 2014. 
 
The marking-to-market adjustments to the derivative contracts designated as hedges are credited 
to the Equity Valuation Adjustment, and are debited from the derivatives receivable account when 
adjustments are positive. In the case of a negative adjustment, the derivatives payable is credited, 
and the equity valuation adjustment account is debited. The corresponding balance in the equity 
valuation adjustment account is recognized within the operating profit or loss only when the hedged 
item matures, and the hedge relationship is effective. 
 
In compliance with the documentation requirements defined in IFRS 9, the Company made the 
formal designation of its hedge operations subject to hedge accounting by documenting the 
following: 
 

i. The hedge relationship; 

ii. The objective and strategy of the risk management of the Company in carrying out hedging 

activities; 

iii. The identification of the hedge instrument (derivative or non-derivative financial instrument); 

iv. The hedged item or position; 

v. The nature of the risk to be covered; 

vi. The description of the coverage ratio; 
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vii. The statement of the correlation between the hedge instrument and the hedged item, when 

applicable; 

viii. The prospective and retrospective statement of the hedge’s effectiveness. 

 

The transactions which Paranapanema designated as cash flow hedges are highly probable. The 
deferral of unrealized gains and losses on derivative and non-derivative financial instruments 
designated for hedging against exchange and interest rates was carried out in OCI within 
shareholders’ equity. 
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28.7 Credit risk 
 
The Company’s sales policy varies depending on the level of credit risk that it is willing to accept. 
 
Credit is an important instrument for promoting business between the Company and its clients. This 
is due to the fact that clients leverage their purchasing power to obtain favorable credit terms. 
 
Risk is inherent to credit transactions, and the Company must perform a careful analysis. This work 
involves quantitative and qualitative evaluations of the clients, as well as considering the industry 
in which they operate. This analysis takes into consideration the client’s past performance, a 
forecast of its economic-financial robustness, the client’s risk management policy, and its future 
prospects. 
 
The diversification of the receivables portfolio, the selection of clients and the monitoring of terms 
and credit limits per individual client are among the procedures adopted to minimize delays and 
defaults on accounts receivable. In addition to performing credit limit checking procedures, 
individual client balances are limited to 10% of the Company’s total revenues. Thus, the Company 
spreads the credit risk among several clients. 
 
As regards the credit risk associated with interest-earning bank deposits, the Company always 
invests with low-risk institutions, as evaluated by independent ratings agencies. 
 

 
 
28.8 Liquidity risk 
 
a) The risk management policy requires the maintenance of an adequate level of cash and cash 

equivalents and access to sufficient lines of credit. The Company’s investments have immediate 
liquidity, at amounts sufficient to cover the possible liability to settle with restructured suppliers, 
loans or financing. 
 

b) Liquidity risk represents a shortage of funds intended to pay debts and interest (Note 1). 
 

The amounts presented include the estimated principal amounts and interest calculated using 
the USD rate prevailing as at June 30, 2021 (R$ 5.0022/US$ 1.0000) for debts denominated in 
USD (PPE, ACC and FINIMP) and the prevailing contracts’ interest rates. 
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28.9 Book value/fair value 
 
Management considers that the fair value is a tax incentive reserve equivalent to the book value of 
short-term transactions, once the book value of such transactions is a reasonable approximation 
of the fair value (CPC-40/item 29), except for loans and financing transactions, for which the fair 
values are determined and shown in the table in Note 28.4, which sets out the classification of 
financial instruments. 
 
28.10 Capital management 
 
The main purpose of the capital management of Paranapanema and its subsidiaries is to ensure 
strong credit ratings for institutions and an adequate capital ratio to support the Company's 
business and to maximize shareholder value. 
 
The Company includes in its net debt structure: loans, financing, derivative financial instruments 
payable, net of cash, cash equivalents, interest-earning bank deposits and derivative financial 
instruments receivable. 
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29. Assumed commitments 
 
The Company has a contractual commitment with a supplier for outsourcing the management, 
operations and maintenance of an oxygen gas facility located in the industrial plant of Dias D’Ávila, 
maturing in March 2023. The commitment does not subject the Company to any restrictions. 
 
The renewal and adjustment clauses are described in the contract and are in line with market 
practices. 
 
The future minimum obligations payable under this contract, if not canceled before maturity, are as 
follow: 

 

 
 

30. Insurance 
 
The Company maintains insurance coverage at amounts considered sufficient to cover potential 
losses arising from claims, taking into account the nature of the activities, the risks involved in the 
operations and the guidance of its insurance consultants. 
 
As at June 30, 2021, the amounts insured and the coverage limits contracted within the respective 
insurance segments were as follows: 
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31. Private pension 
 
The private pension plans offered by the Company and its subsidiaries include a pension plan 
deductible for income tax purposes (PGBL) and a private pension plan non-deductible for income 
tax purposes (VGBL) respectively, both of which are administered by BrasilPrev based on joint 
contributions made by the Company, its subsidiaries and the employees. 
 
PGBL/VGBL: After meeting the cumulative requirement to make contributions for 120 months, and 
after reaching 60 years of age, the beneficiaries will be entitled to redeem 100% of accumulated 
savings, the Company and its subsidiaries, provided that they are not employed by the Company 
at the redemption date. In the case of termination by the Company before becoming eligible, the 
beneficiary shall be entitled to withdraw up to 80% of the amount deposited by the Company, 
respecting a policy which provides for a rate of 1% per month of contributions. 
 
Therefore, plans exclude the risk benefits, and thus do not generate actuarial liabilities. If the 
participant opts for a life income benefit, BrasilPrev is responsible for maintaining reserves under 
the contract. 
 
The value of the contributions made to the plans by the Company and subsidiaries in the period 
was R$ 895 (R$ 916 in the same period of 2020). 

 
 

32. Variable remuneration plan 
 
32.1 - General terms and conditions 
 
a) Beneficiaries: 
 
Some Company executives, when hired, are eligible for the Variable Compensation Program. 
Consisting of short (ICP) and long-term (ILP) incentives. The ICP and ILP incentives are linked to 
specified team and individual goals, the percentage achievement of which is evaluated at the end 
of each year.  

 
Until 2016, the ILP was based on the Company’s shares using the concept of “phantom shares” 
whereby, at the end of each period, the goals achieved in the period between January and 
December were converted into units (URVs) based on the performance, changes and value of 
Company’s shares (PMAM3), distributed across certain vesting periods. Payment obligations from 
URVs distributed until 2016 will follow the concept described in this paragraph. 
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Starting in 2017, the Board of Directors approved the change in the definition of an ILP, revoking 
the calculation based on the performance of phantom shares. ILP is now calculated on salary 
multiples and based on collective goals established by the Board of Directors, and on previously 
agreed individual goals. 
 
The Variable Remuneration Program conditions and rules can be changed at any moment by the 
Company, with such changes to be expressly communicated to the eligible executives. 
 
b) Exercise rights: 
 
The private contract determines eligibility rights for and payments based on variable remuneration 
made to all employees who meet the annual goals under the terms of the contract. 
 
An eligible employee has the right to receive the ILP only if their labor contract is active, 
otherwise: 
 

I. In the case of labor contract suspension due to disability, there will be no payments while 
the labor contract remains suspended. 
 

II. In the case of decease of an employee, their heirs and/or legal beneficiaries will receive 
50% of the amount due as at the date of decease. 

 
c) Criteria for fixing the exercise term: 
 
Except for the ineligibility conditions mentioned above, the vesting will be deferred in two 
installments, with annual payments, or 50% of salary multiples per year, being the first payment 
due for the year following the acquisition of the ILP. The amount to be granted will be based on the 
salary multiple as at December 31 for the year prior to payment. 
 
 
d) Settlement form: 
 
Settlement will be through a payroll process when all of the established conditions are met. 
 
32.2 - Phantom shares up to 2016: 
 
a) Criteria for fixing the acquisition or exercise price: 
 
For every phantom share payment year, the vesting number of shares (¼ per year) will be multiplied 
by the average stock price (PMAM3) from January to December of the year prior to payment. 
 
b) Restrictions on stock transfers: 
 
The exercise of phantom shares does not imply the concession of any Company stock, with all 
remuneration being linked to the phantom shares paid in cash. All rights and obligations derived 
from the individual instrument cannot in any circumstances be assigned or transferred to third 
parties, nor offered as guarantees for obligations. 
 
c) Phantom share remuneration based on the stocks recognized in the results in the last social 

year and forecast to the current social year: 
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In the first quarter of 2017, the Company completed the second evaluation cycle for 2016, granting 
phantom shares, which will be deferred for four years, to eligible individuals who fulfilled the criteria 
established in the individual contracts. The approval of targets having been met, the phantom share 
distribution occurred on April 29, 2017 in the Extraordinary Shareholders’ Meeting (ESM), upon 
approval of the 2016 financial statements.  
 
 

33. Additional information regarding cash flow 
 

a) Transactions related to investment and financing activities not involving cash were as follow: 
 

 
 

b) Reconciliation of the net debt 
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(A free translation of the original in Portuguese) 

 

 

Report on Review of Quarterly Information 
 
 
To the Board of Directors and Shareholders 
Paranapanema S.A. 
 
 
 
 
Introduction 
 
We have reviewed the accompanying parent company and consolidated interim accounting information of 
Paranapanema S.A.  (the “Company”) included in the Quarterly Information Form (ITR) for the quarter 
ended June 30, 2021, comprising the balance sheet as at that date and the statements of operations and 
comprehensive income (loss) for the three- and six-month periods then ended, and the statements of changes 
in equity and cash flows for the six-month period then ended, as well as a summary of significant accounting 
policies and other explanatory information.  
 
Management is responsible for the preparation of the parent company and consolidated interim accounting 
information in accordance with the accounting standard CPC 21, Interim Financial Reporting, issued by the 
Brazilian Accounting Pronouncements Committee (CPC), and the International Accounting Standard (IAS) 
34, Interim Financial Reporting, issued by the International Accounting Standards Board (IASB), as well as 
the presentation of this information in accordance with the standards issued by the Brazilian Securities 
Commission (CVM), applicable to the preparation of the Quarterly Information (ITR). Our responsibility is 
to express a conclusion on this interim accounting information based on our review. 
 
Scope of review 
 
We conducted our review in accordance with Brazilian and International Standards on Reviews of Interim 
Financial Information (NBC TR 2410 - Review of Interim Financial Information Performed by the 
Independent Auditor of the Entity, and ISRE 2410 - Review of Interim Financial Information Performed by 
the Independent Auditor of the Entity, respectively). A review of interim information consists of making 
inquiries, primarily of persons responsible for financial and accounting matters, and applying analytical and 
other review procedures. A review is substantially less in scope than an audit conducted in accordance with 
Brazilian and International Standards on Auditing and consequently does not enable us to obtain assurance 
that we would become aware of all significant matters that might be identified in an audit. Accordingly, we do 
not express an audit opinion. 
 
Conclusion on the interim  
information  
 
Based on our review, nothing has come to our attention that causes us to believe that the accompanying 
parent company and consolidated interim accounting information included in the quarterly information 
referred to above has not been prepared, in all material respects, in accordance with CPC 21 and IAS 34 
applicable to the preparation of the Quarterly Information, and presented in accordance with the standards 
issued by the CVM. 
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Emphases of matter 
 
Lawsuits with likelihood of loss 
 
We draw attention to Note 19.2 to the interim accounting information, in which the Company states that it 
has several lawsuits arising from its operations which management estimates are subject to a possible risk of 
loss totaling R$ 1,546,092 thousand and R$ 1,550,641 thousand in the parent company and consolidated, 
respectively (December 31, 2020 - R$1,465,318 thousand and R$ 1,469,763 thousand, respectively), under 
the advice of its legal counsel; consistent with the accounting principles, the Company has not recorded 
provisions for these lawsuits. The main lawsuit refers to a judicial decision granting the right not to pay 
Social Contribution on Net Income (CSLL) tax on income.  Our conclusion is not qualified in respect of 
these matters. 
 
Going concern 
 
We draw attention to Notes 1 and 16 to the quarterly information (ITR), which describe that, at June 30, 
2021, the Company had negative working capital of R$ 2,223,861 thousand and R$ 2,222,328 thousand in 
the parent company and consolidated, respectively, as well as negative equity (capital deficiency) of R$ 
374,218 thousand. In addition, since the first quarter of 2020, the Company has been discussing with its 
main financial creditors (essentially with the same creditors that participated in the debt renegotiation 
process in 2017) with the objective of aligning the conditions for debt repayments with its expected cash 
generation. On May 20, 2021, the Company signed a non-binding memorandum of understanding for debt 
restructuring together with its main financial creditors (“Adhering Creditors”), whereby the parties 
committed to use their best efforts to renegotiate, in good faith, the terms and conditions for payment of 
their respective debts. Also, as described in these Notes, the Company did not settle the principal and interest 
scheduled for March 31, 2020 to June 30, 2021 and was not in compliance with other financial indicators. 
Accordingly, under the terms of the 2017 renegotiation, it was in non-compliance with the contractual 
provision stipulated therein; consequently, pursuant to CPC 26 - Presentation of Financial Statements, the 
debts under renegotiation of R$ 1,220,068 thousand were fully reclassified from non-current to current 
liabilities. The Company’s financial position and the existing uncertainties regarding its prospects for a 
successful renegotiation of its debt, especially aligning the principal and interest payment flows with the 
Company’s cash generation, indicate the existence of material uncertainties that may cast significant 
doubt on the Company’s ability to continue as a going concern. Our conclusion is not qualified in respect of 
this matter.  
 
Other matters 
 
Statements of value added 
 
The quarterly information referred to above includes the parent company and consolidated statements of 
value added for the six-month period ended June 30, 2021. These statements are the responsibility of the 
Company's management and are presented as supplementary information under IAS 34. These statements 
have been subjected to review procedures performed together with the review of the quarterly information 
for the purpose of concluding whether they are reconciled with the interim accounting information and 
accounting records, as applicable, and if their form and content are in accordance with the criteria defined in 
the accounting standard CPC 09 - "Statement of Value Added". Based on our review, nothing has come to our 
attention that causes us to believe that these statements of value added have not been properly prepared, in 
all material respects, in accordance with the criteria established in this accounting standard, and consistent 
with the parent company and consolidated interim accounting information taken as a whole.  
 
São Paulo, July 29, 2021 
 
 
 
PricewaterhouseCoopers José Vital Pessoa Monteiro Filho 
Auditores Independentes  Contador CRC 1PE016700/O-0 
CRC 2SP000160/O-5  
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PARANAPANEMA S.A. 
EIN  60.398.369/0004-79 - NIRE 29.300.030.155 

PUBLICLY-HELD COMPANY 

 

Statement of the Executive Officers on the Financial Statements  

 

In compliance with Article 25, paragraph 1, subsection VI, of CVM Instruction 480/2009, the Executive Board 

declares that it has reviewed, discussed and agreed with the Company's financial statements "parent 

company and consolidated", as at and for the quarter ended June 30, 2021. 

 

 

Dias D'Ávila, July 29, 2021. 

 

 

CEO  
Luiz Carlos Siqueira Aguiar 

 
CFO  and Investor Relations Officer 

Igor Gravina Taparelli 
 

Operations Director 
Sergio Arosti Maturana 

 
 

 



(A free translation of the original in Portuguese) 
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PARANAPANEMA S.A. 
EIN  60.398.369/0004-79 - NIRE 29.300.030.155 

PUBLICLY-HELD COMPANY 

 

Statement of the Executive Officers on the Independent auditors' report 

 

In compliance with article 25, paragraph 1, items VI, of CVM Instruction No. 480/2009, the Executive 

Board states that it reviewed, discussed and agreed with the Report on review of quarterly information 

dated July 29, 2021 issued by PricewaterhouseCoopers Auditores Independentes, the independent 

auditors of the Company and its subsidiaries with respect to the Company's financial statements, Parent 

Company and Consolidated, as at and for the quarter ended June 30, 2021. 

 

 

Dias D'Ávila, July 29, 2021. 

 

CEO  
Luiz Carlos Siqueira Aguiar 

 
CFO and Investor Relations Officer 

Igor Gravina Taparelli 
 

 Operations Director  


