
Ternium S.A.
Form 20-F
April 30, 2014
Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 20-F

¨ Registration statement pursuant to Section 12(b) or 12(g) of the Securities Exchange Act of 1934
or

x Annual report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 for the fiscal year
ended December 31, 2013

or

¨ Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
or

¨ Shell company report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
Commission file number: 001-32734
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TERNIUM S.A.
(Exact Name of Registrant as Specified in its Charter)

N/A

(Translation of registrant�s name into English)

Grand Duchy of Luxembourg

(Jurisdiction of incorporation or organization)

29, Avenue de la Porte-Neuve � 3rd floor

L-2227 Luxembourg

(Address of registrant�s registered office)

Alejandra Hryszkiewicz

29, Avenue de la Porte-Neuve � 3rd floor

L-2227 Luxembourg

Tel. +352 26 68 31 52, Fax. +352 26 59 83 49, e-mail: luxembourg@ternium.com

(Name, Telephone, E-Mail and/or Facsimile number and Address of Company Contact Person)

Securities registered or to be registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange On Which Registered
American Depositary Shares New York Stock Exchange

Ordinary Shares, par value USD1.00 per share New York Stock Exchange*

* Ordinary shares of Ternium S.A. are not listed for trading but only in connection with the registration of American Depositary Shares
which are evidenced by American Depositary Receipts.
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Securities registered or to be registered pursuant to Section 12(g) of the Act:

None

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act:

None

Indicate the number of outstanding shares of each of the issuer�s classes of capital or common stock as of the close of the period covered by the
annual report.

2,004,743,442 ordinary shares, par value USD1.00 per share

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities

Act.    Yes  x    No  ¨

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or
15(d) of the Securities Exchange Act of 1934.    Yes  ¨    No  x

Note�checking the box above will not relieve any registrant required to file reports pursuant to Section 13 or 15(d) of the Securities Exchange Act
of 1934 from their obligations under those Sections.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    Yes  ¨    No  x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act (Check one):

Large accelerated filer  x                Accelerated Filer  ¨                 Non-accelerated filer  ¨

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included in this filing:

U.S. GAAP  ¨ International Financial Reporting Standards as issued

by the International Accounting Standards Board  x

Other  ¨

If �Other� has been checked in response to the previous question indicate by check mark which financial statement item the registrant has elected
to follow    Item 17  ¨    Item 18  ¨

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
    Yes  ¨    No  x

Please send copies of notices and communications from the Securities and Exchange Commission to:
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Cristian J.P. Mitrani Robert S. Risoleo, Esq.
Mitrani, Caballero, Ojam & Ruiz Moreno Abogados Sullivan & Cromwell LLP

Alicia Moreau de Justo 400, 3rd Floor 1700 New York Avenue, N.W. Suite 700
C1007AAH � Buenos Aires, Argentina Washington, D.C. 20006-5215

(54-11) 4590-8600 (202) 956-7500
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CERTAIN DEFINED TERMS

In this annual report, unless otherwise specified or if the context so requires:

� References to the �Company� refer exclusively to Ternium S.A., a Luxembourg public limited liability company (société anonyme);

� References in this annual report to �Ternium,� �we,� �us� or �our� refer to Ternium S.A. and its consolidated subsidiaries;

� References to the �Ternium companies� are to the Company�s manufacturing subsidiaries, namely Ternium México S.A. de C.V., or �Ternium
Mexico�, a Mexican corporation, Siderar S.A.I.C., or �Siderar�, an Argentine corporation, Ferrasa S.A.S., or �Ferrasa�, a Colombian
corporation, Ternium Internacional Guatemala S.A., or �Ternium Guatemala�, a Guatemalan corporation, Ferrasa Panamá S.A., or �Ferrasa
Panama�, a Panamanian corporation, Ternium USA Inc., or �Ternium USA�, a Delaware corporation, Las Encinas S.A. de C.V., or �Las
Encinas�, a Mexican corporation, and Consorcio Minero Benito Juárez Peña Colorada S.A. de C.V., or �Consorcio Peña Colorada�, a
Mexican corporation, and their respective subsidiaries;

� References to �Tenaris� are to Tenaris S.A., a Luxembourg public limited liability company (société anonyme) and a significant shareholder
of the Company;

� References to �San Faustin� are to San Faustin S.A., a Luxembourg corporation and the Company�s indirect controlling shareholder;

� References to the �Ternium commercial network� or �Ternium Internacional� are to an international group of companies wholly
owned by Ternium that market and provide worldwide distribution services for products offered primarily by Ternium;

� References to �Exiros� comprise Exiros B.V., a Netherlands corporation, and its subsidiaries under the brand �Exiros�;

� References to �Tecpetrol� refer to Tecpetrol International S.A., a wholly-owned subsidiary of San Faustin.

� References to �Tenigal� refer to Tenigal S.R.L. de C.V., a Mexican company in which Ternium holds a 51% ownership and Nippon Steel &
Sumitomo Metal Corporation holds the remaining 49%;

� References to �Usiminas� refer to Usinas Sideúrgicas de Minas Gerais S.A.�USIMINAS, a Brazilian corporation in which we own 22.71% of
the ordinary shares. For further information on our investment in Usiminas, see note 3 to our consolidated financial statements included
elsewhere in this annual report;

� References to �ADSs� are to the American Depositary Shares, which are evidenced by American Depositary Receipts, or ADRs;

� References to �finished steel products� when used in connection with production capacity are to finished steel products and semi-finished
steel products intended to be sold to third parties;
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� References to �tons� are to metric tons; one metric ton is equal to 1,000 kilograms, 2,204.62 pounds or 1.102 U.S. (short) tons; and

� References to �billions� are to thousands of millions, or 1,000,000,000.
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PRESENTATION OF CERTAIN FINANCIAL AND OTHER INFORMATION

Accounting Principles

We prepare our consolidated financial statements in conformity with International Financial Reporting Standards, or �IFRS�, as issued by the
International Accounting Standards Board, or �IASB�, and adopted by the European Union (�EU�). IFRS differ in certain significant respects from
generally accepted accounting principles in the United States, commonly referred to as U.S. GAAP.

Currencies

In this annual report, unless otherwise specified or the context otherwise requires:

� �dollars,� �U.S. dollars,� �USD� or �US$� each refers to the United States of America dollar;

� �Mexican pesos� or �MXN� each refers to the Mexican peso; and

� �Argentine pesos� or �ARP� each refers to the Argentine peso.
On December 31, 2013, the noon buying rate between the Mexican peso and the U.S. dollar (as published by Banco de México, or the Mexican
Bank) was MXN13.0843=USD1.0000, and the U.S. dollar sell exchange rate in the Argentine Republic (as published by Banco Central de la
República Argentina, or the Argentine Central Bank) was ARP6.518=USD1.0000. Those rates may differ from the actual rates used in
preparation of the Company�s consolidated financial statements. We do not represent that any of these currencies could have been or could be
converted into U.S. dollars or that U.S. dollars could have been or could be converted into any of these currencies.

Rounding; Comparability of Data

Certain monetary amounts, percentages and other figures included in this annual report have been subject to rounding adjustments. Accordingly,
figures shown as totals in certain tables may not be the arithmetic aggregation of the figures that precede them, and figures expressed as
percentages in the text may not total 100% or, as applicable, when aggregated may not be the arithmetic aggregation of the percentages that
precede them.

Industry Data

Unless otherwise indicated, industry data and statistics (including historical information, estimates or forecasts) in this annual report are
contained in or derived from internal or industry sources believed by Ternium to be reliable. Industry data and statistics are inherently predictive
and are not necessarily reflective of actual industry conditions. Such statistics are based on market research, which itself is based on sampling
and subjective judgments by both the researchers and the respondents, including judgments about what types of products and transactions should
be included in the relevant market. In addition, the value of comparisons of statistics for different markets is limited by many factors, including
that (i) the markets are defined differently, (ii) the underlying information was gathered by different methods and (iii) different assumptions
were applied in compiling the data. Such data and statistics have not been independently verified, and the Company makes no representation as
to the accuracy or completeness of such data or any assumptions relied upon therein.

Our Internet Site is Not Part of this Annual Report

We maintain an Internet site at www.ternium.com. Information contained in or otherwise accessible through this website is not a part of this
annual report. All references in this annual report to this Internet site are inactive textual references to this URL, or �uniform resource locator� and
are for your informational reference only. We assume no responsibility for the information contained on this site.
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CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STATEMENTS

This annual report and any other oral or written statements made by us to the public may contain �forward-looking statements� within the meaning
of and subject to the �safe harbor� provisions of the Private Securities Litigation Reform Act of 1995. This annual report contains forward-looking
statements, including with respect to certain of our plans and current goals and expectations relating to Ternium�s future financial condition and
performance.

Sections of this annual report that by their nature contain forward-looking statements include, but are not limited to, Item 3. �Key Information,�
Item 4. �Information on the Company,� Item 5. �Operating and Financial Review and Prospects� and Item 11. �Quantitative and Qualitative
Disclosures about Market Risk.�

We use words such as �aim,� �will continue,� �will likely result,� �contemplate,� �seek to,� �future,� �objective,� �goal,� �should,� �will pursue,� �anticipate,� �estimate,�
�expect,� �project,� �intend,� �plan,� �believe� and words and terms of similar substance to identify forward-looking statements, but they are not the only
way we identify such statements. All forward-looking statements are management�s present expectations of future events and are subject to a
number of factors and uncertainties that could cause actual results to differ materially from those described in the forward-looking statements.
These factors include the risks related to our business discussed under Item 3. �Key Information�D. Risk Factors,� and among them, the following:

� uncertainties about the behavior of steel consumers in the markets in which Ternium operates and sells its products;

� changes in the pricing environments in the countries in which Ternium operates;

� the impact in the markets in which Ternium operates of existing and new competitors whose presence may affect Ternium�s customer mix,
revenues and profitability;

� increases in the prices of raw materials, other inputs or energy or difficulties in acquiring raw materials or other inputs or energy supply
cut-offs;

� the policies of, and the economic, political and social developments and conditions in, the countries in which Ternium owns facilities or
other countries which have an impact on Ternium�s business activities or investments;

� inflation or deflation and foreign exchange rates in the countries in which Ternium operates;

� volatility in interest rates;

� the performance of the financial markets globally and in the countries in which Ternium operates;

� the performance of our investment in Usiminas (including the operating and financial performance of Usiminas, and changes in the value
of the Brazilian Real versus the U.S. dollar);

� changes in domestic and foreign laws and regulations, including on tax, trade and foreign exchange matters;
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� regional or general changes in asset valuations;

� uncertainties as to the result of our iron ore exploration activities or the successful exploitation of our mines;

� our ability to successfully implement our business strategy or to grow through acquisitions, greenfield and brownfield projects, joint
ventures and other investments; and

� other factors or trends affecting the steel and mining industries generally and our financial condition in particular.
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By their nature, certain disclosures relating to these and other risks are only estimates and could be materially different from what actually
occurs in the future. As a result, actual future gains or losses that may affect Ternium�s financial condition and results of operations could differ
materially from those that have been estimated. You should not place undue reliance on the forward-looking statements, which speak only as of
the date of this annual report. Except as required by law, we are not under any obligation, and expressly disclaim any obligation, to update or
alter any forward-looking statements, whether as a result of new information, future events or otherwise.

PART I

Item 1. Identity of Directors, Senior Management and Advisers

Not applicable.

Item 2. Offer Statistics and Expected Timetable

Not applicable.

Item 3. Key Information

A. Selected Financial Data
The selected consolidated financial data set forth below have been derived from our audited consolidated financial statements for each of the
years and at the dates indicated herein. Our consolidated financial statements were prepared in accordance with IFRS, and were audited by
PricewaterhouseCoopers, société coopérative (formerly PricewaterhouseCoopers S.à r.l.), Cabinet de révision agréé, or �PwC Luxembourg�, an
independent registered public accounting firm that is a member firm of the PwC International Ltd. network. IFRS differ in certain significant
respects from U.S. GAAP.

For a discussion of the currencies used in this annual report, exchange rates and accounting principles affecting the financial information
contained in this annual report, see �Presentation of Certain Financial and Other Information�Accounting Principles� and �Currencies.�

6
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In thousands of U.S. dollars For the year ended December 31,
(except number of shares and per share data) 2013 (1) 2012 2011 (2) 2010 (2) 2009 (2)
Selected consolidated income statement data

Continuing operations
Net sales 8,530,012 8,608,054 9,122,832 7,339,901 4,922,984
Cost of sales (6,600,292) (6,866,379) (7,016,322) (5,560,201) (4,087,165) 

Gross profit 1,929,720 1,741,675 2,106,510 1,779,700 835,819
Selling, general and administrative expenses (843,311) (809,181) (839,362) (738,304) (526,615) 
Other operating income (expenses), net 23,014 (11,881) (11,495) 2,162 (20,557) 

Operating income 1,109,423 920,613 1,255,653 1,043,558 288,647

Interest expense (120,254) (144,439) (100,712) (72,953) (105,754) 
Interest income 13,947 19,226 39,981 87,323 157,021
Other financial (expenses) income, net (29,168) 3,581 (239,691) 114,867 81,336
Equity in (losses) earnings of non-consolidated
companies (31,609) (346,833) 10,137 12,867 7,249

Income before income tax expense 942,339 452,148 965,368 1,185,662 428,499
Income tax expense (349,426) (261,227) (312,555) (406,191) (89,398) 

Income from continuing operations 592,913 190,921 652,813 779,470 339,101

Discontinued operations (3)
Income from discontinued operations �  �  �  �  428,023

Profit for the year 592,913 190,921 652,813 779,470 767,124

Attributable to:
Equity holders of the Company 455,425 142,043 517,668 622,076 717,400
Non-controlling interest 137,488 48,878 135,145 157,394 49,724

Profit for the year 592,913 190,921 652,813 779,470 767,124

Depreciation and amortization 377,133 370,855 395,988 374,201 374,815
Weighted average number of shares outstanding
(4) 1,963,076,776 1,963,076,776 1,968,327,917 2,004,743,442 2,004,743,442

Basic earnings per share (expressed in USD per
share) for profit: (5) (6)
From continuing operations attributable to the
equity holders of the Company 0.23 0.07 0.26 0.31 0.15
From discontinued operations attributable to the
equity holders of the Company �  �  �  �  0.21
For the year attributable to the equity holders of
the Company 0.23 0.07 0.26 0.31 0.36
Dividends per share 0.075(7) 0.065 0.075 0.075 0.050
Dividends per share (expressed in EUR) 0.054(7) 0.050 0.057 0.052 0.041

Note:Certain comparative amounts for 2012, 2011 and 2010 have been restated to reflect the adoption of revised IAS 19 in connection with
post-employment benefits. For additional information, see note 22(i) to our audited consolidated financial statements included elsewhere in
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this annual report.
(1) Starting on January 1, 2013, Consorcio Peña Colorada and Exiros have been proportionally consolidated. Comparative amounts for the

years ended December 31, 2012, 2011, 2010 and 2009 show them as investments in non-consolidated companies and their results are
included within �Equity in (losses) earnings of non-consolidated companies� in the consolidated income statement. For further information
on these changes, see note 14 to our audited consolidated financial statements included elsewhere in this annual report.

(2) Ternium changed prospectively the functional currency of its Mexican subsidiaries to the U.S. dollar, effective as of January 1, 2012. For
the periods ended December 31, 2011, 2010 and 2009 the functional currency for the Company�s Mexican subsidiaries was the Mexican
peso. For further information on this change see note 4(b)(1) to our audited consolidated financial statements included elsewhere in this
annual report.

(3) Discontinued Operations include the results of Sidor S.A. (�Sidor�), a Venezuelan subsidiary nationalized in April 2009, through the second
quarter of 2009. For more information on the Sidor nationalization process, see Item 4. �Information on the Company � A. History and
Development of the Company�.

(4) Of the 2,004,743,442 shares issued as of December 31, 2013, Ternium held 41,666,666 through its wholly-owned subsidiary Ternium
International Inc. and such shares were not considered outstanding for purposes of the calculation of the weighted average number of
shares. For further information related to the repurchase of shares in 2011, see note 29 to our audited consolidated financial statements
included elsewhere in this annual report.

(5) International Accounting Standard N° 1 (IAS 1) (Revised) requires that income for the year as shown in the income statement includes the
portion attributable to non-controlling interest. Basic earnings per share, however, continue to be calculated on the basis of income
attributable solely to the equity holders of the Company.

(6) Diluted earnings per share (expressed in USD per share), equals basic earnings per share.
(7) Reflects dividend proposal for the year ended December 31, 2013, which has been submitted to the shareholders for a vote at the annual

general shareholders� meeting to be held on May 7, 2014.

7

Edgar Filing: Ternium S.A. - Form 20-F

Table of Contents 13



Table of Contents

In thousands U.S. dollars At December 31,
(except number of shares and per share data) 2013 2012 2011 2010 2009
Selected consolidated balance sheet data

Non-current assets 7,153,162 7,211,371 5,195,688 5,600,608 5,287,744
Property, plant and equipment, net 4,708,895 4,438,117 3,969,187 4,203,685 3,983,887
Other non-current assets (1) 2,444,267 2,773,254 1,226,501 1,396,923 1,303,857
Current assets 3,219,462 3,655,628 5,547,374 5,499,306 5,014,144
Cash and cash equivalents 307,218 560,307 2,158,044 1,779,294 2,093,800
Other current assets (2) 2,894,474 3,083,303 3,378,956 3,710,050 2,911,099
Non-current assets classified as held for sale 17,770 12,018 10,374 9,961 9,246

Total assets 10,372,624 10,866,999 10,743,062 11,099,914 10,301,888

Capital and reserves attributable to the Company�s
equity holders (3) 5,340,035 5,369,183 5,711,495 5,833,246 5,296,342
Non-controlling interest 998,009 1,065,730 1,077,055 1,127,526 964,897

Non-current liabilities 2,185,421 2,306,640 1,975,129 2,583,032 2,860,775

Borrowings 1,204,880 1,302,753 948,495 1,426,574 1,787,204
Deferred tax liabilities 605,883 657,211 719,061 847,044 848,215
Other non-current liabilities 374,658 346,676 307,573 309,414 225,356

Current liabilities 1,849,159 2,125,446 1,979,383 1,556,110 1,179,874

Borrowings 797,944 1,121,610 1,047,641 513,083 538,832
Other current liabilities 1,051,215 1,003,836 931,742 1,043,028 641,042

Total liabilities 4,034,580 4,432,086 3,954,512 4,139,142 4,040,649
Total equity and liabilities 10,372,624 10,866,999 10,743,062 11,099,914 10,301,888

Number of shares (3) 1,963,076,776 1,963,076,776 1,963,076,776 2,004,743,442 2,004,743,442

(1) As of December 31, 2013, 2012, 2011, 2010 and 2009, includes goodwill mainly related to the acquisition of our Mexican subsidiaries for
a total amount of USD662.3 million, USD663.8 million, USD663.8 million, USD750.1 million and USD708.6 million, respectively.

(2) As of December 31, 2013, 2012, 2011, 2010 and 2009, includes financial assets with maturity of more than three months for a total amount
of USD169.5 million, USD160.8 million, USD281.7 million, USD848.4 million and USD46.8 million, respectively.

(3) The Company�s share capital as of December 31, 2013, 2012, 2011, 2010 and 2009 was represented by 2,004,743,442 shares, par value
USD1.00 per share, for a total amount of USD2,004.7 million. Of the 2,004,743,442 shares, as of December 31, 2013, Ternium held
41,666,666 through its wholly-owned subsidiary Ternium International Inc. For further information related to the repurchase of shares in
2011, see note 29 to our audited consolidated financial statements included elsewhere in this annual report.

B. Capitalization and Indebtedness
Not applicable.

C. Reasons for the Offer and Use of Proceeds
Not applicable.

D. Risk Factors
You should carefully consider the risks and uncertainties described below, together with all other information contained in this annual report,
before making any investment decision. Any of these risks and uncertainties could have a material adverse effect on our business, financial
condition and results of operations, which could in turn affect the price of the Company�s shares and ADSs.
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Risks Relating to the Steel Industry

A downturn in the global economy would cause a reduction in worldwide demand for steel and would have a material adverse effect on the
steel industry and Ternium.

Ternium�s activities and results are affected by international economic conditions, as well as by national and regional economic conditions in the
markets where Ternium operates and/or sells its products. A downturn in the global economy would reduce demand for steel products. This
would have a negative effect on Ternium�s business and results of operations.

If global macroeconomic conditions deteriorate, the outlook for steel producers would be adversely affected. In particular, a recession or
depression in the developed economies (such as the global downturn experienced in 2008 and 2009 and the recent European crisis), or slower
growth or recessionary conditions in emerging economies that are substantial consumers of steel (such as China and India, as well as emerging
Asian markets, the Middle East, Latin America and the Commonwealth of Independent States regions) would exact a heavy toll on the steel
industry, and would depress demand for our products and adversely affect our business and results of operations. The current slowdown in the
Chinese economy has had and may continue to have adverse effects on the steel industry, and, accordingly, may adversely affect our business
and results of operations.

8
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A protracted fall in steel prices would have a material adverse effect on the results of Ternium, as could price volatility.

Steel prices are volatile and are sensitive to trends in cyclical industries, such as the construction, automotive, appliance and machinery
industries, which are significant markets for Ternium�s products. For example, steel prices in the international markets, which had been rising fast
during the first half of 2008, fell sharply beginning in the second half of 2008 as a result of collapsing demand and the resulting excess capacity
in the industry. The fall in prices during this period adversely affected the results of steel producers generally, including Ternium, as a result of
lower revenues and writedowns of finished steel products and raw material inventories. Historically, the length and nature of business cycles
affecting the steel industry has been unpredictable. A downturn in steel prices would materially and adversely affect Ternium�s revenues and
profitability.

In addition, the steel industry is highly competitive with respect to price, product quality, customer service and technological advances, and
competition has frequently limited the ability of steel producers to raise the price of finished products to recover higher raw material and energy
costs. Moreover, in some cases, the governments of some countries are reluctant to accept price increases of products which are used as raw
materials for the manufacture of other goods, as such increases could ultimately affect competitiveness in other industries or increase inflation.
In some other cases, governments restrict the ability of companies to pass on to the domestic markets any increases in international prices.
Accordingly, increases in the purchase costs of raw materials, energy and other inputs might not be recoverable through increased product
prices.

A sudden increase in exports from China could have a significant impact on international steel prices and adversely affect Ternium�s
profitability.

China is now the largest worldwide steel producing country, accounting for close to half of the worldwide steel production. Due to the size of the
Chinese steel market, a significant slowdown or reduction in steel consumption in that market could cause a sizable increase in the volume of
steel offered in the international steel markets, exerting a downward pressure on sales and margins of steel companies operating in other markets
and regions, including Ternium.

Excess capacity may hamper the steel industry�s ability to sustain adequate profitability.

In addition to economic conditions and prices, the steel industry is affected by other factors such as worldwide production capacity and
fluctuations in steel imports/exports and tariffs. Historically, the steel industry has suffered, especially on downturn cycles, from substantial
over-capacity. Currently, as a result of the 2008 global downturn, the recent European crisis and the increase in steel industry production
capacity in recent years, there are signs of excess capacity in all steel markets, which is impacting the profitability of the steel industry.
Accordingly, it is possible that the industry�s excess capacity will result in an extended period of depressed margins and industry weakness.

Sales may fall as a result of fluctuations in industry inventory levels.

Inventory levels of steel products held by companies that purchase Ternium�s products can vary significantly from period to period. These
fluctuations can temporarily affect the demand for Ternium�s products, as customers draw from existing inventory during periods of low
investment in construction and the other industry sectors that purchase Ternium�s products and accumulate inventory during periods of high
investment and, as a result, these companies may not purchase additional steel products or maintain their current purchasing volume.
Accordingly, Ternium may not be able to increase or maintain its current levels of sales volumes or prices.

Price fluctuations or shortages in the supply of raw materials, slabs and energy could adversely affect Ternium�s profitability.

Like other manufacturers of steel-related products, Ternium�s operations require substantial amounts of raw materials, energy and other inputs
from domestic and foreign suppliers. In particular, the Ternium companies consume large quantities of iron ore, scrap, ferroalloys, electricity,
coal, natural gas, oxygen and other gases in operating their blast and electric arc furnaces. In addition, Ternium is a large consumer of slabs,
which are used as inputs in the production process. The prices of these raw materials, slabs, energy and other inputs can be volatile. Also, the
availability and price of a significant portion of such raw materials, slabs, energy and other inputs Ternium requires are subject to market
conditions and government regulation affecting supply and demand. For example, shortages of natural gas in Argentina and the consequent
supply restrictions imposed by the government could lead to higher costs of production and eventually to production cutbacks at Siderar�s
facilities in Argentina.
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Similarly, in Mexico, existing constraints in natural gas transportation capacity have led to increased imports of liquefied natural gas, which,
from April 1, 2013, resulted in increased natural gas transportation costs and, thus, higher steel production costs. In the past, Ternium has usually
been able to procure sufficient supplies of raw materials, slabs, energy and other inputs to meet its production needs; however, it could be unable
to procure adequate supplies in the future. Any protracted interruption, discontinuation or other disruption of the supply of principal inputs to the
Ternium companies (including as a result of strikes, lockouts or other problems) would result in lost sales and would have a material adverse
effect on Ternium�s business and results of operations. For further information related to raw materials, energy and other inputs requirements, see
Item 4. �Information on the Company�B. Business Overview�Raw Materials, Slabs, Energy and Other Inputs.�

The Ternium companies depend on a limited number of key suppliers.

The Ternium companies depend on certain key suppliers for their requirements of some of their principal inputs, including Vale for iron ore and
ArcelorMittal for slabs. In general, there is a trend in the industry towards consolidation among suppliers of iron ore and other raw materials.
The Ternium companies have entered into long-term contracts for the supply of some (but not all) of their principal inputs and it is expected that
they will maintain and, depending on the circumstances, renew these contracts. However, if any of the key suppliers fails to deliver or there is a
failure to renew these contracts, the Ternium companies could face limited access to some raw materials, slabs, rolled steel products, energy or
other inputs, or higher costs and delays resulting from the need to obtain their input requirements from other suppliers.

Intense competition could cause Ternium to lose its share in certain markets and adversely affect its sales and revenues.

The market for Ternium�s steel products is highly competitive, particularly with respect to price, quality and service. In both the global and
regional markets, Ternium competes against other global and local producers of steel products, which in some cases have greater financial and
operating resources. Competition from larger steel manufacturers could result in declining margins and reductions in sales volumes and
revenues.

Ternium�s larger competitors could use their resources against Ternium in a variety of ways, including by making additional acquisitions,
implementing modernization programs, expanding their production capacity, investing more aggressively in product development, and
displacing demand for Ternium�s products in certain markets. To the extent that these producers become more efficient, Ternium could confront
stronger competition and could fail to preserve its current share of the relevant geographic or product markets. In addition, there has been a trend
in recent years toward steel industry consolidation among Ternium�s competitors, and current smaller competitors in the steel market could
become larger competitors in the future. For example, in June 2006, Mittal Steel and Arcelor merged to create the world�s largest steel company,
ArcelorMittal, and in October 2012 Nippon Steel Corporation and Sumitomo Metal Industries merged to form Nippon Steel & Sumitomo Metal
Corporation, or Nippon Steel & Sumitomo, the world�s second largest steel company. Regional players in Ternium�s markets have also
experienced consolidation through acquisitions. For further information, see Item 4. �Information on the Company�B. Business
Overview�Competition.�

Moreover, competition from alternative materials (including aluminum, wood, concrete, plastic and ceramics) could adversely affect the demand
for, and consequently the market prices of, certain steel products and, accordingly, could affect Ternium�s sales volumes and revenues.

Competition in the global and regional markets could also be affected by antidumping and countervailing duties imposed on some producers in
major steel markets and by the removal of barriers to imported products in those countries where the Ternium companies direct their sales. For
further information, see Item 4. �Information on the Company�B. Business Overview�Regulations�Trade regulations.�
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Risks Relating to our Business

If Ternium does not successfully implement its business strategy, its opportunities for growth and its competitive position could be adversely
affected.

Ternium plans to continue implementing its business strategy of enhancing its position as a competitive steel producer, focusing on higher
margin value-added products, pursuing strategic growth opportunities, implementing Ternium�s best practices in acquired and new businesses,
providing services to a wider range of customers in the local and export markets, and improving utilization levels of our plants, increasing
efficiency and further reducing production costs. Any of these components or Ternium�s overall business strategy could be delayed or abandoned
or could cost more than anticipated, any of which could impact its competitive position and reduce its revenue and profitability. For example,
Ternium could fail to develop its projects and/or to make acquisitions to increase its steel production capacity, or may lose market share in its
regional markets. Even if Ternium successfully implements its business strategy, it may not yield the desired goals.

Future acquisitions or other significant investments could have an adverse impact on Ternium�s operations or profits, and Ternium may not
realize the benefits it expects from these business decisions.

A key element of Ternium�s business strategy is to identify and pursue growth-enhancing opportunities, and as part of that strategy we regularly
consider acquisitions, greenfield and brownfield projects and other significant investments. However, any growth project will depend upon
market and financing conditions. We must necessarily base any assessment of potential acquisitions or other investments on assumptions with
respect to operations, profitability and other matters that may subsequently prove to be incorrect. Furthermore, we may fail to find suitable
acquisition targets or fail to consummate our acquisitions under favorable conditions.

In the past, Ternium acquired interests in various companies, including Hylsamex, one of the main steel producers in Mexico; Grupo Imsa, a
leading steel processor with operations in Mexico, the United States and Guatemala; and Ferrasa, a Colombian steel producer and processor;
formed, together with Nippon Steel (currently, Nippon Steel & Sumitomo), Tenigal for the manufacturing and sale of hot-dip galvanized and
galvannealed steel sheets to serve the Mexican automobile market; and acquired a participation in the control group of Usiminas, the largest flat
steel producer in Brazil. Our acquisitions or other investments may not perform in accordance with our expectations and could have an adverse
impact on our operations and profits. Furthermore, we may be unable to successfully integrate any acquired businesses into our operations,
realize expected synergies or accomplish the business objectives that were foreseen at the time of deciding any such investment. Moreover, we
may also acquire, as part of future acquisitions, assets unrelated to our business, and we may not be able to integrate them or sell them under
favorable terms and conditions. These risks, and the fact that integration of any acquired businesses will require a significant amount of time and
resources of Ternium�s management and employees, could have an adverse impact on Ternium�s ongoing business and could have a material
adverse effect on its business, financial condition and results of operations.

Ternium may be required to record a significant charge to earnings if it must reassess its goodwill, other amortizable intangible assets, or
investments in non-consolidated companies.

In accordance with IFRS, management must test for impairment all of Ternium�s assets whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. Assets subject to testing include goodwill, intangible assets and investments in
non-consolidated companies. In addition, management must test for impairment goodwill at least once a year whether or not there are indicators
of impairment. IFRS requires us to recognize a non-cash charge in an amount equal to any impairment.

We recorded significant goodwill in connection with the acquisition of our Mexican subsidiaries, as well as an investment in non-consolidated
companies in connection with our acquisition of a participation in Usiminas. We performed an impairment test over the investment in Usiminas
as of December 31, 2012, and as described further below, wrote it down by USD275.3 million. As of December 31, 2013, goodwill in
connection with our Mexican subsidiaries amounted to USD662.3 million and our investment in non-consolidated companies in connection with
our investment in Usiminas amounted to USD1.4 billion.

If Ternium�s management determines in the future that the goodwill from our acquisitions or our investments in non-consolidated companies are
impaired, Ternium will be required to recognize a non-cash charge against earnings, which could materially adversely affect Ternium�s results of
operations or net worth.
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If Usiminas is not able to successfully implement its business strategy, or the business conditions in Brazil or in the global steel and mining
industries were to be worse than we expected, the Company may be required to record a significant charge to earnings in the form of an
impairment to its investment in Usiminas, which could have a material adverse effect on Ternium�s results, financial conditions or net
worth.

On January 16, 2012, Ternium, together with its subsidiary Siderar, acquired a participation in the control group of Usiminas, the largest flat
steel producer in Brazil, for a total consideration of USD2.2 billion. Ternium owns approximately 22.7% of Usiminas� ordinary shares, or
approximately 11.3% of Usiminas� issued and outstanding capital. For further information on the Usiminas transaction, see note 3 to our audited
consolidated financial statements included elsewhere in this annual report.

Usiminas has improved its performance and results of operations in 2013 and has implemented certain changes in its strategy and business
practices. However, we cannot assure you that these improvements or changes will remain successful, or that further changes will not be
required. Under the shareholders� agreement governing the rights of the members of Usiminas� control group, Ternium cannot, without the
consensus of one or more of the other shareholder groups party to that agreement, cause the control group to adopt any decision at Usiminas�
shareholders� meetings or cause the directors nominated by the control group to adopt any decision at Usiminas� board or directors� meetings (see
Item 4. �Information on the Company�C. Organizational Structure�Other Investments�Usiminas�). Accordingly, Ternium cannot, without the
consensus of such other shareholder group or groups, implement any change to Usiminas� business strategy.

In addition, the business conditions in Brazil or the global steel and mining industries could turn out to be worse than those we expected when
assessing the value of our investment in Usiminas, which could in turn modify our expectations for such investment�s financial return. For
example, as a result of expectations of a weaker industrial environment in Brazil (where industrial production and consequently steel demand
suffered downward adjustments during 2012) and a higher degree of uncertainty regarding future prices of iron ore (which led to a reduction in
Ternium�s forecast of long term iron ore prices that affected cash flow expectations), we performed an impairment test over our investment in
Usiminas and subsequently wrote down the investment by USD275.3 million. This charge was recorded in the fourth quarter of 2012. Any
further write-down to Ternium�s investment in Usiminas could have a material adverse effect on Ternium�s results of operations or net worth.

Labor disputes at Ternium�s operating subsidiaries could result in work stoppages and disruptions to Ternium�s operations.

A substantial majority of Ternium�s employees at its manufacturing subsidiaries are represented by labor unions and are covered by collective
bargaining or similar agreements, which are subject to periodic renegotiation. Strikes or work stoppages could occur prior to or during the
negotiations leading to new collective bargaining agreements, during wage and benefits negotiations or, occasionally, during other periods for
other reasons. Ternium could also suffer plant stoppages or strikes if it were to implement cost reduction plans.

From time to time, Ternium takes measures in order to become more competitive in Mexico, Argentina and Colombia; none of the measures
taken in the past have resulted in significant labor unrest. However, we cannot assure that this situation will remain stable or that future measures
will not result in labor actions against us. Any future stoppage, strike, disruption of operations or new collective bargaining agreements could
result in lost sales and could increase Ternium�s costs, thereby affecting our results of operations. For more information on labor relations and
collective bargaining agreements, see Item 6. �Directors, Senior Management and Employees�D. Employees.�

Ternium�s related party transactions with companies controlled by San Faustin may not always be on terms as favorable as those that could
be obtained from unaffiliated third parties.

Some of Ternium�s sales and purchases are made to and from other companies controlled by San Faustin. These sales and purchases are primarily
made in the ordinary course of business, and we believe that they are made on terms no less favorable than those we could obtain from
unaffiliated third parties. Ternium will continue to engage in related party transactions in the future, and these transactions may not be on terms
as favorable as those that could be obtained from unaffiliated third parties. For information concerning the principal transactions between
Ternium and related parties see Item 7. �Major Shareholders and Related Party Transactions�B. Related Party Transactions.�

Changes in exchange rates or any limitation in the Ternium companies� ability to hedge against exchange rate fluctuations could adversely
affect Ternium�s business and results.

The operations of the Ternium companies expose them to the effects of changes in foreign currency exchange rates and changes in foreign
exchange regulations. A significant portion of Ternium�s sales are carried out in currencies other than the U.S. dollar. As a result of this foreign
currency exposure, exchange rate fluctuations impact the Ternium companies� results and net worth as reported in their income statements and
statements of financial position in the form of both translation risk and transaction risk. In the ordinary course of business, the Ternium
companies enter from time to time into exchange rate derivatives agreements to manage their exposure to exchange rate changes. Future

Edgar Filing: Ternium S.A. - Form 20-F

Table of Contents 19



regulatory or financial restrictions in the countries where Ternium operates may affect its ability to mitigate its exposure to exchange rate
fluctuations, and thus cause an adverse impact on Ternium�s results of operations, financial condition or cash flows. For information concerning
the effect of the changes in exchange rates on Ternium�s business and results, see Item 5. �Operating and Financial Review and
Prospects�Overview.�
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Risks Relating to our Mining Activities

Mining is one of Ternium�s two reporting segments, and iron ore is one of the principal raw materials used by Ternium�s operating subsidiaries in
its steelmaking segment. Ternium has equity interests in two iron ore mining companies in Mexico: a 100% interest in Las Encinas and a 50%
interest in Consorcio Peña Colorada. In addition, Ternium may seek to expand its mining activities in the future. Our present and future mining
activities are or would be subject to particular risks, as follows:

Required governmental concessions and authorizations could be subject to changes or termination, and use and occupancy rights could be
difficult to obtain or maintain, all of which could adversely affect our mining activities, operating costs and capital expenditures.

Our mining activities are subject to specific regulations and depend on concessions and authorizations granted by governmental authorities.
Amendments to applicable laws and regulations in Mexico may change the terms pursuant to which we are required to pursue our exploration,
mining and ore processing activities. For example, on January 1, 2014 a comprehensive tax reform became effective in Mexico, including the
enactment of new taxes and royalties over mining activities, which in the case of Ternium�s iron ore mining subsidiaries resulted in a 7.5%
royalty on mining profits, calculated on a special tax basis. Additional new changes to applicable laws and regulations in Mexico may result in
new taxes or royalties or require modifications to the processes and technologies used in our mining activities, leading to unexpected capital
expenditures and higher costs. If the relevant government authority determines that we are not in compliance with our obligations as
concessionaires, it may terminate our concession. Furthermore, in order to explore or exploit mines, it is necessary to obtain the right of
occupancy and use of the land where the mines are situated. Even though government regulations frequently establish provisions intended to
facilitate the establishment of such rights, in some cases it may be difficult to reach and maintain agreements with the landowners or such
agreements may be excessively onerous. If we are unable to establish use and occupancy rights on acceptable terms, our mining activities may
be compromised.

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

Ternium�s reserves are estimated quantities of ore that it has determined can be economically mined and processed under present and anticipated
conditions to extract their mineral content. There are numerous uncertainties inherent in estimating quantities of reserves and in projecting
potential future rates of mineral production, including factors beyond our control. Reserve calculations involve estimating deposits of minerals
that cannot be measured in an exact manner, and the accuracy of any reserve estimate is a function of the quality of available data and
engineering and geological interpretation and judgment. Reserve estimates also depend on assumptions relating to the economic viability of
extraction, which are established through the application of a life of mine plan for each operation or project providing a positive net present
value on a forward-looking basis, using forecasts of operating and capital costs based on historical performance, with forward adjustments based
on planned process improvements, changes in production volumes and in fixed and variable proportions of costs, and forecasted fluctuations in
costs of raw material, supplies, energy and wages. These forecasts and projections involve assumptions and estimations that, although we
believe are reasonable at the time of estimating our reserves, may change in the future and may fail to anticipate geological or other
environmental factors or events that could make it difficult or unprofitable to mine certain ore deposits.

In addition, our reserve estimates are of in-place material after adjustments for mining depletion and mining losses and recoveries, with no
adjustments made for metal losses due to processing. As a result, no assurance can be given that the indicated amount of ore will be recovered
from our reserves, or that it will be recovered at the anticipated rates, or that extracted ore will be converted into saleable production over the
mine life at levels consistent with our reserve estimates. Reserve estimates may vary from those included in this annual report, and results of
mining and production subsequent to the date of an estimate may lead to future revisions of estimates.

Estimates of mine life may require revisions based on actual productions figures, changes in reserve estimates and other factors. For example,
fluctuations in the market prices of minerals, reduced recovery rates or increased operating and capital costs due to inflation, exchange rates,
mining duties or other factors could affect our mine life projections. To the extent that market price fluctuations or changes in our operating and
capital costs increase our costs to explore, locate, extract and process iron ore, we may be required to revise our reserve estimates if certain ore
reserves become uneconomical to mine in the future.

Our exploration activities are subject to uncertainties as to the results of such exploration; even if the exploration activities lead to the
discovery of ore deposits, the effective exploitation of such deposits remains subject to several risks.

Exploration activities are highly speculative, involve substantial risks and may be unproductive. We may incur substantial costs for exploration
which do not yield the expected results. The failure to find sufficient and adequate reserves could adversely affect our business. In addition, even
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Significant resources and time need to be invested in order to establish ore resources through exploration, define the appropriate processes that
shall be undertaken, obtain environmental licenses, concessions and other permits, build the necessary facilities and infrastructure for greenfield
projects and obtain the ore or extract the metals from the ore. If a project does not turn out to be economically feasible by the time we are able to
exploit it, we may incur substantial write-offs.

Our expected costs for exploration or exploitation activities may vary significantly and affect our expected results.

We may be subject to increased costs or delays relating to the acquisition of adequate equipment for the exploration and exploitation of ore
deposits. We may also fail to obtain any necessary permits, or experience significant delays in connection with the issuance of such permits.
Moreover, we may face increasing costs as iron ore reserves or their ferrous content diminish, the pits and operational sections of the mine
become deeper and more distant from the surface, or iron ore deposits within the pit area become more difficult to locate and extract. Adverse
mining conditions and other situations related to the operation of the mine, whether permanent or temporary, may lead to a significant increase
in our costs and/or affect our ability to produce the expected quantities of mineral. If this occurs, our expected results of operations may also be
negatively affected.

Difficulties in the relationships with local communities may adversely affect our mining activities and results of operation.

Communities living or owning land near areas where we operate may take actions to oppose and interfere with our mining activities. Although
we make significant efforts to maintain good relationships with such communities, actions taken by them (or by interest groups within those
communities) may hamper our ability to conduct our mining activities as planned, request the government to revoke or cancel our concessions or
environmental or other permits, prevent us from fulfilling agreements reached with the government in connection with our mining activities, or
significantly increase the cost of exploring and/or exploiting the mines, thereby adversely affecting our business and results of operations. For
example, in Aquila, Mexico, in 2011, 2012 and 2013, members of certain native communities blocked roads demanding higher compensation for
the use of land for mining activities (and these actions prevented Ternium from transporting iron ore from the mines to the pelletizing facilities
for periods of time that in some occasions ultimately resulted in a technical stoppage of the mining activities in Aquila). In 2013, members of the
Aquila native community initiated legal actions seeking the revocation of our environmental permit, which is essential to our mining activity;
management believes, however, that it is not likely that these actions would succeed.

Risks Relating to the Structure of the Company

As a holding company, the Company�s ability to pay cash dividends depends on the results of operations and financial condition of its
subsidiaries and could be restricted by legal, contractual or other limitations.

The Company conducts all its operations through subsidiaries. Dividends or other intercompany transfers of funds from those subsidiaries are
the Company�s primary source of funds to pay its expenses, debt service and dividends and to repurchase shares or ADSs. The Company does not
and will not conduct operations at the holding company level.

The ability of the Company�s subsidiaries to pay dividends and make other payments to the Company will depend on their results of operations
and financial condition and could be restricted by, among other things, applicable corporate and other laws and regulations, including those
imposing foreign exchange controls or restrictions on the repatriation of capital or the making of dividend payments, and agreements and
commitments of such subsidiaries. If earnings and cash flows of the Company�s operating subsidiaries are substantially reduced, the Company
may not be in a position to meet its operational needs or to pay dividends. In addition, the Company�s ability to pay dividends is subject to legal
and other requirements and restrictions in effect at the holding company level. For example, the Company may only pay dividends out of net
profits, retained earnings and distributable reserves and premiums, each as defined and calculated in accordance with Luxembourg laws and
regulations.

The Company�s controlling shareholder may be able to take actions that do not reflect the will or best interests of other shareholders.

As of March 31, 2014, San Faustin beneficially owned 62.02% of our outstanding voting shares and Tenaris, which is also controlled by San
Faustin, also held 11.46% of our outstanding voting shares. Rocca & Partners Stichting Administratiekantoor Aandelen San Faustin, or RP
STAK, controls a significant portion of the voting power of San Faustin and has the ability to influence matters affecting, or submitted to a vote
of, the shareholders of San Faustin. As a result, RP STAK is indirectly able to elect a substantial majority of the members of the Company�s
board of directors and has the power to determine the outcome of most actions requiring shareholder approval, including, subject to the
requirements of Luxembourg law, the payment of dividends. The decisions of the controlling shareholder may not reflect the will or best
interests of other shareholders. For example, the Company�s articles of association permit the board of directors to waive, limit or suppress
preemptive rights in certain cases. Accordingly, our controlling shareholder may cause our board of directors to approve an issuance of shares
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Non-controlling interests in our subsidiaries could delay or impede our ability to complete our strategy.

We do not own one hundred percent of the interests in certain of our subsidiaries.

As of March 31, 2014, approximately 26.03% of Siderar is held by Administración Nacional de la Seguridad Social, or ANSeS, Argentina�s
governmental social security agency, approximately 11.18% is publicly held, and approximately 1.85% is held by certain Siderar employees.
ANSeS became a significant shareholder of Siderar in the last quarter of 2008 as a result of the nationalization of Argentina�s private pension
system, which caused assets under administration of Argentina�s private pension funds�including significant interests in publicly traded
companies, such as Siderar, held by such funds�to be transferred to ANSeS.

Ternium holds a 54% ownership interest in each of Ferrasa and Ferrasa Panama, and the former controlling shareholders hold the remaining
46% interest in each of Ferrasa and Ferrasa Panama. Ternium holds a 51% ownership interest in Tenigal, and Nippon Steel & Sumitomo holds
the remaining 49%.

The existence of non-controlling interests in these subsidiaries could prevent Ternium from taking actions that, while beneficial to Ternium,
might not be beneficial to each relevant subsidiary, considered separately. As a result, we could be delayed or impeded in the full
implementation of our strategy or the maximization of Ternium�s competitive strengths.

Risks Relating to the Countries in Which We Operate

Negative economic, political and regulatory developments in certain markets where Ternium has a significant portion of its operations and
assets could hurt Ternium�s shipment volumes or prices, increase its costs or disrupt its manufacturing operations, thereby adversely
affecting its results of operations and financial condition.

The results of Ternium�s operations are subject to the risks of doing business in emerging markets, principally in Mexico and Argentina and to a
lesser extent in Colombia, and have been, and could in the future be, affected from time to time to varying degrees by economic, political, social
and regulatory developments, such as nationalization, expropriation or forced divestiture of assets; restrictions on production, domestic sales,
imports and exports; interruptions to essential energy inputs; restrictions on the exchange or transfer of currency, repatriation of capital, or
payment of dividends, debt principal or interest, or other contractual obligations; inflation; devaluation; war or other international conflicts; civil
unrest and local security concerns that threaten the safe operation of our facilities; direct and indirect price controls; tax increases, changes
(including retroactive) in the enforcement or interpretation of tax laws and other retroactive tax claims or challenges; changes in laws or
regulations; cancellation of contract rights; and delays or denial of governmental approvals. Both the likelihood of such occurrences and their
overall effect upon Ternium vary greatly from country to country and are not predictable. Realization of these risks could have an adverse
impact on the results of operations and financial condition of Ternium�s subsidiaries located in the affected country and, depending on their
materiality, on the results of operations and financial condition of Ternium as a whole.

Mexico

Ternium has significant manufacturing operations and assets located in Mexico and a majority of its sales are made to customers in this country.
The majority of Ternium�s revenues from its Mexican operations, therefore, are related to market conditions in Mexico and to changes in its
economic activity. Ternium�s business could be materially and adversely affected by economic, political and regulatory developments in Mexico.

Economic and social conditions and government policies in Mexico could negatively impact Ternium�s business and results of operations.

In the past, Mexico has experienced several periods of slow or negative economic growth, high inflation, high interest rates, currency
devaluation and other economic problems. Furthermore, the Mexican national economy tends to reflect changes in the economic environment in
the United States. If problems such as deterioration in Mexico�s economic conditions reemerge, or social instability, political unrest, reduction in
government spending or other adverse social developments reemerge in the future, they could lead to continued volatility in the foreign
exchange and financial markets, and, depending on their severity and duration, could adversely affect the business, results of operations,
financial condition or liquidity of Ternium. Moreover, adverse economic conditions in Mexico could result in, among other things, higher
interest rates accompanied by reduced opportunities for refunding or refinancing, reduced domestic consumption of Ternium�s products,
decreased operating results and delays in the completion of ongoing and future capital expenditures.
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Regulatory changes in Mexico could adversely impact our results of operations and net results.

Mexico is experiencing a period of economic reform. In December 2012, new labor regulations became effective in Mexico. The most relevant
aspects of those regulations were a reassessment of the status of third-party workers, changes in rest periods, and an increase in the amounts of
fines and penalties applicable for violations of the regulations. In addition, in 2014 a comprehensive tax reform became effective in Mexico.
Among other things, the reform maintained the corporate income tax at 30% (eliminating the scheduled reduction to 29% in 2014 and 28% in
2015); repealed the tax consolidation regime, limiting Ternium�s ability to perform fiscal consolidation among its Mexican subsidiaries beginning
as of January 1, 2014; introduced a 10% withholding tax on dividend distributions; and created a new royalty over mining activities, which in
the case of Ternium�s iron ore mining subsidiaries resulted in a 7.5% royalty on mining profits calculated on a special tax basis. These measures
resulted in a deferred tax loss of USD22.3 million in Ternium�s 2013 results. Any additional new changes to Mexican regulations could adversely
impact our results of operations and net results.

Violence and crime in Mexico could negatively impact Ternium�s business and operations.

In recent years there have been high incidences of violence and crime related to drug trafficking in Mexico, especially in the Monterrey areas,
where our main facilities are located, and in Michoacán, where some of our mining facilities are located. Security issues could affect our
day-to-day operations and could also result in an economic slowdown, reducing domestic demand for our products and thereby having an
adverse effect on our business. A deterioration of the security situation could result in significant obstacles or additional costs to the
implementation of our growth plans in Mexico, including delays in the completion of capital expenditures.

Argentina

Approximately 14% of Ternium�s consolidated net assets are located in Argentina and a significant portion of its sales are made in Argentina
through our subsidiary, Siderar. Most of Siderar�s sales revenue is affected by market conditions in Argentina and changes in Argentina�s gross
domestic product, or GDP, and per capita disposable income. Accordingly, Siderar�s business could be materially and adversely affected by
economic, political, social, fiscal and regulatory developments in Argentina. For more information on Ternium�s sales in Argentina, see Item 4.
�Information on the Company�B. Business Overview�Sales�Southern Region.�

Economic and political instability in Argentina, which resulted in a severe recession in 2002, may occur in the future, thereby adversely
affecting our business, financial condition and results.

Our business and results of operations in Argentina have closely followed macroeconomic conditions. Domestic sales of Siderar were severely
affected by Argentina�s recession during 2001 and 2002. While the domestic economic recovery over the 2003 � 2008 period led to a recovery of
steel shipments to the Argentine domestic market, the downturn in the global economy in the last quarter of 2008 reached the Argentine
economy and had a significant adverse impact on our shipments to the Argentine domestic market until their recovery beginning in the second
quarter of 2009. More recently, a slowdown in economic activity in Argentina in 2012 resulted in a year-over-year decrease in steel shipments.

The Argentine economy is currently facing significant challenges. Inflation is high, as further discussed below, leading to increasing labor
unrest. In addition, the economy has been affected by supply constraints and capital investment in general has declined significantly due to,
among other factors, political, economic and financial uncertainties and government actions, including price and foreign exchange controls,
import restrictions, export taxes, an increased level of government intervention in, or limitations to, the conduct of business in the private sector,
and other measures affecting investor confidence. For example, in February 2011, the Argentine government imposed controls on the price of
steel products sold in Argentina, including products sold by Siderar, and required that sales of steel products be invoiced in Argentine pesos.
Although Ternium believes that price controls are illegal under Argentine law and these measures were ultimately revoked, other price controls
or similar measures could be imposed in the future. Inflation and declining capital investment may affect growth and, accordingly, cause demand
for our local subsidiary�s products in the domestic market to drop.

Economic conditions in Argentina have deteriorated rapidly in the past and may deteriorate rapidly in the future. The Argentine economy may
not continue to grow and economic instability may increase. Our business and results of operations in Argentina could be adversely affected by
rapidly changing economic conditions in Argentina or by the Argentine government�s policy response to such conditions.
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Inflation may undermine economic growth in Argentina and impact our costs, thereby adversely affecting our results of operations and
financial position.

In the past, inflation has undermined the Argentine economy and the government�s ability to stimulate economic growth. Beginning in 2004,
inflation indicators began showing significant year-over-year increases, signaling a trend characteristic of an inflationary economy. The pace of
inflation has increased rapidly and significantly over the last few years. Since 2007 Argentina�s official inflation data published by the Instituto
Nacional de Estadística y Censos, or INDEC, Argentina�s national statistics institute, have been subject to changes in calculation; following the
implementation of such changes, the official inflation figures have been consistently disputed by independent economists. For example, the
annual inflation rates based on consumer data published by INDEC (IPC GBA) during the period 2008-2013 were in all cases below 11%, while
private estimates, on average, refer to annual rates of inflation significantly higher than those published by INDEC. Beginning in 2014, INDEC
stopped issuing the IPC GBA index and replaced it in February 2014 with a new national consumer price index using a new methodology. Under
the new index, the January, February and March 2014 consumer price index rose 3.7%, 3.4% and 2.6%, respectively.

Sustained high inflation in Argentina could negatively impact our results of operations and financial position as peso-denominated costs (mainly
labor-related costs) at Siderar increase, thereby affecting its cost-competitiveness and deteriorating its margins. In addition, a high inflation
economy could undermine Argentina�s foreign competitiveness in international markets and negatively affect the economy�s activity and
employment levels. Argentine inflation rate volatility makes it impossible to estimate with reasonable certainty the extent to which activity
levels and results of operations of Siderar could be affected by inflation in the future.

The Argentine government has increased taxes on Argentine companies and could further increase the fiscal burden in the future, which
could adversely affect our results of operations, net results and financial condition.

Since 1992, the Argentine government has not permitted the application of an inflation adjustment on the value of fixed assets for tax purposes.
As a result of the substantial devaluation of the Argentine peso against the U.S. dollar and significant inflation over the last decade, the amounts
that the Argentine tax authorities permit Siderar to deduct as depreciation for its past investments in plant, property and equipment have been
substantially reduced in real terms, thus creating artificial gains for tax purposes which result in effective tax rates which are higher than
statutory tax rates. In addition, provincial taxes on Siderar�s sales have increased over the last few years. More recently, in October 2013 the
Argentine government enacted a new 10% withholding tax on dividend distributions in Argentina. This measure resulted in a deferred tax loss of
USD24.0 million in Ternium�s 2013 results. If the Argentine government continues to increase the tax burden on Siderar�s operations, Ternium�s
results of operations, net results and financial condition could be adversely affected.

Argentine exchange controls could prevent Ternium from paying dividends or other amounts from cash generated by Siderar�s operations.

In the past, the Argentine government and the Argentine Central Bank introduced several rules and regulations to reduce volatility in the
ARS/USD exchange rate, and implemented formal and informal restrictions on capital inflows into Argentina and capital outflows from
Argentina. In addition, Siderar is currently required to repatriate U.S. dollars collected in connection with exports from Argentina (including
U.S. dollars obtained through advance payment and pre-financing facilities) into Argentina and convert them into Argentine pesos at the relevant
exchange rate applicable on the date of repatriation. Since the last quarter of 2011, the Argentine government tightened its controls on
transactions that would represent capital outflows from Argentina, prohibiting the purchase of foreign currency for saving purposes and limiting
formally or informally the ability of Argentine companies to transfer funds (including in connection with the purchase of goods or services, or
the payment of interest, dividends or royalties) outside of Argentina. The existing controls, and any additional restrictions of this kind that may
be imposed in the future, could expose Ternium to the risk of losses arising from fluctuations in the exchange rate or affect Ternium�s ability to
finance its investments and operations in Argentina or impair Ternium�s ability to convert and transfer outside Argentina funds generated by
Siderar, for example, to fund the payment of dividends or to undertake investments and other activities that require offshore payments. For
additional information on Argentina�s current exchange controls and restrictions, see Item 10. �Additional Information�D. Exchange Controls.�

Restrictions on the imports of key steelmaking inputs for Siderar�s operations in Argentina could adversely affect Siderar�s production and,
as a result, growth projects and negatively impact Ternium�s results of operations.

Some of Siderar�s key steelmaking inputs, including iron ore and coking coal, are imported into Argentina. The Argentine government has
implemented significant import restrictions, which may affect the availability of key steelmaking inputs for our operations in Argentina. All
payments on imports of goods and services must be approved by the Argentine federal tax authority and other authorities, such as the Secretary
of Commerce. The authorization criteria for such imports have not been determined in the applicable regulations. Such import restrictions could
delay imports and, if sustained, adversely affect our business, operations and growth projects in Argentina.
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In addition, they could affect Siderar�s exports from Argentina, considering that foreign countries may adopt and implement counter-measures.
For additional information on current Argentina�s current exchange controls and restrictions, see Item 10. �Additional Information�D. Exchange
Controls.�

Restrictions or an increase of the costs on the supply of energy to Siderar�s operations in Argentina could curtail Siderar�s production and
negatively impact Ternium�s results of operations.

In recent years, there has been an insufficient level of investment in natural gas and electricity supply and transport capacity in Argentina,
coupled with a substantial increase in demand for natural gas and electricity. This in turn resulted in shortages of natural gas and electricity to
residential and industrial users including Siderar during periods of high demand. Such shortages may, in the future, result in significant price
increases for gas and electricity. Siderar�s operations experienced constraints in their natural gas supply requirements and interruptions in their
electricity supply at peak hours on many occasions. If demand for natural gas and electricity increases and a matching increase in natural gas and
electricity supply and transport capacity fails to materialize on a timely basis, Siderar�s production in Argentina (or that of its main customers and
suppliers) could be curtailed, and Siderar�s sales and revenues could decline. In addition, the Argentine government announced a cut off in the
government�s subsidies to the price of the natural gas and electricity. An increase in Siderar�s energy costs may adversely affect Siderar�s results of
operations. See ��Risks Relating to the Steel Industry�Price fluctuations or shortages in the supply of raw materials, slabs, energy and other inputs
could adversely affect Ternium�s profitability� above.

Colombia

Ternium has manufacturing operations and assets located in Colombia and some of its sales are made in Colombia. The majority of Ternium�s
revenues from its Colombian operations, therefore, are affected by market conditions in Colombia and to changes in Colombia�s GDP, and per
capita disposable income. In addition, Colombia has experienced internal security issues and political tensions with some of its neighboring
countries, in particular Venezuela and Ecuador, that have had or could have a negative effect on the Colombian economy. Accordingly,
Ternium�s business could be adversely affected by economic, political and regulatory developments in Colombia.

Certain Regulatory Risks and Litigation Risks

International trade actions or regulations and trade-related legal proceedings could adversely affect Ternium�s sales, revenues and overall
business.

International trade-related legal actions and restrictions pose a constant risk for Ternium�s international operations and sales throughout the
world. We are a significant purchaser of slabs for our operations in Mexico (which we buy from various suppliers in Mexico and overseas) and a
significant purchaser of steel products for our operations in Colombia (which we buy from our subsidiaries overseas and from various suppliers
in Colombia and overseas). Imports of slabs into Mexico and steel products in Colombia are, subject to certain conditions, imported under zero-
or low-import duties. In the future, we may not be able to make such imports under the zero- or low-duty regime, or the Mexican or Colombian
government may increase the applicable duties or impose restrictions in the quantities allowed to be imported.

Increased trade liberalization has reduced certain of Ternium�s imported input costs and increased Ternium�s access to many foreign markets.
However, greater trade liberalization in its domestic markets is increasing competition for Ternium in such markets. In recent years, as a
consequence of the global downturn, the number of antidumping and countervailing actions limiting trade has increased substantially.
Accordingly, producers from certain countries find themselves excluded from certain markets and in need to find alternatives for their products.
As a result, Ternium�s domestic market share could be eroded in the face of foreign imports and Ternium�s increased exports to foreign markets
where import barriers have been reduced may not completely offset domestic market share losses resulting from increased foreign competition.

Countries can impose restrictive import duties and other restrictions on imports under various national trade laws. The timing and nature of the
imposition of trade-related restrictions potentially affecting Ternium�s exports are unpredictable. Trade restrictions on Ternium�s exports could
adversely affect Ternium�s ability to sell products abroad and, as a result, Ternium�s profit margins, financial condition and overall business could
suffer. One significant source of trade restrictions results from countries� imposition of so-called �antidumping� and �countervailing� duties, as well
as �safeguard measures.� These duties can severely limit or altogether impede an exporter�s ability to export to relevant markets. In several of
Ternium�s export destinations, such as the United States or Europe, safeguard duties and other protective measures have been imposed against a
broad array of steel imports in certain periods of excess global production capacity, as is currently the case. Furthermore, certain domestic
producers have filed antidumping and/or countervailing duty actions against particular steel imports. Some of these actions have led to
restrictions on Ternium�s exports of certain types of steel products to certain steel markets. As domestic producers� filing of such actions is largely
unpredictable, additional antidumping, countervailing duty or other such import restrictions could be imposed in the future, limiting Ternium�s
export sales to and potential growth in those markets. See Item 4. �Information on the Company�B. Business Overview�Regulations�Trade
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The cost of complying with environmental regulations and potential environmental and product liabilities may increase our operating costs
and negatively impact our business, financial condition, results of operations and prospects.

Our steelmaking and mining activities are subject to a wide range of local, provincial and national laws, regulations, permit requirements and
decrees relating to the protection of human health and the environment, including laws and regulations relating to hazardous materials and
radioactive materials and environmental protection governing air emissions, water discharges and waste management. Laws and regulations
protecting the environment have become increasingly complex and more stringent and expensive to implement in recent years. International
environmental requirements may vary.

Environmental laws and regulations may, in some cases, impose strict liability rendering a person liable for damages to natural resources or
threats to public health and safety without regard to negligence or fault. Some environmental laws provide for joint and several strict liability for
remediation of spills and releases of hazardous substances. These laws and regulations may expose us to liability for the conduct of, or
conditions caused by others or for acts that were in compliance with all applicable laws at the time they were performed.

Compliance with applicable requirements and the adoption of new requirements could have a material adverse effect on our consolidated
statement of financial position, results of operations or cash flows. The ultimate impact of complying with environmental laws and regulations is
not always clearly known or determinable since regulations under some of these laws have not yet been promulgated or are undergoing revision.
The expenditures necessary to remain in compliance with these laws and regulations, including site or other remediation costs, or costs incurred
from potential environmental liabilities, could have a material adverse effect on our financial condition and profitability. While we incur and will
continue to incur expenditures to comply with applicable laws and regulations, there always remains a risk that environmental incidents or
accidents may occur that may negatively affect our reputation or our operations.

Some of the activities for which Ternium supplies products, such as canning for consumption, construction and the automotive industry are
subject to inherent risks that could result in death, personal injury, property damage or environmental pollution, and subject us to potential
product liability risks that could extend to being held liable for the damages produced by such products. Furthermore, Ternium�s products are
also sold to, and used in, certain safety-critical appliances. Actual or claimed defects in our products may give rise to claims against us for losses
suffered by our customers and expose us to claims for damages. The insurance we maintain may not be adequate or available to protect us in the
event of a claim, its coverage may be limited, canceled or otherwise terminated, or the amount of our insurance may be less than the related
impact on enterprise value after a loss.

Risks Relating to our ADSs

The market price for our ADSs could be highly volatile.

Volatility in the price of our ADSs may be caused by factors within or outside of our control and may be unrelated or disproportionate to
Ternium�s operating results. In particular, announcements of potentially adverse developments, such as proposed regulatory changes, new
government investigations or the commencement or threat of litigation against Ternium, as well as announcements of transactions, investments,
or changes in strategies or business plans of Ternium or its competitors, could adversely affect the trading price of our ADSs, regardless of the
likely outcome of those developments. Broad market and industry factors could adversely affect the market price of our ADSs, regardless of its
actual operating performance. As an example of this volatility, the price of our ADSs closed at USD45.18 on June 2, 2008, and fell to a low of
USD4.55 on November 20, 2008. In 2009 and 2010, the price of our ADSs generally recovered to a high closing price of USD43.26 on
January 5, 2011, but then fell to a 2011 low of USD15.54 on November 29, 2011. The price of our ADSs was generally in the range of USD17.6
to USD24.9 in 2012 and in the range of USD19.2 to USD31.3 in 2013. See Item 9 �The Offer and Listing�A. Offer and Listing Details.�

Furthermore, the trading price of our ADSs could suffer as a result of developments in emerging markets. Although the Company is organized as
a Luxembourg corporation, almost all of its assets and operations are located in Latin America. Financial and securities markets for companies
with a substantial portion of their assets and operations in Latin America are, to varying degrees, influenced by political, economic and market
conditions in emerging market countries. Although market conditions are different in each country, investor reaction to developments in one
country can have significant effects on the securities of issuers with assets or operations in other emerging markets, including Mexico, Argentina
and Colombia. See ��Risks Relating to the Countries in Which We Operate.�
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In deciding whether to purchase, hold or sell our ADSs, you may not be able to access as much information about us as you would in the
case of a U.S. company.

There may be less publicly available information about us than is regularly published by or about U.S. issuers. Also, Luxembourg regulations
governing the securities of Luxembourg companies may not be as extensive as those in effect in the United States, and Luxembourg law and
regulations in respect of corporate governance matters might not be as protective of minority shareholders as state corporation laws in the United
States. Furthermore, IFRS differ in certain material aspects from the accounting standards used in the United States.

Holders of our ADSs may not be able to exercise, or may encounter difficulties in the exercise of, certain rights afforded to shareholders.

Certain shareholders rights under Luxembourg law, including the right to vote, to receive dividends and distributions, to bring actions, to
examine the books and records and to exercise appraisal rights may not be available to holders of ADSs, or may be subject to restrictions and
special procedures for their exercise, as holders of ADSs only have those rights that are expressly granted to them in the deposit agreement. The
Bank of New York Mellon, or BNY Mellon, as depositary, through its custodian agent, is the registered shareholder of the deposited shares
underlying the ADSs and therefore only the depositary can exercise the shareholders rights in connection with the deposited shares. For
example, if we make a distribution in the form of securities, the depositary is allowed, at its discretion, to sell that right to acquire those
securities on your behalf and to instead distribute the net proceeds to you. Also, under certain circumstances, such as our failure to provide the
depositary with voting materials on a timely basis, you may not be able to vote by giving instructions to the depositary. In the circumstances
specified in the deposit agreement, if the depositary does not receive voting instructions from the holder of ADSs or the instructions are not in
proper form, then the depositary shall deem such holder to have instructed the depositary to give, and the depositary shall give, a proxy to a
person designated by the Company with respect to that amount of shares underlying such ADSs to vote that amount of shares underlying such
ADSs in favor of any proposals or recommendations of the Company (including any recommendation by the Company to vote that amount of
shares underlying such ADSs on any issue in accordance with the majority shareholders� vote on that issue) as determined by the appointed
proxy. No instruction shall be deemed given and no proxy shall be given with respect to any matter as to which the Company informs the
depositary that (x) it does not wish such proxy given, (y) substantial opposition exists, or (z) the matter materially and adversely affects the
rights of the holders of ADSs.

Holders of our shares and ADSs in the United States may not be able to exercise preemptive rights in certain cases.

Pursuant to Luxembourg corporate law, existing shareholders of the Company are generally entitled to preemptive subscription rights in the
event of capital increases and issues of shares against cash contributions. Under the Company�s articles of association, the board of directors is
authorized to waive, limit or suppress such preemptive subscription rights until July 15, 2015. The Company, however, may issue shares without
preemptive rights only if the newly issued shares are issued:

� for, within, in conjunction with or related to, an initial public offering of the shares of the Company on one or more regulated markets (in one
or more instances);

� for consideration other than cash;

� upon conversion of convertible bonds or other instruments convertible into shares of the Company; provided, however, that the preemptive
subscription rights of the then existing shareholders shall apply in connection with any issuance of convertible bonds or other instruments
convertible into shares of the Company for cash; or

� subject to a certain maximum percentage, as compensation to directors, officers, agents or employees of the Company, its direct or indirect
subsidiaries or its affiliates, including without limitation the direct issuance of shares or the issuance of shares upon exercise of options, rights
convertible into shares or similar instruments convertible or exchangeable into shares issued or created to provide compensation or incentives
to directors, officers, agents or employees of the Company, its direct or indirect subsidiaries or its affiliates.

For further details, see Item 10. �Additional Information�B. Memorandum and Articles of Association.�
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Furthermore, holders of our shares and ADSs in the United States may, in any event, not be able to exercise any preemptive rights, if granted, for
shares unless those shares are registered under the U.S. Securities Act of 1933, as amended (the �Securities Act�) with respect to those rights or an
exemption from registration is available. We intend to evaluate, at the time of any rights offering, the costs and potential liabilities associated
with the exercise by holders of shares and ADSs of the preemptive rights for shares, and any other factors we consider appropriate at the time,
and then to make a decision as to whether to register additional shares. We may decide not to register any additional shares, requiring a sale by
the depositary of the holders� rights and a distribution of the proceeds thereof. Should the depositary not be permitted or otherwise be unable to
sell preemptive rights, the rights may be allowed to lapse with no consideration to be received by the holders of the ADSs.
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It may be difficult to obtain or enforce judgments against the Company in U.S. courts or courts outside of the United States.

The Company is a public limited liability company (société anonyme) organized under the laws of Luxembourg, and most of its assets are
located outside of the United States. Furthermore, most of the Company�s directors and officers named in this annual report reside outside the
United States. As a result, investors may not be able to effect service of process within the United States upon the Company or its directors or
officers or to enforce against the Company or them in U.S. courts judgments predicated upon the civil liability provisions of U.S. federal
securities law. Likewise, it may be difficult for a U.S. investor to bring an original action in a Luxembourg court predicated upon the civil
liability provisions of the U.S. federal securities laws against the Company, its directors or its officers. There is also uncertainty with regard to
the enforceability of original actions in courts outside the United States of civil liabilities predicated upon the civil liability provisions of U.S.
federal securities laws. Furthermore, the enforceability in courts outside the United States of judgments entered by U.S. courts predicated upon
the civil liability provisions of U.S. federal securities law will be subject to compliance with procedural requirements under applicable local law,
including the condition that the judgment does not violate the public policy of the applicable jurisdiction.

Item 4. Information on the Company

Overview

Ternium is a leading steel producer in Latin America. We manufacture and process a broad range of value-added steel products, including
galvanized and electro-galvanized sheets, pre-painted sheets, tinplate, welded pipes, hot-rolled flat products, cold-rolled products, bars and wire
rods as well as slit and cut-to-length offerings through our service centers. Our customers range from large global companies to small businesses
operating in the construction, automotive, home appliances, capital goods, container, food and energy industries.

With approximately 16,800 employees and an annual production capacity of 10.9 million tons of finished steel products and 4.0 million tons of
iron ore pellets (most of which are used in our steelmaking activities) as of December 31, 2013, Ternium has production facilities located in
Mexico, Argentina, Colombia, the southern United States and Guatemala, iron ore mines in Mexico, and a network of service and distribution
centers throughout Latin America that provide it with a strong position from which to serve its core markets. In addition, Ternium participates in
the control group of Usiminas, a leading steel company in the Brazilian steel market. Our proximity to local steel consuming markets enable us
to differentiate from our competitors by offering valuable services to our customer base across Latin America. Our favorable access to iron ore
sources and proprietary iron ore mines in Mexico provide reduced logistics costs, and our diversified steel production technology enables us to
adapt to fluctuating input-cost conditions.

Ternium primarily sells its steel products in the regional markets of the Americas. Ternium provides specialized products and delivery services,
mainly to customers in Mexico, Argentina, Colombia and various Central American countries, through its network of manufacturing facilities
and service centers. We believe that Ternium is the leading supplier of flat steel products in Mexico and Argentina, a significant supplier of steel
products in Colombia and in various other countries in Latin America, and a competitive player in the international steel market for steel
products. Through its network of commercial offices in several countries in Latin America, the United States and Spain, Ternium maintains an
international presence that allows it to reach customers outside its local markets, achieve improved effectiveness in the supply of its products and
in the procurement of semi-finished steel, and maintain a fluid commercial relationship with its customers by providing continuous services and
assistance.

In 2013, 50.2% of Ternium�s net sales of steel products were made to Mexico, 34.9% to the Southern Region (which is comprised of sales to
customers in Argentina, Bolivia, Chile, Paraguay and Uruguay), and 14.9% to other markets (including major shipment destinations, such as
Colombia, the United States and Central America, as well as other international destinations). In 2013, Ternium�s net sales were USD8.5 billion,
operating income was USD1.1 billion, and net income attributable to equity holders was USD455.4 million.

A. History and Development of the Company
The Company

Our legal and commercial name is Ternium S.A. The Company was organized as a public limited liability company (société anonyme) under the
laws of the Grand-Duchy of Luxembourg on December 22, 2003. Our Luxembourg office is located at 29, Avenue de la Porte-Neuve � 3rd floor,
L-2227 Luxembourg, telephone number +352 2668 3152. Our agent for U.S. federal securities law purposes is Ternium International U.S.A.
Corporation, located at 2200 West Loop South, Suite 945, Houston, TX 77027, United States.
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Ternium

Ternium�s origins began in September 1961 with the founding of Propulsora Siderúrgica, or Propulsora, by San Faustin�s predecessor in
Argentina. Propulsora began its operations as a producer of cold-rolled coils in December 1969 and in the early 1990s began to evolve through a
series of strategic investments aimed at transforming Propulsora into an integrated steel producer. In 1993, Propulsora merged with Aceros
Parana (a company formed by the Argentine government in connection with the privatization of Somisa, at that time the main integrated
producer of flat steel in Argentina) and three other affiliated steel industry companies. After the merger, Propulsora changed its name to Siderar
S.A.I.C. San Faustin held a controlling interest in Siderar, with the remainder being held mainly by Usiminas, certain former employees of
Somisa, and the public.

In December 1997, a consortium formed by San Faustin, Siderar, Usiminas, Hylsamex and Sivensa won the bid in the privatization of a
controlling interest in Sidor, the largest steel company in the Andean Community.

As part of a multiple-step corporate reorganization in 2005, San Faustin reorganized its investments in steel manufacturing, processing and
distribution businesses by contributing its controlling interests in Siderar, Sidor and Ternium Internacional to the Company, and Usiminas and
Sivensa exchanged their interests in Siderar and Sidor for shares of the Company. In 2005, we acquired, together with Siderar, an indirect 99.3%
interest in the Mexican company Hylsamex and its subsidiaries.

On January 11, 2006, the Company launched an initial public offering of 24,844,720 ADSs, each representing 10 shares of the Company, in the
United States, and subsequently granted the underwriters of the Company�s initial public offering an option to purchase up to 3,726,708
additional ADSs to cover over-allotments in the sale of the ADSs.

On December 28, 2006, we acquired an additional 4.85% interest in Siderar from CVRD Internacional S.A, thereby increasing our ownership in
Siderar to 60.93%.

On April 29, 2007, the Company entered into an agreement with Grupo Imsa and Grupo Imsa�s controlling shareholders pursuant to which Grupo
Imsa came under our control on July 26, 2007. Under the agreement, the Company, through a wholly owned subsidiary, made a cash tender offer
under applicable Mexican law for all of the issued and outstanding share capital of Grupo Imsa, which resulted in the acquisition of 25,133,856
shares, representing 9.3% of the issued and outstanding capital of Grupo Imsa. Concurrently with the consummation of the tender offer, on
July 26, 2007, all the shares of Grupo Imsa that were not tendered into the tender offer (including the shares owned by Grupo Imsa�s majority
shareholders), representing 90.7% of Grupo Imsa�s issued and outstanding share capital, were redeemed for cash pursuant to a capital reduction
effected at the same price per share. Following this capital reduction, we became the sole shareholder of Grupo Imsa.

In 2007, Grupo Imsa was renamed Ternium Mexico and, effective March 31, 2008, Hylsamex merged with and into Ternium Mexico. In
connection with this merger, Siderar became a shareholder of Ternium Mexico with a 28.7% interest.

On April 29, 2008, the National Assembly of Venezuela passed a resolution declaring that the shares of Sidor, together with all of its assets,
were of public and social interest, and authorizing the Venezuelan government to take any action it deemed appropriate in connection with any
such assets, including expropriation. On May 11, 2008, the President of Venezuela issued Decree Law 6058 ordering that Sidor and its
subsidiaries and associated companies were transformed into state-owned enterprises (�empresas del Estado�), with Venezuela owning not less
than 60% of their share capital. On May 7, 2009, Ternium completed the transfer of its entire 59.7% interest in Sidor to Corporación Venezolana
de Guayana, or CVG, a Venezuelan state-owned entity.

On August 25, 2010, Ternium completed the acquisition of a 54% ownership interest in Ferrasa. Ferrasa has a 100% ownership interest in
Siderúrgica de Caldas S.A.S., Figuraciones S.A.S. and Perfilamos del Cauca S.A.S., all of which are also Colombian companies. Ternium also
acquired a 54% ownership interest in Ferrasa Panama. Ferrasa Panama is a long steel products processor and distributor based in Panama.
Through these investments Ternium expanded its business and commercial presence in Colombia as well as in Central America.

On October 4, 2010, Ternium and Nippon Steel (currently, Nippon Steel & Sumitomo) signed a definitive agreement to form a company in
Mexico for the manufacturing and sale of hot-dip galvanized and galvannealed steel sheets to serve the Mexican automobile market. The
company, Tenigal, was established in November 2010 with Ternium and Nippon Steel & Sumitomo holding 51% and 49% participations,
respectively. Tenigal has completed the construction of a hot dip galvanizing plant in the vicinity of Monterrey City, Mexico, which commenced
production in the third quarter of 2013. Once fully ramped-up, Tenigal will produce high grade and high quality galvanized and galvannealed
automotive steel sheets, including outer panel and high strength qualities. For more information on the Tenigal project, see note 28(a) to our
audited consolidated financial statements included elsewhere in this annual report.
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On January 16, 2012, Ternium Investments, Siderar and its wholly-owned subsidiary Prosid Investments S.A., and Confab Industrial S.A., a
subsidiary of Tenaris, or �TenarisConfab,� joined Usiminas� existing control group through the acquisition of 84.7, 30.0, and 25.0 million ordinary
shares, respectively, and formed the so called T/T Group. Ternium Investments, Siderar (and Prosid) and TenarisConfab entered into an
amended and restated Usiminas shareholders� agreement with Nippon Steel & Sumitomo, Mitsubishi, Metal One and Previdência, Usiminas�
employee pension fund, governing Ternium Investments, Siderar (and Prosid) and TenarisConfab�s rights within the Usiminas control group.
Ternium holds 35.56% of the voting rights within the control group and 22.71% of Usiminas� ordinary shares, and has a participation in
Usiminas� results of 11.32%. Usiminas is a leading steel company in the Brazilian flat steel market. For further information on the Usiminas
transaction, see note 3 to our audited consolidated financial statements included elsewhere in this annual report.

For information on Ternium�s capital expenditures, see �B. Business Overview�Capital Expenditure Program.�

B. Business Overview
Our Business Strategy

Our main strategic objective is to enhance shareholder value by strengthening Ternium�s position as a competitive producer of steel products, in a
manner consistent with minority shareholders� rights, while further consolidating Ternium�s position as a leading steel producer in Latin America
and a strong competitor in the Americas. The main elements of this strategy are:

� Focus on higher margin value-added products. We intend to continue to shift Ternium�s sales mix towards higher margin value-added
products, such as cold-rolled sheets and coated and tailor-made products, and services, such as just-in-time delivery and inventory
management;

� Pursue strategic growth opportunities. We have a history of strategically growing our businesses through acquisitions and joint ventures.
In addition to strongly pursuing organic growth, we intend to identify and actively pursue growth-enhancing strategic opportunities to
consolidate Ternium�s presence in its main markets and expand it to the rest of Latin America, increase its upstream integration, expand its
offerings of value-added products, increase its steel production, and increase its distribution capabilities. For a description of some of the
risks associated with Ternium�s growth strategy, see Item 3. �Key Information�D. Risk Factors�Risks Relating to our Business�Recent and
future acquisitions, green-field projects, significant investments and strategic alliances could have an adverse impact on Ternium�s
operations or profits, and Ternium may not realize the benefits it expects from these business decisions.�

� Implement Ternium�s best practices. We believe that the implementation of Ternium�s managerial, commercial and production best
practices in acquired and new businesses should generate benefits and savings;

� Maximize the benefits arising from Ternium�s broad distribution network. We intend to maximize the benefits arising from Ternium�s
broad network of distribution, sales and marketing services to reach customers in major steel markets with a comprehensive range of
value-added products and services and to continue to expand its customer base and improve its product mix; and

� Enhance Ternium�s position as a competitive steel producer. We are focused on improving utilization levels of our plants, increasing
efficiency and further reducing production costs from levels that we already consider to be among the most competitive in the steel
industry through, among other measures, capital investments and further integration of our facilities.

Our Products

The Ternium companies produce mainly finished and semi-finished steel products and iron ore, which are sold either directly to steel
manufacturers, steel processors or end-users, after different value-adding processes.
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In the steel segment, steel products include slabs, billets and round bars (steel in its basic, semi-finished state), hot-rolled coils and sheets, bars
and stirrups, wire rods, cold-rolled coils and sheets, tin plate, hot dipped galvanized and electrogalvanized sheets and pre-painted sheets, steel
pipes and tubular products, beams, roll formed products, and other products. Galvanized and pre-painted sheets can be further processed into a
variety of corrugated sheets, trapezoidal sheets and other tailor-made products to serve Ternium�s customer requirements.

In the mining segment, iron ore is sold as concentrates (fines) and pellets.

Steel products

Slabs, billets and round bars: these products are semi-finished steel forms with dimensions suitable for its processing into specific product
types. Slabs are processed into hot-rolled flat products. The use of slabs is determined by their dimensions and by their chemical and
metallurgical characteristics. Billets are processed into long steel products, such as wire rods, bars and other shapes. Round bars are processed
into seamless tubes.
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Hot-rolled products: hot-rolled flat products are used by a variety of industrial consumers in applications such as the manufacturing of wheels,
auto parts, pipes, gas cylinders and containers. They are also directly used for the construction of buildings, bridges and railroad cars, and for the
chassis of trucks and automobiles. Hot-rolled flat products can be supplied as coils or as sheets cut to a specific length. These products also serve
as inputs for the production of cold-rolled products. Merchant bars include specific shape features, such as rounds, flats, angles, squares and
channels, which are used by customers to manufacture a wide variety of products such as furniture, stair railings and farm equipment.
Reinforcing bars (rebars) and stirrups, obtained from the mechanical transformation of rebars, are used to strengthen concrete highways, bridges
and buildings. Rods are commonly drawn into wire products or used to make bolts and nails. Wire rod can be produced in different qualities
according to customers� demands.

Cold-rolled products: cold-rolled products are applied mainly to the automotive, home appliance and capital goods industries, as well as to
galvanizers, drummers, distributors and service centers. Cold-rolled coils are sold as coils or cut into sheets or blanks to meet customers� needs.
These products also serve as inputs for the production of coated products.

Coated products: tinplate, given its resistance to corrosion and its mechanical and chemical characteristics, is mainly sold to the packaging
industry for food canning, sprays and paint containers. Tin plate is produced by coating cold-rolled coils with a layer of tin. Galvanized sheets
are produced by adding a layer of zinc to cold-rolled coils, which are afterwards cut into sheets. Galvanized sheets are used in the automotive,
construction and home appliances industries. Galvanized coils can also be further processed with a color coating to produce pre-painted sheets,
resulting in a product that is mainly sold for building coverings, manufacturing of ceiling systems, panels, air conditioning ducts, refrigerators,
air conditioners, washing machines and several other uses. Ternium also offers, under the trademark Zintroalum in Mexico and Cincalum in
Argentina, a distinctive type of galvanized product with coating composition that contains approximately 55% aluminum and 44% zinc to
improve product performance for the construction industry, including rural, industrial and marine sites.

Roll-formed and tubular products: these products include tubes for general use, structural tubes, tubes for mechanical applications, conduction
tubes, conduction electrical tubes and oil tubes. Tubular products, uncoated or galvanized, have applications in several sectors including home
accessories, furniture, scaffolding, automotive, bicycles, hospital equipment, posts for wire mesh garden and poultry tools, handrails, guard-rails,
agricultural machinery, industrial equipment, conduction of water, air, gas, oil, high-pressure liquids and special fluids and internal building
electrical installations. Beams, including C and Z section steel profiles (purlings) and tubular section beams, are obtained by roll-forming of steel
strips and have applications in window frames, stilts, mainstays, crossbeams, building structures, supports, guides and crossbars for installing
windows, doors, frames and boards. Other products include insulated panels, roofing and cladding, roof tiles and steel decks. Obtained from the
mechanical transformation of flat steel, uncoated, galvanized or pre-painted, these products are used mainly in the construction industry in
warehouses, commercial and industrial refrigeration installations, grain storage, poultry and porcine confinement facilities, roofing and side
walls for buildings, and terraces and mezzanine floorings.

Other steel products: these products include pre-engineered metal building systems, which are steel construction systems designed for use in
low-rise non-residential buildings, and are constructed from the mechanical transformation of flat steel such as frames, secondary steel members,
roofs and walls panels, as well as finishing and accessories; and pig iron, a semifinished product obtained in the blast furnace that is mostly used
as metallic charge in the steel shop for the production of crude steel, and also marketed to other steel producers and to manufacturers of
iron-based cast products.

Within each of the basic product categories, there is a range of different �items� of varying qualities and prices that are produced either to meet the
particular requirements of end users or sold as commodity items.

Iron ore products

Concentrates (fines) and pellets: these products are raw materials used for the production of steel. Iron ore concentrates are iron ore fines with
high iron content. Iron ore pellets are produced from iron ore concentrates. Ternium ships most of the pellets to its own steel manufacturing
operations and it also markets the surplus portion of its iron ore pellets and concentrates, if any, to other steel manufacturers.

Production Facilities and Processes

Ternium has steel production facilities, service centers, distribution centers, or DCs, and mining operations in Mexico, steel production facilities
and service centers in the Southern Region, and steel production facilities, service centers and DCs in other markets, specifically Colombia, the
United States and Central America.
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Ternium�s aggregate production capacity of finished steel products as of December 31, 2013, calculated based on management estimates of
standard productivity, product mix allocations, the maximum number of possible working shifts and a continued flow of supplies to the
production process, was approximately 10.9 million tons, of which 7.4 million tons correspond to facilities located in Mexico, 2.7 million tons
correspond to facilities located in the Southern Region and 0.8 million tons correspond to facilities located in other markets. Ternium�s aggregate
production capacity of iron ore pellets as of December 31, 2013, was 4.0 million tons. Such iron ore products are mainly sold inter-company for
the production of steel products by our steel segment.

Steel production facilities, service centers and distribution centers

The assets described in this section are owned by Ternium�s operating subsidiaries. The following table provides an overview, by type of asset, of
Ternium�s production capacity as of December 31, 2013:

Production asset Quantity
Capacity (thousand tons per year) 1

Mexico Argentina Other Total
Coke Plant 4 1,100 1,100
Sinter Plant 1 1,510 1,510
Direct Reduced Iron Plant 3 2,710 2,710
Blast Furnace 2 3,220 3,220
Electric Arc Furnace 5 4,070 180 4,250
Basic Oxygen Furnace 3 5,000 5,000
Vacuum Degassing2 2 880 1,200 2,080
Thin Slab Continuous Caster 1 2,320 2,320
Slab Continuous Caster 1 2,890 2,890
Billet Continuous Caster 3 1,670 170 1,840
Slab � Rolling Mill 4 6,100 2,780 8,880
Skin � Pass Mill 4 2,480 980 3,460
Billet � Rolling Mill 4 1,100 200 1,300
Pickling Line 9 5,420 1,860 7,280
Cold-Rolling Mill (Tandem or Reversing) 10 3,960 1,840 5,800
Electrolytic Cleaning 4 1,330 230 1,560
Annealing Line 4 1,280 1,310 2,590
Temper Mill 6 1,510 1,940 3,450
Tension-Leveling / Inspection Line 8 1,040 1,060 2,100
Electro-tinplating line 1 150 150
Hot Dip Galvanizing Line 13 1,870 610 390 2,870
Electro-Galvanizing Line 1 120 120
Color-Coating Line 8 650 110 180 940
Slitter 33 2,030 410 300 2,740
Cut to length 36 570 1,000 190 1,760
Roll forming Line 35 500 440 240 1,180
Panel Line 4 80 80
Profile Line 16 180 100 280
Tube Line 22 550 190 50 790
Wire drawing Lines 15 110 110
Wire Mesh Lines 2 30 30
Rebar Processing Lines3 35 160 160

1 In this annual report annual production capacity is calculated based on management estimates of standard productivity, product mix
allocations, the maximum number of possible working shifts and a continued flow of supplies to the production process.

2 Our vacuum degassing station at Siderar�s San Nicolas facility was completed during the second half of 2013.
3 Includes shears, straighteners, stirrup benders and shaping centers.
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Mexico. Ternium has twelve steel production and/or processing units in Mexico, consisting of three integrated steel-making plants (two of which
produce long steel products and one of which produces flat steel products and includes two steel service centers), five downstream flat steel
processing plants, combining hot-rolling, cold-rolling and/or coating facilities (two of which include steel service centers), and four steel service
centers. In addition, Ternium has ten distribution centers in this region, aimed at serving customers mainly in the construction sector.

The following table sets forth key items of information regarding Ternium�s principal production locations and production units:

Unit Country Type of Plant Location

Integrated Downstream

Service

Center

Distribution

Center
Guerrero Mexico X X San Nicolás d.l.G.,

Nuevo León
Norte Mexico X Apodaca, Nuevo León
Puebla Mexico X Puebla, Puebla
Juventud Mexico X X San Nicolás d.l.G.,

Nuevo León
Churubusco Mexico X X Monterrey, Nuevo

León
Monclova Mexico X Monclova, Coahuila
Universidad Mexico X San Nicolás d.l.G.,

Nuevo León
Pesquería Mexico X Pesquería, Nuevo León
Apodaca Industrial Mexico X Apodaca, Nuevo León
Apodaca Comercial Mexico X Apodaca, Nuevo León
Varco-Pruden Mexico X Ciénaga de Flores,

Nuevo León
San Luis Mexico X San Luis, San Luis

Potosí
DC Chihuahua Mexico X Chihuahua, Chihuahua
DC BC Mexico X Tijuana, Baja

California
DC Norte Mexico X Escobedo, Nuevo León
DC Puebla Mexico X Puebla, Puebla

2006 $11,500 $8,027 $397,252

The amounts for stock awards and option awards were computed in accordance with SFAS 123R as specifically
described in notes (1) and (2) to this 2007 Summary Compensation Table.  For further information on the equity
awards granted to Mr. Zimmerman in connection with his 2007 director service see the “2007 Grants of Plan-Based
Awards” table.

(8)
On May 18, 2007, the Company entered into a Separation and Release Agreement (the “Separation Agreement”)
with Mr. Zimmerman.  Pursuant to the Separation Agreement, the Company agreed to accelerate Mr.
Zimmerman’s outstanding unvested stock options and agreed to extend the expiration date of Mr. Zimmerman’s
options from 90 days after the effective date of Mr. Zimmerman’s expiration of his term as a director as set forth in
the original terms of the option award until the original expiration date of each of the options.  As a result of such
modifications, the options set forth below were subject to the retirement eligibility provisions of SFAS 123R,
which resulted in acceleration of expense recognition of $246,787 converted into US dollars based on the average
exchange rate for 2007 of C$1.00: US$0.93565. The incremental fair value, computed as of the modification date
in accordance with SFAS 123R, with respect to the modified options is $392,522, converted into US dollars based
on the average exchange rate for 2007 of C$1.00: US$0.93565.
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Original
Grant Date

Modified
Grant Date

Option
Shares

Outstanding

Expiration
Date Upon
Director
Term

Expiration

Expiration
Date As
Modified

8/25/2004 5/18/2007 900,000 9/19/2007 8/25/2009
3/9/2006 5/18/2007 300,000 9/19/2007 3/9/2011
 4/29/2005 5/18/2007 200,000 9/19/2007 4/29/2010
6/30/2006 5/18/2007 15,000 9/19/2007 6/30/2011

(9)
Pursuant to the Separation Agreement described in note (8) to this 2007 Summary Compensation Table, the
Company paid Mr. Zimmerman $350,000 in a single lump sum payment on May 26, 2007, subject to statutory
and authorized deductions.
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2007 Grants of Plan-Based Awards

Name
Grant
Date

All Other
Stock Awards:
Number of
Shares of
Stock or
Units
(1)

All Other
Option Awards:
Number of
Securities
Underlying
Options
(2)

Exercise or
Base Price
of Option
Awards
($/Sh)
(3)

Closing
Market Price
on Grant
Date
(4)

Grant Date
Fair Market

Value of Stock
and Option
Awards
(5)

Joseph M.
Brooker 4/5/2007 5,000(6) — — — $4,300

5/1/2007 20,000(6) — — — $22,200
6/21/2007 5,000(6) — — — $5,750
6/21/2007 — 100,000(7) $1.14 $1.14 $114,000
7/5/2007 — 200,000(7) $1.14 $1.14 $228,000

Paul Wiesner 7/17/2007 20,000(8) — — — $21,200
Keith J.
Knapstad 7/5/2007 20,000(8) — — — $22,600
Donald R.
Martin(9) — — — — — —
J. Scott
Zimmerman(10) 4/2/2007 3,750(11) — — — $3,563

6/21/2007 1,250(11) — — — $1,438
6/21/2007 — 15,000(11) $1.14 $1.14 $17,100

(1)
Amounts represent RSUs granted under the Storm Cat Energy Corporation Restricted Share Unit Plan.  Unvested
RSUs generally vest upon a change in control of the Company, as such term is defined in the Storm Cat Energy
Corporation Change in Control Severance Pay Plan.

(2)
Amounts represent options granted under the Storm Cat Energy Corporation Amended and Restated Share Option
Plan.  These options expire five years from the date of grant and are subject to earlier termination upon certain
events related to termination of employment.  Options not yet exercisable generally become exercisable upon a
change in control of the Company, as such term is defined in the Storm Cat Energy Corporation Change in
Control Severance Pay Plan.

(3)
Options are granted with an exercise price in Canadian dollars and based on the closing market price of the
Company’s common shares on the TSX on the date of grant or on the date prior to the grant. The exercise price of
the grant made to Mr. Brooker on June 21, 2007, was based on the closing market price of the Company’s common
shares on the TSX on the date of the grant, which was C$1.22. The grants made to Mr. Brooker and Mr.
Zimmerman on July 5, 2007, was based on the closing market price of the Company’s common shares on the TSX
on the date of the grant, which was C$1.20. The amounts shown here are a conversion of the exercise price into
US Dollars on the date of the grant.

  (4)Amounts reflect closing market price of the Company’s common shares on the dates of grant based as traded on
AMEX.

(5)
Amounts represent the full grant date fair value of RSUs and stock options granted to the named executive
officers. Generally, the full grant date fair value is the amount that the Company would expense in its financial
statements over the award’s vesting schedule. See notes (1) and (2) to the “2007 Summary Compensation Table” for
further discussion regarding computation of these amounts.
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(6)
Mr. Brooker was granted 5,000 and 20,000 unrestricted RSUs on April 5, 2007 and May 1, 2007, respectively, as
a consultant prior to commencement of his employment.  Subsequent to his employment, he was granted 5,000
RSUs that vest ratably (1,250 shares) at the end of each quarter for his services as a director on the board of
directors during the following twelve months from the date of grant in accordance with the Director Compensation
Policy.  See note (2) to the “2007 Director Compensation Table” for more information.

(7)
Of Mr. Brooker’s awards, 100,000 were received as a one-time grant in connection with his appointment as a
director, with 33,333, 33,333 and 33,334 vesting on December 21, 2007, June 21, 2008, and December 21, 2008,
respectively, and 200,000 were received as a one-time grant in connection with his appointment as Chief
Executive Officer, with 66,666, 66,667 and 66,667 vesting on July 5, 2008, January 5, 2009, and July 5, 2009,
respectively.

  (8) Amounts represent unrestricted RSUs granted to Messrs. Wiesner and Knapstad.

  (9)Mr. Martin resigned as Vice President of Canadian and International Operations on July 9, 2007, effective July
31, 2007.

 (10)Mr. Zimmerman resigned as the President and Chief Executive Officer effective as of April 9, 2007. Mr.
Zimmerman did not stand for re-election at last year’s Annual General Meeting and his term as a director expired
on June 21, 2007.

On May 18, 2007, the Company entered into a Separation Agreement with Mr. Zimmerman.  Pursuant to the
Separation Agreement, the Company agreed to accelerate Mr. Zimmerman’s outstanding unvested stock options and
agreed to extend the expiration date of Mr. Zimmerman’s options from 90 days after the effective date of Mr.
Zimmerman’s resignation as set forth in the original terms of the option award until the original expiration date of
each of the options.  As a result of such modifications, these options were subject to the retirement eligibility
provisions of SFAS 123R, which resulted in acceleration of expense recognition, as more fully described in note (8)
to the “2007 Summary Compensation Table.”  The incremental fair value, computed as of the modification date in
accordance with SFAS 123R, with respect to the modified options is $392,522, converted into US dollars based on
the average exchange rate for 2007 of C$1.00: US$0.93565.
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 (11)Mr. Zimmerman was granted (i) 3,750 unrestricted RSUs on April 2, 2007 for board service during the third and
fourth quarters of 2006 and the first quarter of 2007, (ii) 1,250 unrestricted RSUs on June 21, 2007 for board
service during the second quarter of 2007, and (iii) 15,000 fully-vested options for board service the previous
twelve months. See notes (2) and (3) to the “2007 Director Compensation Table” for more information.

Outstanding Equity Awards at December 31, 2007

Option Awards Stock Awards

Name

Number
of

Securities
Underlying
Unexercised
Options

Exercisable
(1)

Number of
Securities
Underlying
Unexercised
Options

Unexercisable

Option
Exercise
Price
(2)

Option
Expiration
Date
(3)

Number
of

Shares
or Units

of
Stock
That
Have
Not

Vested

Market
Value
of

Shares
or

Units
of

Stock
That
Have
Not

Vested
(4)

Joseph M.
Brooker 33,333 66,667(5) $1.146/21/2012 — —

— 200,000(6) $1.147/5/2012 — —
— — — — 2,500(7) $1,775

Paul Wiesner 200,000 — $1.623/16/2010 — —
133,334 66,666(8) $2.593/9/2011 — —

Keith J.
Knapstad 200,000 — $2.174/15/2010 — —

133,334 66,666(8) $2.593/9/2011 — —
Donald R.
Martin(9) — — — — — —
J. Scott
Zimmerman(10) 900,000 — $0.388/25/2009 — —

200,000 — $1.514/29/2010 — —
300,000 — $2.593/9/2011 — —
15,000 — $2.406/30/2011 — —

  (1) All exercisable options are currently vested.

(2)
Options are granted with an exercise price in Canadian dollars and based on the closing market price of the
Company’s common shares on the TSX on the date of grant or on the date prior to the grant.  The exercise price
amounts shown here reflect a conversion from Canadian dollars to U.S. dollars based on the exchange rate on the
date of the original grant.

  (3)The expiration date shown is the latest date the options may be exercised.  Options may terminate earlier in
certain circumstances, such as in connection with a named executive officer’s termination of employment.
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(4)
The market value of RSUs that have not vested was computed by multiplying the number of RSUs by the closing
price of the Company’s common shares underlying the RSUs on the TSX at December 31, 2007, which was $0.71
as converted from Canadian dollars to U.S. dollars based on the exchange rate on December 31, 2007.

  (5) Options vest as to 33,333 on June 21, 2008 and 33,334 on December 21, 2008.

  (6) Options vest as to 66,666 on July 5, 2008, 66,667 on January 5, 2009 and 66,667 on July 5, 2009.

  (7) RSUs vest at the rate of 1,250 on March 31, 2008 and June 30, 2008.

  (8) Options vested on March 9, 2008.

(9)
Mr. Martin resigned as Vice President of Canadian and International Operations on July 9, 2007, effective July 31,
2007.  As of Mr. Martin’s resignation, all unvested stock options were terminated as of Mr. Martin’s resignation
and all vested options remained exercisable for 90 days after July 31, 2007.

 (10)Mr. Zimmerman resigned as the President and Chief Executive Officer effective as of April 9, 2007. Pursuant to
the Separation Agreement, as further described in note (8) to the “2007 Summary Compensation Table,” the
Company agreed to accelerate Mr. Zimmerman’s outstanding unvested stock options and agreed to extend the
expiration date of Mr. Zimmerman’s options from 90 days after the effective date of Mr. Zimmerman’s expiration
of his term as a director as set forth in the original terms of the option award until the original expiration date of
each of the options.
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Option Exercises and Stock Vested In Year 2007

Stock Awards

Name

Number of Shares
Acquired on
Vesting
(1)

Value Realized
On Vesting

(1)
Joseph M.
Brooker 27,500 $28,312(2)
Paul Wiesner 20,000 $21,200(3)
Keith J.
Knapstad 20,000 $22,600(4)
Donald R.
Martin — —
J. Scott
Zimmerman 5,000 $5,000(5)

(1)
These amounts reflect the number of shares acquired and the aggregate dollar amount realized on the vesting of
RSUs for each of the named executive officers during the most recent year ended December 31, 2007. The value
realized was computed by multiplying the number of RSUs by the market value of the Company’s common shares
underlying the RSUs on the TSX on the vesting date (or the next trading day as applicable).  The value of the
Company’s common shares at vesting is based on the closing market price of our common shares and converted
from Canadian dollars to U.S. dollars based on the exchange rate on the date of vesting.

(2)
As a consultant, Mr. Brooker acquired 5,000 shares with a market price of $0.86 upon vesting of RSUs on April 5,
2007 and 20,000 shares with a market price of $1.11 upon vesting of RSUs on May 1, 2007.  In addition, as a
director, he acquired 1,250 common shares with a market price of $0.74 upon vesting of RSUs on September 30,
2007, and 1,250 common shares with a market price of $0.71 upon vesting of RSUs on December 31, 2007.

  (3)Mr. Wiesner acquired 20,000 common shares with a market price of $1.06 upon vesting of RSUs on July 17,
2007.

  (4)Mr. Knapstad acquired 20,000 common shares with a market price of $1.13 upon vesting of RSUs on July 5,
2007.

  (5)Mr. Zimmerman acquired 3,750 common shares with a market price of $0.95 upon vesting of RSUs on April 2,
2007, and 1,250 common shares with a market price of $1.15 upon vesting of RSUs on June 21, 2007.

Potential Payments Upon Termination or Change in Control

Pursuant to our Amended and Restated Share Option Plan, upon a sale of the Company, all unvested options, other
than those granted to consultants conducting activities intended to promote the merits or awareness of or the purchase
or sale of the Company’s securities, will be deemed fully vested.

If a sale of the Company were to have occurred on December 31, 2007, there would be no intrinsic value of options
accelerated for any of our named executive officers because the closing market price of the Company’s common shares
on the TSX on December 31, 2007, is less than the exercise prices of the options granted to our named executive
officers of the Company that are currently unvested that would have been accelerated upon a sale of the Company.
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Pursuant to our Restricted Share Unit Plan, upon the occurrence of a change of control of the Company, all
outstanding RSUs will automatically vest in full. As of December 31, 2007, 2,500 of the RSUs held by our Chief
Executive Officer had not fully vested, and as a result, were such change in control to have occurred on December 31,
2007, the value of RSUs accelerated for our Chief Executive Officer would have been $1,775.

On September 19, 2007, the board of directors, upon the recommendation of and approval by the Compensation
Committee, adopted and approved a Change in Control Severance Pay Plan. For a description of this plan, see the
discussion above under the heading “Compensation Discussion and Analysis—Potential Payments Upon Termination.”

Upon the occurrence of a change in control, the Company has agreed to pay to an employee, if the Company
terminates such employee’s employment other than for cause, or if the employee terminates employment due to death
or for good reason, during the change in control period, the following amounts: (i) the accrued obligations of the
Company owing to the employee, including base salary owed to date, the employee’s annual bonus on a pro rata basis
and any accrued vacation pay not already paid; and (ii) additional severance benefits to three tiers of employees as
follows:

•  Tier 1 Employees: Chief Executive Officer, President, Chief Operating Officer and Chief Financial Officer.  An
amount equal to two times the sum of the employee’s annual base salary and annual bonus.  The severance period
for a Tier 1 Employee is eighteen months.

•  Tier 2 Employees: All employees that are not Tier 1 Employees and that have been employed by the Company or
an affiliate for at least 12 consecutive months.  An amount equal to one time the sum of the employee’s annual base
salary and annual bonus.  The severance period for a Tier 2 Employee is twelve months.

•  Tier 3 Employees: All employees that are not Tier 1 Employees and that have NOT been employed by the
Company or an affiliate for at least 12 consecutive months.  An amount equal to the employee’s monthly
compensation (one-twelfth of annual base salary) for each consecutive month period of service with the Company
(rounded to the nearest month), up to a maximum severance benefit of eleven times the Employee’s monthly
compensation and a minimum severance benefit of two times the employee’s monthly compensation.
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Such severance benefits are contingent upon the completion of the change in control and may be offset against certain
other amounts owing or offers made to the employee. If any employee is terminated for cause, such employee shall be
entitled only to his or her annual base salary and other benefits through the date of termination. All equity
compensation grants made to an employee by the Company and outstanding at the time of a change in control shall be
accelerated and vest 100%.

Compensation Committee Interlocks and Insider Participation

No interlocking relationship exists between our board of directors or Compensation Committee and the board of
directors or compensation committee of any other company, nor has any interlocking relationship existed in the past.

SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COMPENSATION PLANS

The following table sets out, as of the end of the Company’s fiscal year ended December 31, 2007, all information
required with respect to compensation plans under which equity securities of the Company are authorized for
issuance:

Equity Compensation Plan Information

Plan Category

Number of securities
to be issued

upon exercise of
outstanding options,
warrants and rights

Weighted-average
exercise price of 

outstanding options,
warrants and rights

Number of securities remaining
available for future issuance
under equity compensation
plans (excluding securities
reflected in column (a))

(a) (b) (c)
Equity compensation plans approved by
security holders 4,550,000 $1.79(1) 3,716,250(2)
Equity compensation plans not approved
by security holders — — —
Total 4,550,000 $1.79(1) 3,716,250(2)

  (1) As converted into US dollars based on the average exchange rate for 2007 of C$1.00: US$0.93565.

(2)
This figure excludes common shares issued on exercise of outstanding options under the Storm Cat Energy
Corporation Amended and Restated Share Option Plan and common shares issued upon vesting of RSUs under
the Storm Cat Energy Corporation Restricted Share Unit Plan through December 31, 2007.

Share Option Plan

The shareholders of the Company first adopted the Storm Cat Energy Corporation Share Option Plan at the Annual
and Special Meeting held on June 23, 2005, for the benefit of directors, officers, employees, management employees
and consultants of the Company. The shareholders of the Company approved certain amendments to the Share Option
Plan at the Extraordinary General Meeting held on October 20, 2005. At the Annual and Special General Meeting held
on June 27, 2006, the shareholders approved the Amended and Restated Share Option Plan, which was further
amended upon approval of shareholders at the Annual General Meeting held on June 21, 2007. See Proposals 3 and 4
contained in the Company’s proxy statement for the 2007 Annual General Meeting filed with the SEC April 30, 2007,
and available on SEDAR at www.sedar.com, for a description of the principal features of the Amended and Restated
Share Option Plan.
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Restricted Share Unit Plan

On June 27, 2006, the shareholders of the Company approved our Restricted Share Unit Plan at the Annual and
Special General Meeting, which was amended upon approval of shareholders at the Annual General Meeting held on
June 21, 2007.

Under the Restricted Share Unit Plan, RSUs are granted to directors, officers, employees and consultants. The RSUs
are “phantom” shares that rise and fall in value based on the value of the Company’s common shares and are redeemed
for cash or actual common shares on the vesting dates determined by the board of directors when the RSUs are
granted. See Proposal 5 contained in the Company’s proxy statement for the 2007 Annual General Meeting filed with
the SEC April 30, 2007, and available on SEDAR at www.sedar.com, for a description of the principal features of the
Restricted Share Unit Plan.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Exchange Act requires our directors and executive officers, and persons who own more than ten
percent of a registered class of our equity securities, to file with the SEC initial reports of ownership and reports of
changes in ownership of our common shares and other equity securities. Executive officers, directors and holders of
greater than ten percent (10%) of our common shares are required by regulations of the SEC to furnish us with copies
of all Section 16(a) reports they file.

To our knowledge, based solely upon a review of the copies of such reports furnished to us and written representations
that no other reports were required to be filed during the year ended December 31, 2007, all filing requirements under
Section 16(a) applicable to our officers, directors and ten percent shareholders were satisfied, other than the late
reporting of (i) the vesting of RSUs on September 30, 2007, granted to our directors for board service; (ii) the grant of
RSUs on September 19, 2007, to Mr. Wozniak; (iii) the grant of options and RSUs on June 21, 2007, to Mr. Brooker;
and (iv) the grant of RSUs on April 2, 2007, to our directors for board service.
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Related Person Transaction Policy

The board has adopted a policy for the review, approval or ratification of transactions involving the Company and
“related persons” as defined under the relevant SEC rules. The policy covers any related person transaction that meets
the minimum threshold for disclosure in the proxy statement under the relevant SEC rules (generally, transactions
involving amounts exceeding $120,000 in which a related person has a direct or indirect material interest). Our policy
is as follows:

•Any proposed related person transaction must be reported to the Company’s Chief Executive Officer, Chief
Financial Officer or General Counsel, which we refer to in this policy as authorized officers, and reviewed and
approved by the Audit Committee, after full disclosure of the related person’s interest in the transaction, prior to
effectiveness or consummation of the transaction, whenever practicable.

•If an authorized officer determines that advance approval of such transaction is not practicable under the
circumstances, the Audit Committee shall review, after full disclosure of the related person’s interest in the
transaction, and, in its discretion, may ratify the transaction at the next Audit Committee meeting or at its next
meeting following the date that such transaction comes to the attention of such authorized officer.

•An authorized officer may present any such transaction arising in the time period between meetings of the Audit
Committee to the Chair of the Audit Committee, who shall review and may approve such transaction, subject to
ratification, after full disclosure of the related person’s interest in the transaction, by the Audit Committee at the next
Audit Committee meeting.

•Transactions involving compensation of executive officers shall be reviewed and approved by the Compensation
Committee, pursuant to the Compensation Committee charter.

•In review of a related person transaction, the Audit Committee will review all relevant information available to it,
and the Audit Committee may approve or ratify such transaction only if the Audit Committee determines that, under
all of the circumstances, the transaction is in, or is not inconsistent with, the best interests of the Company.

•The Audit Committee may, in its sole discretion, impose such conditions as it deems appropriate on the Company or
the related person in connection with the approval of such transaction.

Related Party Transactions

The Company has entered into an agreement with Beatty & Wozniak, P.C., a law firm of which Mr. Wozniak is a
partner, for a retainer and legal fees of a minimum of $10,000 per month plus reasonable expenses. In the year ended
December 31, 2007, the Company paid Beatty & Wozniak $240,564 in legal fees and expenses.

Prior to his appointment as chief executive officer, Mr. Brooker acted as a consultant to the board of directors in
March and April 2007.  In exchange for these consulting services, the Company granted to Mr. Brooker 25,000 RSUs
as consulting fees.

The Company closed its private offerings of  Series A Convertible Subordinated Notes due March 31, 2012 and
Series B Convertible Subordinated Notes due March 31, 2012, on January 30, 2007, and March 30, 2007,
respectively. Trapeze Asset Management Inc. and Trapeze Capital Corp., two related entities that, together with a
group including 1346049 Ontario Limited and Randall Abramson, beneficially own more than 5% of the Company’s
common shares, participated in both the Company’s Series A Note and Series B Note offerings. The two entities
purchased $3,700,000 in Series A Convertible Subordinated Notes, convertible at a rate of $1.17 per share into
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3,162,394 common shares, and $13,100,000 in Series B Convertible Subordinated Notes, convertible at a rate of $1.17
per share into 11,196,581 common shares.

Both Series A Convertible Subordinated Notes and Series B Convertible Subordinated Notes accrue interest at a rate
of 9.25% per annum, which the Company pays quarterly in arrears. The Notes are immediately convertible at a
conversion price of $1.17 per share. Our board of directors approved the transactions with Trapeze Asset Management
Inc. and Trapeze Capital Corp.

Employment and Indemnification Agreements

We do not have employment agreements with any of our officers or employees. On December 8, 2005, the board of
directors adopted a form of Indemnity Agreement to be used as a template for the Company’s indemnity agreements
with the directors and officers. Pursuant to the Indemnity Agreement, the Company will indemnify each director and
officer against claims against such person in connection with the execution of his or her duties as a director or officer
of the Company or by virtue of he or she holding any other position as a director or officer with any other entity at the
Company’s request; provided that a court does not find that such individual did not fail to act honestly and in good
faith with a view to the best interest of the Company or any other entity with which such individual holds or held a
position as a director or officer at the Company’s request, in the case of a criminal proceeding or administrative
proceeding enforced by a monetary penalty, such individual did not have reasonable grounds for believing that his or
her conduct was unlawful, and in the case of any act, error or omission of such individual, he or she acted fraudulently
or maliciously. As of the date of this proxy statement, the Company has entered into indemnity agreements with each
of its directors and officers.
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PROPOSAL 2. RATIFICATION OF SELECTION AND APPOINTMENT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

Our Audit Committee has unanimously selected Hein & Associates LLP to be our independent registered public
accounting firm and auditors for the year ending December 31, 2008, and has further directed that management submit
the selection of Hein & Associates LLP as our independent registered public accounting firm and auditors for the year
ending December 31, 2008, for ratification and appointment  by the shareholders at the Annual General Meeting.
Hein & Associates LLP was first appointed auditors of the Company on September 6, 2005.

Appointment of Hein & Associates LLP by the shareholders is required by subsection 204(2) of the Business
Corporations Act of British Columbia, under which the Company is organized. The Audit Committee’s selection is
being submitted to the shareholders for ratification and appointment at the Annual General Meeting. The persons
designated in the enclosed proxy will vote your shares “FOR” ratification and appointment unless you include
instruction in your signed proxy to the contrary. If the shareholders fail to ratify and appoint the selection of this firm,
our Audit Committee will reconsider the matter.

Representatives of Hein & Associates are not expected to be present at the Annual General Meeting to answer
questions from the shareholders. If representatives of Hein & Associates LLP are present at the Annual General
Meeting and so desire, they will be given an opportunity to make a statement on behalf of Hein & Associates LLP.

None of our directors or executive officers has any substantial interest, direct or indirect, in Hein & Associates LLP.

The board of directors unanimously recommends a vote “FOR” ratification of the selection and appointment of Hein &
Associates LLP as the Company’s independent registered public accounting firm for the year ending December 31,
2008.

OTHER BUSINESS

Pursuant to the Business Corporations Act of British Columbia, our management will present our audited financial
statements for the fiscal year ended December 31, 2007, together with our auditors report thereon to the shareholders
at the Annual General Meeting. Our management knows of no other matter to be acted upon at the Annual General
Meeting. If any other matters are properly brought before the Annual General Meeting however, the persons named in
the accompanying proxy card as proxies for the holders of Storm Cat’s common shares will vote thereon in accordance
with their best judgment.

ADDITIONAL INFORMATION

Additional information relating to the Company is on SEDAR at www.sedar.com and at the SEC’s website at
www.sec.gov. Shareholders may contact the Company by mail at 1125 17th Street, Suite 2310, Denver, Colorado,
80202, by telephone at 303.991.5070, or by fax at 303.991.5075 to request copies of the documents referenced herein
and in the Company’s Annual Report on Form 10-K for year ended December 31, 2007.

SHAREHOLDER PROPOSALS

In order to include a shareholder proposal in the proxy statement and form of proxy relating to the Company’s next
annual general meeting of shareholders following the end of 2008, we must receive it no later than December 31,
2008. Any shareholder proposal submitted to us for consideration at next year’s annual general meeting but which is
not intended to be included in the related proxy statement and form of proxy must be received by March 28, 2009. A
proxy will confer discretionary authority on the Company to vote a proxy with respect to any matter that is not
submitted to the Company by March 28, 2009.
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AVAILABILITY OF REPORT ON FORM 10-K

Upon your written request, we will provide to you a complimentary copy of the 2007 Annual Report on Form 10-K
(without exhibits) as filed with the SEC. The Annual Report includes audited consolidated financial statements for the
year ended December 31, 2007, together with the auditor’s report thereon. Your request should be mailed to Storm
Cat’s offices, addressed as follows: Storm Cat Energy Corporation, 1125 17th Street, Suite 2310, Denver, Colorado
80202. A free copy of the Form 10-K may also be obtained at the Internet web site maintained by the SEC at
www.sec.gov, on SEDAR at www.sedar.com, or by visiting Storm Cat’s Internet web site at www.stormcatenergy.com
and clicking on “Investors,” then on “Annual Reports” or by clicking on “Contact Us” then on “Request Information” and
completing the request form.

By Order of the Board of Directors,

/s/ Paul Wiesner                                                              
Paul Wiesner
Chief Financial Officer, Treasurer and Secretary

April 29, 2008
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STORM CAT ENERGY CORPORATION

000001
SAM SAMPLE
123 SAMPLES STREET Security Class COMMON CLASS
SAMPLETOWN SS X9X

Holder Account Number
C9999999999 I N D

Form of Proxy - Annual General Meeting to be held on June 18, 2008
This Form of Proxy is solicited by and on behalf of the Board of Directors.

Notes to proxy

1.
Every holder has the right to appoint some other person or company of their choice, who need not be a holder, to
attend and act on their behalf at the meeting. If you wish to appoint a person or company other than the persons
whose names are printed herein, please insert the name of your chosen proxyholder in the space provided (see
reverse).

  2.If the securities are registered in the name of more than one owner (for example, joint ownership, trustees,
executors, etc.), then all those registered should sign this proxy. If you are voting on behalf of a corporation or
another individual you may be required to provide documentation evidencing your power to sign this proxy with
signing capacity stated.

  3. This proxy should be signed in the exact manner as the name appears on the proxy.
  4. If this proxy is not dated, it will be deemed to bear the date on which it is mailed by Management to the holder.
  5.The securities represented by this proxy will be voted as directed by the holder, however, if such a direction is not

made in respect of any matter, this proxy will be voted as recommended by Management.

6.
The securities represented by this proxy will be voted or withheld from voting, or will not be voted if the holder
chose to abstain from voting, in accordance with the instructions of the holder, on any ballot that may be called for
and, if the holder has specified a choice with respect to any matter to be acted on, the securities will be voted
accordingly.

  7.This proxy confers discretionary authority in respect of amendments to matters identified in the Notice of Meeting
or other matters that may properly come before the meeting.

  8. This proxy should be read in conjunction with the accompanying documentation provided by Management.

Proxies submitted must be received by 10:00 a.m. Mountain daylight time on Tuesday, June 16, 2008.

VOTE USING THE TELEPHONE OR INTERNET 24 HOURS A DAY 7 DAYS A WEEK!

To Vote Using the Telephone To Vote Using the Internet
·Call the number listed BELOW from a touch tone
telephone.

·Go to the following web site: 
www.investorvote.com

1-866-732-VOTE (8683) Toll Free

If you vote by telephone or the Internet, DO NOT mail back this proxy.

Voting by mail may be the only method for securities held in the name of a corporation or securities being voted on
behalf of another individual.
Voting by mail or by Internet are the only methods by which a holder may appoint a person as proxyholder other than
the Management nominees named on the reverse of this proxy. Instead of mailing this proxy, you may choose one of
the two voting methods outlined above to vote this proxy.
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To vote by telephone or the Internet, you will need to provide your CONTROL NUMBER, HOLDER ACCOUNT
NUMBER and ACCESS NUMBER listed below.

CONTROL NUMBER   014037HOLDER ACCOUNT NUMBER   C9999999999ACCESS NUMBER   99999
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+ SAM SAMPLE C9999999999 *C9999999999* +
IND C01  *C9999999999*

Appointment of Proxyholder

The undersigned shareholder ("Registered
Shareholder") of Storm Cat Energy
Corporation (the "Company") hereby
appoint(s): Joseph M. Brooker, Chief
Executive Officer of the Company or failing
him, Paul Wiesner, Chief Financial Officer of
the Company,

OR

Print the name of the
person you are
appointing if this
person is someone
other than the
Management
Nominees listed
herein.

as my/our proxyholder with full power of substitution and to vote in accordance with the following direction (or if no
directions have been given, as the proxyholder sees fit) and all other matters that may properly come before the
Annual General Meeting of Storm Cat Energy Corporation to be held at the offices of Storm Cat Energy Corporation
at 8th Avenue SW, Suite 200, 209, Calgary, Alberta, Canada.  For directions to attend the Annual General Meeting,
contact Director of Investor Relations at 303.991.5070.

VOTING RECOMMENDATIONS ARE INDICATED BY HIGHLIGHTED TEXT OVER THE BOXES.

1. Election of Directors
For Withhold For Withhold For Withhold

01: Joseph M.
Brooker

o o 02: Robert
J.Clark

o o 03: Michael
J. O'Byrne

o o

04. Robert D.
Penner

o o 05. Jon R.
Whitney

o o 06. David G.
Wight

o o

07: Michael J.
Wozniak

o o

2. Appointment of Auditors For Against Withhold/Abstain
To ratify the Audit Committee's selection of and appoint Hein &
Associates LLP as the Company’s independent registered public
accounting firm for the year ending December 31, 2008.

o o o

Authorized Signature(s) - This section must be
completed for your instructions to be executed.

Signature(s)

I/We authorize you to act in accordance with
my/our instructions set out above. I/We hereby
revoke any proxy previously given with respect
to the Meeting. If no voting instructions are
indicated above, this Proxy will be voted as
recommended by Management. /                          /
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Important Notice of Internet Availability of Proxy Materials for the Annual General Meeting: The Notice of Annual
General Meeting, Proxy Statement and Annual Report are available at www.stormcatenergy.com/2008annualmeeting.
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