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Destocking Nearly Over — Then What? 17 February 2009

mL ong-awaited end of destocki ng appr oachi ng www.ubs.com/investmentresearch

Industry sources suggest US steel inventories may finish a sharp destocking cycle Timna Tanners
in 1-2 mos. While mills have run at mid 40% utilization ytd, the end of destocking Analyst
should see distributors start buying in line with underlying demand. The obvious timna.tanners@ubs.com
next query is—“How bad is underlying demand? Service center shipments suggest +1-212-713 2927
down 25-30% y/y, but worsening non-res construction could yield downside. PT Luther

Associate Analyst
B Steel veteran John Packard expresses concern over demand ptluther@ubs.com
In acall with industry veteran John Packard on Friday, we discussed inventory and +1-212-713 2481

demand, among other topics. He said destocking would continue for at least 30-60
days, and anticipated flat m/m January inventories. His contacts indicate very weak
buying sentiment and little conviction of demand improvement in most end mkts.

B Skepticism over contained supply

Packard said supply can come on quickly as mini-mills can take advantage of any
improved order activity nearly immediately, but the true test will be for integrateds
to either add capacity or lose market share. In addition, he said OEMs were starting
to look at foreign tons, and anticipated a potential import recovery in H2 as costs
retreat with contract iron ore/coal and overseas mills cut prices aggressively.

B Selective opportunitiesin challenging market

Sidelined globa supply, ready to serve any hike in demand, can keep prices
capped, in our view. We are particularly worried about low-cost Russia/Brazil
supply. Mini-mills can restart quickly and take share, and we prefer variable-cost
mills CMC and STLD, while remaining wary on higher fixed-cost U.S. Steel.
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We hosted a conference call on February 13 with steel industry veteran John
Packard, founder of newdletter Seel Market Update, to share his views of the N.
American stee market with investors. He painted a bleak pressure at least near
term, and sees potential downside to prices below the current ~$500/t for hot-
rolled coil (HRC). Pricesfell in recent weeks ~$20-$30/t for HRC, he said.

To listen to a replay of the cdl, please dial either +1-888-203-1112 or +1-719-
457-0820, code: 5437617.

Key takeways were as follows:

Domestic supply is disciplined, but poised to run. Packard said domestic
producer discipline remains impressive, remaining below 50% year-to-date, and
likely prevented a sharper drop in steel prices. In fact, given current utilization
levels, he said it was remarkable that HRC was prices weren't near recent lows
of $260/t. Nonetheless, he thinks that much capacity, particularly at mini-mills,
is positioned to ramp quickly to fill any uptick in orders and suppress any
potential price increases at least near term. He said that mini-mills could resume
80-90% production rates nearly instantaneously to satisfy any potentia
inventory restocking-driven demand, and that integrated furnaces could likely
resume full production levels within two to six weeks.

Buyer sentiment is poor, and re-stocking is not close. Packard said that steel
buyer sentiment, both among end users and service centers, is poor according to
a recent survey he conducted. He does not expect any inventory restocking at
least within the next 30-60 days. He sees service center shipments rising from
December levels, but inventory/shipment ratios remaining in balance near 3x for
January. Inventory data is scheduled for release Tuesday or Wednesday. His
contacts suggest metals buildings demand is down 30-50%, U.S. auto
production should be 10-11M units (vs 129M in '08), and commercial
construction falls 5-10%.

Imports could become a threat in H209. Packard said import offers into the
U.S. were as low as $430/t, although most exporters including Brazil and Russia
are focusing on the higher priced Chinese market. With prices in China now
falling (down approximately $20/t in February), he expects China to eventually
resume exporting again, and Brazil and Russia to shift export efforts to other
markets including the U.S. In addition, ne noted that foreign stee mills will
become more price competitive when iron ore and coal price contracts settle at
lower prices in JFY09 (UBS forecasts iron ore prices fal 40% and coa 72%),
adding to downward pressure on prices.
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m Statement of Risk

The potential risks in the metals sector, including NUE, X, AKS, STLD, RS,
GNA, CMC, SCHN, ATI, and Sims may include, but are not limited to: the
volatile nature of raw materials and finished product prices; trade flows of raw
materials and finished products; and operational difficulties, including weather
and other uncontrollable logistics glitches. In addition, U.S. Sted, AK Sted,
GNA, ATI, and Reliance employ a unionized workforce and could consequently
be subject to work stoppages. U.S. Stedl's pension and healthcare underfunded
liability position approximated $2 billion as of the latest filing.

m Analys Certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer
that the analyst covered in this report: (1) al of the views expressed accurately
reflect his or her personal views about those securities or issuers; and (2) no part
of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the
research report.
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Required Disclosures

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and
affiliates are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product;
historical performance information; and certain additional disclosures concerning UBS research recommendations,
please visit www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is

not areliableindicator of future results. Additional information will be made available upon request.

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating Rating Category Coverage' IB Services®
Buy Buy 53% 36%
Neutral Hold/Neutral 36% 34%
Sell Sell 10% 20%
UBS Short-Term Rating Rating Category Coverage® IB Services®
Buy Buy less than 1% 43%
Sell Sell less than 1% 22%

1:Percentage of companies under coverage globally within the 12-month rating category.
2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within

the past 12 months.

3:Percentage of companies under coverage globally within the Short-Term rating category.
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided

within the past 12 months.

Source: UBS. Rating allocations are as of 31 December 2008.
UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating

Definition

Buy
Neutral
Sell

FSR is > 6% above the MRA.
FSR is between -6% and 6% of the MRA.
FSR is > 6% below the MRA.

UBS Short-Term Rating

Definition

Buy

Sell

Buy: Stock price expected to rise within three months from the time the rating was assigned

because of a specific catalyst or event.

Sell: Stock price expected to fall within three months from the time the rating was assigned

because of a specific catalyst or event.
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KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12
months.

Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a
forecast of, the equity risk premium).

Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are
subject to possible change in the near term, usually in response to an event that may affect the investment case or valuation.
Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any
change in the fundamental view or investment case.

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are :

Buy: Positive on factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as
structure, management, performance record, discount; Sell: Negative on factors such as structure, management, performance
record, discount.

Core Banding Exceptions (CBE) : Exceptions to the standard +/-6% bands may be granted by the Investment Review
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating.
When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registered/qualified as research analysts with NASD and NYSE and therefore are not subject to the restrictions contained in the
NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by a
research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report follows.

UBS Securities LLC: Timna Tanners; PT Luther.

Company Disclosures

Company Name Reuters  12-mo rating Short-term rating Price Price date
Commercial Metals Company*® % CMC.N Buy (CBE) N/A US$12.81 13 Feb 2009
Steel Dynamics Inc.® 71620 STLD.O Buy (CBE) N/A US$12.73 13 Feb 2009
United States Steel Corp**®2° X.N Sell (CBE) N/A US$30.61 13 Feb 2009

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock pricing
date

2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of
this company/entity or one of its affiliates within the past three years.

6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-securities
services are being, or have been, provided.

7. Within the past 12 months, UBS Securities LLC has received compensation for products and services other than

investment banking services from this company/entity.
16. UBS Securities LLC makes a market in the securities and/or ADRs of this company.

20. Because UBS believes this security presents significantly higher-than-normal risk, its rating is deemed Buy if the FSR
exceeds the MRA by 10% (compared with 6% under the normal rating system).

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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Commercial Metals Company (US$)

Stock Price (US$)

Price Target (US$)
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Steel Dynamics Inc. (US$)
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Source: UBS; as of 13 Feb 2009
United States Steel Corp (US$)

Stock Price (US$)
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Source: UBS; as of 13 Feb 2009
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Note: On August 4, 2007 UBS revised its rating system. (See 'UBS Investment Research: Global Equity Rating Definitions' table
for details). From September 9, 2006 through August 3, 2007 the UBS ratings and their definitions were: Buy 1 = FSR is > 6%
above the MRA, higher degree of predictability; Buy 2 = FSR is > 6% above the MRA, lower degree of predictability; Neutral 1 =
FSR is between -6% and 6% of the MRA, higher degree of predictability; Neutral 2 = FSR is between -6% and 6% of the MRA,
lower degree of predictability; Reduce 1 = FSR is > 6% below the MRA, higher degree of predictability; Reduce 2 = FSR is > 6%
below the MRA, lower degree of predictability. The predictability level indicates an analyst's conviction in the FSR. A
predictability level of '1' means that the analyst's estimate of FSR is in the middle of a narrower, or smaller, range of possibilities.
A predictability level of '2' means that the analyst's estimate of FSR is in the middle of a broader, or larger, range of possibilities.
From October 13, 2003 through September 8, 2006 the percentage band criteria used in the rating system was 10%.
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Global Disclaimer

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. In certain countries, UBS AG is
referred to as UBS SA.

This report is for distribution only under such circumstances as may be permitted by applicable law. Nothing in this report constitutes a representation that any investment strategy or
recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise constitutes a personal recommendation. It is published solely for information
purposes, it does not constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any jurisdiction. No
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with respect to information
concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the report. UBS does not
undertake that investors will obtain profits, nor will it share with investors any investment profits nor accept any liability for any investment losses. Investments involve risks and investors should
exercise prudence in making their investment decisions. The report should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this
report are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria.
Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained herein is based on numerous assumptions.
Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other
constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information contained herein. UBS relies
on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS. The compensation of the analyst who
prepared this report is determined exclusively by research management and senior management (not including investment banking). Analyst compensation is not based on investment banking
revenues, however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all investors, and
trading in these instruments is considered risky. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates
and other market conditions. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security
or related instrument mentioned in this report. For investment advice, trade execution or other enquiries, clients should contact their local sales representative. Neither UBS nor any of its
affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of the use of all or any part of this report. For financial
instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC and/or UBS Capital Markets LP) acts as a market maker or
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity provider is carried out in
accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this research report. UBS and its affiliates and
employees may have long or short positions, trade as principal and buy and sell in instruments or derivatives identified herein.

Any prices stated in this report are for information purposes only and do not represent valuations for individual securities or other instruments. There is no representation that any transaction
can or could have been effected at those prices and any prices do not necessarily reflect UBS's internal books and records or theoretical model-based valuations and may be based on certain
assumptions. Different assumptions, by UBS or any other source, may yield substantially different results.

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons who are eligible
counterparties or professional clients and is only available to such persons. The information contained herein does not apply to, and should not be relied upon by, retail clients. UBS Limited is
authorised and regulated by the Financial Services Authority (FSA). UBS research complies with all the FSA requirements and laws concerning disclosures and these are indicated on the
research where applicable. France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France SA. UBS Securities France S.A. is regulated by the Autorité des
Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this report, the report is also deemed to have been prepared by UBS Securities France S.A.
Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht
(BaFin). Spain: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities Espafia SV, SA. UBS Securities Espafa SV, SA is regulated by the Comisién Nacional del
Mercado de Valores (CNMV). Turkey: Prepared by UBS Menkul Degerler AS on behalf of and distributed by UBS Limited. Russia: Prepared and distributed by UBS Securities CJSC.
Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A.. UBS Italia Sim
S.p.A. is regulated by the Bank of Italy and by the Commissione Nazionale per le Societa e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this report, the
report is also deemed to have been prepared by UBS Italia Sim S.p.A.. South Africa: UBS South Africa (Pty) Limited (Registration No. 1995/011140/07) is a member of the JSE Limited, the
South African Futures Exchange and the Bond Exchange of South Africa. UBS South Africa (Pty) Limited is an authorised Financial Services Provider. Details of its postal and physical address
and a list of its directors are available on request or may be accessed at http:www.ubs.co.za. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial
Services Inc., subsidiaries of UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a ‘'non-US affiliate’), to major US institutional investors only.
UBS Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a report prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC
or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this report must be effected through UBS Securities LLC or UBS Financial Services Inc., and not
through a non-US affiliate. Canada: Distributed by UBS Securities Canada Inc., a subsidiary of UBS AG and a member of the principal Canadian stock exchanges & CIPF. A statement of its
financial condition and a list of its directors and senior officers will be provided upon request. Hong Kong: Distributed by UBS Securities Asia Limited. Singapore: Distributed by UBS Securities
Pte. Ltd or UBS AG, Singapore Branch. Japan: Distributed by UBS Securities Japan Ltd to institutional investors only. Where this report has been prepared by UBS Securities Japan Ltd, UBS
Securities Japan Ltd is the author, publisher and distributor of the report. Australia: Distributed by UBS AG (Holder of Australian Financial Services License No. 231087) and UBS Securities
Australia Ltd (Holder of Australian Financial Services License No. 231098) only to 'Wholesale' clients as defined by s761G of the Corporations Act 2001. New Zealand: Distributed by UBS New
Zealand Ltd. An investment adviser and investment broker disclosure statement is available on request and free of charge by writing to PO Box 45, Auckland, NZ. China: Distributed by UBS
Securities Co. Limited. Portugal: Prepared by UBS Limited and distributed by UBS Limited and UBS Bank, SA, Sucursal em Portugal. UBS Bank, SA, Sucursal em Portugal, is regulated by
Comisséo do Mercado de Valores Mobiliarios (CMVM). Where an analyst of UBS Bank, SA, Sucursal em Portugal has contributed to this report, the report is also deemed to have been
prepared by UBS Bank, SA, Sucursal em Portugal.

The disclosures contained in research reports produced by UBS Limited shall be governed by and construed in accordance with English law.

UBS specifically prohibits the redistribution of this material in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the actions of third parties in this
respect. © UBS 2009. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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