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July 17, 2007

To: Board of managers

From: Tom Smith

Subject: July Report

Gentlemen and Babette;

I am pleased to provide you with a report on the financial situation and operations of Steel Plus Network LLC.

Revenue Statement and balance Sheet:

6 month statement to June 30, 2007

Attached to this report is the income statement and balance sheet for the 6months ended June 30,2000.
Also attached are comments and analysis of significant variances to 2007 Budget. For your information, we have changed our reporting system to identify rebates earned by members in the period and the AP amounts owing to members for rebates.
· as an additional note, we have now received the 06 tax refund cheque from the Canadian Gov’t. in the amount of $40,672. cdn$.
Board Minutes: 

Attached are draft minutes from the June Board of Managers.

Regional Meetings:

We have held Regional meetings in Quebec- 3/15 members missing- (June 12,2007); Ontario – 4/12 missing- (July 4, 2007); and 
Atlantic Canada – 1/6 members missing (July 13, 2007)
Minutes for these minutes have been distributed to the members and are posted on the web site.
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Key Topics:
Purchasing through SPN Preferred Suppliers-2005                           2006

Atlantic Canada:                                    $24,608,212               $32,873,404 (+ 33.6%)
Ontario:                                                   $20,799,737               $20,790,230 (-  0.04%)
Quebec:                                                   $76,391,319               $79,333,649 (+  3.9%)
Western Canada:                                   $14,972,559               $20,379,362 (+36.1%)
Volume growth in Canada is tied directly to our relationships with key steel (service center) suppliers. We have growing relationships in Atl., Quebec, and West with the major steel suppliers, however, in Ontario, while we do have programs with 2 quality suppliers, (Salit and Triad), they are minority players in Ontario and consequently, our volume opportunity is impacted. At the recent Ontario regional meeting, our members have agreed to work on a plan to improve our performance and collect market share data (steel purchasing) to be used as leverage with major Ontario suppliers.
Total Rebates earned for 2005 through Steel Plus member purchases was $594,000, while our Budget for 2006 rebates earned is $770,000.
Actual rebates earned to date for 2006 total $781,000 ( + 31.4% over 2005). 
Our issue in this regard is that we have seen growth with our supplier programs, but, the growth is predominantly in Canada. Most Canadian members have experienced increases in rebates for 2006. Most American members will not see any significant change in this regard. However, it is significant that “all” members have seen a 93% increase in “paid up” equity and a 25% reduction in annual fees paid to the company.
Following our initial target marketing to selected American fabricator members and suppliers, we will need additional resources on the ground regionally to grow our base in the U.S.
Our Direct Sales/import program is not producing the results that we were anticipating. We have had very few orders from American fabricators, and as a result we will not be purchasing any product directly for the American market. We will supply through our Canadian purchases. Canadian purchases are slightly ahead of last year. While we will proceed with these purchases, we will not achieve our budgeted targets for this program. Members continue to tell us that they like the program, however, site problems such as, minimums are too high, don’t trust the quality, like to buy from their local rep., not enough lead time. 

While we can and will address minimum order requirements, we have tests from members on quality, and from data now available through our LBMX invoicing system, pricing is significantly lower than current member purchases. We will continue to communicate our advantages, and continue to add products to our selection.
……………………………………………………………………………………….

Captive Insurance Project:
Following our June Board meeting, Bruce, Jean and I met with representatives of K&S insurance as well as Innovative Risk Management, of Dallas, TX.
We agreed to continue the information collection from members, as well as develop a “web-cast’ presentation for all interested members. 
The “web cast” was held on June 10/07. 16 members were invited to participate. Representatives from 10 members dialed into the teleconference. 
A copy of the ‘power point’ presentation for the web-cast is available to all Board members at your request, or you can view it in the Board members section of the Web –site.
We are currently following up with all invited members to collect the balance of the data required to determine the degree of interest to form a Captive Insurance company.
Steel Distribution Project:
You have by now, read of the announced acquisition of Chaparral Steel, by Gerdau Ameristeel for $4.22 Billion ($68.00/share). Gerdau is headquartered in Tampa, Fla. While communication with Chaparral has slowed over the past number of weeks, we believe that this acquisition may in fact provide an additional opportunity for Steel Plus and the new owners in moving this project ahead.
We believe that it is also important to recognize, as we analyze our purchasing patterns, that the opportunity to grow the “top line” of SPN is directly linked to our ability to control and direct our members’ steel purchasing.
We are proceeding with the development of a planning document to be used in managing this project. 

A detailed survey is being sent to all U.S. and large Canadian fabricators next week. This survey will ask members to provide us with additional information: 

· steel purchase volume (wide flange beam) over the past 2 years, 
· most common sizes purchased, 
· delivery and service requirements, 
· Average lead time requirements 
LLC vs. C Corp conversion Project:

Following the June 11/07 Board meeting, a conference call was held with John Brunjes and Lisa Ritter to forward the Board’s decision to further investigate the conversion of Steel Plus LLC to a corporation. 
To review, the primary reasons for considering this conversion are:
· LLC status is not recognized in Canada

· Inequitable tax treatment between Canadian and American shareholders
· Future tax savings as a corporation vs, remaining an LLC
· More efficient administrative processes as a corporation

· K1 issues for American shareholders would be eliminated
· Any conversion discussion should be viewed in terms of which structure is most beneficial to the company (SPN)
Direction was given to formulate a conversion plan that would be presented to the Board prior to the Sept. 17/07 Board meeting in Montreal. Details in the plan would include:
· Plan for conversion
· Potential audit costs/savings

· Time line for conversion

·  Budget costs for conversion project
· Legal opinions regarding shareholder (Class A, Class B) issues
For Clarification: Questions were raised at the June Board meeting regarding increased risk for shareholders in a c corp vs. an LLC. Our initial legal opinion from McCarter English is that there is no additional risk to SPN shareholders as a result of this conversion.
The planning document, timeline schedule and estimated budget for conversion are attached for your information. As indicated, a conversion of this nature is complicated, expensive and very time consuming.
During the discussion process, we evaluated an alternative solution. 
1. Could we leave the LLC in place, establish a “new” corporation (Newco).
This idea comes from Lisa Ritter:
Perhaps it might be an easier route for SPN LLC to just set up a separate C corp.  SPN LLC’s equity structure and operating agreement would remain unchanged.  The LLC would simply own all the stock of a C corp. and we could run all the revenue and expense through the C Corp.  We could gain the tax advantage of a C corp., keep the cost down for dealing with the issue, and avoid having to deal with issues such as issuing preferred stock to Canam in the conversion.  If we ever find something appropriate to run through the LLC, the structure would still be there to use. 

Below is Brent’s initial tax research.  It appears this method is feasible.  If you choose this route, K-1’s for the LLC would be issued every year with no income/ tax effect.  

As well, we would not have to go through the additional turmoil of issuing new share certificates to all Class A members. John B. believes that the concept is doable and will accomplish the goals that have been set out, at less cost.
Through a follow up teleconference with Bruce, Jean, Lisa, John B. and myself this week, we have agreed to discontinue any additional time or expense related to the conversion proposal, and focus on preparing a plan for establishing a “Newco” as per the above  proposal.
As well, we will provide the Board with a tax analysis of “Newco” as an American corporation or as a Canadian corporation.
It is still our intention to schedule a Board teleconference prior to the Sept Board meeting, to present the research, plan and provide a recommendation.
Steel Plus Network – 2008 Conference:
The dates for the 2008 SPN LLC Annual meeting and conference have been established as April 13, 14, & 15, 2008.
We have considered conflicting dates as much as possible, as well as our member’s desire for warm weather in the Continental United States.
We are now focusing our site search on the Hilton Embassy Suites resort in Deerfield Beach, Fla.
Guy will conduct a site visit during the first week of August, and the committee will provide a final report to the Board prior to the Sept. Board meeting.

The AGM and conference committee is Gary, Philippe, Bruce, Guy and myself. 
SPN Central Invoicing:
We will be “going live” with our central invoicing system on Monday, July 23, 2007 with Praxair Corp. What this means to SPN members is that effective Monday, all invoices for Praxair will only be available through Steel Plus Network. Most members will receive these invoices electronically; however, some members have elected to receive their invoices by fax. Regardless, the invoices will only come through SPN. As a reminder, this phase does not include central payment. Invoices will continue to be paid directly to the supplier.
Effective, Monday, July 30, 2007 we will go live with BOC gas.
We have encountered technical problems with Sherwin Williams during the test phase which will delay this company. 
We will introduce UCP paints later in August.
We have proposals out to 3 suppliers for central invoicing and central payment for the fall.
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