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March 12, 2008
To: Board of Directors

From: Tom Smith

Subject: March Report

I am pleased to provide the following update on our projects, and an update on the recent round of regional meetings.

Attached are the “draft” year end statements for 2007. The year end results are slightly ahead of our October estimates due to year end adjustments. The key variances are:

1. Shortfalls in software sales
2. Shortfall from budget on direct/import sales. (it should be noted that our year end sales number has been adjusted for shipments to members after year end. Actual total sales are unchanged from the internal statements)
3. Improvements in Rebates earned and distributed

4. Reserve for bad debt
5. Revenue earned from investments/exchange gains
6. Penalties for IRS late filing (2005)

7. Allocations of surplus to Class ‘A’ and Class ‘B’ members. (Member fees have been reduced, and software margins have been reduced as a result of these allocations) 
Allocations to all members have been accounted for as per the direction of the Board. K 1’s representing the balance of surplus will be mailed to members in the next few weeks. Final tax calculations are being entered by our CPA’s and statements will be presented to the membership on Monday, April 14, 2008.
Steel Plus Processing: Over the past number of weeks, we have continued to develop plans and details for SPPC, Inc. We have discontinued any development or discussion regarding the Texas center and have focused our planning on the center in Columbia City, Indiana.
                                                                                                                                          2)

We are finalizing some of the recommendations for the Board relative to this project: 
1. Location would be in Columbia City, Indiana

2. We are evaluating 2 sites : a)Rented facility (10 year lease) 6 acres paved property  (site plan and area plan attached. Estimated rent $85,000 per year(net, net, net). b) owned land (approx> 39 acres) adjacent to U.S. Route 30.
3. We have had positive discussions with SDI regarding pricing and inventory supply.
4. Lead time for Python is 14-16 weeks from date of purchase order. For clarification, there has been no purchase order issued to date.
5. Detailed financials will be sent to board prior to Annual Conference

NASA Alliance: We have continued to move forward with this plan. Following our January Board meeting, the NASA Board, as well as the NASA supplier council have approved this direction. We have reviewed the operational supplier lists and will be communicating these new suppliers to SPN members in the next week.
We have discussed the NASA service center member opportunities with SPN members during the recent regional meetings and will be communicating final contact lists in the next few weeks.
Meetings with NASA mill suppliers will begin following both of our annual meetings. We are confirming that there will be no direct costs between our organizations, however, for the operational and service center rebates that flow through NASA, the NASA office will retain between 2-3%. We will receive an accounting of this with each cheque. 
SPN Regional meetings:

Meetings have recently been conducted in most regions with SPN members. The following is a summary of responses to major initiatives and programs:
1. There is no resistance or negative reaction to our SPN, Inc. (c corp) direction

2. There is broad support for the alliance with North American Steel Alliance.
3. There is broad support for the development of an “affiliate member” program. Recommendations were centered on increasing the initiation fee and moving the 1 year qualifying period to 2 years. The concept of the affiliate member paying higher fees and rebate fees is widely accepted.
                                                                                                                                        3)

4. There is  support for the concept of a “100% owned” SPN steel center in Indiana. There is also significant concern expressed by members.
a) Mill purchasing members see little direct benefit

b) Mill purchasing members have expressed concern for using SPN capital to finance businesses that (in effect) help smaller fabricators to compete with larger players.
c) Is SPN sufficiently capitalized to sustain growth?
d) Concern over reaction from existing steel service center partners 

e) Very little support for a center in Texas

f) Members are focused on a center that will provide them with immediate benefit. Location is important.
g) Many members have expressed support for SPN businesses that create profit to increase share value
h) Members have expressed concern over a weakening economy

i) Members have expressed support for the concept that will add value to their future business
j) Members are looking to the Board for direction and recommendation.

SPN Captive: As reported previously, we have approx. 12 members (U.S. based) who have submitted data for the study on a captive insurance program for SPN. Our consultants are evaluating the opportunity for a smaller group. In addition, we will try to meet with representatives of AISC at this week’s steel show in Nashville to identify alternative programs.
We have also had discussions with the folks at NASA who are also exploring this concept.
Internally, we intend to provide data to the interested 12 SPN members relative to their existing premiums and the opportunities for an “owned” captive program through Steel Plus Network.
SPN Suppliers: I have been asked to provide an update on the status of our relationship with existing Steel Plus suppliers. Let me preface this discussion with an overview that states that most of our suppliers value the relationship that they enjoy with Steel Plus members…… through Steel Plus Network!
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Canada: our relationships in most regions continues to be strong. However, in Atlantic Canada, Russell Metals wants to do a central bill arrangement at 1% 10 days, we believe that we can be successful at 1% 20days. (Some members in Atlantic have accepted other steel suppliers in Atl. which threatens this relationship)
 In Quebec we are secure, although we continue to negotiate a central bill relationship, with Leroux Metals. 

We do not have a relationship with Russell in Ontario. Our relationship with Salit Steel (Ontario) is strong.
All other Canadian relationships are good, although, they are constantly challenged by individual member buying patterns.
In the United States, our relationships with Steel suppliers are in jeopardy. Triad metals joined the network 4 years ago when their volume with Steel Plus Network members was approx. $5 million dollars per year. We have just received our 2007 sales numbers with Triad at over $13.5 million dollars. Triad’s position is that this volume increase is primarily due to the rising steel prices over the past three years and has nothing to do with any value that Steel Plus Network has added over the years. We disagree!!!!
Just during the past year we have arranged meetings with Triad personnel and SPN members on a number of occasions in Pennsylvania, Ontario, and at our convention. We have promoted Triad to the Ontario members related to their stated development in Toronto. We have seen their business increase with Atlantic Canada members and Quebec members as we have promoted our Triad relationship with these members.
Triad has indicated that the only way that they will continue our relationship is if we are willing to index our sales programs to past levels. We have responded by saying that we are willing to convert our program from a dollar program to a tonnage program. We continue to discuss this issue with Triad.
The program with O’Neal Steel in the Midwest will discontinue. Our members in the Midwest do not purchase from O’Neal. There will be no rebate volume lost as a result.

The program with Chatham Steel (Georgia) will discontinue. We have two members who buy from Chatham Steel, however, from a prior relationship, these members have purchased directly from Chatham and rebates and volume do not go through SPN. The program that was put in place with Chatham years ago, does not provide rebates to SPN because of high plateau levels.
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Our programs with companies like, Fastenal, Sherwin Williams, Praxair, Canam. Technyx, detailing companies, etc. continue to grow.
With regards to our steel programs, I believe that our new relationship with NASA, and the development of SPPC, will be the catalyst to growth in our business in the years to come. 
SPN Staff Recruiting: As previously announced, Matt Chapman has joined Steel Plus  Network as Regional Manager for English Canada and the Western, United States. Matt lives in Edmonton, AB. For clarification, the Director, Purchasing maintains relations with our members in Quebec ( French Canada).                                                                                                                                  
I am pleased to announce the appointment of Bob Winchester to the position of Regional Manager for the Eastern United States. (Midwest-east). Bob has a wealth of experience in the steel industry, is a former employee of Groupe Canam, and is well respected by his industry peers. Bob lives in Kansas City, but will be relocating to St. Louis in the near future. I will be sending out an announcement on Bob along with details on his background to the members later this week.
We are at the short list phase with our succession searches for Mgrs, IT, and Purchasing. I will communicate our results to the Board in the weeks to come. 
Jupiter, Florida convention: Planning for the SPN annual conference and meetings is on schedule.
The SPN Board meeting will be held from 8:30am to 10:30am on Sunday morning, March 13, 2008. Rooms have been booked for  Board members from Sat., April 12-Wed., April 16, 2008. 
January, 08 Board minutes: As previously reported, at the request of the Board, we have sent preliminary Board minutes to John Brunjes for opinion and editing. John has advised that, due to unexpected work load, these have been delayed.  He will have these back to us in the next week, and I will forward them to you.
If you have any questions, please call me.

Yours truly, tom
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