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January 3, 2008

To: SPN Board of Managers

From: Tom Smith

Subject: January Report
Gentlemen and Babette;

In advance of our January 14, 2008 Board meeting, the following report outlines our year end estimates for 2007, as well as an update report on projects and plans for 2008.
Year End Dec 31, 2007
Financial results for fiscal 2007 will fall slightly short of our latest estimates due to increases in professional fees, as well as reserves for delinquent members, however, will not significantly affect our year end distributions as projected in November 2007. Internal financial statements for y/e December 31, 2007 are included in the Board kit.
Financial Systems: We have successfully converted our financial reporting system to the AccPac Sage accounting software system. We will close out 2007 using our QuickBooks accounting system and begin reporting through AccPac commencing January 2008.
Bank Accounts: All SPN LLC bank accounts have been converted to SPN Inc. effective January 1, 2008. We have kept SPN LLC chequing accounts active through January 2008 to cover any outstanding cheques from 2007. All GIC and SPN sweep accounts have been converted to SPN Inc.
SPN draft Policies: As per previous presentations, attached in the Board kits are proposed operating policies for SPN LLC. The policies for presentation at the January meeting are: a) revenue recognition; b)Fixed asset capitalization; c)Investment policy; d)Employee expense refund policy; e) Foreign currency exchange policy; f) Related party transactions. These are found in Tab 4 of the Board kit.
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SPN Steel Processors (Texas)
A detailed business plan and financial plan for the “start up’ of a new processing center in Midlothian; Texas is included in the Board kit as a separate package. Site proposals and capital expenditure requirements are also included in the package.
The plan is to be discussed in detail on the second day of the Board meeting, Tuesday, January 15, 2008.

Steel Service Center Acquisition Plan
As per the discussions at the September Board meeting, we have developed a strategy for investigating and acting on opportunities in the steel service center sector of the industry.
In a separate Board kit, we have included a position statement on our recommended strategy ‘going forward, along with research that has been done on independent steel service centers in the Midwest U.S. market and the Northeast U.S. market. 

As per our discussions at the September Board meeting, we have intentionally steered clear of the Canadian service center market so that there would be limited “direct” conflict with our strong network of regionally based steel service centers in Canada.

We have also included in the Service Center acquisition kit folder, proposals from two premier Mergers and Acquisition companies from the Northeast United States. Along with John Brunjes, we researched and interviewed M & A firms during the late fall, to determine strategic alignments and fit with Steel Plus Network’s vision and objectives. These two firms have experience in our sector and are able to bring forward the resources that we will need to move this initiative forward. These resources include additional research, initial contact with prospects, financing vehicles and identifying and securing ‘like minded” equity partners that ‘fit’ our goals and objectives.
I believe that it is appropriate at this time to recommend the Westbury Group of Southport, Connecticut as the candidate that I believe best suits our company and our members in this endeavor. I believe that they exhibit an understanding of our company make-up along with shared values of our strategic direction.

The Board discussion of this initiative is scheduled for Tuesday Morning, January, 15, 2008.
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NASA (North American Steel Alliance)

As reported previously, we have been working with the North American Steel Alliance (NASA), to develop a partnership opportunity that will successfully leverage the buying power of our two organizations. Simply put, NASA is a buying group for North American Steel Service Centers and Steel Plus Network is a buying group for North American Steel Fabricators.
The objectives for this partnership would be ;

1. To provide SPN access to the NASA “Steel Mill” rebate programs.

Examples: Atlas Tube, Gerdeau/Ameristeel (now including Chaparral Steel), SDI, Ipsco, Amico, BullMoose Tube, etc. 
2. To provide SPN access to the NASA “operations” rebate programs.

Examples: Office supplies, Materials handling, Transportation, etc.
3. To establish a volume rebate program with “participating” NASA steel service center members.
4. To provide NASA/SPN with new “Mill” purchasing volume to leverage increased rebate plateaus.

5. To provide NASA members with potential new “related” customers.

6. To provide SPN members with additional steel supply sources.

A map illustrating the locations of the NASA service center members that have expressed initial interest in a rebate and supply program with SPN is attached. We have also illustrated the location of participating Steel Mills and the location of our United States members on the attached map.
As previously mentioned, at this time we have agreed to “grandfather” existing SPN ‘service center’ supplier partners. However, it should be noted that this new relationship will provide increased competition to existing U.S. SPN suppliers, who may see this as a threat to their existing relationship with some of our members. It is our belief that this new opportunity will be well received by our members as additional Steel Plus Network benefits and an opportunity for increased supply sources.
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Central Billing System: (Tab 8)
Attached with the Board kit is a position paper on our central billing initiative. At present we have identified five suppliers that have presented proposals to SPN.
The critical issue for Steel Plus with regards to the Central Billing initiative is credit risk. We believe that we have the systems in place (some are in final testing) to efficiently manage a central billing program, however, credit protection for the organization and its members is essential. Members will be required to post letters of credit, guarantees, or some form of liquid security if we are to protect our interests.
The ability for members to obtain additional credit facilities from their lenders will be an important element in our development of this program. It is also important to recognize that these additional credit facilities will be critical for Steel Plus Network, in order to obtain the necessary lines of credit from our key lenders.

SPN Captive insurance project:

Attached in Tab 9 of the Board lit is a status report of member responses to the Captive insurance questionnaires. Our insurance consultants are analyzing the feasibility of the project based on the current level of interest and we will communicate our progress early in the 2008.

2008 SPN Operating Budget:

The proposed 2008 SPN operating budget is located in Tab 10 of the Board kit. Key elements of the proposed business plan are contained in this outline and are reflected in the revenue and expense streams in the 2008 budget.

We have not allocated any revenue from the proposed Texas processing joint venture at this time. Any additional costs to SPN (proposed additional personnel, supplies, telecommunications, etc.) are included in total in the SPN and not allocated at this time.
SPN Personnel Recruiting:

At present we are recruiting for an IT Solutions Manager. We have retained the services of Groupe Ranger of Montreal for this search. As well, we have networked with existing technology partners in this effort.
We are recruiting a successor for Mr. Guy Cyr as Director, Commercial Agreements. Guy will retire in July of 2008 and it is our plan to appoint a successor by April, to allow for a transition period.
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We are also recruiting a Director of Member Relations and Recruiting for SPN. We hope to fill this position by March of 2008. Both of these searches are being led by Djandji and Associates of Montreal. The current position of Director, Business Development will be eliminated and some current duties may be re- assigned.
We are also completing an internal search for an Admin. Assistant for our accounting dept., that should be completed by the end of January.
SPN (toll free number)

This is to advise that we have established a Toll Free phone number for the exclusive use of the Board of Managers and staff of Steel Plus Network.

The new number is 1- 866- 939- 6363.
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