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The Steel Weekly

* Per the enclosed analysis, based on historical data, we believe the decline
in long product pricing will be less than that for flat products in the
current steel sell-off.

* Due to the domestic industry being coke short, we estimate blast furnace
steelmaking would have to fall nearly 25% for any impact to be felt on
met coal demand or pricing.

e Australian recycler SMS writes down inventory in its recently reported
September-ending fiscal quarter as overseas customers are either
demanding a lower price than earlier agreed to amounts or turning back
material all together.

* Metals USA 3Q08 earnings recap is enclosed.

e The ABI, a harbinger for non-residential construction spending, declined
6.2 points sequentially in September to 41.4.
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Long Product Pricing Trends Versus Service Center Inventory

We analyzed long product pricing trends against service center bar inventories and rebar imports to get
a feel of what realizations could do in the pending downturn. In summary:

e Rebar selling price has been less volatile than hot rolled coil, even though MSCI monthly
demand trends for bar products have been more variable than those for flat rolled.

e During the 2003-2005 pricing cycle and 1HO8 steel product appreciation, rebar price swings
have been less than those for hot rolled.

e There is significantly less bar inventory in the service center channel than in the 2003-2005
pricing cycle.

e  Over the last fifteen years, rebar pricing has seemingly been impacted very little by import
volumes.

The above would imply the pending downturn in rebar pricing will be less severe than that for flat
rolled products. A graphical discussion follows.

Rebar pricing has, through 2007, been much more stable than hot rolled coil over the same course of
time. Per the below, rebar has appreciated slightly less in 2008, on a percentage basis, than hot rolled
has, and its price swings in 2003-2004 were less.

Exhibit 1: Trends in Rebar Price Through October 2008
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Exhibit 2: Trends in HRC Price Through October 2008
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The lesser volatility in rebar pricing than that for hot rolled is modestly surprising, given that month-
over-month demand changes for bar products, per MSCI data, are greater than that for flat rolled. All
things being equal, we would expect hot rolled, with its seemingly flatter demand schedule, to have
lesser pricing variability. That is not the case.
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Exhibit 3: Month-Over-Month Demand Trends Rebar And HRC

MONTH OVER MONTH DEMAND TRENDS REBAR AND HRC
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MSCI bar inventories have not shown the volatility that flat rolled inventories have over the last fifteen
years. The former have shown a mostly downward trend, while flat rolled inventories have been much
more variable. There is strikingly less long product inventory now than in the last 2004-2005 price
decline, with bar product inventories at fifteen-year lows.
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Exhibit 4: Carbon Bars Non Seasonally Adjusted Inventory Tons
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Exhibit 5: MSCI Flat Rolled Inventory Trends Through August 2008

MSCI FLAT ROLLED INVENTORY TRENDS THROUGH AUGUST 2008
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We note the little correlation between rebar import levels and pricing over the long term, and the lack
of current imports even at this historically highest sales price is surprising.

Exhibit 6: Trends in Rebar Import vs. Price Through August 2008

TREND IN REBAR IMPORTS VS. PRICE THROUGH AUGUST 2008
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Why Domestic Met Coal Demand Should Stay Strong

We remind readers that our domestic steel industry is coke short, with imports supplying a formidable
portion of our requirements. At all ranges of reasonable met coal prices, it is far more economically
attractive to use own make coke than imports. Per the below, we estimate that domestic steelmaking
capacity would have to decline nearly 25% for 2009 met coal demand to be affected.

Exhibit 7: Estimated Met Coal Requirements

2008 estimated US blast furnace production (000 tons) 37,697
tons of coke required to support above steel production (000 tons) 15,079
2008 estimated imported coke (000 tons) 3,414
2008 calculated own make coke (000 tons) 11,665
annual steel production supoorted by own make coke (000 tons) 29,162
% reduction in BF utilization needed to impact domestic met coal requirements 23%

Source: US Census & IISI

This is why we expect met coal pricing should hold up much better than other steelmaking materials’
price in the current downturn.
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Met Coal Iron Ore Update

The 10%-40% Indian iron ore contract price increase, backdated to April 1 of this year and announced
early last week for its domestic customers, was significantly less than what would have been in line
with the recent Australian-Sino annual price agreement. The 10% increase is slated for lowest quality
fines while the higher 40% adjustment will be for lump ore. Contract negotiations between the Indian
sellers and Asian contract consumers are expected to commence the first week of November.

China’s comments of the need to maintain one worldwide iron ore price is noted. Its threat that Indian
spot ore will not be imported next year if there is a discrepancy between it and Australian price is
newsworthy. The Chinese are intent on setting the worldwide iron ore price based on their negotiations
with the Australians, minimizing the impact Indian selling price has on the market. To date we have
heard little Indian resistance.

Scrap Space Update

Local business press reported that SCHN Hawaii has stopped accepting deliveries of ferrous materials,
effective immediately. The bulk shipper that removes auto body scrap has dropped SCHN from its
pick-up schedule, highlighting the weakness in demand from the Asian consumer.

Recycling Today has reported that with October’s drastic decline in scrap realizations, buyers are
demanding significant concessions on already agreed to sales prices. This has caused significant
disruption to the market, and has destabilized price significantly. We take away from Australian
recycler SMS’ earnings call last week that write-downs of European inventory were recorded for the
accounting period ending in September, and that no guidance was being offered for the Company’s
next fiscal quarter due to high uncertainty in the market.

Industry Update

Page 8



N—) LONGBOW Research October 27, 2008

Metals USA Reports 3Q08 Earnings

Last week Metals USA reported 3Q08 net income of $36.0, compared to a $3.4 million dollar loss the
previous year. Adjusted EBITDA was $90.1 million versus $36.1 million in last year’s comparable
period. Market conditions were reportedly favorable; the Company’s CEO expects 4Q08 to be
comparable to past fourth quarters. (In 4Q07, Metals USA earned $8 million on $420 million
revenues.) Book inventory values were reported reasonable, but the Company intends to bring tonnage
levels down significantly in 4Q08. Although both housing-related end markets and automotive remain
weak, the roofing segment was reported strong. Metals USA stated it has taken advantage of export
opportunities to Central America and regions of Africa. Defense spending is expected to remain
favorable going forward.

The below graph illustrates Metals USA outperforming its peer, RS, with respect to operating margins
in the past two quarters.

Exhibit 8: Metals USA Operating Margin vs. RS
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August’s Nonferrous Scrap Export Volumes Remain Elevated

Although we expect them to be off considerably in September, nonferrous scrap export volumes
declined only 1% in August from the previous month, and remain 27% higher than last year’s
comparable period. Aluminum, 59% of total, decreased by 9% sequentially, and was slightly offset by
copper, 31% of total, which increased 14%. Year-to-date nonferrous scrap export volumes are up 34%.
The following graphs and table provide an overview of recent nonferrous scrap export trends through
August.

Exhibit 9: Nonferrous Scrap Exports & Trade Weighted Dollar Index

Nonferrous Scrap Exports & Trade Weighted Dollar Index
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Exhibit 10: August 2008 Nonferrous Scrap Exports

August 2008 Nonferrous Scrap Exports
Pounds m/mA y/iyA YTDA

Tin Scrap (Ib) 2,059,104 -43% -1% 14%
Base Metals Scrap (Ib) 6,842,179  55% 218% 11%
Nickel Scrap (Ib) 8,320,594 7%  -36% -48%
Zinc Scrap (Ib) 25,280,580 12% 34% 1%
Lead Scrap (Ib) 29,400,589 -1% 18% 72%
Copper Scrap (Ib) 219,213,978 14% 11% 5%
Aluminum Scrap (Ib) 425,524,860 -9%  40% 57%
Total Nonferrous Scrap Exports 716,641,884 -1% 27% 34%

Source: US Census
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Exhibit 11: August 2008 Nonferrous Scrap Exports

August 2008 Nonferrous Scrap Exports
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September North American Vehicle Production Updated

Total vehicles produced in North America during September were 1.1 million units. Actual production
was 4% lower than Ward’s most recent forecast. On a year-over-year basis, September’s production
has decreased 10%. The following graphs show recent monthly and historical yearly trends. FY08 total
North American vehicle production is forecast 13.32 million units.

Exhibit 13: Total North American Vehicle Production & Forecast
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Exhibit 14: Yearly North American Vehicle Production

Yearly North American Vehicle Production

195 - = = =
L I e ——_—_—__—__,—,—,—,Y,—,—,S"——-_—_L it
33
2
165 - - — - - Be
[
“EEL
- No o
23 = 22
15.0 aukss & RRSB&L
i - [ g@a e g 8o~
c o 22 g 8
2 = 5° "
= 3 =
T 82 S - — = I P et -
= a EmEE
= o A FEREE " B
S 8 8 & g8 2878y & 8
8120 + - —— — — — — N - -8 - —-- - —— - e H-BERRRRER R RN
3 g 8 - a5
o 85 @ = =
a o & = 3
105 - —— — — — — — 8 N et - - - SRR R R R R R R
K3 [~ e ]
2 " 3
s ©8 - © &8
> 90 +————— 88 S Fitiiiiiiiat SB— L
g 3
g_° ®
75 m--H-EANEE R R R AR AR AR R R R R R R RN R R R
2
& N &
- e
o k=)
s0 M NESEEEEEEEEEEEEEEEE R R R EEE R R R R R R N ]
o
a
45 4 — —
o _ _ _ ~ ~ ~ - ~ ~ - o o ~ ~ N N ™
2 2 2 2 2 3 3 3 2 2 2 2 2 2 2 8 8 8
& 8 8 8 8 9 9 9 8 8 8 8 8 8 8 8 8 8
g 3 3 3 3 N a 3 2 b 3 8 8 8 8 8 & 8
m

Total North American Vehicle Production (in millions)

Industry Update Page 12



) LONGBOW Research

October 27, 2008

The ABI Declines Month Over Month in September

September’s Architectural Billings Index (ABI) decreased to 41.4, down from 47.6 in August. The

ABI is a leading indicator for nonresidential construction spending, and is best correlated when lagged
five months.

Exhibit 15: Architectural Billings Index
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Below we have graphed current construction spending versus deflated spending through August of this
year. This trend shows how volumes of materials used in nonresidential construction are beginning to
trend downward year-over-year in recent months, even though being higher in current dollar terms.

Exhibit 16: Private Construction Spending Nonresidential (currentvs. 1993 dollars)

Private Nonresidential Construction Spending; Millions of Dollars
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$40,000
2
s
3
a
S $35,000
@
e
S
H]
£ $30,000
= $25,000
o
S $20,000
$15,000
°
s
H
o
$10,000 T —— T — T
PPFIP I PP IS PR PP LIS II LIPS EL LIS P
Y N Y Y Y N Y FE Y F I E Y FE Y Iy
Total Private Construction Nonresidential Spending (millions) === Private Construction Spending (millions of 1993 dollars)
Source: BLS, US Census

Industry Update

Page 13



N—) LONGBOW Research October 27, 2008

Electrical Steel Cost Inputs Continue to Decline in October

The below graph illustrates the main cost inputs factored into ATI’s electrical steel surcharge. The
posted surcharge is set to decline through December and be $0.263 per pound in that month. Natural
gas is used as the energy cost due to extensive annealing during the manufacturing process. Using the
below cost inputs, we see lagging them with the surcharge two months provides the best correlations.
Electrical steel surcharges have come down significantly from their September peak of $0.5835 per
pound. Despite costs declining, domestic producers stated they received double-digit price increases
for FY09.

Exhibit 17: ATl Grain Oriented Electrical Steel vs. Cost Inputs

ATI Grain Oriented Electrical Steel vs. Cost Inputs
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Exhibit 18: Independent Electrical Steel Cost Components Lagged Against ATI’s Surcharge

Independent Electrical Steel Cost Components Lagged Against ATI's Electrical Steel Surcharge

r 100.0%

- 90.0%

- 80.0%

r 70.0%

I 60.0%

- 50.0%

Lagging Correlations

- 40.0%

|Best Lagged Correlation = 2 Months | t 30.0%

20.0%

0 -1 2 3 -4 5 6
Months Lagged
=== NYMEX Natural Gas Futures Contract Final Settlement Prices ====Silicon Ferro North America in $/lo Prompt US in $/ton
Source: LBR

Industry Update Page 14



*9;" LONGBOW Research October 27, 2008

Steel Industry Charts
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Rebar prices are $986 per Bar, merchant products, Reinforcing bar, grade 60, no. 5, $/ton
ton in October, a 2%
decrease from the previous $1.200 4
month. With the most
recent price adjustment, $1.000 |
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Weekly domestic
steel production was
1,744,000 tons and
capacity utilization
is 73.1%. Year-to-
date production is up
1.1%. These are the
lowest utilization
levels since 4Q06.

Stainless steel (grade
304) prices will decrease
in November (-10%

sequentially to

$1.9548/1b). Base prices

are unchanged.
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LME Nickel Price /Ib
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Service center

demand for steel MSQ Service Center Demand for Total Steel Products
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Service Center Demand = Shipments + (Current Inventory - Prior Month's Inventory)

Monthly Import Licenses: Carbon & Alloy Flat & Long Product Imports
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Stainless steel
imports, strongly
correlated with
domestic prices, are
likely to decline in
October.

World steel
production in
September is 2%
lower than the similar
period last year.
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Total Construction Spending
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Private Nonresidential Construction Spending
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Worldwide Rig Count
4,000
Worldwide rig counts
were up 12% in
September over the
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prior year.
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Manufacturer Shipments of AHAM 6 Category Appliances to U.S. Retailers
By Month (1999-2008)
5,250
Appllgnce ghlpments 4500 |
to retailers in
September declined 3750 1
17% year over year g
¥y . y 8 3,000 A I
to 3.9 million. 2
(9]
§ 2,250 -
2
2]
1,500 -
750 1
01 JAN FEB MAR APR MAY JUN JUuL AUG SEP OCT NOV DEC
m1999| 2,465 2,941 3,638 2,850 2,807 3,698 2,904 3,140 3,623 2,982 3,001 3,629
02000| 2,595 2,935 4,128 2,865 2,965 3,977 2,709 2,882 4,099 2,824 2,711 3,719
®2001 2,378 2,794 3,824 2,767 2,804 3,757 2,765 3,207 4,120 3,021 2,863 3,932
m2002| 2,596 3,115 4,126 3,005 3,234 4,003 2,892 3,198 4,092 3,077 3,330 4,118
02003 3,074 3,236 4,073 2,943 3,151 4,211 3,217 3,508 4,524 3,173 3,341 4,044
B2004| 3,097 3,425 4,659 3,323 3,426 4,558 3,301 3,779 4,785 3,374 3,581 4,746
02005| 2,833 3,442 4,640 3,262 3,556 4,713 3,276 3,969 5,005 3,814 3,768 4,727
B2006| 2,965 3,512 5,111 3,436 3,582 4,540 3,362 4,027 4,765 3,328 3,397 4,634
m2007| 2,625 3,245 4,649 3,333 3,505 4,594 3,204 3,562 4,690 3,291 3,224 4,138
02008| 2,450 2,869 4,225 3,050 3,278 4,158 3,164 3,200 3,883 0 0 0
Source: AHAM
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The Baltic Capesize
Index is averaging 2,862
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Freight Rates vs. Trade Weighted Dollar

in October, a sequential 120 - 20,000
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index is down 81% year 15 1 - 18,000
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weighted dollar index is 110 1 16,000
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NUE vs STLD vs AKS vs X vs CMC

Industry Update
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SCHN vs GTI vsSTEEL
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STEEL Index vs S&P 500
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Steel Industry Valuation Summary
Most Recent Year End Consensus Valuation
Classification Market | Rev. per EBITDA/Book Val/ Ent Val/ | Current Current  Next Price/ Fwd Price/ EV/ Price/
$ values in millions Cap Share E.P.S. Share Share Share | Quarter Year Year | Earnings Sales EBITDA Book
Mini-mills 4,073 5459 291 7.10 14.76 22.31 0.93 3.79 3.37 3.5 0.27 3.32 0.89
Integrated Mills 6,029 85.07 4.47 11.19 24.36 29.38 222 7.42 6.35 29 0.23 272 0.81
All Steel Producers 5,277 7334 387 9.62 20.66 26.66 1.72 6.02 5.20 3.1 0.25 2.89 0.84
Distributors 610 93.73 3.39 8.72 25.79 28.10 1.14 5.03 3.48 3.5 0.16 3.10 0.59
Recyclers 1,746 18.90 0.54 2.09 4.7 9.00 0.15 0.93 NM 3.3 0.2 4.3 0.6
Fabricators 1,736 4174 290  6.60 19.65 24.09 0.72 3.04 3.10 6.7 0.47 3.57 0.96
Pipe & Tube 3,446 3093 206 4.67 16.98 20.06| 0.72 259 3.87 6.1 0.54 3.66 0.91
Total Steel Industry 3,383 60.72 3.21 7.86 20.02 24.70 1.25 4.54 4.16 4.4 0.33 3.23 0.84

Recent Stock Performance of Our Steel Coverage Universe

Company Ticker October 26, 2008 Week YTD 6 months LT™M

U.S. Steel (B) X $34.68 -15.9% -71.3% -76.7% -67.0%
Nucor Corp (B) NUE $35.01 4.3% -40.9% -52.3% -43.8%
Steel Dynamics (N) STLD $9.59 9.6% -67.8% -72.3% -64.5%
Commercial Metals (N) CMC $9.39 -5.0% -68.1% -68.6% -72.7%
Gerdau Ameristeel (B) GNA $5.11 -16.4% -64.1% -67.0% -60.5%
A K Steel (B) AKS $11.61 -8.3% -74.9% -81.9% -77.5%
Reliance Steel & Aluminum (N) RS $19.53 -22.5% -64.0% -67.3% -65.3%
Olympic Steel (N) ZEUS $17.67 3.7% -44.3% -61.6% 28.7%
Worthington Industries (N) WOR $10.90 0.0% -39.0% -36.9% -55.1%
Schnitzer Steel (N) SCHN $22.86 -14.9% -66.9% -73.1% -69.4%
Graftech (N) GTI $6.21 -19.5% -65.0% -69.4% -67.6%
Cleveland Cliffs (B) CLF $24.56 -12.3% -51.3% -68.9% -48.7%

*(B) - BUY, (N)- Neutral, (S) - Sell, (NR)- Not Rated
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B. Richard, CFA
216-525-8430

L. Folta
216-525-8408
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Analyst Certification:

The research Analyst(s) who prepared the research report hereby certifies that the views
expressed in the research report accurately reflect the analyst(s) personal views about the subject
companies and their securities. The Research Analyst(s) also certifies that the Analyst(s) have
not been, are not, and will not be receiving direct or indirect compensation for expressing the
specific recommendation(s) or view(s) in this report.

Ratings Distributions for Longbow Research:

Rating Category Count Percent
Buy 56 34.8%
Neutral 103 64.0%
Sell 2 1.2%

RATING SYSTEM: “Buy” means that Longbow Securities expects total return to exceed 10% over a
twelve-month period. “Neutral” means that Longbow Securities expects total return to be
within a range of plus or minus 10% over a twelve-month period. “Sell” means that Longbow
Securities expects total return to be negative by greater than 10% over a twelve-month period.

DESCRIPTION: Longbow Securities is a third-party research provider established in 2003 and
headquartered at 6000 Lombardo Center, Suite 500, Independence, Ohio 44131 USA. The
company provides research services to institutional investors, investment advisers, and
professional money managers.

DISCLAIMER: The information, opinions, estimates, and projections contained in this report were
prepared by Longbow Securities and constitute the current judgment of Longbow Securities as
of the date of this report. Additional information may be available from Longbow Securities upon
request. The information contained herein is believed to be reliable and has been obtained from
sources believed to be reliable, but LLongbow Securities makes no representation or warranty,
either expressed or implied, as to the accuracy, completeness, or reliability of such information.
Longbow Securities does not undertake, and has no duty, to advise you as to any information
that comes to its attention after the date of this report or any changes in its opinion, estimates, or
projections. Prices and availability of securities are also subject to change without notice.
Longbow Securities does not make a market in any securities, nor does it hold a principal
position in any security. However, any officer, director, or stockholder of Longbow Securities or
any member of their families may have a position in and may from time to time purchase or sell
any of the securities mentioned or any related securities. Additional information concerning
Longbow Securities is contained in its Disclosure Brochure, which contains information required
by Part Il of Form ADV and is available at www.longbowresearch.com, or by calling (216)
986-0700. By accepting this report, the reader acknowledges that the report does not purport to
meet the objectives or needs of specific investors, and, accordingly, constitutes only “impersonal
advisory services” as that term is defined in Rule 204-3 under the Investment Advisers Act of
1940 and that any advice in this report is furnished solely through uniform publications
distributed to subscribers thereto within the meaning of Section 2(a)(20)(i) of the Investment
Company Act of 1940.
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