RUsSEL METALSINC.
M ANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2003

The following management's discusson and analyss of financia condition and
results of operations of Russd Metds Inc. and its subsidiaries (Russdl Metds
or the Company) provides information to assst the reader and should be read
in conjunction with the audited Consolidated Financid Statements for the year
ended December 31, 2003, including the notes thereto. Statements contained
in this document that relate to Russd Metals beliefs or expectations as to
certain future events are not statements of historical fact and are forward-
looking statements. Russdl Metals cautions readers that there are important
factors, risks and uncertainties, including but not limited to economic,
competitive and governmenta factors affecting Russd Metds operations,
markets, products, services and prices that could cause the Company's actua
results, performance or achievements to be materidly different from those
forecasted or anticipated by Russel Metds in such forward-looking
gatements. All dollar references in this report are in Canadian dollars unless
otherwise stated.

The Management's Discusson and Andysis includes a number of measures
that are not prescribed by generdly accepted accounting principles and as
such may not be comparable to smilar measures presented by other
companies. The Company's definition of gross margins, segment operating
profits, EBITDA, coverage ratio, and inventory turns are provided n the
sections where used.

Overview

Russel Metds is one of the largest metd didribution companies in North
America based on revenues and tons sold. The Company conducts business
primarily in three metds distribution business ssgments. service centers, energy
sector related pipe, tube, valves and fittings; and sted import /export.

2003 was an active year for Russel Metds highlighted by the acquigtion of
Acier Leroux in July. The Company reported $0.51 per common share
earnings from continuing operations before other costs. The demand for steel
by end users remained a sSmilar levels to that experienced in 2002 in the
service center sector on a same store basis.



The import/export operations experienced lower volumes driven by trade
actions, increased domestic production capacity, the lower U.S. dollar, which
made North American stedl markets less atractive, and the demand for sted
in the Far Eadt, which diverted large portions of internationd sted movements
to China.

The energy sector activity for the first Sx months of 2003 was strong but il
not a levels expected given the high price of oil and gas. However, activity
has increased in the oil country tubular goods (OCTG) area during the last Six
months of 2003.

In 2003, management concentration on working capitd dlowed the Company
to report earnings in the first haf of the year when many of our competitors
had losses. The operations of Acier Leroux have been profitable since the
acquidtion in the third quarter and the rationdization of working capital and
fixed assets has generated profits and significant cash flow.

2002 was a year of contradictions in the stedl sector, and was as unique as
2001, but for different reasons. Severd factors contributed to the record
$0.75 per common share earnings from operations before other codts of
Russel Metas. The North American trade actions, coupled with the financid
weakness of North American sted mills, which caused reduction in capacity,
led to an unprecedented 40% price increase in flat rolled products, including
plate. The supply sSide driven price increases were a odds with the demand
sde fundamentas, which remained static in 2002. The rapid price increases
resulted in inventory holding gains and higher gross margin dollars per ton. In
the case of Russel Metds, these higher per ton margins, despite the relaively
flat demand, enabled the service center segment to generate stronger earnings
than the previous year. In addition, the import/export operations experienced
higher volumes and increasingly strong margins under the umbrédla of the
aforementioned higher stedl prices.

Politica uncertainty and merger and acquisition activity negatively influenced
energy sector exploration and development and caused week drilling activity
in 2002, despite very strong oil and gas prices. This decline in activity led to
lower revenues, gross margins and operating profits in our energy sector
distribution businesses.

Strong baance sheet management resulted in lower borrowings and lower
interest expense. Inventories did climb in the import/export operations during
the later months of the year due to drong activity in our import/export
operations. These elevated inventory levels were reduced during 2003.



Results of Operations

The following table provides a summary of revenues, segment operating
profits (revenue minus cost of sdes and operating expenses excluding
corporate expenses and interest expense) and gross margins (revenue minus
cost of sades) as a percentage of revenues for Russdl Metds operating
segments. The table shows the segments as they are reported to management
and they are consstent with the segmented reporting in Note 13 to the
Company's 2003 Consolidated Financia Statements.

2003 2002
Change Change
(in thousands of dollars, asa% asa%
except percentages) 2003 2002 2001 of 2002 of 2001
Segment Revenues
Service center distribution $ 922,778 $ 750,878 $ 706,173 22.9% 6.3%
Energy sector distribution 297,532 289,623 360,515 2.7% (19.7%)
Steel import/export 283,579 348,055 321,454 (18.5%) 8.3%
Other 13,201 14,719 14,367 (10.3%) 25%
$1,517,090  $1,403275 $1,402,509 8.1% 0.1%
Segment Operating Profits
Service center distribution $ 37903 $ 31516 $ 19352 20.3% 62.9%
Energy sector distribution 13,764 13,612 18,406 1.1% (26.0%)
Steel import/export 13,380 28,090 14,175 (52.4%) 98.2%
Other 4,002 5732 6,177 (30.2%) (7.2%)
Corporate expenses (8,018) (8,539) (7,489) 6.1% (14.0%)
Operating profitsfrom continuing operations $ 61,031 $ 70411 $ 50621 (13.3%) 39.1%

Segment Gross Margins
as a % of Revenues

Service center distribution 26.4% 26.8% 24.9%
Energy sector distribution 11.6% 13.1% 13.9%
Steel import/export 10.8% 14.3% 9.4%
Total 20.9% 21.3% 19.0%

Segment Operating Profits
as a % of Revenues

Service center distribution 4.1% 4.2% 2.7%
Energy sector distribution 4.6% 4.7% 51%
Steel import/export 4.7% 8.1% 4.4%
Total 4.0% 5.0% 3.6%




Service Center Distribution
a) Description of operations

The Company provides processing and distribution services to a broad base
of more than 18,000 end users through a network of 58 Canadian locations.
In addition, the Company has 4 U.S. locations. The Company's network of
sarvice centers carries a broad line of products in a wide range of Szes,
shapes and specifications, including carbon hot rolled and cold finished sted,
pipe and tubular products, stainless sed and auminum. Russe Meds
purchases these products primarily from sted producers in North America
and processes and packages them in accordance with end user specifications.
The Company services dl mgor geographic regions of Canada and the
Midwest region in the United States.  Within Canada, the service centers
operate under the names Russd Metds, Mé&aux Russel, Drummond McCal,
A. J. Forsyth, Acier Leroux, Acier Dollard, Acier Loubier, Ennisted, Leroux
Sted, RussH Leroux, Poutrelles Delta and Vantage Laser. Heavy gauge fla
rolled operations are conducted by B&T Sted and McCabe Sted, both
located near Hamilton, Ontario. Russel Metals U.S. service center operations
are conducted under the names Russd Metds Williams Bahcall and Badwin
Internationd.  The Williams Bahcal operations focus primarily on the
digribution of generd line carbon products through three fadilities in
Wiscongn. Badwin Internationd distributes specidty aloy products through
its fadility in Ohio.

On July 3, 2003, the Company completed its acquisition of Acier Leroux inc.

The merger plans have proceeded at a faster pace than predicted at the
acquidition date and consequently, management isin the finad stages of merging
the two operations. Prior to its acquidtion, Acier Leroux was a publicly
traded company with sales of approximatdly $471 miillion for the year prior to
the acquisition date. Sales from Acier Leroux's Canadian operations for such
period were approximatdy $401 million. The baance of the revenue was
from U.S. operations, which the Company has discontinued.

The results of operaions of Acier Leroux for the period from acquisgition to
December 31, 2003 have been consolidated in the Russd Metals service
center operations. The U.S. operations, which have been subgtantialy closed,
are reported as discontinued operations and thus are not included in the
sarvice center segment. The fourth quarter charge for discontinued operations
was $0.2 million.



Acier Leroux specidizes in the processng and didtribution of sted products
including reinforcing sted, sted bars, angles, channels, beams, tubing, pipes,
plates and hot rolled sheets from service center locations mainly in Ontario,
Quebec, New Brunswick and Nova Scotia.

In September 2002, the Company purchased the operating assets of a service
center located in Milwaukee, Wisconsin formerly known as Williams Stedl.

This operation has been combined with the Russel Metads Bahcal operations.
Williams Sted had sdes of gpproximately $49 million for the year prior to the
acquigtion date.

b) Factors affecting results

Externd —

. ded pricing fluctuates sgnificantly throughout the cydle. Sted prices
are influenced by overdl demand and by product availability.

o demand is significantly affected by economic cycles with revenues and
operding profit fluctuating with the level of generd business activity in
the markets served. Recent currency fluctuations could adversely
affect the Canadian economy.

. product availability is affected by supply sde management practiced
by sted producers in North America and internationd supply and
demand which impacts sted imports.

° trade sanctionsinitiated ether by sted mills or Governmenta Agencies
in North America, and less directly worldwide.

° Canadian sted service centers, which represent a large portion of the
sarvice center distribution segment operations, are particularly affected
by generd economic conditions and the manufacturing sector in
Ontario and Quebec, and by pulp and paper, agriculture and resource
sector activities in Western Canada, where demand for stedl by the
congtruction and capital goods sectors fluctuates considerably during
the economic cycle.

Internd —

° the Company has a strong strategic network of branches across
Canada, encompassing dl provinces; thus, declines in demand in one
region may be countered by higher demandsin other regions.

o many employees, including management, receive bonuses based on
bottom line results; thus, a significant portion of their compensation is
variable and employees are motivated to maximize profitability.
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° a large portion of the service center costs are fixed and are not
reduced as volume declines, which can negatively impact results when
demand weakens.

o the Company monitors its inventory levels and endeavors to achieve
above average inventory turns in order to postion itself to reect to
pricing and supply changes in the market and to minimize holding
losses. The above average turns mean the Company is able to reduce
the impact of price changes and dtabilize its earnings stream, which
results in stronger earnings in a downturn and compared to our
competitors dightly lower earnings increases when prices increase.

o knowledge of international pricing trends obtained by the sed
import/export operations provides ingght for pricing and buying
decisons.

C) Service center segment results— 2003 compar ed to 2002

Revenues for 2003 increased 22.9% due to the acquisition of Acier Leroux.
Revenues from operations excluding Acier Leroux were approximately the
same as 2002. The operations, excluding Acier Leroux, had tons and selling
prices in 2003, that approximated the same levels as 2002. Alberta and
British Columbia had higher tons due to more activity related to the oil and gas
indudtries and a dight pickup in the pulp and paper indudry in British
Columbia. Ontario flat rolled operations had lower tons whereas the tons in
other regions in 2003 were comparable to 2002. Our manufacturing
cusomers in Ontario have experienced lower demands.  Williams Bahcal
volumes were higher due to the Williams acquigtion, but the operation
continued to be unprofitable due to generally wesk customer demand in the
Wisconsin region. Gross margins decreased from 26.8% in 2002 to 26.4% in
2003. The decline rdates to inventory holding losses versus holding gainsin
2002 in the Russel Meta's operations.

Service center operating profits in 2003 increased $6.4 million or 20.3%
compared to 2002. Thisincreaseis aresult of the acquisition of Acier Leroux
patidly offsst by lower operating profits in cetan of the remaning
operations. The lower operating profits in the Russel Metds regions in 2003
excluding Acier Leroux resulted from the gross margin decline.  Operating
expenses for the operations excluding Acier Leroux were reduced $1.5 million
in 2003.

Operating profits as a percentage of revenues in 2003 were 4.1% compared
to 4.2% in 2002. In the first half of 2003, prior to the acquisition, the service
center operating profits as a percentage of revenues were 3.5%. In the
second half of 2003 after the acquisition, service center operating profits as a
percentage of revenues improved to 4.5% due to the acquisition and
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improved conditions across Canada. In the second haf of 2003, revenues
were up 39.0% compared to the first haf of 2003 as a result of he
acquigtion.

d) Service center segment results— 2002 compar ed to 2001

Revenues for 2002 increased 6.3% due to higher sdling prices and
acquisitions compared to 2001. Revenue increases were mogt significant in
British Columbia region due to the acquisition of A. J. Forsyth in October
2001. Volume declines occurred in Alberta due to lower oil and gas activity
and a our U.S. operation, Williams Bahcall, due to genera lower customer
demand in the Wiscongin region and customer facility closures.

The average sdling price per ton was approximately 5% higher in 2002
compared to 2001. The average sdlling price started to increase during the
second quarter of 2002, reflecting price increases implemented by the North
American ged mills. The average sdling price plateaued in the last haf of
2002.

Gross margins improved from 24.9% for 2001 to 26.8% for 2002, mainly a
result of risng sdling prices during 2002 and inventory holding gains.

Service center operating profits for 2002 increased by 62.9% compared to
2001. Thisincrease is a result of sdlling price increases and corresponding
higher gross margins, and the acquidtion of A. J. Forsyth. Operating expenses
for 2002 were $13.6 million, or 8.7% higher than 2001. Approximetely
$10.2 million of the increase in operating codts relates to the British Columbia
region due to the acquigition of A. J. Forsyth.

Operating profits as a percentage of revenues for 2002 were 4.2%, a
sgnificant improvement over 2001 at 2.7% in one of the weakest years on
record for the industry.

Energy Sector Distribution
a) Description of operations

These operations didribute pipe, tube, vaves and fittings, primarily to the
energy sector in Western Canada and the Western United States, from 5
Canadian and 2 U.S. locations. Russal Metd's purchases these products elther
from the pipe processng ams of North American ded mills or from
independent manufacturers of pipe and pipe accessories. The energy sector
operates under the names Comco Pipe and Supply Company, Fedmet
Tubdars, Triumph Tubular & Supply, Pioneer Pipe and Spartan Stedl.
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b) Factors affecting results

Externd —

° affected by economic cycles.

o sgnificantly affected by oil and gas pricing, which impacts ail rig count
and subsequent drilling activities particularly in Western Canada.

. Canadian operations affected by U.S. dollar snce some products are
sourced outside Canadaand are priced in U.S. dollars.

* pricing isinfluenced by overal demand and by product availability.
. trade sanctions initiated either by sted mills or Governmenta Agencies
in North America.

Internal —

o low fixed cogts due to a large portion of inventory stored at locations
rented on a usage basis.

° employees compensation is highly varigble as it is based on profits,
alowing the Company to be profitable throughout the cycle.

C) Energy sector distribution results— 2003 compared to 2002

Energy sector revenues increased 2.7% for 2003 compared to 2002. Stable
oil and gas pricing and more rig activity in 2003 compared to 2002 have
resulted in some volume increases for the oil country tubular goods operations
in Wegtern Canada. Comco Pipe, which distributes pipe, valves and fittings
to other fluid handling indudtries as well as the energy sector and is heavily
involved in project business, had decreased revenue of 24.5% in 2003
compared to 2002. Comco had sgnificant revenues from large projects
during 2002 that did not continue into 2003. Comco's revenues for 2003 are
comparable to 2001.

Energy sector operating profits increased by 1.1% in 2003, compared to
2002. The increase relates to higher volumes in the OCTG operations in
Western Canada. The increase in volumes in the OCTG operations offset the
lower volumes and profitability in our Comco operations due to lower project
business.
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d) Energy sector distribution results— 2002 compared to 2001

Energy sector revenues decreased 19.7% for 2002 compared to 2001.
Lower rig activity for 2002 compared to 2001 have resulted in volume
declines for the oil country tubular goods operations in Western Canada and
the United States.  Although ail pricing is comparable to 2001 levels, the
consolidation of some large players and the restructuring to income trusts have
impacted investment in capital and contributed to lower drilling levelsin 2002.

Comco Pipe had increased revenue of 28.9% in 2002 compared to 2001.
Comco Pipes revenue is more project oriented and as such is not as

dependent on drilling levels.

Energy sector operating profits declined $4.8 million, or 26.0%, in 2002
compared to 2001. The decline is reated to the drop in volume in the ail
country tubular goods operations, partidly offset by increased operating
profits & Comco Pipe due to higher volumes from large projects.

Steel Import/Export
a) Description of operations

Russel Metds sted import/export business primarily imports foreign sted
products into Canada and the United States. It adso exports sted from
Canada and the United States. The internationa presence provides the
Company's other busness segments with vaduable indgght regarding
internationa pricing trends and their potentia impact on sted marketsin North
America

The main sed products sourced by the import/export operations are
sructura beam, plate, coils, pipe and tubing. The operations in this sector are
Wirth Stedl and Sunbelt Group.

b) Factors affecting results

Externd —

. trade sanctionsinitiated ether by sted mills or Governmenta Agencies
in North America.

o mill capecity by product line in North America

o Canadian operaions affected by movement in the U.S. dollar since
purchases are mainly in U.S. dallars.

* ded pricing is influenced by overdl demand and by product
availability both domegticaly and worldwide.
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° demand is affected by economic cycles.

o supply side management practiced by sted producers in North
America and internationa supply and demand, which impacts sted
imports and sgnificantly affects product availability.

Interna —

o operating codts are variable with volume, since inventory is stored in
public warehouses and employees are dgnificantly compensated
based on earnings.

* inventory is sourced throughout the world, including North America,

providing flexibility for sourcing supply.
C) Steel import/export results— 2003 compared to 2002

Stedl import/export revenues decreased 18.5% in 203 compared to 2002.
Sdling prices in 2003 have decreased compared to the high sdlling prices
experienced in 2002. Lack of product availability due to high demand in the
Far East, uncertainty due to Canadian trade actions, increased production by
North American producers and the wesker U.S. dollar contributed to the
reduced revenue and gross margin in 2003 compared to 2002. Gross margins
as a percent of revenue was 10.8% for 2003 and is a more norma level than
the 14.3% reported in 2002. The high margns experienced in 2002 were
directly rdaed to U.S. trade actions, which atificidly induced mill price
increases on flat rolled stedl. In addition in 2002, lack of product from North
American suppliers, who had temporarily banked their sted-making, resulted
in higher sdling prices and margins for inventory on hand.

Sted import/export operating profits decreased by 52.4% in 2003 compared
to 2002. Lower demand and the return to more norma margins both
contributed to this decrease. The reduced revenues and gross margins resulted
in operating profit as a percentage of revenue decreasing from 8.1% for 2002
to 4.7% for 2003.

d) Sted import/export results— 2002 compar ed to 2001

Sted import/export revenues increased 8.3% in 2002 compared to 2001. A
decline in revenue was experienced during the first quarter of 2002 compared
to the first quarter of 2001, when uncertainty existed related to the resolution
of the U.S. and Canadian trade rulings. The U.S. made its ruling in March
2002, while the Canadian Safeguard initiative was under review during 2002.
This resulted in increased sted pricing.  Revenues during the remainder of
2002 were dgnificantly higher than 2001 due to a dight improvement in
customer demand and higher sdlling prices.

10



Sted price increases initiated by North American sted mills contributed to
higher sdlling prices resulting in a stronger gross margin of 14.3% for 2002
compared to 9.4% for 2001. The gross margin as a percentage of revenue of
14.3% for 2002 is higher than norma and declined in 2003.

Sted import/export operating profits increased 98.2% to $28.1 million for
2002 compared to 2001. The increase was mainly related to higher gross
margin. This higher gross margin resulted in operating profits as a percentage
of revenues of 8.1% for 2002 compared to 4.4% for 2001.

Other — 2003 compared to 2002 and 2001
Other revenue and income represents the results of the Company's cod
handling termind in Thunder Bay. Revenue in 2003 was lower than 2002 and

2001 due to decreased cod volumes. The lower volumes resulted in lower
earnings from operations.

11
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The following table discloses earnings from continuing operations net of
income taxes, other codts net of income taxes, unusud items net of income
taxes, and discontinued operations net of income taxes. Earnings per common
share are disclosed to asss the reader in determining results from ongoing

2001 2002 2003

operations.
(in thousands of dollars except per share data) 2003 2002 2001
Operating profits from continuing operations $61,031 $70411 $50621
Interest expense (22,800) (20,324)  (23,017)
Income tax expense on above (14,536) (19,340)  (11,503)
Income tax rate adjustment (900) - 378
Earnings from continuing operations
before other costs 22,795 30,747 16,479
Other costs
Restructuring costs (3583) (2,749) (2,400
Goodwill impairment (2410 - -
Foreign exchange gain (l0ss) 348 261 (1,383)
Debt repurchase costs - - (391
Income taxes recoverabl e on other costs 2137 977 1,627
(3508)  (1511)  (2547)
Earnings before unusual items 19,287 29,236 13,932
Unusual items
Loss on sale of business - - (6,000)
Acquisition costs - - (1,688)
Income taxes recoverable on unusual items - - 2,364
- - (5,324)
Earnings from continuing operations 19,287 29,236 8,608
Net loss from discontinued operations (788) - -
Net earnings $18499 $29236 $ 8,608
Basic earnings per common share from
continuing operations before other costs $ 051 $ 075 $ 037
Basic earnings per common share from
continuing operations $ 043 $ 071 $ o017
Basic earnings per common share
after discontinued operations $ 041 $ 071 $ 017

Earnings from continuing operations before other costs were $22.8 miillion in
2003, compared to $30.7 million for 2002. A sgnificant operating profit
decline in the stedl import/export segment was offset by an increase in service
centers operating profit due to the acquigition of Acier Leroux. Consolidated
revenues for the entire Company increased by 8.1%, to $1,517.1 million, in

12



2003 compared to 2002. The revenue increase relates to the acquisition of
Acier Leroux.

Consolidated interest expense in 2003 increased $2.5 million to $22.8 million
compared to 2002. This is due to higher short-term debt outstanding related
to the acquigtion of Acier Leroux partialy offset by lower exchange rates on
U.S. denominated long-term debt in 2003 compared to 2002.

The rationdization of the duplicate Acier Leroux and Russd Metas operations
in Eagtern Canada has impacted Russd Metds locations. Russe Metds
locations are incurring restructuring cogts related to plant closures, employee
severances and inventory moves. Generally accepted accounting principlesin
Canada and the U.S. require that these charges be included in the income
satement in the period that they occur. Rationaization codts related to the
Leroux facilities are charged to goodwill as a part of the purchase equation.
During 2003, the Company recorded a charge of $3.6 million related to
redructuring a& Russel Metds' locations. In September 2003, the employees
a the Russd Metds' Lachine, Quebec location were told tat the location
would be closed at the end of 2003. Employee severances and pension and
benefits charges related to those employees were accrued at September 30,
2003. Employee related charges for Ontario and Atlantic region restructuring
have aso been recorded during the sx months from July to December 2003.
Adjustments reducing the pension and benefit numbers accrued at September
30, 2003 were offset by costs incurred in the Ontario and Atlantic regions in
the fourth quarter of 2003. The Company anticipates restructuring charges or
income to be reported in subsequent quarters related to the restructuring of
Atlantic, Quebec and Ontario regions of Russel Metas not completed a
December 31, 2003.

In September 2002, the Company acquired the Williams Sed operdtion in
Milwaukee, Wisconsin. Economic conditions in the Wisconsin region have
resulted in Sgnificant deterioration in the Williams Bahcdl customer base. As
this operation continued to report losses in 2003 and does not project a
ggnificant improvement over the forecast period the Company determined that
goodwill of $2.4 million related to this acquisition wasimpaired. The goodwill
related to Williams Bahcal was reduced to zero in the fourth quarter of 2003.

Income taxes for 2003 were $13.3 million compared to $18.4 million in 2002
due to lower earnings. The income tax expense for 2003 includes $0.9 million
recorded in the fourth quarter of 2003 relating to an Ontario tax rate
adjustment enacted, which reversed tax rate declines previoudy enacted for
the years subsequent to 2003. The $0.9 million additiona expense represents
the difference in rates applied to future tax ligbilities.

13



Net earnings from continuing operations for 2003 were $19.3 million
compared to $29.2 million for 2002.

Net loss from discontinued operations was $0.8 million for the year. Theloss
relates to the U.S. operations of Acier Leroux. Russd Metds announced it
would discontinue the U.S. operations of Acier Leroux a the time the
Company made its offer. In October 2003, an assgnment of the Company's
interest in the Acier Leroux U.S. joint venture to an unrelated party was
completed. All U.S. branches except Plattsburgh, New York have been
closed.

Basic earnings per common share from continuing operations kefore other
costs for 2003 were $0.51 compared to $0.75 in 2002 and after other costs
was $0.43 for 2003 compared to $0.71 in 2002.

The weighted average number of common shares outstanding for 2003 was
40,021,479 compared to 38,024,034 for 2002. The increase relates to the
common shares issued on the acquigition of Acier Leroux and stock options
exercised in 2003. The ggnificant increase in the Company's stock price
during 2003 resulted in employees exercisng stock options representing an
aggregate of 1,419,567 common shares. The number of common shares
outstanding at December 31, 2003 was 43,023,342.

Consolidated Results — 2002 compared to 2001

Earnings from operations were $70.4 million, an increase of 39.1% compared
to 2001 at $50.6 million. This increase in operating profits for 2002 relates to
higher volumes and margins in service center and import/export operations
offset by lower volumes in the energy operations. Consolidated revenues for
2002 approximate revenues for 2001.

During the second quarter of 2001, the Company reported a number of items
that are not representative of the Company's ongoing business and thus were
disclosed separately. The loss on sdle of business reated to the sale of the
inventory and fixed assets of Totd Didributors and the acquisition costs
related to the cost of due diligence and legd expense of an unsuccessful
acquidition attempt. These items are referred to as unusud items.

The acquisition of Williams Sted was completed in September 2002. Similar
to the acquigtion of A. J. Forsyth in 2001, the Williams Stedl operation was a
drategic acquidtion. Williams Sted had one large operation in Milwaukee,
which serviced most of Wisconsin and other nearby dates. The restructuring
with Bahcdl resulted in the closure of the Bahcal location near Milwaukee in
the first quarter of 2003. The closing of this location as well as employee

14
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terminations related to diminating duplicate functions has been estimated to
cost $3.1 million, pre-tax.

The 2001 reserve, which provided for the restructuring of A. J. Forsyth with
the Russd Metas operation in British Columbia, was reduced in the fourth
quarter of 2002 by $392,000, pre-tax. The facility closure costs were less
than origindly anticipated.

During 2002, the Company recorded a foreign exchange gain of $0.3 million
related to U.S. denominated debt that was not designated as a hedge of the
Company's net investment in foreign subddiaries. The movement in the
Canadian dollar againg the U.S. dollar caused the gain for 2002 versus the
loss for 2001.

Consolidated interest expense decreased $2.7 million to $20.3 million for
2002 compared to 2001. This decrease is due to lower borrowing levels to
fund working capital and lower U.S. denominated debt in 2002 due to the
purchases of US $9.4 million of the U.S. Note in September and October
2001. The mgority of the interest expense relaes to the fixed term 10%
Senior Notes and, therefore, no benefit was experienced from lower prime
borrowing rates available through the bank credit fecility.

Income taxes for 2002 were $18.4 million compared to $7.1 million for 2001.
This dollar increase rlates to higher operating earnings before tax for 2002
compared to 2001 and the unusua items recorded in 2001.

Basic earnings per share for 2002 were $0.71 compared to $0.17 for 2001.
Earnings per share before other costs and unusual items were $0.75 for 2002
compared to $0.37 in 2001.

The weighted average number of common shares outstanding for 2002 was
38,024,034 compared to 37,981,501 for 2001. The increase relates to stock
options exercised.

Interest Expense

The following table shows the components of interest expense.

2001

2002

2003

(in thousands of dollars) 2003 2002 2001
Interest on long-term debt $18,839  $20,550 $21,396
Other interest (income) 3,961 (226) 1,621
Totd interest $22,800 $20,324  $23,017

The long-term debt interest expense relates to the 10% Senior Notes and the
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EBITDA to Interest
Times

8% Debentures. The decrease in the long-term debt interest relates to lower
interest costs due to the lower foreign exchange on the U.S. denominated debt
interest. The increase in other interest relates to bank indebtedness related to
the acquisition of Acier Leroux.

Adjusted EBITDA to I nterest Expense Ratio

Russdl Metds adjused EBITDA to interest expense ratio for 2003
srengthened in the second haf of 2003. The Company's ability to meet
interest payments for the next two years remains strong. The adjusted
EBITDA to interes expense ratios, set forth below are caculated using
earnings from continuing operations before interest, income taxes, depreciation
and amortization (EBITDA) excluding restructuring costs, goodwill impairment
write off, foreign exchange gain (loss), debt repurchase costs loss on sale of
business and acquisition costs. (Adjusted EBITDA)

2001 2003 2003

(in thousands of dollars, except ratios) 2003 2002 2001
Adjusted EBITDA $77,533 $85,603 $65,284
Interest expense 22,800 20,324 23,017
Adjusted EBITDA to interest expense 3.4x 4.2x 2.8x

The Adjusted EBITDA and the Adjusted EBITDA to interest expense ratios
are provided to assigt readers in determining the ability of Russd Metds to
generate cash from operations to cover its financiad charges, income taxes and
items not considered to be in the ordinary course of business.

Accounting Policies and Estimates
a) Changein Accounting Palicies

During 2003, the Canadian Indtitute of Chartered Accountants issued two
Emerging Issues Committee Abgtracts that impacted Russd Metds in 2003.
EIC-134 Accounting for Severance and Termination Benefits and EIC-135
Accounting for Costs Associated with Exit and Disposa Activities (Including
Costs Incurred in a Restructuring) apply to events occurring after March 31,
2003. Russdl Metas has applied these abgtracts to the restructuring steps
taken subsequent to the Acier Leroux acquisition.

Effective with the Acier Leroux acquisition, the Company adopted the new
Canadian accounting standard for the disposad of long-lived assets and
discontinued operations. This standard has been applied to the U.S.
operations of Acier Leroux.
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During the fourth quarter of 2003, the Company adopted the fair vaue-based
accounting method for stock-based compensation effective January 1, 2003
and expensed stock options issued in 2003. The amount expensed was
$217,000 for 2003, which represents less than $0.01 per share.

b)  Other

The preparation of the Company's financia statements requires management
to make estimates and judgements that affect the reported amounts. On an
ongoing basis, the Company evaluates its estimates, including those related to
bad debts, inventories, fixed asset useful lives, income taxes, restructuring
costs, pensons and other podt-retirement benefits,  environmentd,
contingencies and litigation. The Company bases its estimates on historical
experience and on various other assumptions that are believed to be
reasonable under the circumstances, the results of which form the bass for
making judgments about the carrying vaues of assets and liahilities that are not
readily apparent from other sources. Actud results may differ from these
edimates under different assumptions or conditions.

The Company's mogt significant assets consst of accounts receivable and
inventory. The Company maintains adlowances for doubtful accounts for
estimated losses resulting from the inability of its customers to make required
payments. If the financid condition of the Company's customers were to
deteriorate, resulting in an imparment of ther ability to make payments,
additiona dlowances may be required. The Company reviews its inventory
for obsolescence and to ensure that the cost of inventory is not in excess of
the estimated market value. Inventory reserves or write-downs are recorded
if required.

Capital Expenditures

Capita expenditures in 2003 were $34.9 million compared to $12.8 millionin
2002. During 2003, the Company expended $22.5 million on the relocation
of B&T Sted related to the purchase of land, congtruction of anew building, a
new cut-to-length line and cranes. The B& T Sted operation relocated to this
facility in December 2003.

Russel Metds norma capita expenditures are mainly related to maintenance

capital, the purchase of additiona processing equipment across a broad base
of the operations and upgrades to its exigting facilities and computer systems.
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Depreciation expense was $15.3 million in 2003 and $14.0 million in 2002.
The increase in depreciation relates to the depreciation on the assets of Acier
Leroux for sx months. Depreciation expense will increase in 2004 due to
higher fixed assets for the full yeer.

Liquidity

Russd Metas stresses working capita management to ensure working capita
isminimized and leverage reduced over the economic cycle. Asanticipated in
2002, during 2003 the Company reduced the inventory bulge that existed at
December 31, 2002. Inventory in the import/export operations was $80.0
million lower a December 2003 compared to December 2002. Factors
incduding dumping tariffs from trade actions and high demand for product in
China, has resulted in bwer inventory levels in the import/export operations.
Searvice center inventories were higher by $57.1 million related to the Acier
Leroux branches acquired in the year. It is anticipated that an improvement in
the economy would cause the working capitd employed by Russd Metas to
increase to support the incremental revenues.

On July 3, 2003, the Company acquired 99.52% of the outstanding Class A
shares, 97.53% of the outstanding Class B shares, 86.61% of the outstanding
8% unsecured convertible debentures and 87.2% of the outstanding 7.25%
unsecured convertible debentures of Acier Leroux inc. The Company issued
3,546,874 common shares of Russel Metas and paid cash pursuant to the
offers. In August 2003, the Company acquired the remaining Class A and B
shares and redeemed the remaining debentures.

The total condderation for the Acier Leroux acquidtion including shares
issued, cash paid and debt assumed was $197.6 million. This amount includes
transaction costs. The totd cash paid and debt assumed as a result of the
acquisition was $177.6 million. The Company used bank borrowings under
its credit facility to finance the cash portion. At December 31, 2003, the
Company had reduced its bank indebtedness, net of cash, to $59.1 million.
The Company had a net cash position, cash less bank indebtedness, of $3.9
million & December 31, 2002. The bank indebtedness, net of cash, is lower
than initidly projected due to sgnificant reductions in inventory levels a the
import/export operations and reduced inventory levels in the Leroux
operations.

During 2003, cash generated from operating activities was $41.0 million and
from changes in non-cash working capital was $111.3 million. For 2002,
cash generated from operating activities was $55.7 million and from changes
in non-cash working capita was $(29.1) million.
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The balances disclosed in the consolidated cash flow statements are adjusted
to remove the non-cash component related to foreign exchange rate changes
impacting inventory, accounts receivable, accounts payable and income tax
balances of the U.S. operations. Assets purchased as part of the Acier
Leroux acquidtion are dso shown separately based on balances at the date of
the transaction.

Reductions in inventory levels generated cash of $91.4 million in 2003.
Inventory turns for 2003 remained stable with seasond buildup in the energy
sector didribution inventories during the fourth quarter of 2003 and a
ggnificant reduction in the import/export inventories during the last haf of
2003.

Quarters Ended,
Inventory Turns Dec31, Sep30, Jun30, Mar3l, Dec3l,
2003 2003 2003 2003 2002
Service center distribution 4.0 4.3 45 4.4 42
Energy sector distribution 31 4.1 39 4.2 34
Stedl import/export 7.1 51 4.0 4.2 27
Total 4.1 4.3 4.2 4.3 35

Inventory turns are calculated using the cost of sdes for the quarter annuaized
divided by the ending inventory position.

Searvice center inventory turns declined dightly due to the inventory levels a
the Acier Leroux operations. The Acier Leroux operations higtoricaly had
inventory turns closer to the indudtry average. Russd Metds management is
actively reducing the inventory levels. Russd Metas service center inventory
turns can be compared with the service center industry turns estimated to be
3.9 for 2003 as derived from the monthly Metals Activity Report published
for the United States by the Metds Service Center Inditute. It is
management's god to achieve sarvice center inventory turns at sgnificantly
higher levels than the industry norm.

The other mgor component of working capital is accounts payable and
accrued liabilities, which increased compared to December 31, 2002,
providing cash of $12.7 million for 2003. The increase in accounts payables
relates to the Acier Leroux operations. Payables in the import/export
operations decreased caused by lower inventory purchases.
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During 2003, the Company utilized cash of $34.9 million on capitd
expenditures and $13.9 million on common and preferred share dividends.
During 2002, the Company utilized cash of $12.8 million on capitd
expenditures and $8.7 million on common and preferred share dividends. The
2003 expenditure included a specid project for $22.5 million. Future years
capital expenditures are expected to return to previous levels.

For severd years, the Company's cash flows were postively impacted by its
ability to utilize income tax losses. In 2003, the Company was required to
make payments related to 2002 as wel as ingalments for 2003. The
Company made income tax payments of $7.8 million in 2003.

Debt and Credit Facilities

The Company manages its cash position based on bank borrowings net of
cash. The bank credit facilities table provides the split between loans and
cash on deposit.

Bank Credit Facilities

jii

2001

2002

2003

Russdl u.sS

Metds Subsdiary
($ millions) Facility Fecility Tota
Bank loans $ 790 $ - $ 790
On deposit 5.9 14.0 19.9
Net borrowings (cash) 73.1 (14.0) 59.1
L etters of credit 25.7 121 37.8
$ 988 $ (19 $ 96.9
Facility availability $ 2538 $ 452 $ 299.0

The Company has two long-term debt instruments outstanding. The $30
million 8% Subordinated Debentures mature in 2006. The 10% Senior Notes
mature in 2009. The baance outstanding on the Senior Notes at December
31, 2003 was US $115.6 million, unchanged from December 31, 2002. The
Canadian dollar equivadent of the Senior Notes fluctuates with the exchange
rate. At December 31, 2003, the long-term debt balance was $179.4 miillion.
See subsequent events for information on debt restructuring.

Russdl Metds has a bank credit facility with a syndicate of Canadian and U.S.
banks. The $253.8 million credit facility expires on June 19, 2005. The
Company may extend this facility with the consent of the banks. Russ
Metds is entitled to borrow under this facility, on a revolving basis, up to an
amount equa to the sum of specified percentages of eigible accounts
receivable and inventories, to a maximum of $253.8 million. At December
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31, 2003, Russel Metds was entitled to borrow $253.8 million, including
letters of credit under thisfacility. At December 31, 2003, Russel Metds had
$79.0 million of borrowings and had $25.7 million in letters of credit under this
facility. At December 31, 2002, Russel Metas had borrowings of $5.8
million and $8.0 million in letters of credit under this facility.

In addition, certain U.S. subgdiaries of Russel Metds have their own one-
year bank credit facility. The maximum borrowing under this fadlity is US
$35.0 million. At December 31, 2003, these subsidiaries had no borrowings
and letters of credit of US $9.4 million. At December 31, 2002, these
subsdiaries had borrowings of US $11.8 million and letters of credit of US
$5.6 million.

Based on Russel Metds current financid pogtion, operating results and
absence of scheduled debt maturities, Russd Metads believes that it will
generate a sufficient amount of cash flow to pay dl of its preferred share
dividends, interest obligations and operating costs as they become due during
the next two years.

Contractual Obligations
The Company is contractudly obligated to payments under its long-term

agreements and operating lease obligations that come due during the following
periods.

Long-term debt Interest Lease
(in thousands of dollars) maturities  obligations  obligations Total
2004 $ - $ 17,340 $ 8862 $ 26,202
2005 - 17,340 8,054 25,394
2006 - 16,140 5,991 22,131
2007 30,000 14,940 4,347 49,287
2008 - 14,940 3,425 18,365
2009 and beyond 149,402 7,470 6,705 163,577
Total $ 179,402 $ 83170 $ 37,384  $304,956

Off-Balance Sheet Arrangements

The Company does not have any material off-baance sheet arrangements
other than the letters of credit referred to in the bank credit facilities table.

Dividends and Share Capital
The ahility to pay dividends on common shares is impacted by redtrictions
asociated with the 10% Senior Notes due June 2009. Dividends on

common shares and the repurchase of common and preferred shares are
consdered to be restricted payments under the Note Indenture. The
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Company increased its quarterly common share dividend twice during 2003,
In the first quarter of 2003 the dividend was increased $0.01 to $0.07 per
share and in the fourth quarter of 2003 it was again increased $0.01 to $0.08
per share. During 2003, the Company pad in aggregate common share
dividends of $0.29 per share resulting in a payment of $11.6 million for the
year. At December 31, 2003, the Company had $13.2 million available for
restricted payments such as the common share dividend.

The ability to make redtricted payments is adjusted quarterly by 50% of the
quarterly net income or loss. Net income is adjusted for certain exclusions
that include extreordinary items, gains or losses on asset dispostions and
unredlized foreign exchange gains and losses. In addition to adjustments due
to net income, the ability to make redtricted payments is enhanced by the
proceeds on the issuance of share capita.

As a February 4, 2004, the Company has 43,023,342 common shares and
1,200,000 class 11 preferred shares outstanding.  See subsequent events.

Vision and Strategy

The metas digribution business is a segment of a mature, cyclica indudtry.
The use of digtributors by both manufacturers and end users of stedl continues
to grow. This is evidenced by the growth in the percentage of totd sted
shipments from sted producers to digtributors.  As the distribution segment's
share of gted industry shipments continues to grow, steel distributors such as
Russdl Metals can grow their business over the course of acycle.

Russd Metds drives to ded with the cyclicd nature of the business by
operating with the lowest possible net assets throughout the course of acycle.
In addition, its am is to be more profitable through the various successve
peaks and troughs as the stedl cycles progress. In order to achieve this,
management emphasizes profitability rather than revenue growth. This
intensve asset management reduces borrowings and therefore interest
expense in declining periods in the economic cycle and creates higher more
gable returns on net assets over the course of the cycle. Our conservative
management gpproach creates relaively sronger trough earnings but could
cause peak earnings to be somewhat muted. Management strongly believes
that it is more prudent to be profitable throughout a cycle, without the spikes
in earnings caused by less emphasis on asset management, and have average
earnings over the full range of the cycle in the top decile of the indudtry.

Growth from sdlective acquisitions is dso a core management philosophy. The
Company focuses on investment opportunities in businesses that have strong
market niches or provide mass to existing Russd Metds gperations. On July
3, 2003, the Company successfully completed the Acier Leroux acquisition.

2



The Company believed it required stronger market postions in Quebec,
Ontario and the Maritime Provinces and bdieves the Acier Leroux acquisition
provides this result.

In the energy and import/export segments dl of the companies in the RussH

Metds group have dgnificant operations in the market niche that they service.
Conggent with our acquisition philosophy, any new acquisitions in these areas
could likely be either mgor stand-aone operations or complements to existing
operations.

In the future, we believe that the length of the sted-based economic cycle will
continue to shorten and a management structure and philosophy that alows
the fastest reaction to the changes will be the most successful. The Company
will continue to invest in business systems to enable fagter reaction times to
changing business conditions. In addition, management believes the high leve
of savice and flexibility provided by service centers will enddle this
distribution channel to capture an increasing percentage of tota sted revenues
to end users, alowing for increased growth within the sector.

Outlook

The company looks forward to 2004 in a pogtive fashion dthough we are
going through a difficult period with the ondaught of surcharges that have been
added to our costs by our suppliers, ostensibly to cover their higher cost for
such items as energy and metalics. Much of what has driven these additiona

costs has been the strength of the metds market in China. The anticipation is
that once that market becomes saturated, pricing will drop to more norma

levels

With the acquidtion of Acier Leroux, we have strengthened an area of the
Company that has hereto not provided satisfactory results, and our
anticipation is that there will be a generd improvement in our overal results
based on the Acier Leroux acquisition.

We are seeing stronger results from our energy sector companies and we
anticipate that the results for 2004 should findly reflect the high oil and gas
prices we have seen in the past two years.

The import/export sector is an area of concern due to the continuing strength
in China and the weakening of the U.S. dollar, which causes materids that
have normaly flowed to North Americato be diverted to satisfy the market in
China
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We are optimigtic that 2004 will be an improvement upon 2003 and that the
Company is well stuated to remain one of the most stable and consigtently
profiteble financid performersin the metds didribution indudtry.

Subsequent Events

Subsequent to year-end, the Company entered into an agreement to issue
5,000,000 common shares a an issue price of $9.00 per share for net
proceeds of $42.7 million. The Company has aso granted the investment
deder an option to purchase an additional 750,000 common shares. In
addition, the Company made an offer to purchase and a consent solicitation to
its holders of the 10% Senior Notes due June 1, 2009 whereby in addition to
a consent fee of US $20.00 per US $1,000 Note, the Company would
repurchase the bonds for a price of US $1,052.50 per US $1,000 Note. The
Company has dso announced that it intends to sell on a private placement
basis up to US $175 million of Senior Notes and will use these proceeds to
repurchase its US $115.6 million 10% Senior Notes, $30 million 8%
Debentures and its $30 million Class Il Preferred Shares. Deferred financing
costs of $2.6 million will be charged to income as a result of this refinancing.
In addition, the consent fee and redemption premium will result in a one-time
charge estimated to be $10.5 million.
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