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Registrant's telephone number, including area code (216) 292-3800

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes (X) No ( )

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of
this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files). Yes (X) No ( )

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of “large accelerated filer” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act:

Large accelerated filer ( ) Accelerated filer (X)
Non-accelerated filer ( ) Smaller reporting company ( )
(Do not check if a smaller reporting company)  

Indicate by check mark whether the registrant is a shell company (as defined Rule 12b-2 of the Exchange Act). Yes ( )
No (X)

Indicate the number of shares of each of the issuer's classes of common stock, as of the latest practicable date:

 Class  Outstanding as of August 9, 2013
 Common stock, without par value  10,951,017
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Part I. FINANCIAL INFORMATION

Item 1. Financial Statements

Olympic Steel, Inc.

Consolidated Balance Sheets

(in thousands)

As of
June 30,

2013

December 31,

2012
(unaudited) (audited)

Assets
Cash and cash equivalents $ 3,798 $ 7,782
Accounts receivable, net 143,108 112,841
Inventories, net (includes LIFO debit of $2,307 as of June 30, 2013) 248,787 290,023
Prepaid expenses and other 9,049 11,731

Total current assets 404,742 422,377
Property and equipment, at cost 349,393 347,935
Accumulated depreciation (159,993 ) (151,608 )

Net property and equipment 189,400 196,327
Goodwill 40,787 40,787
Intangible assets, net 34,979 35,424
Other long-term assets 13,022 11,079

Total assets $ 682,930 $ 705,994

Liabilities
Current portion of long-term debt $ 13,090 $ 15,282
Accounts payable 102,358 101,471
Accrued payroll 11,370 10,705
Other accrued liabilities 16,873 14,984

Total current liabilities 143,691 142,442
Credit facility revolver 150,020 177,575
Long-term debt 44,479 48,854
Other long-term liabilities 12,508 11,410
Deferred income taxes 33,812 35,856

Total liabilities 384,510 416,137

Shareholders' Equity

Edgar Filing: OLYMPIC STEEL INC - Form 10-Q

4



Preferred stock - -
Common stock 123,454 122,272
Accumulated other comprehensive loss (448 ) (579 )
Retained earnings 175,414 168,164

Total shareholders' equity 298,420 289,857
Total liabilities and shareholders' equity $ 682,930 $ 705,994

The accompanying notes are an integral part of these consolidated statements.
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Olympic Steel, Inc.

Consolidated Statements of Comprehensive Income

(in thousands, except per share data)

Three months ended

June 30,

Six months ended

June 30,
2013 2012 2013 2012
(unaudited) (unaudited)

Net sales $ 330,804 $ 367,365 $ 668,868 $ 749,417
Costs and expenses

Cost of materials sold (excludes items
shown seperately below) 261,854 295,878 528,008 602,556

Warehouse and processing 21,559 21,003 42,065 42,225
Administrative and general 18,170 17,508 36,319 35,882
Distribution 8,981 9,219 17,955 18,278
Selling 6,371 6,763 12,957 13,904
Occupancy 2,322 2,115 4,921 4,438
Depreciation 5,301 4,913 10,594 9,683
Amortization 222 222 444 444

Total costs and expenses 324,780 357,621 653,263 727,410
Operating income 6,024 9,744 15,605 22,007

Other income (loss), net (41 ) 5 (17 ) 39
Income before interest and income taxes 5,983 9,749 15,588 22,046

Interest and other expense on debt 1,668 2,183 3,366 4,291
Income before income taxes 4,315 7,566 12,222 17,755

Income tax provision 1,790 3,040 4,533 6,999
Net income $ 2,525 $ 4,526 $ 7,689 $ 10,756

Net loss on interest rate hedge, net of tax (128 ) (403 ) (131 ) (403 )
Total comprehensive income $ 2,397 $ 4,123 $ 7,558 $ 10,353

Earnings per share:
Net income per share - basic $ 0.23 $ 0.41 $ 0.70 $ 0.98
Weighted average shares outstanding -
basic 11,062 10,960 11,059 10,956

Net income per share - diluted $ 0.23 $ 0.41 $ 0.69 $ 0.98
Weighted average shares outstanding -
diluted 11,072 10,989 11,067 10,987

The accompanying notes are an integral part of these consolidated statements.
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Olympic Steel, Inc.

Consolidated Statements of Cash Flows

For the Six Months Ended June 30,

(in thousands)

2013 2012
(unaudited)

Cash flows from (used for) operating activities:
Net income $ 7,689 $ 10,756
Adjustments to reconcile net income to net cash from (used for)
operating activities -

Depreciation and amortization 11,710 10,753
Loss on disposition of property and
equipment 104 174

Stock-based compensation 971 1,436
Insurance recovery receivable (1,787 ) -
Other long-term assets (2,611 ) (2,032 )
Other long-term liabilities (816 ) 1,255

15,260 22,342
Changes in working capital:

Accounts receivable (28,481 ) (36,274 )
Inventories 41,236 (34,510 )
Prepaid expenses and other 2,682 3,602
Accounts payable 979 8,628
Change in outstanding checks (92 ) 3,629
Accrued payroll and other accrued liabilities 2,555 782

18,879 (54,143 )
Net cash from (used for) operating activities 34,139 (31,801 )

Cash flows from (used for) investing activities:
Capital expenditures (3,779 ) (15,683 )
Proceeds from disposition of property and equipment 8 2

Net cash used for investing activities (3,771 ) (15,681 )

Cash flows from (used for) financing activities:
Credit facility revolver borrowings 207,012 303,470
Credit facility revolver repayments (234,567 ) (253,960 )
Principal payments under capital lease obligations (1,407 ) (90 )
Term loan repayments (4,375 ) (4,375 )
Industrial revenue bond repayments (785 ) (755 )
Credit facility fees and expenses (3 ) (1,203 )
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Proceeds from exercise of stock options (including tax benefits) and
employee stock purchases 211 244

Dividends paid (438 ) (436 )
Net cash from (used for) financing activities (34,352 ) 42,895

Cash and cash equivalents:
Net change (3,984 ) (4,587 )
Beginning balance 7,782 7,403
Ending balance $ 3,798 $ 2,816

The accompanying notes are an integral part of these consolidated statements
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Olympic Steel, Inc.

Supplemental Disclosures of Cash Flow Information

For the Six Months Ended June 30,

(in thousands)

2013 2012
(unaudited)

Interest paid $2,775 $3,816
Income taxes paid $2,223 $3,344

The accompanying notes are an integral part of these consolidated statements.

6
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Olympic Steel, Inc.

Notes to Unaudited Consolidated Financial Statements

June 30, 2013

1.Basis of Presentation:

The accompanying consolidated financial statements have been prepared from the financial records of Olympic Steel,
Inc. and its wholly-owned subsidiaries (collectively, Olympic or the Company), without audit and reflect all normal
and recurring adjustments which are, in the opinion of management, necessary to fairly state the results of the interim
periods covered by this report. Year-to-date results are not necessarily indicative of 2013 annual results and these
financial statements should be read in conjunction with the Company’s Annual Report on Form 10-K for the year
ended December 31, 2012. All significant intercompany transactions and balances have been eliminated in
consolidation.

The Company operates in two reportable segments; flat products and tubular and pipe products. Through its flat
products segment, the Company sells and distributes large volumes of processed carbon, coated, aluminum and
stainless flat-rolled sheet, coil and plate products. Through its tubular and pipe products segment, the Company
distributes metal tubing, pipe, bar, valve and fittings and fabricates pressure parts supplied to various industrial
markets.

Commencing with the first quarter of 2013, corporate expenses are reported as a separate line item in the segment
reporting. Corporate expenses include the unallocated expenses related to managing the entire Company (i.e. both
segments), including payroll expenses for certain personnel, expenses related to being a publicly traded entity such as
board of directors expenses, audit expenses, and various other professional fees. Prior to 2013, these expenses were
included in the flat products segment’s operating results. In March 2013, the Company revised the presentation of
corporate expenses with a conforming change to the prior period presentation to reflect the new reporting structure.

In March 2013, the Company revised the presentation of the Industrial Revenue Bond (IRB) indebtedness to current
portion of long-term debt on its Consolidated Balance Sheets with a conforming change to the prior period
presentation because the IRB is remarketed on an annual basis. The effect of this revision had no impact on total
liabilities, but it revised the total current liabilities as of December 31, 2012 from $138.1 million to $142.4 million.

2. Accounts Receivable:
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Accounts receivable are presented net of allowances for doubtful accounts and unissued credits of $3.0 million and
$2.8 million as of June 30, 2013 and December 31, 2012, respectively. The allowance for doubtful accounts is
maintained at a level considered appropriate based on historical experience and specific customer collection issues
that have been identified. Estimations are based upon a calculated percentage of accounts receivable, which remains
fairly level from year to year, and judgments about the probable effects of economic conditions on certain customers,
which can fluctuate significantly from year to year. The Company cannot guarantee that the rate of future credit losses
will be similar to past experience. The Company considers all available information when assessing the adequacy of
its allowance for doubtful accounts and unissued credits each quarter.

As of June 30, 2013, “Accounts receivable, net” on the Company’s Consolidated Balance Sheets includes $1.8 million of
an insurance receivable related to recovery of a portion of incremental expenses incurred during the first six months of
2013 related to the failure of a shear on one of our major pieces of processing equipment, which was repaired and
became operational in May 2013. We expect to receive payment from the insurance company by the end of the year.

3. Inventories:

Inventories consisted of the following:

Inventory as of

(in thousands)
June 30,

2013

December
31,

2012
Unprocessed $186,367 $ 215,526
Processed and finished 62,420 74,497
Totals $248,787 $ 290,023

7
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The Company values certain of its tubular and pipe products inventory at the last-in, first-out (LIFO) method. At June
30, 2013 and December 31, 2012, approximately $44.9 million, or 18.1% of consolidated inventory, and $46.7
million, or 16.1% of consolidated inventory, respectively, was reported under the LIFO method of accounting. The
cost of the remainder of the tubular and pipe products inventory is determined using a weighted average rolling
first-in, first-out (FIFO) method.

In the first quarter of 2013, the Company made an out-of-period adjustment to record previously unrecognized LIFO
income of $1.9 million, which resulted in an increase to after-tax income of $1.2 million.  The Company determined
that this adjustment was not material to its current or prior period consolidated financial statements.

In the second quarter of 2013, the Company recorded $375 thousand of LIFO income as a result of the continued
decline of metals pricing in 2013. The LIFO income increased the Company’s inventory balance and decreased its cost
of materials sold.

If the FIFO method had been in use, inventories would have been $2.3 million lower than reported at June 30, 2013.

4.Intangible Assets:

Intangible assets, net, consisted of the following as of June 30, 2013 and December 31, 2012:

As of June 30, 2013

(in thousands)
Gross
Carrying
Amount

Accumulated
Amortization

Intangible
Assets,
Net

Customer relationships - subject to amortization $13,332 $ (1,778 ) $ 11,554
Trade name - not subject to amortization 23,425 - 23,425

$36,757 $ (1,778 ) $ 34,979

As of December 31, 2012
(in thousands) Gross

Carrying
Accumulated
Amortization

Intangible
Assets,
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Amount Net

Customer relationships - subject to amortization $13,332 $ (1,333 ) $ 11,999
Trade name - not subject to amortization 23,425 - 23,425

$36,757 $ (1,333 ) $ 35,424

The Company estimates that amortization expense for its intangible assets subject to amortization will be $889
thousand for the year ended December 31, 2013 and $889 thousand per year in each of the next five years.

5.Debt:

The Company’s debt is comprised of the following components:

As of

(in thousands)
June 30,

2013

December
31,

2012
Asset-based credit facility revolver due June 30, 2016 $150,020 $ 177,575
Term loan due June 30, 2016 53,229 57,604
Industrial revenue bond due April 1, 2018 4,340 5,125
Capital lease - 1,407
Total debt 207,589 241,711
Less current amount (13,090 ) (15,282 )
Total long-term debt $194,499 $ 226,429

8
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On March 16, 2012, the Company amended its existing asset-based credit facility (ABL Credit Facility). The
amendment provided, among other things: (i) a reduction in the applicable margin for loans under the Company’s Loan
and Security Agreement; (ii) additional revolving commitments to the borrowers in an aggregate principal amount of
$50 million, which additional revolving commitments do not impact the borrowers’ incremental facilities; and
(iii) permits certain transactions among the borrowers and Metales de Olympic, S. de R.L. de C.V., an indirect
subsidiary of the Company. The amended ABL Credit Facility consists of a revolving credit line of $315 million and a
$64 million term loan, with monthly principal payments. At June 30, 2013, the term loan balance was $53.2 million.
Revolver borrowings are limited to the lesser of a borrowing base, comprised of eligible receivables and inventories,
or $315 million in the aggregate. The ABL Credit Facility matures on June 30, 2016.

The ABL Credit Facility requires the Company to comply with various covenants, the most significant of which
include: (i) until maturity of the ABL Credit Facility, if any commitments or obligations are outstanding and the
Company’s availability is less than the greater of $20 million, 12.5% of the aggregate amount of revolver commitments
($39.4 million at June 30, 2013), or 60% of the principal balance of the term loan then outstanding ($31.9 million at
June 30, 2013), then the Company must maintain a ratio of EBITDA minus certain capital expenditures and cash taxes
paid to fixed charges of at least 1.10 to 1.00 for the most recent twelve fiscal month period; (ii) limitations on dividend
payments; (iii) restrictions on additional indebtedness; and (iv) limitations on investments and joint ventures. Effective
with the March 16, 2012 amendment, the Company has the option to borrow under its revolver based on the agent’s
base rate plus a premium ranging from 0.00% to 0.50% or the London Interbank Offered Rate (LIBOR) plus a
premium ranging from 1.50% to 2.00%. The interest rate under the term loan is based on the agent’s base rate plus a
premium ranging from 0.25% to 0.75% or LIBOR plus a premium ranging from 1.75% to 2.25%.

As of June 30, 2013, $4.0 million of bank financing fees were included in “Prepaid expenses and other” and “Other
long-term assets” on the accompanying Consolidated Balance Sheets. The financing fees are being amortized over the
remaining term of the credit facility.

As of June 30, 2013, the Company was in compliance with its covenants and had approximately $93 million of
availability under the ABL Credit Facility.   

As part of the Chicago Tube and Iron Company (CTI) acquisition on July 1, 2011, the Company assumed
approximately $5.9 million of IRB indebtedness issued through the Stanly County, North Carolina Industrial Revenue
and Pollution Control Authority. The bond matures in April 2018, with the option to provide principal payments
annually on April 1st. The IRB bonds are remarketed annually and are included in “Current portion of long-term debt”
on the accompanying Consolidated Balance Sheets. On April 1, 2013, the Company paid an optional principal
payment of $785 thousand. Interest is payable monthly, with a variable rate that resets weekly. As a security for
payment of the bonds, the Company obtained a direct pay letter of credit issued by JPMorgan Chase Bank, N.A. The
letter of credit reduces annually by the principal reduction amount. The interest rate at June 30, 2013 was 0.17% for
the IRB debt.
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CTI entered into an interest rate swap agreement to reduce the impact of changes in interest rates on the above IRB. At
June 30, 2013, the effect of the swap agreement on the bond was to fix the rate at 3.46%. The swap agreement matures
in April 2018, and is reduced annually by the amount of the optional principal payments on the bond. The Company is
exposed to credit loss in the event of nonperformance by the other parties to the interest rate swap agreement.
However, the Company does not anticipate nonperformance by the counterparties.

6.Derivative Instruments:

Nickel swaps

During 2013 and 2012, the Company entered into nickel swaps indexed to the London Metal Exchange (LME) price
of nickel with third-party brokers. The nickel swaps are treated as derivatives for accounting purposes. The Company
entered into them to mitigate its customers’ risk of volatility in the price of nickel. The outstanding nickel swaps have
one to fifteen months remaining and are settled with the brokers at maturity. The economic benefit or loss arising from
the changes in fair value of the swaps is contractually passed through to the customer. The primary risk associated
with the nickel swaps is the ability of customers or third-party brokers to honor their agreements with the Company
related to derivative instruments. If the customer or third-party brokers are unable to honor their agreements, the
Company’s risk of loss is the fair value of the nickel swap.

In October 2011, MF Global UK Limited (MF Global UK), a United Kingdom based broker-dealer, was placed into
the United Kingdom’s administration process (a process similar to bankruptcy proceedings in the United States) by the
Financial Services Authority following the Chapter 11 bankruptcy filing of its U.S. parent, MF Global Holdings Ltd.
The Company had used MF Global UK as one of its third-party brokers for nickel swaps. All of the Company’s open
hedges with MF Global UK were closed effective November 1, 2011. As of June 30, 2013, the Company does not
believe it has a material obligation to MF Global UK. Although bankruptcy and administration processes are uncertain
and the results could change, the Company does not expect the outcome to be material to its financial statements.   

9
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While these derivatives are intended to help the Company manage risk, they have not been designated as hedging
instruments. The periodic changes in fair value of the nickel and embedded customer derivative instruments are
included in “Cost of materials sold” in the Consolidated Statements of Comprehensive Income. We recognize derivative
positions with both the customer and the third party for the derivatives and we classify cash settlement amounts
associated with them as part of “Cost of materials sold” in the Consolidated Statements of Comprehensive Income. The
embedded customer derivatives are included in “Accounts receivable, net”, and the nickel swaps are included in “Other
accrued liabilities” on the Consolidated Balance Sheets at June 30, 2013 and December 31, 2012.

Interest rate swap

CTI entered into an interest rate swap to reduce the impact of changes in interest rates on its IRB. The swap agreement
matures in April 2018, the same time as the IRB, and is reduced annually by the amount of the optional principal
payments on the IRB. The Company is exposed to credit loss in the event of nonperformance by the other parties to
the interest rate swap agreement. However, the Company does not anticipate nonperformance by the counterparties.
The interest rate swap is not treated as a hedge for accounting purposes.

The periodic changes in fair value of the interest rate swap and cash settlement amounts associated with the interest
rate swap are included in “Interest and other expense on debt” in the Consolidated Statements of Comprehensive
Income.

Fixed rate interest rate hedge

In June 2012, the Company entered into a forward starting fixed rate interest rate hedge commencing June 2013 in
order to eliminate the variability of cash interest payments on $53.2 million of the then outstanding LIBOR-based
borrowings under the ABL Credit Facility. The hedge matures on June 1, 2016 and is reduced monthly by the
principal payments on the term loan. The fixed rate interest rate hedge is accounted for as a cash flow hedging
instrument for accounting purposes.

There was no net impact from the nickel swaps or embedded customer derivative agreements to the Company’s
Consolidated Statements of Comprehensive Income for the three or six months ended June 30, 2013 and 2012. The
table below shows the total impact to the Company’s Consolidated Statements of Comprehensive Income through net
income of the derivatives for the three and six months ended June 30, 2013 and 2012.

Net Gain (Loss) Recognized
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For the
Three
Months

Ended June
30,

For the Six
Months

Ended June 30,

2013 2012 2013 2012
(in thousands)
Interest rate swap (CTI) $(71 ) $(5 ) $(113 ) $(16 )
Fixed interest rate swap (ABL) (42 ) - (42 ) -
Nickel swaps 938 (164) 1,015 (229)
Embedded customer derivatives (938) 164 (1,015) 229
Net gain (loss) (113) (5 ) (155 ) (16 )

7.Fair Value of Financial Instruments:

The Company’s financial instruments include cash and cash equivalents, short-term trade receivables, derivative
instruments, accounts payable and debt instruments. For short-term instruments, other than those required to be
reported at fair value on a recurring basis and for which additional disclosures are included below, management
concluded the historical carrying value is a reasonable estimate of fair value because of the short period of time
between the origination of such instruments and their expected realization.

10
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Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. Fair value is an exit price concept that assumes an
orderly transaction between willing market participants. Valuation techniques must maximize the use of observable
inputs and minimize the use of unobservable inputs. To measure fair value, the Company applies a fair value
hierarchy that is based on three levels of input, of which the first two are considered observable and the last
unobservable, as follows:

Level 1 – Quoted prices in active markets for identical assets and liabilities.

Level 2 – Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for similar
assets or liabilities; quoted prices that are not active; or other inputs that are observable or can be corroborated by
observable market data for substantially the full term of the assets or liabilities.

Level 3 – Unobservable inputs that are supported by little or no market activity and that are significant to the fair value
of the assets or liabilities.

During the six months ended June 30, 2013, there were no transfers of financial assets between Levels 1, 2 or 3 fair
value measurements. There have been no changes in the methodologies used at June 30, 2013 since December 31,
2012. Following is a description of the valuation methodologies used for assets and liabilities measured at fair value as
of June 30, 2013 and December 31, 2012:

Nickel swaps and embedded customer derivatives – Determined by using Level 2 inputs that include the price of nickel
indexed to the LME. The fair value is determined based on quoted market prices and reflects the estimated amounts
the Company would pay or receive to terminate the nickel swaps.

Interest rate swap – Based on the present value of the expected future cash flows, considering the risks involved, and
using discount rates appropriate for the maturity date. Market observable Level 2 inputs are used to determine the
present value of future cash flows.

The following table presents information about the Company’s assets and liabilities that were measured at fair value on
a recurring basis and indicates the fair value hierarchy of the valuation techniques utilized by the Company:
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Value of Items Recorded
at Fair Value

As of June 30, 2013

(in thousands) Level
1

Level
2

Level
3 Total

Assets:
Embedded customer derivatives (Nickel swaps) $- $950 $ - $950
Total assets at fair value $- $950 $ - $950

Liabilities:
Nickel swaps $- $1,006 $ - $1,006
Interest rate swap (CTI) - 332 - 332
Fixed interest rate swap (ABL) - 728 - 728
Total liabilities at fair value $- $2,066 $ - $2,066

Value of Items Not Recorded at
Fair Value

As of June 30, 2013

(in thousands) Level
1 Level 2 Level

3 Total

Liabilities:
IRB $4,340 $- $ - $4,340
Term loan - 53,229 - 53,229
Revolver - 150,020 - 150,020
Total liabilities not recorded at fair value $4,340 $203,249 $ - $207,589

The value of the items not recorded at fair value represent the carrying value of the liabilities.

11
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Value of Items Recorded
at Fair Value

As of December 31, 2012

(in thousands) Level
1

Level
2

Level
3 Total

Assets:
Embedded customer derivatives (Nickel swaps) $- $113 $ - $113
Total assets recorded at fair value $- $113 $ - $113

Liabilities:
Nickel swaps $- $168 $ - $168
Interest rate swap (CTI) - 446 - 446
Fixed interest rate swap (ABL) - 941 - 941
Total liabilities recorded at fair value $- $1,555 $ - $1,555

Value of Items Not Recorded at
Fair Value

As of December 31, 2012

(in thousands) Level
1 Level 2 Level

3 Total

Liabilities:
IRB $5,125 $- $ - $5,125
Term loan - 57,604 - 57,604
Revolver - 177,575 - 177,575
Total liabilities not recorded at fair value $5,125 $235,179 $ - $240,304

The value of the items not recorded at fair value represent the carrying value of the liabilities.

8.Equity Plans:

Stock Options

The following table summarizes stock option activity during the six months ended June 30, 2013:

Weighted Average
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Number
of

Options

Weighted
Average

Exercise
Price

Remaining

Contractual Term

(years)

Aggregate
Intrinsic

Value

(in
thousands)

Outstanding at December 31, 2012 40,339 $ 21.79
Granted - -
Exercised (1,667 ) 3.50
Canceled - -
Outstanding at June 30, 2013 38,672 $ 22.58 2.5 $ 251
Exercisable at June 30, 2013 38,672 $ 22.58 2.5 $ 251

There were 1,667 and 2,170 stock options exercised during the six months ended June 30, 2013 and 2012,
respectively. The total intrinsic value of stock options exercised during the six months ended June 30, 2013 and 2012
was $28 thousand and $52 thousand, respectively. All options outstanding are vested as of June 30, 2013.

Restricted Stock Units and Performance Share Units

The Olympic Steel 2007 Omnibus Incentive Plan (Plan) was approved by the Company’s shareholders in 2007. The
Plan authorizes the Company to grant stock options, stock appreciation rights, restricted shares, restricted share units,
performance shares, and other stock and cash-based awards to employees and Directors of, and consultants to, the
Company and its affiliates. Under the Plan, 500,000 shares of common stock are available for equity grants.

On January 2, 2013 and January 3, 2012, the Compensation Committee of the Company’s Board of Directors approved
the grant of 1,800 restricted stock units (RSUs) to each non-employee Director. Subject to the terms of the Plan and
the RSU agreement, the RSUs vest after one year of service (from the date of grant). The RSUs are not converted into
shares of common stock until the director either resigns or is terminated from the Board of Directors.
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The fair value of each RSU was estimated to be the closing price of the Company’s common stock on the date of the
grant, which was $23.41 and $25.55 for the grants on January 2, 2013 and January 3, 2012, respectively.

In 2011, the Compensation Committee for the Company’s Board of Directors approved changes to the Senior
Management Compensation Program to include an equity component in order to encourage more ownership of
common stock by the senior management. Beginning in 2011, the Senior Management Compensation Program
imposed stock ownership requirements upon the participants. Each participant is required to own at least 750 shares of
common stock for each year that the participant participates in the Senior Management Compensation Program. Any
participant that fails to meet to the stock ownership requirements will be ineligible to receive any equity awards under
the Company’s equity compensation plans, including the Plan, until the participant satisfies the ownership
requirements. To assist participants in meeting the stock ownership requirements, on an annual basis, if a participant
purchases 500 shares of common stock on the open market, the Company will award that participant 250 shares of
common stock. During the six months ended June 30, 2013 and 2012 the Company matched 6,500 and 6,750 shares,
respectively. Additionally, any participant who continues to comply with the stock ownership requirements as of the
five-year, 10-year, 15-year, 20-year and 25-year anniversaries of the participant’s participation in the Senior
Management Compensation Program will receive a restricted stock unit award with a dollar value of $25 thousand,
$50 thousand, $75 thousand, $100 thousand and $100 thousand, respectively. Restricted stock unit awards will
convert into the right to receive shares of common stock upon a participant’s retirement, or earlier upon the participant’s
death or disability or upon a change in control of the Company.

Stock-based compensation expense recognized on RSUs for the three and six months ended June 30, 2013 and 2012,
respectively, is summarized in the following table:

For the
Three
Months
Ended

June 30,

For the Six
Months
Ended

June 30,

2013 2012 2013 2012
(in thousands, except per share data)
RSU expense before taxes $205 $272 $449 $552
RSU expense after taxes $120 $163 $283 $335
Impact per basic share $0.01 $0.01 $0.03 $0.03
Impact per diluted share $0.01 $0.01 $0.03 $0.03

All pre-tax charges related to RSUs were included in the caption “Administrative and general” on the accompanying
Consolidated Statements of Comprehensive Income.
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The following table summarizes the activity related to RSUs for the three and six months ended June 30, 2013:

Number
of

Shares

Weighted
Average

Granted
Price

Aggregate

Intrinsic
Value

(in
thousands)

Outstanding at December 31, 2012 192,819 $ 26.22
Granted 37,341 21.33
Converted into shares - -
Forfeited - -
Outstanding at June 30, 2013 230,160 $ 25.43 $ 251
Vested at June 30, 2013 168,808 $ 26.07 $ 196

No RSUs were converted into shares during the six months ended June 30, 2013. During the six months ended June
30, 2012, 375 RSU’s were converted into shares.
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9.Capital Lease:

On April 1, 2013, the Company purchased a facility in Streetsboro, Ohio for $1.4 million that was previously financed
under a capital lease agreement. The capital lease obligation of $1.4 million was included in “Current portion of
long-term debt” on the accompanying Consolidated Balance Sheets as of December 31, 2012.

10.Income Taxes:

For the three months ended June 30, 2013, the Company recorded an income tax provision of $1.8 million, or 41.5%,
compared to $3.0 million, or 40.2%, for the three months ended June 30, 2012.

For the six months ended June 30, 2013, the Company recorded an income tax provision of $4.5 million, or 37.1%,
compared to $7.0 million, or 39.4%, for the six months ended June 30, 2012. The lower effective tax rate for the six
months ended June 30, 2013 is primarily a result of the tax law changes that went into effect January 1, 2013
extending certain tax credits.

Our tax provision for interim periods is determined using an estimate of our annual effective tax rate, adjusted for
discrete items that are taken into account in the relevant period. Each quarter we update our estimate of the annual
effective tax rate, and if our estimated tax rate changes, we make a cumulative adjustment.

Our quarterly tax provision and our quarterly estimate of our annual effective tax rate is subject to significant
volatility due to several factors, including variability in accurately predicting our pre-tax and taxable income and loss
and the mix of jurisdictions to which they relate, changes in law and relative changes of expenses or losses for which
tax benefits are not recognized. Additionally, our effective tax rate can be more or less volatile based on the amount of
pre-tax income. For example, the impact of discrete items and non-deductible expenses on our effective tax rate is
greater when our pre-tax income is lower.

11.Shares Outstanding and Earnings Per Share:

Earnings per share have been calculated based on the weighted average number of shares outstanding as set forth
below:
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For the Three
Months Ended

June 30,

For the Six
Months Ended

June 30,
2013 2012 2013 2012

(in thousands, except per share data)
Weighted average basic shares outstanding 11,062 10,960 11,059 10,956
Assumed exercise of stock options and issuance of stock awards 10 29 8 31
Weighted average diluted shares outstanding 11,072 10,989 11,067 10,987

Net income $2,525 $4,526 $7,689 $10,756

Basic earnings per share $0.23 $0.41 $0.70 $0.98
Diluted earnings per share $0.23 $0.41 $0.69 $0.98

Anti-dilutive securities outstanding 199 178 199 178

12.Segment Information:

The Company follows the accounting guidance that requires the utilization of a “management approach” to define and
report the financial results of operating segments. The management approach defines operating segments along the
lines used by the Company’s chief operating decision maker (CODM) to assess performance and make operating and
resource allocation decisions. Our CODM evaluates performance and allocates resources based primarily on operating
income (loss). Our operating segments are based internal management reporting.

The Company operates in two reportable segments: flat products and tubular and pipe products. Through its flat
products segment, the Company sells and distributes large volumes of processed carbon, coated, aluminum and
stainless flat-rolled sheet, coil and plate products. Through its tubular and pipe products segment, the Company
distributes metal tubing, pipe, bar, valve and fittings and fabricates pressure parts supplied to various industrial
markets.

14

Edgar Filing: OLYMPIC STEEL INC - Form 10-Q

26



Commencing with the first quarter of 2013, corporate expenses are reported as a separate line item in the segment
reporting. Corporate expenses include the unallocated expenses related to managing the entire Company (i.e. both
segments), including payroll expenses for certain personnel, expenses related to being a publicly traded entity such as
board of directors expenses, audit expenses, and various other professional fees. Prior to 2013, these expenses were
included in the flat products segment’s operating results. The 2012 financial information below has been revised to
reflect the new reporting structure.

The following table provides financial information by segment and reconciles the Company’s operating income by
segment to the consolidated income before income taxes for the three and six months ended June 30, 2013 and 2012.

For the Three Months Ended

June 30,

For the Six Months Ended

June 30,
(in thousands) 2013 2012 2013 2012
Net sales

Flat products $ 267,444 $ 307,887 $ 543,192 $ 624,516
Tubular and pipe products 63,360 59,478 125,676 124,901

Total net sales $ 330,804 $ 367,365 $ 668,868 $ 749,417

Depreciation and amortization
Flat products $ 4,243 $ 3,952 $ 8,485 $ 7,822
Tubular and pipe products 1,280 1,183 2,553 2,305

Total depreciation and amortization $ 5,523 $ 5,135 $ 11,038 $ 10,127

Operating income
Flat products $ 4,999 $ 7,273 $ 9,804 $ 15,067
Tubular and pipe products 3,009 4,445 9,769 10,889
Corporate expenses (1,984 ) (1,974 ) (3,968 ) (3,949 )

Total operating income $ 6,024 $ 9,744 $ 15,605 $ 22,007

Other income (loss), net (41 ) 5 (17 ) 39

Income before interest and income taxes 5,983 9,749 15,588 22,046

Interest and other expense on debt 1,668 2,183 3,366 4,291

Income before income taxes $ 4,315 $ 7,566 $ 12,222 $ 17,755

For the Three Months Ended

June 30,

For the Six Months Ended

June 30,
(in thousands) 2013 2012 2013 2012
Capital expenditures
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Flat products $ 717 $ 5,286 $ 1,396 $ 10,732
Tubular and pipe products 1,348 2,428 2,383 4,951

Total capital expenditures $ 2,065 $ 7,714 $ 3,779 $ 15,683

As of

(in thousands)
June 30,

2013

December 31,

2012
Goodwill

Flat products $ 500 $ 500
Tubular and pipe products 40,287 40,287

Total goodwill $ 40,787 $ 40,787

Assets
Flat products $ 459,240 $ 480,487
Tubular and pipe products 223,690 225,507

Total assets $ 682,930 $ 705,994
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There were no material intercompany revenue transactions between the flat products and tubular and pipe products
segments.

The Company sells certain products internationally, primarily in North, Central and South America. International sales
are immaterial to the consolidated financial results and to the individual segments’ results.

13.Recently Issued Accounting Updates:

There were no accounting updates issued in the second quarter of 2013 that would have an impact on the Company’s
financial statements.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis should be read in conjunction with our unaudited consolidated financial
statements and accompanying notes contained herein and our consolidated financial statements, accompanying notes
and Management’s Discussion and Analysis of Financial Condition and Results of Operations contained in our Annual
Report on Form 10-K for the year ended December 31, 2012. The following Management’s Discussion and Analysis of
Financial Condition and Results of Operations contain forward-looking statements that involve risks and uncertainties.
Our actual results may differ materially from the results discussed in the forward-looking statements. Factors that
might cause a difference include, but are not limited to, those discussed under Item 1A (Risk Factors) in our Annual
Report on Form 10-K for the year ended December 31, 2012. The following section is qualified in its entirety by the
more detailed information, including our financial statements and the notes thereto, which appear elsewhere in this
Quarterly Report on Form 10-Q.

Forward-Looking Information

This Quarterly Report on Form 10-Q and other documents we file with the SEC contain various forward-looking
statements that are based on current expectations, estimates, forecasts and projections about our future performance,
business, our beliefs and management’s assumptions. In addition, we, or others on our behalf, may make
forward-looking statements in press releases or written statements, or in our communications and discussions with
investors and analysts in the normal course of business through meetings, conferences, webcasts, phone calls and
conference calls. Words such as “may,” “will,” “anticipate,” “should,” “intend,” “expect,” “believe,” “estimate,” “project,” “plan,” “potential,”
and “continue,” as well as the negative of these terms or similar expressions, are intended to identify forward-looking
statements, which are made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of
1995. Such forward-looking statements are subject to certain risks and uncertainties that could cause our actual results
to differ materially from those implied by such statements including, but not limited to:

● general and global business, economic, financial and political conditions, including the ongoing effects of the global
economic recovery;

● access to capital and global credit markets;

● competitive factors such as the availability and pricing of metals, industry shipping and inventory levels and rapid
fluctuations in customer demand and metals pricing;

● cyclicality and volatility within the metals industry;

● the ability of our customers (especially those that may be highly leveraged, and those with inadequate liquidity) to
maintain their credit availability;

● the ability to successfully integrate our new locations into our operations and achieve expected results;

● events or circumstances that could adversely impact the successful operation of our processing equipment and
operations;

● the ability to comply with the terms of our asset-based credit facility and to make the required term loan payments;

● the ability of our customers and third parties to honor their agreements related to derivative instruments, including
the outcome of the MF Global UK Limited administration process;
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● customer, supplier and competitor consolidation, bankruptcy or insolvency;
● reduced production schedules, layoffs or work stoppages by our own or our suppliers’ or customers’ personnel;
● the success of union contract renewals;
● the availability and costs of transportation and logistical services;

● the amounts, successes and our ability to continue our capital investments and strategic growth initiatives and our
business information system implementations;

● the successes of our strategic efforts and initiatives to increase sales volumes, maintain or improve working capital
turnover and free cash flows, improve inventory turnover; improve our customer service, and achieve cost savings;

● the timing and outcome of inventory lower of cost or market adjustments;

● 
the inflation or deflation existing within the metals industry, as well as our product mix and inventory levels on
hand, which can impact our cost of materials sold as a result of the fluctuations in the last-in, first-out, or LIFO,
inventory reserve;

● the adequacy of our existing information technology and business system software;
● our ability to pay regular quarterly cash dividends and the amounts and timing of any future dividends;

● our ability to generate free cash flow through operations and decreased future capital expenditures, reduce inventory
and repay debt within anticipated time frames;

● events or circumstances that could impair or adversely impact the carrying value of any of our assets;
● risks and uncertainties associated with intangible assets, including potential impairment charges;

● the enacted federal healthcare legislation’s impact on the healthcare benefits required to be provided by us and the
impact of such legislation on our compensation and administrative costs;

● unanticipated developments that could occur with respect to contingencies such as litigation and environmental
matters, including any developments that would require any increase in our costs for such contingencies; and

● those risks set forth in Item 1A (Risk Factors), as found in our Annual Report on Form 10-K for the year ended
December 31, 2012.
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Should one or more of these or other risks or uncertainties materialize, or should underlying assumptions prove
incorrect, actual results may vary materially from those anticipated, intended, expected, believed, estimated, projected
or planned. You are cautioned not to place undue reliance on these forward-looking statements, which speak only as
of the date hereof. We undertake no obligation to republish revised forward-looking statements to reflect the
occurrence of unanticipated events or circumstances after the date hereof, except as otherwise required by law.

Overview

We are a leading metals service center that operates in two reportable segments; flat products and tubular and pipe
products. We provide metals processing and distribution services for a wide range of customers. Our primary flat
products focus is on the direct sale and distribution of large volumes of processed carbon, coated, aluminum and
stainless flat-rolled sheet, coil and plate products. Commencing with the July 1, 2011 acquisition of Chicago Tube and
Iron Company, or CTI, we distribute metal tubing, pipe, bar, valves and fittings and fabricate pressure parts supplied
to various industrial markets. Products that require more value-added processing generally have a higher gross profit.
In addition, tubular and pipe products segment gross margins are generally higher than our traditional flat products
segment gross margins. Accordingly, our overall gross profit is affected by, among other things, product mix, the
amount of processing performed, the demand for and availability of metals, and volatility in selling prices and
material purchase costs. We also perform toll processing of customer-owned metals. We sell certain products
internationally, primarily in North, Central and South America. International sales are immaterial to our consolidated
financial results and to the individual segments’ results.

Our results of operations are affected by numerous external factors including, but not limited to: general and global
business, economic, financial, banking and political conditions; competition; metals pricing, demand and availability;
energy prices; pricing and availability of raw materials used in the production of metals; global supply and inventory
held in the supply chain; customers’ ability to manage their credit line availability; and layoffs or work stoppages by
our own, our suppliers’ or our customers’ personnel. The metals industry also continues to be affected by the global
consolidation of our suppliers, competitors and end-use customers.

Like other service centers, we maintain substantial inventories of metals to accommodate the short lead times and
just-in-time delivery requirements of our customers. Accordingly, we purchase metals in an effort to maintain our
inventory at levels that we believe to be appropriate to satisfy the anticipated needs of our customers based upon
customer forecasts, historic buying practices, supply agreements with customers and market conditions. Our
commitments to purchase metals are generally at prevailing market prices in effect at the time we place our orders.
When metals prices increase, competitive conditions will influence how much of the price increase we can pass on to
our customers. To the extent we are unable to pass on future price increases in our raw materials to our customers, the
net sales and gross profits of our business could be adversely affected. When metals prices decline, customer demands
for lower prices and our competitors’ responses to those demands could result in lower sale prices and, consequently,
lower gross profits as we sell existing metals inventory.

Edgar Filing: OLYMPIC STEEL INC - Form 10-Q

32



At June 30, 2013, we employed approximately 1,800 people. Approximately 330 of the hourly plant personnel at our
Milan, Illinois; Duluth, Minnesota; Locust, North Carolina; Romeoville, Illinois; Minneapolis, Minnesota;
Indianapolis, Indiana; Detroit, Michigan; Kansas City, Missouri; and St. Paul, Minnesota facilities are represented by
ten separate collective bargaining units. The table below shows the expiration dates of the collective bargaining
agreements.

Facility Expiration date
Duluth, Minnesota December 21, 2014
Locust, North Carolina March 4, 2015
Romeoville, Illinois May 31, 2015
Minneapolis coil, Minnesota September 30, 2015
Indianapolis, Indiana January 29, 2016
Minneapolis plate, Minnesota March 31, 2017
Detroit, Michigan August 31, 2017
Kansas City, Missouri November 18, 2017
St. Paul, Minnesota May 25, 2018
Milan, Illinois August 12, 2018
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We have never experienced a work stoppage and we believe that our relationship with employees is good. However,
any prolonged work stoppages by our personnel represented by collective bargaining units could have a material
adverse impact on our business, financial condition, results of operations and cash flows.

Reportable Segments

We operate in two reportable segments; flat products and tubular and pipe products. We follow the accounting
guidance that requires the utilization of a “management approach” to define and report the financial results of operating
segments. The management approach defines operating segments along the lines used by the our chief operating
decision maker, or CODM, to assess performance and make operating and resource allocation decisions. Our CODM
evaluates performance and allocates resources based primarily on operating income (loss). Our operating segments are
based on internal management reporting.

Commencing with the first quarter of 2013, corporate expenses are now reported as a separate line item in the segment
reporting. Corporate expenses include the unallocated expenses related to managing the entire Company (i.e. both
segments), including payroll expenses for certain personnel, expenses related to being a publicly traded entity such as
board of directors expenses, audit expenses, and various other professional fees. Prior to 2013, these expenses were
included in the flat products segment’s operating results. The 2012 financial information below has been revised to
reflect the new reporting structure.

Flat products

The primary focus of our flat products segment is on the direct sale and distribution of large volumes of processed
carbon, coated, aluminum and stainless flat-rolled sheet, coil and plate products. We act as an intermediary between
metals producers and manufacturers that require processed metals for their operations. We serve customers in most
metals consuming industries, including manufacturers and fabricators of transportation and material handling
equipment, construction and farm machinery, storage tanks, environmental and energy generation equipment,
automobiles, food service and electrical equipment, military vehicles and equipment, as well as general and plate
fabricators and metals service centers. We distribute these products primarily through a direct sales force.

The flat products segment has 24 strategically-located processing and distribution facilities in the United States and
one in Monterrey, Mexico. This geographic footprint allows us to focus on regional customers and larger national and
multi-national accounts, primarily located throughout the midwestern, eastern and southern United States. The flat
products segment distributes these products primarily through a direct sales force.
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Tubular and pipe products

The tubular and pipe products segment consists of the CTI business, acquired in 2011. Through our tubular and pipe
products segment, we distribute metals tubing, pipe, bar, valve and fittings and fabricate pressure parts supplied to
various industrial markets. Founded in 1914, CTI operates from nine locations in the midwestern and southeastern
United States. The tubular and pipe products segment distributes its products primarily through a direct sales force.
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Results of Operations

Consolidated Operations

The following table presents consolidated operating results for the three and six months ended June 30, 2013 and 2012
(dollars are shown in thousands):

For the Three Months Ended June
30, For the Six Months Ended June 30,

2013 2012 2013 2012

$
% of
net
sales

$
% of
net
sales

$
% of
net
sales

$
% of
net
sales

Net sales $330,804 100.0 $367,365 100.0 $668,868 100.0 $749,417 100.0
Cost of materials sold (a) 261,854 79.2 295,878 80.5 528,008 78.9 602,556 80.4
Gross profit (b) 68,950 20.8 71,487 19.5 140,860 21.1 146,861 19.6
Operating expenses (c) 62,926 19.0 61,743 16.8 125,255 18.7 124,854 16.7
Operating income 6,024 1.8 9,744 2.7 15,605 2.3 22,007 2.9
Other income (loss), net (41 ) (0.0 ) 5 0.0 (17 ) (0.0 ) 39 0.0
Interest and other expense on debt 1,668 0.5 2,183 0.6 3,366 0.5 4,291 0.6
Income before income taxes 4,315 1.3 7,566 2.1 12,222 1.8 17,755 2.4
Income taxes 1,790 0.5 3,040 0.8 4,533 0.7 6,999 0.9
Net income $2,525 0.8 $4,526 1.2 $7,689 1.1 $10,756 1.4

(a)
Includes $375 thousand of LIFO income for the three months ended June 30, 2013 and $2.3 million of LIFO
income for the six months ended June 30, 2013 (inclusive of a $1.9 million out of period LIFO adjustment recorded
in the first quarter of 2013).

(b)Gross profit is calculated as net sales less the cost of materials sold.

(c)Operating expenses are calculated as total costs and expenses less the cost of materials sold.

Net sales decreased 10.0% to $330.8 million in the second quarter of 2013 from $367.4 million in the second quarter
of 2012. Flat products net sales were 80.8% of total net sales in the second quarter of 2013 compared to 83.8% of total
net sales in the second quarter of 2012. Tubular and pipe products net sales were 19.2% of total net sales in the second
quarter of 2013 compared to 16.2% of total net sales in the second quarter of 2012. The decrease in net sales was due
to a 6.5% decline in consolidated sales volume as well as a 3.7% decline in consolidated selling prices during the
second quarter of 2013 compared to the second quarter of 2012.
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Net sales decreased 10.7% to $668.9 million in the first six months of 2013 from $749.4 million in the first six months
of 2012. Flat products net sales were 81.2% of total net sales in the first six months of 2013 compared to 83.3% of
total net sales in the first six months of 2012. Tubular and pipe products net sales were 18.8% of total net sales in the
first six months of 2013 compared to 16.7% of total net sales in the first six months of 2012. The decrease in net sales
was due to a 6.1% decline in consolidated sales volume as well as a 4.9% decline in consolidated selling prices during
the first six months of 2013 compared to the first six months of 2012.

Cost of materials sold decreased 11.5% to $261.9 million in the second quarter of 2013 from $295.9 million in the
second quarter of 2012. The decrease in the cost of materials sold was due to the decline in consolidated sales volume
and lower metals pricing in the second quarter of 2013 compared to the second quarter of 2012 as well as the impact
of LIFO income recorded in the second quarter of 2013, which resulted in a decrease to cost of materials sold of $375
thousand. 

Cost of materials sold decreased 12.4% to $528.0 million in the first six months of 2013 from $602.6 million in the
first six months of 2012. The decrease in cost of materials sold was due to the consolidated decline in sales volume
and lower metals pricing in the first six months of 2013 compared to the first six months of 2012 as well as the impact
of LIFO income recorded in the first six months of 2013. In the first quarter of 2013, we made an out-of-period
adjustment to record previously unrecognized LIFO income, which resulted in a decrease to cost of materials sold of
$1.9 million. The total impact of LIFO income for the first six months of 2013 was $2.3 million. 

As a percentage of net sales, gross profit (as defined in footnote (b) in the table above) increased to 20.8% in the
second quarter of 2013 compared to 19.5% in the second quarter of 2012. As a percentage of net sales, gross profit
increased to 21.1% in the first six months of 2013 compared to 19.6% in the first six months of 2012. As a percentage
of net sales, the impact of LIFO income in 2013 increased first half gross profit by 0.3% of sales. The increase in
gross profit for the three and six months ended June 30, 2013 was primarily due to the cost of materials sold
decreasing more than selling prices, as well as the impact of LIFO income. We expect our gross profit in the third
quarter of 2013 to be consistent with the second quarter of 2013, excluding LIFO income.
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Operating expenses in the second quarter of 2013 increased $1.2 million, or 1.9%, to $62.9 million from $61.7 million
in the second quarter of 2012. As a percentage of net sales, operating expenses increased to 19.0% for the second
quarter of 2013 from 16.8% in the comparable 2012 period. Operating expenses in the flat products segment
decreased $2.1 million due to lower variable expenses, such as warehouse and processing, distribution and selling
expenses, as a result of lower sales volume and net sales. Operating expenses in the tubular and pipe products segment
increased $3.3 million due to increased variable expenses, such as warehouse and processing, distribution and selling
expenses, as a result of increased sales volume and sales.

Operating expenses in the first six months of 2013 increased $0.4 million, or 0.3%, to $125.3 million from $124.9
million in the first six months of 2012. As a percentage of net sales, operating expenses increased to 18.7% for the
first six months of 2013 from 16.7% in the comparable 2012 period. Operating expenses in the flat products segment
decreased $3.2 million and operating expenses in the tubular and pipe products segment increased $3.5 million.
Variable operating expenses, such as warehouse and processing, distribution and selling expenses, decreased as a
result of lower sales volume and net sales. Depreciation and occupancy expenses increased as a result of the recent
investments in new facilities. During the second quarter of 2013, we initiated cost reduction initiatives, including
headcount reductions and restrictions on temporary labor and overtime as well as heightened control over all
discretionary spending, to reduce our operating expenses as a result of the decreased sales volumes and operating
income. The impact of the cost reduction efforts is expected to decrease our operating expenses by over $4 million on
an annualized basis, and the efforts will reduce our operating expenses commencing in the third quarter of 2013 and
continue through the remainder of the year.

During the first quarter of 2013, we experienced a failure of a shear on one of our major pieces of processing
equipment in the flat products segment which was repaired and became fully operational in May 2013. The
incremental expense of approximately $1.0 million during the second quarter of 2013 and $2.0 million for the six
months ended June 30, 2013 related to the shear failure has been recorded in the “Cost of materials sold” and “Warehouse
and processing” captions in our Consolidated Statements of Comprehensive Income, and a $1.8 million related
insurance recovery receivable has been recorded to the same captions in our Consolidated Statements of
Comprehensive Income and is included in “Accounts receivable, net” on our Consolidated Balance Sheets as of June 30,
2013. We do not expect to incur any additional expenses during the remainder of 2013 related to the failure of the
shear. We expect the expenses to be recoverable under our insurance policy and expect to receive payment from the
insurance company by the end of the year.

Commencing with the first quarter of 2013, corporate expenses are now reported as a separate line item in the segment
reporting and is disclosed separately to reconcile segment operating income to consolidated operating income on the
Consolidated Statements of Comprehensive Income. Corporate expenses include the unallocated expenses related to
managing the entire Company (i.e. both segments), including payroll expenses for certain personnel, expenses related
to being a publicly traded entity such as board of directors expenses, audit expenses, and various other professional
fees. Prior to 2013 these expenses were included in the flat products segment’s operating results. Corporate expenses
totaled $2.0 million for three months ended June 30, 2013 and June 30, 2012. Corporate expenses totaled $4.0 million
and $3.9 million for the six months ended June 30, 2013 and June 30, 2012, respectively.
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Interest and other expense on debt totaled $1.7 million, or 0.5% of net sales, for the three months ended June 30, 2013
compared to $2.2 million, or 0.6% of net sales, for the three months ended June 30, 2012. Interest and other expense
on debt totaled $3.4 million, or 0.5% of net sales, for the six months ended June 30, 2013 compared to $4.3 million, or
0.6% of net sales, for the six months ended June 30, 2012. Our effective borrowing rate, exclusive of deferred
financing fees and commitment fees, was 2.2% for the first six months of 2013 compared to 2.9% for the first six
months of 2012. The decrease in interest and other expense on debt in 2013 was primarily due to lower average
borrowings and the lower effective borrowing rate.

For the second quarter of 2013, income before income taxes totaled $4.3 million compared to $7.6 million in the
second quarter of 2012. For the second quarter of 2013, income before income taxes included LIFO income of 375
thousand. For the six months ended June 30, 2012, income before income taxes totaled $12.2 million compared to
$17.8 million for the six months ended June 30, 2013. The six months ended June 30, 2013 included LIFO income of
$2.3 million, inclusive of an out-of-period LIFO income adjustment of $1.9 million.

An income tax provision of 41.5% was recorded for the second quarter of 2013, compared to 40.2% for the second
quarter of 2012. The higher effective tax rate for the second quarter of 2013 was primarily a result of the impact of
permanent non-deductible tax items applied to a lower pre-tax income level. An income tax provision of 37.1% was
recorded for the six months ended June 30, 2013, compared to 39.4% for the six months ended June 30, 2012. The
lower effective tax rate for the six months ended June 30, 2013 was a result of the tax law changes that went into
effect January 1, 2013 extending certain tax credits. Our tax provision for interim periods is determined using an
estimate of our annual effective tax rate, adjusted for discrete items that are taken into account in the relevant period.
Each quarter we update our estimate of the annual effective tax rate, and if our estimated tax rate changes, we make a
cumulative adjustment. We expect our effective tax rate to increase during the remainder of the year, and approximate
37% to 39% on an annual basis in 2013.
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Net income for the second quarter of 2013 totaled $2.5 million or $0.23 per basic and diluted share, compared to $4.5
million or $0.41 per basic and diluted share for the second quarter of 2012. For the second quarter of 2013, the impact
of LIFO income increased earnings per share by $0.02 per basic and diluted share. Net income for the six months
ended June 30, 2013 totaled $7.7 million or $0.70 per basic share and $0.69 per diluted share, compared to $10.8
million or $0.98 per basic and diluted share for the comparable period in 2012. For the six months ended June 30,
2013, the impact of LIFO income increased earnings per share by $0.13 per basic and diluted shares, inclusive of the
out-of-period LIFO income adjustment which increased earnings per share by $0.11 per basic and diluted share.

Segment Operations

Flat products

The following table presents selected operating results for our flat products segment for the three and six months
ended June 30, 2013 and 2012 (dollars are shown in thousands):

For the Three Months Ended June
30, For the Six Months Ended June 30,

2013 2012 2013 2012
% of
net
sales

% of
net
sales

% of
net
sales

% of
net
sales

Direct tons sold 262,628 280,149 532,043 573,687
Toll tons sold 18,647 22,205 40,832 39,844
Total tons sold 281,275 302,354 572,875 613,531

Net sales $267,444 100.0 $307,887 100.0 $543,192 100.0 $624,516 100.0
Average selling price per ton 951 1,018 948 1,018
Cost of materials sold 216,713 81.0 252,771 82.1 441,664 81.3 514,568 82.4
Gross profit (a) 50,731 19.0 55,116 17.9 101,528 18.7 109,948 17.6
Operating expenses (b) 45,732 17.1 47,843 15.5 91,724 16.9 94,881 15.2
Operating income $4,999 1.9 $7,273 2.4 $9,804 1.8 $15,067 2.4

(a)Gross profit is calculated as net sales less the cost of materials sold.

(b)Operating expenses are calculated as total costs and expenses less the cost of materials sold.

Tons sold by our flat products segment decreased 7.0% to 281 thousand in the second quarter of 2013 from 302
thousand in the second quarter of 2012. Tons sold by our flat products segment decreased 6.6% to 573 thousand in the
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six months ended June 30, 2013 from 614 thousand in the six months ended June 30, 2012. The decreases in tons sold
were due to decreased customer demand as evidenced by lower industry-wide shipments in the three and six months
ended June 30, 2013 compared to the three and six months ended June 30, 2012.

Toll tons sold decreased 16.0% to 19 thousand in the second quarter of 2013 from 22 thousand in the second quarter
of 2012. Toll tons sold increased 2.5% to 41 thousand in the six months ended June 30, 2013 from 40 thousand in the
six months ended June 30, 2012. Toll tons sold in the second quarter of 2013 was lower than the second quarter of
2012 as the second quarter of 2012 included one-time additional toll business for one of our existing customers while
its processing equipment was under repair.

Net sales in our flat products segment decreased 13.1% to $267.4 million in the second quarter of 2013 from $307.9
million in the second quarter of 2012. Net sales decreased 13.0% to $543.2 million in the six months ended June 30,
2013 from $624.5 million in the six months ended June 30, 2012. The decrease in sales was due to a 6.6% decline in
sales volume as well as a 6.9% decline in metals average sell prices during the six months ended June 30, 2013
compared to the six months ended June 30, 2012. Average selling prices in the second quarter of 2013 were $951 per
ton, compared with $1,018 per ton in the second quarter of 2012, and $946 per ton in the first quarter of 2013.

Cost of materials sold decreased 14.3% to $216.7 million in the second quarter of 2013 from $252.8 million in the
second quarter of 2012. Cost of materials sold decreased 14.2% to $441.7 million in the six months ended June 30,
2013 from $514.6 million in the six months ended June 30, 2012. The decrease in cost of materials sold was due to a
decline in sales volume as well as a decline in metals market pricing during the three and six months ended June 30,
2013 compared to the comparable period in 2012.
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As a percentage of net sales, gross profit (as defined in footnote (a) in the table above) totaled 19.0% in the second
quarter of 2013 compared to 17.9% in the second quarter of 2012. As a percentage of net sales, gross profit (as defined
in footnote (a) in the table above) totaled 18.7% in the six months ended June 30, 2013 compared to 17.6% in the six
months ended June 30, 2012. The increase in gross profit percentage for the three and six months ended June 30, 2013
was primarily due to the cost of materials sold decreasing more than selling prices. The average gross margin per ton
has stayed relatively flat between the three and six months ended June 30, 2013 and June 30, 2012.

Operating expenses in the second quarter of 2013 decreased $2.1 million, or 4.4%, to $45.7 million from $47.8
million in the second quarter of 2012. As a percentage of net sales, operating expenses increased to 17.1% for the
three months ended June 30, 2013 from 15.5% for the three months ended June 30, 2012. Operating expenses in the
six months ended June 30, 2013 decreased $3.2 million, or 3.3%, to $91.7 million from $94.9 million in the six
months ended June 30, 2012. As a percentage of net sales, operating expenses increased to 16.9% for the six months
ended June 30, 2013 from 15.2% for the six months ended June 30, 2012. Variable operating expenses, such as
distribution, warehouse and processing, and selling expenses, decreased as a result of lower sales volume, net sales
and gross margins. Depreciation and occupancy expenses increased as a result of the recent investments in new
facilities. During the second quarter of 2013 we initiated cost reduction initiatives to reduce our operating expenses as
a result of the decreased sales volumes and operating income. The impact of the cost reduction efforts is expected to
decrease our operating expenses during the remainder of the year.

During the first quarter of 2013, we experienced a failure of a shear on one of our major pieces of processing
equipment in the flat products segment, which was repaired and became fully operational in May 2013. The
incremental expense of approximately $1.0 million during the second quarter of 2013 and $2.0 million for the six
months ended June 30, 2013 related to the shear failure has been recorded in the “Cost of materials sold” and “Warehouse
and processing” captions in our Consolidated Statements of Comprehensive Income, and a $1.8 million related
insurance recovery receivable has been recorded to the same captions in our Consolidated Statements of
Comprehensive Income and is included in “Accounts receivable, net” on our Consolidated Balance Sheets as of June 30,
2013. We do not expect to incur any additional expenses during the remainder of 2013 related to the failure of the
shear. We expect the expenses to be recoverable under our insurance policy and expect to receive payment from the
insurance company by the end of the year.

Operating income for the second quarter of 2013 totaled $5.0 million, or 1.9% of net sales, compared to $7.3 million,
or 2.3% of net sales, in the comparable 2012 period. Operating income for the six months ended June 30, 2013 totaled
$9.8 million, or 1.8% of net sales, compared to $15.1 million, or 2.3% of net sales, in the comparable 2012 period.

Tubular and pipe products

The following table presents selected operating results for our tubular and pipe products segment for the three and six
months ended June 30, 2013 and 2012 (dollars are shown in thousands):
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For the Three Months Ended
June 30, For the Six Months Ended June 30,

2013 2012 2013 2012
% of
net
sales

% of
net
sales

% of
net
sales

% of
net
sales

Net sales $63,360 100.0 $59,478 100.0 $125,676 100.0 $124,901 100.0
Cost of materials sold (a) 45,141 71.2 43,107 72.5 86,344 68.7 87,988 70.4
Gross profit (b) 18,219 28.8 16,371 27.5 39,332 31.3 36,913 29.6
Operating expenses (c) 15,210 24.0 11,926 20.1 29,563 23.5 26,024 20.8
Operating income $3,009 4.8 $4,445 7.6 $9,769 7.9 $10,889 8.8

(a)
Includes $375 thousand of LIFO income for the three months ended June 30, 2013 and $2.3 million of LIFO
income for the six months ended June 30, 2013 (inclusive of a $1.9 million out of period LIFO adjustment
recorded in the first quarter of 2013).

(b)Gross profit is calculated as net sales less the cost of materials sold.
(c) Operating expenses are calculated as total costs and expenses less the cost of materials sold.

Net sales increased $3.9 million, or 6.5%, to $63.4 million in the second quarter of 2013 from $59.5 million in the
second quarter of 2012. The increase in net sales during the second quarter of 2013 was a result of increased value
added sales during the quarter. Net sales increased $775 thousand, or 0.6%, to $125.7 million in the six months ended
June 30, 2013 from $124.9 million in the six months ended June 30, 2012. The increase in net sales during the six
months ended June 30, 2013 was a result of increased value added sales during the six months ended June 30, 2013,
compared to the six months ended June 30, 2012, offset by a decline in the average selling price.

23

Edgar Filing: OLYMPIC STEEL INC - Form 10-Q

43



Cost of materials sold increased 4.7% to $45.1 million in the second quarter of 2013 from $43.1 million in the second
quarter of 2012. The increase in cost of materials sold during the second quarter of 2013 is a result of the increased
sales during the quarter. During the second quarter of 2013, we recorded $375 thousand of LIFO income, which
decreased cost of materials sold. The adjustment was a result of the continued declining prices for metals. Cost of
materials sold decreased 1.9% to $86.3 million in the six months ended June 30, 2013 from $88.0 million in the six
months ended June 30, 2012. In the first quarter of 2013, we made an out-of-period adjustment to record previously
unrecognized LIFO income, which resulted in a decrease to cost of materials sold of $1.9 million. Total LIFO income
recorded in the first six months of 2013 was $2.3 million. 

As a percentage of net sales, gross profit (as defined in footnote (b) in the table above) totaled 28.8% in the second
quarter of 2013 compared to 27.5% in the second quarter of 2012. As a percentage of net sales, gross profit (as defined
in footnote (b) in the table above) totaled 31.3% in the six months ended June 30, 2013 compared to 29.6% in the six
months ended June 30, 2012. As a percentage of net sales, the out-of-period LIFO income adjustment in 2013
increased gross profit by 1.5%.

Operating expenses in the second quarter of 2013 increased $3.3 million, or 27.5%, to $15.2 million from $11.9
million in the second quarter of 2012. Operating expenses were 24.0% of net sales in the second quarter of 2013
compared to 20.1% in the second quarter of 2012. Variable operating expenses such as warehouse and processing,
distribution and selling expenses increased as a result of increased sales and depreciation expense increased as a result
of recent investments in processing equipment. Operating expenses in the six months ended June 30, 2013 increased
$3.5 million, or 13.6%, to $29.6 million from $26.0 million in the six months ended June 30, 2012. Operating
expenses were 23.5% of net sales in the six months ended June 30, 2013 compared to 20.8% in the six months ended
June 30, 2012. Variable operating expenses such as warehouse and processing, distribution and selling expenses
increased as a result of increased sales. Administrative and general costs increased due to increased employee benefit
costs and depreciation expense increased as a result of recent investments in processing equipment. During the second
quarter of 2013, we initiated cost reduction initiatives, including headcount reductions, elimination of temporary
employees and freight consolidation in an effort to reduce our operating expenses as a result of the decreased sales
volumes. The impact of the cost reduction efforts is expected to decrease our operating expenses during the remainder
of the year.

Operating income for the second quarter 2013 totaled $3.0 million, or 4.8% of net sales, compared to $4.4 million, or
7.6% of net sales, for the second quarter of 2012. Operating income for the second quarter of 2013 included the
impact of LIFO income of $375 thousand. Operating income for the six months ended June 30, 2013 totaled $9.8
million, or 7.9% of net sales, compared to $10.9 million, or 8.8% of net sales, for the six months ended June 30, 2012.
Operating income for the six months ended June 30, 2013 included the impact of LIFO income of $2.3 million,
inclusive of the $1.9 million out-of-period LIFO income adjustment recorded in the first quarter of 2013.

Corporate expenses
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Commencing with the first quarter of 2013, corporate expenses are reported as a separate line item in the segment
reporting and are disclosed separately to reconcile segment operating income to consolidated operating income on the
Consolidated Statements of Comprehensive Income. Corporate expenses include the unallocated expenses related to
managing the entire Company, (i.e. both segments) including payroll expenses for certain personnel, expenses related
to being a publicly traded entity such as board of directors expenses, audit expenses, and various other professional
fees. Prior to 2013, these expenses were included in the flat products segment’s operating results. The Corporate
expenses for the three months ended June 30, 2013 and 2012 totaled $2.0 million. The Corporate expenses for the six
months ended June 30, 2013 totaled $4.0 million compared to $3.9 million for the six months ended June 30, 2012.
The Corporate expenses have been removed from the 2012 financial data in the tables above.

Liquidity, Capital Resources and Cash Flows

Our principal capital requirements include funding working capital needs, purchasing, upgrading and acquiring
processing equipment and facilities and other businesses, making acquisitions and paying dividends. We use cash
generated from operations, leasing transactions and borrowings under our credit facility to fund these requirements.

24

Edgar Filing: OLYMPIC STEEL INC - Form 10-Q

45



We believe that funds available under our credit facility, lease arrangement proceeds and the sale of equity or debt
securities, together with funds generated from operations, will be sufficient to provide us with the liquidity necessary
to fund anticipated working capital requirements, capital expenditure requirements, our dividend payments and any
business acquisitions over at least the next 12 months. In the future, we may, as part of our business strategy, acquire
and dispose of assets or other companies in the same or complementary lines of business, or enter into or exit strategic
alliances and joint ventures. Accordingly, the timing and size of our capital requirements are subject to change as
business conditions warrant and opportunities arise.

Operating Activities

For the six months ended June 30, 2013, we generated $34.1 million of net cash from operations, of which $15.2
million was generated from operating activities and $18.9 million was generated from working capital. For the six
months ended June 30, 2012, we used $31.8 million of net cash from operations, of which $22.3 million was
generated from operating activities and $54.1 million was used for working capital.

Net cash from operating activities totaled $15.2 million during the six months ended June 30, 2013 and was generated
from net income of $7.7 million and depreciation and amortization of $11.7 million, offset primarily by the insurance
recovery receivable of $1.8 million and changes in long-term assets and liabilities of $3.4 million. Net cash from
operating activities totaled $22.3 million during the six months ended June 30, 2012 and was primarily generated from
net income of $10.8 million, and depreciation and amortization of $10.8 million.

Working capital at June 30, 2013 totaled $261.1 million, an $18.9 million decrease from December 31, 2012. The
decrease was primarily attributable to a $28.5 million increase in accounts receivable (resulting from higher sales
during the second quarter of 2013 compared to the fourth quarter of 2012), offset by a $41.2 million decrease in
inventories (resulting from improved inventory turnover), and a $2.7 million increase in prepaid expenses and other,
and a $2.6 million increase in accrued payroll and other accrued liabilities.

Investing Activities

Net cash used for investing activities was $3.8 million during the six months ended June 30, 2013 compared to $15.7
million during the six months ended June 30, 2012. The 2013 capital expenditures were attributable to additional
processing equipment at our existing facilities. In 2013, we plan for our annual capital spending to decrease from 2012
levels and to be less than our annual depreciation expense (approximately $20 million).
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Financing Activities

During the six months ended June 30, 2013, $34.4 million of cash was used for financing activities, which primarily
consisted of $27.6 million of repayments of borrowings under the revolver under our credit facility and $4.4 million of
scheduled principal payments on our term loan. During the six months ended June 30, 2012, cash from financing
activities totaled $42.9 million, which primarily consisted of $49.5 million of borrowings under the revolver under our
credit facility, offset by $4.4 million of scheduled principal payments on our term loan.

Dividends paid were $0.4 million for both the six months ended June 30, 2013 and June 30, 2012. In August, 2013,
our Board of Directors approved a regular quarterly dividend of $0.02 per share, which will be paid on September 17,
2013 to shareholders of record as of September 3, 2013. Regular dividend distributions in the future are subject to the
availability of cash, the $2.5 million annual limitation on cash dividends under our credit facility and continuing
determination by our Board of Directors that the payment of dividends remains in the best interest of our shareholders.

Debt Arrangements

On March 16, 2012, we amended our existing asset-based credit facility (ABL Credit Facility). The amendment
provided for, among other things: (i) a reduction in the applicable margin for loans under our Loan and Security
Agreement; (ii) additional revolving commitments to the borrowers in an aggregate principal amount of $50 million,
which additional revolving commitments do not impact the borrowers’ incremental facilities; and (iii) permits certain
transactions among the borrowers and Metales de Olympic, S. de R.L. de C.V., an indirect subsidiary of ours. The
ABL Credit Facility consists of a revolving credit line of $315 million and a $64 million term loan, with monthly
principal payments. At June 30, 2013, the term loan balance was reduced to $53.2 million. Revolver borrowings are
limited to the lesser of a borrowing base, comprised of eligible receivables and inventories, or $315 million in the
aggregate. The ABL Credit Facility matures on June 30, 2016.
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The ABL Credit Facility requires us to comply with various covenants, the most significant of which include: (i) until
maturity of the ABL Credit Facility, if any commitments or obligations are outstanding and our availability is less
than the greater of $20 million, 12.5% of the aggregate amount of revolver commitments ($39.4 million at June 30,
2013), or 60% of the principal balance of the term loan then outstanding ($31.9 million at June 30, 2013), then we
must maintain a ratio of EBITDA minus certain capital expenditures and cash taxes paid to fixed charges of at least
1.10 to 1.00 for the most recent twelve fiscal month period; (ii) limitations on dividend payments; (iii) restrictions on
additional indebtedness; and (iv) limitations on investments and joint ventures. Effective with the March 16, 2012
amendment, we have the option to borrow under our revolver based on the agent’s base rate plus a premium ranging
from 0.00% to 0.50% or the London Interbank Offered Rate (LIBOR) plus a premium ranging from 1.50% to 2.00%.
The interest rate under the term loan is based on the agent’s base rate plus a premium ranging from 0.25% to 0.75% or
LIBOR plus a premium ranging from 1.75% to 2.25%.

As of June 30, 2013, $4.0 million of bank financing fees were included in “Prepaid expenses and other” and “Other
long-term assets” on the accompanying Consolidated Balance Sheets. The financing fees are being amortized over the
remaining term of the credit facility.

As of June 30, 2013, we were in compliance with our covenants and had approximately $93 million of availability
under the ABL Credit Facility.

As part of the 2011 CTI acquisition, we assumed approximately $5.9 million of Industrial Revenue Bond indebtedness
issued through the Stanly County, North Carolina Industrial Revenue and Pollution Control Authority (IRB). The
bond matures in April 2018, with the option to provide principal payments annually on April 1st. The IRB bonds are
remarketed annually and are included in “Current portion of long-term debt” on the accompanying Consolidated
Balance Sheets. On April 1, 2013, we paid an optional principal payment of $785 thousand. Interest is payable
monthly, with a variable rate that resets weekly. As a security for payment of the bonds, we obtained a direct pay
letter of credit issued by JPMorgan Chase Bank, N.A. The letter of credit reduces annually by the principal reduction
amount. The interest rate at June 30, 2013 was 0.17% for the IRB debt.

Critical Accounting Policies

This Management’s Discussion and Analysis of Financial Condition and Results of Operations is based on the
consolidated financial statements included in this Quarterly Report on Form 10-Q, which have been prepared in
conformity with accounting principles generally accepted in the United States. The preparation of these financial
statements requires management to make estimates and assumptions that affect the amounts reported in the financial
statements. We monitor and evaluate our estimates and assumptions, based on historical experience and various other
factors that are believed to be reasonable under the circumstances. Actual results could differ from these estimates
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under different assumptions or conditions.

We review our financial reporting and disclosure practices and accounting practices quarterly to ensure they provide
accurate and transparent information relative to the current economic and business environment. For further
information regarding the accounting policies that we believe to be critical accounting policies that affect our more
significant judgments and estimates used in preparing our consolidated financial statements, see Management’s
Discussion and Analysis of Financial Condition and Results of Operations contained in our Annual Report on Form
10-K for the year ended December 31, 2012.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Our principal raw materials are carbon, coated and stainless steel, and aluminum, pipe and tube, flat rolled sheet, coil
and plate that we typically purchase from multiple primary metals producers. The metals industry as a whole is
cyclical and, at times, pricing and availability of metals can be volatile due to numerous factors beyond our control,
including general domestic and international economic conditions, labor costs, sales levels, competition, levels of
inventory held by other metals service centers, consolidation of metal producers, new global capacity by metals
producers, higher raw material costs for the producers of metal, import duties and tariffs and currency exchange rates.
This volatility can significantly affect the availability and cost of raw materials for us.

We, like many other metals service centers, maintain substantial inventories of metal to accommodate the short lead
times and just-in-time delivery requirements of our customers. Accordingly, we purchase metals in an effort to
maintain our inventory at levels that we believe to be appropriate to satisfy the anticipated needs of our customers
based upon historic buying practices, supply agreements with customers and market conditions. Our commitments to
purchase metals are generally at prevailing market prices in effect at the time we place our orders. We have no
long-term, fixed-price metals purchase contracts. When metals prices increase, competitive conditions will influence
how much of the price increase we can pass on to our customers. To the extent we are unable to pass on future price
increases in our raw materials to our customers, the net sales and profitability of our business could be adversely
affected. When metals prices decline, customer demands for lower prices and our competitors’ responses to those
demands could result in lower sale prices and, consequently, lower margins and inventory lower of cost or market
adjustments as we sell existing inventory. Significant or rapid declines in metals prices or reductions in sales volumes
could adversely impact our ability to remain in compliance with certain financial covenants in our credit facility, as
well as result in us incurring inventory or goodwill impairment charges. Changing metals prices therefore could
significantly impact our net sales, gross profits, operating income and net income.
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Rising metals prices result in higher working capital requirements for us and our customers. Some customers may not
have sufficient credit lines or liquidity to absorb significant increases in the price of metals. While we have generally
been successful in the past in passing on producers’ price increases and surcharges to our customers, there is no
guarantee that we will be able to pass on price increases to our customers in the future. Declining metals prices have
generally adversely affected our net sales and net income, while increasing metals prices, have generally favorably
affected our net sales and net income.

Approximately 9.0% of our consolidated net sales in the first six months of 2013 were directly related to automotive
manufacturers or manufacturers of automotive components and parts. Historically, due to the concentration of
customers in the automotive industry, our gross profits on these sales have generally been less than our gross profits
on sales to customers in other industries.

Inflation generally affects us by increasing the cost of employee wages and benefits, transportation services,
processing equipment, energy and borrowings under our credit facility. General inflation, excluding increases in the
price of steel and increased distribution expense, has not had a material effect on our financial results during the past
two years.

We are exposed to the impact of fluctuating metals prices and interest rate changes. During 2013 and 2012, we entered
into nickel swaps at the request of customers. While these derivatives are intended to be effective in helping us
manage risk, they have not been designated as hedging instruments. For certain customers, we enter into contractual
relationships that entitle us to pass-through the economic effect of trading positions that we take with other third
parties on our customers’ behalf. We are exposed to credit loss in the event of nonperformance by the other parties to
the nickel swap. However, we do not anticipate nonperformance by the counterparties.

Our primary interest rate risk exposure results from variable rate debt. We have the option to enter into 30- to 180-day
fixed base rate LIBOR loans under the ABL Credit Facility. We assumed an interest rate swap agreement on the $5.9
million of CTI IRB. The swap agreement matures in April 2018, and may be reduced annually by the amount of the
optional principal payments on the IRB. In June 2012, the Company entered into a forward starting fixed rate interest
rate hedge commencing June 2013 in order to eliminate the variability of cash interest payments on approximately
$53.2 million of the then outstanding LIBOR-based borrowings under the ABL Credit Facility. The hedge matures on
June 1, 2016 and is reduced monthly by the principal payments on the term loan. The fixed rate interest rate hedge is
accounted for as a cash flow hedging instrument for accounting purposes. The Company is exposed to credit loss in
the event of nonperformance by the other parties to the interest rate swap and fixed interest rate hedge agreements.
However, the Company does not anticipate nonperformance by the counterparties.
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Item 4. Controls and Procedures

The evaluation required by Rule 13a-15 of the Securities Exchange Act of 1934 of the effectiveness of our disclosure
controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934) as of the end of the
period covered by this Quarterly Report on Form 10-Q has been carried out under the supervision and with the
participation of management, including our Chief Executive Officer and Chief Financial Officer. These disclosure
controls and procedures are designed to provide reasonable assurance that information required to be disclosed in
reports that are filed with or submitted to the SEC is: (i) accumulated and communicated to management, including
the Chief Executive Officer and Chief Financial Officer, to allow timely decisions regarding required disclosures and
(ii) recorded, processed, summarized and reported within the time periods specified in the rules and forms of the SEC.
Based on this evaluation, the Chief Executive Officer and Chief Financial Officer concluded that, as of June 30, 2013,
our disclosure controls and procedures were effective.

There were no changes in our internal control over financial reporting that occurred during the quarter ended June 30,
2013 that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.

28

Edgar Filing: OLYMPIC STEEL INC - Form 10-Q

51



Part II. OTHER INFORMATION

Items 1, 1A, 2, 3, 4 and 5 of this Part II are either inapplicable or are answered in the negative and are omitted
pursuant to the instructions to Part II.

Item 6. Exhibits

Exhibit Description of Document Reference

31.1 Certification of the Principal Executive Officer pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002. Filed herewith

31.2 Certification of the Principal Financial Officer pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002. Filed herewith

32.1 Certification of the Principal Executive Officer pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002. Furnished herewith

32.2 Certification of the Principal Financial Officer pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002. Furnished herewith

101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Document

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF XBRL Taxonomy Extension Definition

101.LAB XBRL Taxonomy Extension Label Linkbase Document

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

OLYMPIC STEEL, INC.

(Registrant)

Date: August 9, 2013   By: /s/ Michael D. Siegal
Michael D. Siegal
Chairman of the Board and Chief
Executive Officer

By:/s/ Richard T. Marabito
Richard T. Marabito
Chief Financial Officer
(Principal Financial and Accounting Officer)
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EXHIBIT INDEX

Exhibit Description of Document Reference

31.1 Certification of the Principal Executive Officer pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002. Filed herewith

31.2 Certification of the Principal Financial Officer pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002. Filed herewith

32.1 Certification of the Principal Executive Officer pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002. Furnished herewith

32.2 Certification of the Principal Financial Officer pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002. Furnished herewith

101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Document

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF XBRL Taxonomy Extension Definition

101.LAB XBRL Taxonomy Extension Label Linkbase Document

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document
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