TREE ISLAND STEEL/

WIRE & WIRE PRODUCTS ESTABLISHED IN 1964

|
|
§
1
|
]
i
!
l

& AU 370759 0
15P2

Interim
Unaudited Consolidated

Financial Statements
Q3 2017




Since 1964, Tree Island Steel Ltd. has been making products from steel wire for a diverse range

of customers for industrial, construction, agricultural, and specialty applications.

Our products include galvanized wire, bright wire, a broad array of fasteners, including
packaged, collated and bulk nails, stucco reinforcing products, concrete reinforcing mesh,
fencing, and other fabricated wire products. We market these products under the Tree

Island®, Halsteel®, True Spec®, K-Lath®, Tl Wire®, and Tough Strand® brand names.

Listed on the Toronto Stock Exchange (“TSX”), our shares trade under the symbol TSL.
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INTERIM UNAUDITED CONDENSED CONSOLIDATED FINANCIAL
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September 30, 2017 and 2016

NOTICE OF NO AUDITOR REVIEW OF INTERIM FINANCIAL STATEMENTS

Under National Instrument 51-102 “Continuous Disclosure Obligations”, Part 4, Subsection 4.3(3a), if an auditor has
not performed a review of the interim financial statements, they must be accompanied by a notice indicating that
the financial statements have not been reviewed by an auditor.

The accompanying interim condensed consolidated financial statements of Tree Island Steel Ltd. have been prepared
by and are the responsibility of Tree Island Steel Ltd."s management.

Tree Island Steel Ltd.’s independent auditor, Ernst & Young LLP, has not performed a review of these financial
statements in accordance with standards established by the Chartered Professional Accountants of Canada for a

review of interim financial statements by an entity’s auditor.

November 2, 2017
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INTERIM UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2017 and 2016

INTERIM UNAUDITED CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION
(5’000 unless otherwise stated)
As at September 30,

December 31,

2017 2016

Cash 1,436 1,351
Accounts receivable (Note 5) 29,778 24,463
Inventories (Note 6) 64,747 67,268
Prepaid expenses 4,646 4,231
Income taxes recoverable 65 -
Current assets 100,672 97,313
Property, plant and equipment (Note 7) 41,753 39,611
Deferred income tax asset 827 417
Other non-current assets 118 114
Total assets 143,370 137,455
Senior revolving facility (Note 8.1) 40,439 28,941
Accounts payable and accrued liabilities 16,448 15,363
Income taxes payable - 269
Other current liabilities 280 237
Dividends payable 611 621
Current portion of long-term borrowing (Notes 8.2, 9) 3,534 4,361
Current liabilities 61,312 49,792
Senior term loans (Note 8.2) 9,239 10,612
Long-term debt (Note 9) 6,555 7,652
Other non-current liabilities 987 826
Deferred income tax liability 952 -
Total liabilities 79,045 68,882
Shareholders’ equity 64,325 68,573
Total liabilities and shareholders’ equity 143,370 137,455

See accompanying Notes to the Interim Unaudited Condensed Consolidated Financial Statements

Approved on behalf of Tree Island Steel Ltd.

[Signed] [Signed]

“Amar S. Doman” “Dale R. Maclean”

Chairman of the Board of Directors Director, President and Chief Executive Officer
Tree Island Steel -4-
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INTERIM UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2017 and 2016

INTERIM UNAUDITED CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS
(5’000 unless otherwise stated)

Three Months Ended Nine Months Ended
September 30, September 30,

2017 2016 2017 2016

Sales 55,643 57,726 180,144 185,350
Cost of sales (Note 6) (52,530) (47,305) (161,953) (150,743)
Depreciation (814) (839) (2,448) (2,492)
Gross profit 2,299 9,582 15,743 32,115
Selling, general and administrative expenses (3,872) (4,880) (12,417) (14,573)
Operating income (loss) (1,573) 4,702 3,326 17,542
Foreign exchange gain (loss) (737) (172) (701) (93)
Gain (loss) on sale of property, plant and equipment (41) 12 (115) 12
Changes in financial liabilities at fair value 248 (223) 504 607
Financing expenses (Note 10) (758) (593) (2,194) (2,030)
Income (loss) before income taxes (2,861) 3,726 820 16,038
Income tax recovery (expense) (Note 13) 709 (1,039) (480) (1,762)
Net income (loss) (2,152) 2,687 340 14,276
Net income (loss) per share (Note 17) (0.07) 0.09 0.01 0.46
Weighted average number of shares (Note 17) 30,711,062 31,083,173 30,825,595 31,092,073

INTERIM UNAUDITED CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
(5’000 unless otherwise stated)

Three Months Ended Nine Months Ended
September 30, September 30,
2017 2016 2017 2016
Net income (loss) for the year (2,152) 2,687 340 14,276
Unrealized income (loss) on FX translation (472) 115 (688) (834)
Comprehensive income (loss) (2,624) 2,802 (348) 13,442

See accompanying Notes to the Interim Unaudited Condensed Consolidated Financial Statements
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INTERIM UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2017 and 2016

INTERIM UNAUDITED CONDENSED CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY
(5’000 unless otherwise stated)
Accumulated

Other
Shareholders’ Retained Comprehensive

Capital Earnings Income (Loss) Total

Balance as at December 31, 2016 230,423 (159,528) (2,322) 68,573
Repurchase of shares (1,349) - - (1,349)
Net income - 1,756 - 1,756
Dividends - (615) - (615)
Other comprehensive income (loss) - - (84) (84)
Balance as at March 31, 2017 229,074 (158,387) (2,406) 68,275
Repurchase of shares (8) - - (8)
Net income - 736 - 736
Dividends - (615) - (615)
Other comprehensive income (loss) - - (239) (239)
Balance as at June 30, 2017 229,066 (158,266) (2,645) 68,149
Repurchase of shares (589) - - (589)
Net income (loss) - (2,152) - (2,152)
Dividends - (611) - (611)
Other comprehensive income (loss) - - (472) (472)
Balance as at September 30, 2017 228,477 (161,029) (3,117) 64,325
Balance as at December 31, 2015 230,568 (170,920) (1,832) 57,816
Repurchase of shares (32) - - (32)
Net Income - 5,227 - 5,227
Dividends - (311) - (311)
Other comprehensive income (loss) - - (1,041) (1,041)
Balance as at March 31, 2016 230,536 (166,004) (2,873) 61,659
Repurchase of shares (36) - - (36)
Net income - 6,361 - 6,361
Dividends - (622) - (622)
Other comprehensive income - - - 97 97
Balance as at June 30, 2016 230,500 (160,265) (2,776) 67,459
Repurchase of shares - - - -
Net income - 2,687 - 2,687
Dividends - (622) - (622)
Other comprehensive income - - 115 115
Balance as at September 30, 2016 230,500 (158,200) (2,661) 69,639

See accompanying Notes to the Interim Unaudited Condensed Consolidated Financial Statements
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INTERIM UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2017 and 2016

INTERIM UNAUDITED CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
(S’000 unless otherwise stated)

Three Months Ended Nine Months Ended
September 30, September 30,
2017 2016 2017 2016
Net income (loss) (2,152) 2,687 340 14,276
Depreciation 814 839 2,448 2,492
Changes in financial liabilities recognized at fair value (248) 223 (504) (607)
Loss (gain) on sale of property, plant and equipment 2 212 49 212
Amortization and write-off of deferred financing 12 12 36 36
Non-cash accretion of long term debt 165 279 714 867
Net financing costs 581 302 1,444 1,127
Deferred income tax expense (recovery) (709) 850 478 1,561
Exchange revaluation of foreign denominated debt 220 99 358 (769)
Working capital adjustments
Accounts receivable 1,719 4,253 (6,036) (4,257)
Inventories 1,272 (3,370) 591 694
Accounts payable and accrued liabilities (1,293) 976 2,506 2,305
Prepaid expenses 1,067 (2,613) (475) (3,038)
Income and other taxes - (30) (90) (18)
Other 47 (48) 62 (160)
Net cash provided by operating activities 1,497 4,671 1,921 14,721
Proceeds on sale of property, plant and equipment 21 317 25 317
Purchase of property, plant and equipment (793) (1,462) (5,981) (2,591)
Net cash used in investing activities (772) (1,145) (5,956) (2,274)
Term loans - advance (repayment) (434) (438) (1,313) (1,168)
Repayment of long-term debt (450) (471) (2,082) (2,132)
Other financing liabilities (152) (28) (4) (764)
Interest paid (463) (297) (1,288) (1,067)
Increase (decrease) of senior revolving facility 888 2,607 12,661 (1,184)
Dividend paid (615) (622) (1,851) (1,244)
Repurchase of common shares (589) - (1,946) (67)
Net cash provided by (used in) financing activities (1,815) 751 4,177 (7,626)
Effect of exchange rate change on cash (34) 3 (57) (23)
Increase (decrease) in cash (1,124) 4,280 85 4,798
Cash - beginning of period 2,560 1,844 1,351 1,326
Cash - end of period 1,436 6,124 1,436 6,124

See accompanying Notes to the Interim Unaudited Condensed Consolidated Financial Statements
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NOTES TO THE INTERIM UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2017 and 2016

1 NATURE OF BUSINESS

III

These consolidated financial statements of Tree Island Steel Ltd. (“Tree Island Steel ” or the “Company”) for the
quarter ended September 30, 2017 were authorized for issue in accordance with a resolution of the Board of
Directors on November 2, 2017.

Tree Island Steel is the successor to Tree Island Wire Income Fund and was incorporated under the laws of Canada
on August 2, 2012 to affect the conversion from an income trust to a corporate entity. The units of Tree Island Wire
Income Fund were converted into common shares of the Company (“Shares”) upon conversion. The Company is
headquartered at 3933 Boundary Road, Richmond, British Columbia, Canada and the Shares are publicly traded on
the Toronto Stock Exchange (“TSX”) under the symbol TSL.

Tree Island Steel owns 100% of the Shares of Tree Island Industries Ltd. (“TI Canada”) (collectively “Tree Island”). Tl
Canada supplies a diverse range of steel wire and fabricated steel wire products to customers in Canada, the United
States, and internationally.

2 BASIS OF PREPARATION

The interim condensed consolidated financial statements as at and for the three month and nine months ended
September 30, 2017 have been prepared in accordance with International Accounting Standard (“IAS”) 34, “Interim
Financial Reporting”. They should be read in conjunction with the annual consolidated financial statements and the
notes thereto for the year ended December 31, 2016 and do not include all information required for the full annual
financial statements. Certain comparative information has been reclassified to conform to the presentation adopted
during the period.

3 SIGNIFICANT ACCOUNTING POLICIES, CRITICAL ACCOUNTING JUDGEMENTS
AND ESTIMATES

The accounting policies, methods of application and critical judgements and estimates used in the preparation of
these consolidated financial statements are consistent with those disclosed in the annual consolidated financial
statements as at December 31, 2016.

4 FUTURE IFRS STANDARDS AND INTERPRETATIONS ISSUED BUT NOT YET
EFFECTIVE

Tree Island prepares its financial statements in accordance with IFRS standards. IASB has issued several new
standards that will come into effect over the next two years that may have an impact on the Company’s reporting
requirements. Tree Island is in the process of assessing whether there will be any significant changes to its
consolidated financial statements upon adoption of these new standards, interpretations or amendments. The new
standards that may have an impact on the Company’s reporting requirements include:

IFRS 9 Financial Instruments

The IASB issued IFRS 9 as a first step in the process to replace IAS 39 Financial Instruments: Recognition and
Measurement. IFRS 9 introduces new requirements for classifying and measuring financial assets, and could
affect Tree Island’s accounting for its financial assets. The standard is required to be adopted for annual
periods beginning on or after January 1, 2018, with early adoption permitted.

IFRS 15 Revenue from Contracts with Customers
IFRS 15 was issued in May 2014 and establishes a new five-step model that will apply to revenue arising
from contracts with customers. Under IFRS 15, revenue is recognised at an amount that reflects the

Tree Island Steel -8-
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NOTES TO THE INTERIM UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2017 and 2016

consideration to which an entity expects to be entitled in exchange for transferring goods or services to a
customer. The principles in IFRS 15 provide a more structured approach to measuring and recognising
revenue. The new revenue standard is applicable to all entities and will supersede all current revenue
recognition requirements under IFRS. Either a full or modified retrospective application is required for
periods beginning on or after January 1, 2018 with early adoption permitted.

IFRS 16 Leases

IFRS 16 was issued in January 16, 2016 and provides guidance on how leases are to be recognized,
measured, presented and disclosed. The standard provides a single lessee accounting model, requiring
lessees to recognize a lease as both an asset and a liability for all leases unless the lease term is twelve (12)
months or less or the underlying asset has a low value. This standard is a significant change for how a lessee
will recognize a lease from the standard it replaces, IAS 17. The accounting of leases by lessors under the
new standard remains substantially unchanged from IAS 17. The standard is effective for annual periods
beginning on or after January 1, 2019 with early application permitted for entities that apply IFRS 15.

The Company has conducted a preliminary review of IFRS 9 and IFRS 15. Based on the Company’s current policy for
recognizing revenues and its financial instruments, the Company is of the view that the two standards will not result
in a significant impact on how the company recognizes and records its revenues and financial instruments. The
Company has yet to conclude a preliminary review of the impact of IFRS 16 on its accounting policies and financial
statements and cannot at this time conclude whether or not the implementation of IFRS 16 will result in a material
impact on how leases are recognized and reported. We will continue to review all three standards, the associated
disclosure requirements, our method of adoption for each of the standards and any additional changes,
modifications, clarifications or interpretations undertaken by the IASB subsequent to September 30, 2017 to
complete our comprehensive evaluation of the impacts of the standards on our consolidated financial statements.
At this time, the Company does not plan to adopt any of the new standards early and will adopt each one of the
standards on the respective effective dates.

5 ACCOUNTS RECEIVABLE

Below is the composition and aging of Tree Island’s accounts receivable:

(5’000 unless otherwise stated)

As at September 30, As at December 31,

2017 2016

Current 26,715 22,205
30 - 60 days past due 800 772
61 - 90 days past due 330 354
Over 91 days past due 2,231 1,391
Total accounts receivable 30,076 24,722
Allowance for doubtful accounts (298) (259)
Net accounts receivable 29,778 24,463

Accounts receivable are non-interest bearing and are generally due on 30-day to 90-day terms. These terms are
consistent for related party receivables as disclosed in Note 12. The maximum credit risk that Tree Island was
exposed to by way of its accounts receivable is equal to the net amount of $29.8 million as at September 30, 2017
(524.5 million as at December 31, 2016).

At the end of each reporting period, a review of the provision for bad and doubtful accounts is performed. It is an
assessment of the potential amount of trade accounts receivable that will be paid by customers after the
consolidated statements of financial position date. The assessment is made by reference to age, status and risk of
each receivable, current economic conditions and historical information. The trade accounts receivable balance is

Tree Island Steel -9-
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NOTES TO THE INTERIM UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2017 and 2016

reduced through the use of the allowance for doubtful accounts and the amount of the loss is recognized in the
consolidated statement of operations. Reversals to the allowance for doubtful accounts occur when previously
allowed for trade accounts receivable are collected. Individual trade accounts receivable, together with any
associated allowance previously recognized, are written off when there is no realistic prospect of future recovery.

Accounts receivables with related parties are discussed in Note 12.1.

The following table represents a summary of the movement of the allowance for doubtful accounts:

(8’000 unless otherwise stated)
As at September 30,

As at December 31,

2017 2016

Opening balance — beginning of period 259 189
Additions during the period 46 148
Reversals during the period 8 (15)
Payments (10) (7)
Write-offs during the period - (57)
Foreign exchange revaluation (5) 1
Closing balance — end of period 298 259

See Note 15 on credit risk of trade receivables to understand how credit quality of accounts receivable that are

neither past due nor impaired are managed and measured.

6 INVENTORIES

At each period end, the ending inventories on hand are reviewed to determine if a write down to net realizable value
is required. Based on this review, it was determined that no write downs were necessary in three and nine months
periods ended September 30, 2017 and 2016. The reserve for slow moving inventory as at September 30, 2017 was

$1.5 million ($1.8 million at September 30, 2016).
Tree Island had the following categories of inventory:

(S’000 unless otherwise stated)

As at September 30, As at December 31,

2017 2016

Raw materials 18,170 21,805
Finished and semi-finished products 32,658 32,809
Consumable supplies and spare parts 13,919 12,654
Total inventory 64,747 67,268

Tree Island Steel -10-
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NOTES TO THE INTERIM UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2017 and 2016

For the three month periods ended September 30, 2017 and 2016, Tree Island recognized, in income, inventory costs

for the following:

(5’000 unless otherwise stated)

Three Months Ended

Nine Months Ended

September 30, September 30,

2017 2016 2017 2016

Opening inventory 54,426 43,599 54,467 45,187
Raw material purchases 22,720 26,305 81,238 77,355
Finished goods purchased for resale 3,716 1,861 7,882 6,580
Conversion costs 22,189 22,656 68,887 68,737
Closing inventory (50,521) (47,116) (50,521) (47,116)
Cost of sales 52,530 47,305 161,953 150,743

7 PROPERTY, PLANT AND EQUIPMENT

The net book value of the Company’s property, plant and equipment is detailed below:

(5’000 unless otherwise stated)

Land & Building & Machinery & Capital in
Improvement  Improvement Equipment Progress Total
Cost
As at December 31, 2015 9,650 41,863 28,472 1,815 81,800
Additions 243 3,723 3,103 (734) 6,335
Disposals - (1,924) (1,732) - (3,656)
Foreign exchange translation (58) (230) (293) (5) (586)
As at December 31, 2016 9,835 43,432 29,550 1,076 83,893
Additions - 1,439 1,094 2,879 5,412
Disposals - (7) (297) - (304)
Foreign exchange translation (150) (605) (533) (40) (1,328)
As at September 30, 2017 9,685 44,259 29,814 3,915 87,673
Depreciation and impairment
As at December 31, 2015 - 32,201 11,886 - 44,087
Depreciation for the period 8 1,133 2,178 - 3,319
Disposals - (1,911) (936) - (2,847)
Foreign exchange translation - (170) (107) - (277)
As at December 31, 2016 8 31,253 13,021 - 44,282
Depreciation for the period 12 930 1,510 - 2,452
Disposals - (7) (226) - (233)
Foreign exchange translation 7 (296) (292) - (581)
As at September 30, 2017 27 31,880 14,013 - 45,920
Net book value as at
December 31, 2016 9,827 12,179 16,529 1,076 39,611
September 30, 2017 9,658 12,379 15,801 3,915 41,753

The carrying value of long-lived assets is reviewed each reporting period. For the purposes of testing for impairment,
or the reversal of impairment, Tree Island Steel’s assets are grouped and tested at the CGU level. Tree Island
considers both qualitative and quantitative factors when determining whether an asset may be impaired, or when a
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NOTES TO THE INTERIM UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2017 and 2016

reversal of impairment is required. Where the carrying value of the assets is not expected to be recoverable from
future cash flows, they are written down to their recoverable amount. Tree Island has noted no indicators of
impairment for this reporting period.

8 SENIOR CREDIT FACILITY

On April 21, 2014 the Company renewed its senior banking facility with Wells Fargo Capital Finance Corporation
Canada (“Wells Fargo”). The five year senior secured committed banking facility (the “Senior Credit Facility”) was
increased from $40 million to $60 million and matures in April of 2019. Under the terms of the Senior Credit Facility,
up to $60 million may be borrowed for Tree Island’s financing requirements in Canadian and/or US dollars. The
amount advanced under the Senior Credit Facility at any time is limited to a defined percentage of inventories,
accounts receivable, machinery and equipment, and real estate, less certain reserves. The Senior Credit Facility is
secured by a first charge over Tree Island’s assets supported by the appropriate guarantees, pledges and
assignments, and requires that certain covenants be met by Tree Island.

8.1 Senior Credit Facility

The Senior Credit Facility includes a $10.0 million Letter of Credit sub-facility which enables Tl Canada and Tl USA to
open documentary and standby letters of credit for raw material purchases. There was a $39k Letter of Credit
outstanding as at September 30, 2017.

The amount available under the revolving portion of the Senior Credit Facility is limited to the amount of the
calculated borrowing base, less issued Letters of Credit, and less principal due under the Senior Term Loan (Note
8.2). The borrowing base is calculated as 90% of eligible receivables, plus the lesser of (a) 90% of the net orderly
liguidation value of inventory and (b) 64% of eligible inventory.

Interest payable on funds borrowed in Canadian currency is at variable rates based on the Canadian interbank bid
rates for Canadian dollar banker’s acceptance and interest payable on funds borrowed in US currency is at variable
rates based on the London Inter-Market Offered Rate (“Libor”) for US dollar deposits.

The following amounts are outstanding under the revolving portion of the Senior Credit Facility:

(5’000 unless otherwise stated)

As at September 30, As at December 31,

2017 2016

Revolving portion of the senior credit facility 40,439 28,941
Deferred financing costs (118) (114)
Total 40,321 28,827

The revolving portion of the Senior Credit Facility denominated in US dollars as at September 30, 2017 is $20.4 million
(520.4 million in 2016).

Deferred financing costs are included in other non-current assets on the statement of consolidated financial position.

The Senior Credit Facility has financial tests and other covenants with which the Company and its subsidiaries must
comply, the primary one being based on the remaining funds within the senior credit facility that is available
(“Availability Test”). Only if the Availability Test falls below a certain threshold then other covenants, which include
a rolling four quarters defined fixed charge coverage ratio of 1:1, are tested. As well, the Senior Credit Facility
contains restrictive covenants that limit the discretion of the Company’s management with respect to certain
business matters. These covenants place restrictions on, among other things, the ability of the Company’s operating
subsidiaries to incur additional indebtedness, to create liens or other encumbrances, to pay dividends or make
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NOTES TO THE INTERIM UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2017 and 2016

certain other payments, investments, loans and guarantees and to sell or otherwise dispose of assets and merge or
consolidate with another entity.

As at September 30, 2017, the availability was in excess of the Availability Test and the Company was in compliance
with its financial covenants on the Senior Credit Facility.

8.2 Senior Term Loans

Under the terms of the Senior Credit Facility, the Company has the option to designate portions of the total $60
million facility as one or more term loans (individually referred to as a “Senior Term Loan” and collectively as “Senior
Term Loans”), denominated in either Canadian or US dollars. The Company currently has three Senior Term Loans
applied against the Senior Credit Facility, two of which are denominated in Canadian dollars and one is denominated
in US dollars.

The following amounts are outstanding under the Senior Term Loans:

(5’000 unless otherwise stated)

As at September 30,

As at December 31,

2017 2016

Senior term loans - beginning of period 12,369 14,031
Foreign exchange revaluation (80) (54)
Payments (1,313) (1,608)
Senior term loans - end of period 10,976 12,369
Less: current portion (1,737) (1,757)
Total 9,239 10,612

9 LONG-TERM DEBT

The elements of the long-term debt are listed below:

(5’000 unless otherwise stated)

As at September 30,

As at December 31,

2017 2016

Beginning of period 10,256 12,139
Payments (2,082) (2,615)
Foreign exchange revaluation (536) (415)
Accretion of debt discount 714 1,147
End of period 8,352 10,256
Less: current portion (2,797) (2,604)
Net long-term debt 6,555 7,652

In June of 2012, the Company entered into long-term debt agreements with a trade creditor. The repayment
schedule of the long-term debt extends to June 2028. The principal is payable over a 10 year amortization period.
The interest is non-compounding at a rate of 4%, commenced accruing as of June 2017 and will become payable
monthly over 4 years commencing June 2024. Principal payments, which started in 2009, are monthly in the amounts
of USS100k in years 1 and 2, USS110k in years 3 and 4, US$120k in years 5, 6 and 7, and US$190k in years 8, 9 and
10. Present value of the debt was determined using discounted cash flows and a credit adjusted discount rate of 9%.
The discount rate, together with the stated interest, comprises the debt discount. Using the effective interest rate

Tree Island Steel -13-
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NOTES TO THE INTERIM UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2017 and 2016

method, the debt discount is amortized as accretion and charged to interest expense over the term of the amended
long-term debt agreements.

The amounts owing under the long-term debts are denominated in US dollars.

10 FINANCING EXPENSES

(5’000 unless otherwise stated)

Three Months Ended Nine Months Ended
September 30, September 30,

2017 2016 2017 2016

Non-cash accretion of debt discount and interest
on long term debt 248 279 827 866
Interest on senior credit facility 282 147 765 502
Other interest and financing costs 216 155 566 626
Amortization of deferred financing costs 12 12 36 36
Total 758 593 2,194 2,030

11 SHAREHOLDERS’ CAPITAL

Tree Island is authorized to issue an unlimited number of Shares. The Shares have no par value. There were no
Shares issued and 483,817 Shares were cancelled in the nine months ended September 30, 2017. Shares issued and
outstanding are as follows:

(5’000 except for Shares)

Issuance
Shares Gross Cost!? Net
Shareholders' capital - December 31, 2015 31,105,673 241,968 11,400 230,568
Repurchase of common shares (41,100) (145) - (145)
Shareholders' capital - December 31, 2016 31,064,573 241,823 11,400 230,423
Repurchase of common shares (483,817) (3,446) - (3,446)
Shareholders' capital - September 30, 2017 30,580,756 238,377 11,400 226,977

11.1 NORMAL COURSE ISSUER BID

The Company had a normal course issuer bid (the “Bid”) effective from September 19, 2016 to September 20, 2017
to purchase up to 1,600,000 Shares. Tree Island had no obligations to purchase any Shares under the bid. For the
period January 1, 2017 to September 30, 2017 the Company purchased 483,817 Shares under the Bid at a total cost
of $1.9 million (at an average price of $4.02 per Share). All 483,817 Shares were cancelled prior to September 30,
2017.

The Company renewed the Bid, effective as of September 21, 2017, to purchase up to 1,500,000 Shares. The
expiration date of the Bid is September 20, 2018 or at an earlier date should Tree Island complete its purchases.
Tree Island has no obligation to purchase any Shares under the Bid. Subsequent to September 30, 2017, 153,900
Shares were purchased at a total value of $0.4 million, or $2.80 per Share. All 153,900 Shares were cancelled.

1 Issuance costs were incurred as a result of the November 2002 Initial Public Offering and October 2004 Secondary
Offering.
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NOTES TO THE INTERIM UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2017 and 2016

12 RELATED PARTY TRANSACTIONS

12.1 TRANSACTIONS WITH ASSOCIATED COMPANIES

The Futura Corporation (“Futura”) is considered to be a related party to the Company because of its Share ownership
interest and the fact that Mr. Doman, the sole shareholder and president of Futura, and Mr. Rosenfeld, the Executive
Vice President of Futura, sit on the Board of Directors.

Based on Tree Island Steel’s outstanding Shares as at November 2, 2017, Futura owns 28.1% of the fully diluted
Shares of the Company.

In addition, Mr. Doman is Chairman and CEO of CanWel Building Materials Group Ltd. (“CanWel”). For the three and
nine months ended September 30, 2017, Tree Island sold, net of rebates, approximately $0.6 million and $2.5 million
respectively ($0.8 million and $2.6 million respectively in 2016) of goods to CanWel and trade accounts receivable
owing from CanWel as at September 30, 2017 is approximately $0.2 million (approximately $0.2 million in 2016).
Outstanding trade accounts receivable from CanWel at period end are unsecured, interest free and settlement
occurs in cash.

12.2 TRANSACTIONS WITH KEY MANAGEMENT PERSONNEL

Included in the definition of key management for purposes of disclosure of related party transactions are members
of Board of Directors and officers of Tree Island Steel. Amounts for key management personnel for the three and
nine months ended September 30, 2017 was approximately $0.5 million and $2.2 million respectively (approximately
$0.5 and $2.3 million respectively in 2016) which includes wages, salaries, other compensation paid in the period (if
any) and social security contributions, paid annual and sick leave, vehicle costs and bonuses. It also includes
directors’ fees paid to members of the Board.

13 INCOME TAXES
A provision for income taxes is recognized for Tree Island Steel, Tll and its wholly owned subsidiaries.
13.1 INCOME TAX RECOVERY (EXPENSE)

The income tax recovery (expense) is divided between current and deferred taxes as follows:

(5’000 unless otherwise stated)

Three Months Ended Nine Months Ended
September 30, September 30,
2017 2016 2017 2016
Current tax recovery (expense) - (189) (2) (201)
Deferred tax recovery (expense) 709 (850) (478) (1,561)
Total recorded in the Statement of Operations 709 (1,039) (480) (1,762)
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September 30, 2017 and 2016

14 FINANCIAL INSTRUMENTS

14.1 FAIR VALUE OF FINANCIAL INSTRUMENTS

Tree Island records certain of its financial instruments at fair value using various techniques. These include estimates
of fair values based on prevailing market rates (bid and ask prices, as appropriate) for instruments with similar
characteristics and risk profiles or internal or external valuation models, such as discounted cash flow analysis and
option pricing models, using, to the extent possible, observable market-based inputs.

The fair values of the financial assets and financial liabilities are included at the amount at which the instrument
could be exchanged in a current transaction between willing parties, other than a forced or liquidation sale. The
following methods and assumptions were used to estimate the fair values:

e Cash, accounts receivable, the revolving portion of the senior credit facility and accounts payable and
accrued liabilities approximate their carrying amounts largely due to the short-term nature of these
instruments;

e  Fair value on the Company's senior term loan, and long-term debt are based on estimated market interest
rate on similar borrowings. The fair value of the senior term loan approximate fair value as the interest
rates approximate market. A one percent (1%) change in the market interest rate would change the fair
value of long term debt by $0.3 million;

e Fair value of the forward exchange contracts are estimated using observable foreign exchange spot and
forward rates. The Company does not consider interest rates or the credit quality of counterparties as

significant inputs to the valuation.

(5’000 unless otherwise stated)

As at As at
September 30, 2017 December 31, 2016

Carrying Carrying
Amount Fair Value Amount  Fair Value
Cash and cash investments 1,436 1,436 1,351 1,351
Accounts receivable 29,778 29,778 24,463 24,463
Commodity purchase contract embedded derivative 509 509 - -
Total financial assets 31,723 31,723 25,814 25,814
Senior revolving facility 40,439 40,439 28,941 28,941
Accounts payable and accrued liabilities 16,448 16,448 15,363 15,363
Senior term loans 10,976 10,976 12,368 12,368
Long-term debt 8,352 8,241 10,256 9,750
Foreign exchange forward contracts 22 22 - -
Commodity purchase contract embedded derivative - - 17 17
Total financial liabilities 76,237 76,126 66,945 66,439

14.2 FAIR VALUE HIERARCHY

The financial instruments have been categorized on a fair value hierarchy based on whether the inputs to those
valuation techniques are observable (inputs reflect market data obtained from independent sources) or
unobservable (inputs reflect the Company’s market assumptions).
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September 30, 2017 and 2016

The three levels of fair value estimation are:
Level 1: Quoted (unadjusted) market prices in active markets for identical assets or liabilities;

Level 2 Valuation techniques for which the lowest level input that is significant to the fair value
measurement is directly or indirectly observable; and

Level 3: Valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable.

The following table summarizes the classification of the Company’s financial assets (indicated by parentheses in the
table below) and liabilities into three levels based upon a fair value hierarchy that reflects the significance of the

inputs used in making the measurements.

(5’000 unless otherwise stated)

Level 1 Level 2 Level 3
Senior revolving facility - 40,439 -
Senior term loans - 10,976 -
Long-term debt - - 8,241
Commodity purchase contract embedded derivative - (509) -
Foreign exchange forward contract - 22 -

A description of significant observable inputs to valuation of financial instruments measured at fair value and
classified as level 2 or 3 in the fair value hierarchy is noted below:

Valuation Significant
Item Technique Observable Inputs Sensitivity of the input to fair value
Long-term debt DCF Change in discount A 1% increase (decrease) in the
rate discount rate will result in a decrease
(increase) in fair value of
approximately $271k

15 RISK EXPOSURE AND MANAGEMENT

Tree Island is exposed to various risks associated with its financial instruments. These risks are categorized as credit
risk, liquidity risk and market risk.

15.1 CREDIT RISK

Credit risk consists of credit losses arising in the event of non-payment of accounts receivable of customer accounts.
However, the credit risk is minimized through selling to well-established customers of high-credit quality. The credit
worthiness of customers is assessed using credit scores supplied by a third party and through direct monitoring of
their financial well-being on a continual basis. Management establishes guidelines for customer credit limits and
should thresholds in these areas be reached, appropriate precautions are taken to improve collectability. Provisions
for potential credit losses (allowance for doubtful accounts) are maintained and any such losses to date have been
within management’s expectations.
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September 30, 2017 and 2016

15.2 LIQUIDITY RISK

Liquidity arises from our financial obligations and in the management of our assets, liabilities and capital structure.
This risk is managed by regular evaluation of our liquid financial resources to fund current and long-term obligations
and to meet its capital commitments in a cost-effective manner.

The main factors that affect liquidity include realized sales prices, production levels, cash production costs, working
capital requirements, future capital expenditure requirements, scheduled payments on financial liabilities and lease
obligations, credit capacity and expected future debt and equity capital market conditions.

Liquidity requirements are met through a variety of sources including cash balances on hand, cash generated from
operations, existing credit facilities, and debt and equity capital markets. Management monitors and manages
liquidity risk by preparing annual budgets, monthly projections to the end of the fiscal year and regular monitoring
of financial liabilities against the constraints of the available revolving credit facilities.

The table below summarizes the future undiscounted contractual cash flow requirements for financial liabilities
(including scheduled interest payments on interest bearing liabilities) as at September 30, 2017 and December 31,

2016:

(5’000 unless otherwise stated)

Carrying  Contractual Less Than 1-2  Greater Than

Amount Cash Flow 1 Year Years 2 Years

Senior revolving facility 40,439 40,439 40,439 - -
Accounts payable and accrued liabilities 16,448 16,448 16,448 - -
Senior term loans 10,976 10,976 1,737 3,474 5,765
Long-term debt 8,352 12,841 1,797 4,641 6,403
As at September 30, 2017 76,215 80,704 60,421 8,115 12,168
Senior revolving facility 28,941 28,941 28,941 - -
Accounts payable and accrued liabilities 15,363 15,363 15,363 - -
Senior term loans 12,368 12,368 1,756 3,532 7,080
Long-term debt 10,256 15,984 2,604 4,477 8,903
As at December 31, 2016 66,928 72,656 48,664 8,009 15,983

15.3 FOREIGN CURRENCY RISK

The significant market risk exposures affecting the financial instruments are those related to foreign currency
exchange rates and interest rates. For the period ending September 30, 2017, a $0.01 increase (decrease) in the
Canadian dollar to US dollar exchange rate will increase (decrease) net comprehensive income by $0.3 million.

Tree Island’s US dollar-denominated cash, accounts receivable, accounts payable and accrued liabilities, Senior
Credit Facility and long-term debt are exposed to foreign currency exchange rate risk because the value of these
financial instruments will fluctuate with changes in the US/Canadian dollar exchange rate. The Company enters into
US dollar currency forward contracts for periods consistent with a portion of US dollar currency transaction
exposures, generally from one to three months. These are not designated as cash flow, fair value or net investment
hedges. As of September 30, 2017, the total notional value of US dollar currency forward contracts outstanding was
USS0.9 million and the fair value mark to market loss on the contracts was $22k.
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September 30, 2017 and 2016

15.4 INTEREST RATE RISK

Tree Island is exposed to interest rate risk on its Senior Credit Facility, which is further discussed in Note 8. A one
percent increase in the interest rates charged on the Senior Credit Facility would increase financing expenses by $0.4
million annually. Tree Island does not use derivative instruments to manage the interest rate risk.

15.5 RAW MATERIAL PRICE RISK

Tree Island is exposed to changes in the price of the materials used in its production process and, from time to time,
enters into contracts to purchase a portion of the zinc to be used. These are not designated as cash flow, fair value
or net investment hedges. As of September 30, 2017 the fair value of zinc forward contracts was a notional amount
of $2.1 million and the mark to market gain on the contracts was $0.5 million.

16 MANAGEMENT OF CAPITAL

The Company’s objectives when managing its capital are:

e To maintain a capital base so as to preserve and enhance investor, creditor, and market confidence and
to sustain viability and future development of the business; and

e To manage capital in a manner that will comply with the financial covenants on the Senior Credit
Facility, term loan and long-term debt agreements as described further in Notes 8.1, 8.2 and 9.

Management manages the capital structure in accordance with these objectives, as well as considerations given to
changes in economic conditions and the risk characteristics of the underlying assets, in particular by close monitoring

of cash flows and compliance with external debt covenants.

(5’000 unless otherwise stated)

As at September 30, 2017 As at December 31, 2016

Total shareholders' equity 64,325 68,573
Senior revolving facility 40,439 28,941
Senior term loans 10,976 12,369
Long-term debt 8,352 10,256
Total capital 124,092 120,139

17 NET INCOME PER SHARE

The following reflects the income and Share data used in the basic and diluted earnings per Share computations:

(5’000 unless otherwise stated)

Three Months Ended Nine Months Ended
September 30, September 30,
2017 2016 2017 2016
Net income (loss) for the period (2,152) 2,687 340 14,276
Weighted average number of shares outstanding: 30,711,062 31,083,173 30,825,595 31,092,073
Net income (loss) per share ($/share) (0.07) 0.09 0.01 0.46
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Basic earnings per Share amounts are calculated by dividing net income for the year by the weighted average number
of Shares outstanding during the year.

Diluted earnings per Share amounts, if applicable, are calculated by dividing the net income for the year (after
adjusting for interest and accretion, net of tax) by the weighted average number of Shares outstanding during the
year plus the weighted average number of Shares that would be issued on conversion of all the dilutive potential
units into Shares. As at September 30, 2017 the Company does not have any instruments issued that could be
dilutive.

The company has repurchased and cancelled 483,817 Shares in the nine months ended September 30, 2017 (Note
11).

18 PROVISIONS AND COMMITMENTS

18.1 LITIGATION AND CLAIMS

Tree Island is party to certain legal actions and claims, none of which individually, or in the aggregate, is expected to
have a material adverse effect on its financial position, statement of operations or cash flows.

18.2 PURCHASE COMMITMENTS

As at September 30, 2017, Tree Island’s wholly owned subsidiaries have committed to production material purchases
(including finished goods) totalling $22.8 million ($30.4 million — September 30, 2016) and capital equipment
purchase commitments of $3.6 million. The committed product material purchases, which are to be delivered before

the end of Q1 2018, and capital equipment purchases, which are to be delivered before the end of Q2 2018, are in
the normal course of our business activity.

19 SEGMENTED INFORMATION

19.1 MARKET SEGMENTS

Revenues for each group for the three and nine months ended September 30, 2017 and 2016 were as follows:

(5’000 unless otherwise stated)

Three Months Ended September 30, Nine Months Ended September 30,

2017 2016 2017 2016

Industrial 19,035 18,123 62,979 58,078
Residential 19,673 19,193 58,405 58,945
Commercial 11,946 12,082 34,336 34,624
Agricultural 4,989 4,737 24,424 21,332
Specialty - 3,591 - 12,371
Total revenue 55,643 57,726 180,144 185,350

Tree Island operates primarily within one industry, the steel wire products industry, with no separately reportable
operating segments. Tree Island groups its products into the following: industrial, residential construction,
commercial construction and agricultural. No one customer is more than 10% of total revenue.

On September 30, 2016, the Company’s stainless product lines and its related machinery, equipment and business

assets were divested to a third party. The stainless product lines were included in the specialty market. Sales of
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September 30, 2017 and 2016

specialty products not included as part of the divestiture of the stainless business has been reclassified as industrial

products for 2017 and for 2016 for comparative purposes.

19.2 GEOGRAPHIC SEGMENTS

The products are sold primarily to customers in the United States and Canada and are attributed to geographic areas

based on the location of customers:

(5’000 unless otherwise stated)

Three Months Ended September 30, Nine Months Ended September 30,

2017 2016 2017 2016

United States 36,404 37,216 112,796 119,672
Canada 17,281 18,270 60,530 59,570
International 1,958 2,240 6,818 6,108
Total revenue 55,643 57,726 180,144 185,350

Non-current assets for this purpose consist of property, plant and equipment and other non-current assets. These
assets are attributed to geographic areas based on the locations of the subsidiary company owning the assets.

(S°000 unless otherwise stated)
September 30, 2017

December 31, 2016

United States 12,292 11,154

Canada 29,579 28,571

Total non-current assets 41,871 39,725
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