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NEWSRELEASE
Wednesday, October 27, 2004 TSE Symbol: AGA

Algoma Stedl Inc. Reports Further Improvement in the Third Quarter
With Record Earnings and Increased Liquidity

SAULT STE. MARIE, ONTARIO — Algoma Stedl Inc. today reported its results for the third quarter ended
September 30, 2004.

Third Quarter Highlights:

- EBITDA of $202.0 million versus $144.2 in Q2.

- Net income of $121.6 million or $3.00 per fully diluted share.
- Subgtantial improvement to liquidity.

- Redemption and conversion of 1% Notes.

- Further unit cost increases versus Q2.

- New three-year collective agreements.

Algoma Stedl Inc. reported net income of $121.6 million for the three months ended September 30, 2004 (fully
diluted income per common share of $3.00). This compares to a net loss in the third quarter of 2003 of $12.3
million and net income in the second quarter of 2004 of $78.0 million. The improvement versus the second
quarter was due mainly to higher selling prices, partialy offset by increased profit sharing accrual, higher raw
material and labour costs, and lower coke sales.

Average stedl revenue per ton increased to $895 in the third quarter compared to $729 in the second quarter and
$467 in te third quarter of 2003. Non-sted sales declined to $19.0 million versus $29.3 million in the second
quarter due mainly to areduction in coke sales. The average cost of sted products per ton increased to $518 in
the third quarter compared to $471 in the second quarter and $434 in the third quarter of 2003. The increase of
$47 per ton versus the second quarter was due to a higher accrual for profit sharing ($17 per ton), higher costs
for certain raw materials and higher labour costs.

The balance sheet benefited from the strong earnings and cash flow with the cash and short-term investments
increasing to $243.3 million in the quarter despite an additiona one-time penson funding contribution of $40
million and a prepayment of a portion of the profit sharing entitlement to employees of $27.6 million. The 1%
Notes were retired as of September 30 through a combination of converson to common shares and cash
redemptions.

Denis Turcotte, President and Chief Executive Officer, said, “Increasing steel prices drove high levels of
profitability and cash flow in the quarter. We expect relatively strong performance in the fourth quarter and a
significant increase to the cash baance. However, sdlling prices have declined from the September peak and
may result in lower average prices in the fourth quarter. In addition, lower shipments are projected mainly due to
seasonal customer shutdowns in December. These factors may result in lower operating income in the fourth
guarter. We will continue to focus the organization on improving our commercial and operating performance to
ensure acceptable returns through the cycle. The Company intends to alocate a greater proportion of
management time over the next few quarters to the evaluation of value maximizing aternatives for the utilization
of excess cash balances.”
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Financia highlights for the third quarter 2004 compared to previous quarters:

2004 2003

Q3 Q2 Ql Q4 Q3
($ millions except per share data)

es®? $535.7  $4398 $337.8 $267.8 $252.8
EBITDA @ $2020 $1442  $599 $289  $7.2
Operating Income (L0ss) $1884  $1305 $59 $17.2  $6.9)
Income (Loss) Before Taxes $1920  $1237 $409 $194 $130)
Net Income (L0ss) $121.6 $78.0 $221  $101  $(123)
Net Income (Loss) Per Share:

- Basic $317  $205  $072  $042 $052)

- Diluted $300  $193  $064 $0.33  $052)
Basic weighted average number of
common shares outstanding (millions) 38.26 38.01 30.52 2408  24.06
Steel Revenue Per Ton Shipped $395 $729 $556 $475 $467
EBITDA Per Ton Shipped ¢ $362 $266 $105 $56 $14
Steel Shipments (000's of net tons)

2004 2003
Q3 Q2 Q1 Q4 Q3

Sheet 449 435 471 423 392

Plate 109 108 102 _89 111

Total 558 243 573 512 503

(1) 2003 Salesreflect the reclassification of freight expense from Sales to Cost of Sales.

(2) Earnings before interest, taxes, depreciation and amortization and foreign exchange. This earnings measure is not a recognized measure
for financial statement presentation under Canadian generally accepted accounting principles (“GAAP”). Non-GAAP earnings measures
(such as EBITDA) do not have any standardized meaning and therefore may not be comparable to similar measures presented by other
companies. This earnings measure is provided to assist users in analyzing operating profitability before non-operating expenses and non-
cash charges.

For further details, please see the Financial Statements and Management’s Discussion and Analysis
below.

MANAGEMENT'S DISCUSSION AND ANALYSIS

The following discussion and analysis should be read in conjunction with Management's Discussion and Anaysis
section of the Company’s 2003 Annual Report and the interim financial statements and notes contained in this
report. This discussion of the Company’s business may include forward-looking information with respect to the
Company, including its business and operations and strategies, as well as financia performance and conditions.
The use of forward-looking words such as, “may,” “will,” “expect” or smilar variations generdly identify such
statements.  Although management believes that expectations reflected in forward-looking statements are
reasonable, such statements involve risks and uncertainties including the factors discussed in the Management’s
Discussion and Analysis section of the Company’s 2003 Annual Report.
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Selected Financial Data for the Eight Quarters Ended September 30, 2004
Basic Income Diluted Income Basic Diluted
Income (Loss) From (Loss) From Net Income  Net Income
(Canadian $ millions (Loss) From Operations Operations  Net Income (Loss) (Loss)
except per share data) S5 Operations Doy Share Dor Share er Share
2004 $ $ $ $ $ $ $
3" Quarter 536 188 4.92 4.65 122 317 3.00
2 Quarter 440 131 343 3.23 78 2.05 1.93
1% Quarter 338 46 150 1.34 22 Q.72 Q.64
2003
4" Quarter 267 17 0.71 0.56 10 0.42 0.33
3 Quarter 253 (7 (0.29) (0.29) (12 (0.52) (0.52)
2" Quarter 304 (5) (0.20) (0.20) 4 0.15 0.12
1% Quarter 314 8 0.31 024 i 028 0.22
2002
4™ Quarter 286 5 0.22 017 (4) (0.18) (0.18)

The Company’s profitability is highly correlated with the level of steel prices which is the mgor factor causing
variaion in quarterly operating results. Industry pricing is largely dependent on globa supply, the level of sted
imports into North America and economic conditions in North America. Since U.S. markets establish pricing
levels, the exchange rate of the Canadian dollar to the U.S. dollar significantly impacts pricing redlizations for
Canadian producers.

Industry pricing levels increased throughout most of 2002 because of strong demand and a decline in production
capacity in the U.S. Sdes revenue in the fourth quarter of 2002 was negatively impacted by a maintenance
shutdown that was necessary to complete maintenance on the blast furnace. Steel prices declined in the first
three quarters of 2003 due to higher stedl production in the U.S,, low-priced imports and lower steel demand in
North America.  The dgnificant strengthening of the Canadian dollar in 2003 contributed to lower pricing
realizations for Canadian producers. Pricing levels increased in the fourth quarter of 2003 and throughout the
first three quarters of 2004 due to stronger globa markets, particularly China, and improved steel demand in
North America. Pricing for 2004 included a cost surcharge on the majority of shipments due to higher costs of
raw materials and other cost inputs. The cost of raw materias has escalated significantly in 2004 as input prices
have responded to the stronger demand. The high level of operating income has aso resulted in a significant
accrua for the profit sharing to employees.

Net [ncome

Net income for the three months ended September 30, 2004 was $121.6 million, an improvement of $133.9
million versus the three months ended September 30, 2003 and $43.6 million versus the second quarter of 2004.

For the nine months ended September 30, 2004, net income was $221.6 million or $5.77 per fully diluted share
versus anet loss of $1.7 million or $0.09 per diluted share for the same period last yeer.

Sales

Revenue for the third quarter of 2004 was $535.7 million, an increase of $282.9 million versus the three months
ended September 30, 2003 and $95.9 million versus the second quarter of 2004. The increase over both quarters
was mainly the result of higher steel selling prices. The average steel price per ton for the third quarter was
$895 versus $467 for the comparable three-month period in 2003 and $729 for the second quarter of 2004.

Revenue for the quarter included a $6.5 million adjustment retroactive to January 1, 2004 related to finaizing a
customer contract.

Stedl shipments totaled 558,100 tons, an increase of 55,500 tons from the third quarter of 2003 and 15,100 tons
from the second quarter of 2004. The increase from 2003 was mainly due to higher production levels versus the
same period last year.
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For the nine months ended September 30, 2004, sdles totaled $1.3 billion, an increase of $442.8 million versus the
same period last year. Average sted price per ton was $725, an improvement of $239 or 49% versus the
comparable nine-month period in 2003.

Steel shipments for the nine-month period ended September 30, 2004 totaled 1,674,300 tons, an increase of
16,600 tons from the same period last year.

EBITDA

EBITDA for the third quarter was $202.0 million, compared to $7.2 million for the same quarter of 2003 and
$144.2 million for the second quarter of 2004. For the nine months ended September 30, 2004, EBITDA was
$406.0 million, an improvement of $367.8 million versus the same period last year. The significant improvement
over the comparable periods was mainly attributable to higher stedl prices.

Cost of saes for the three months ended September 30, 2004 was $319.9 million versus $235.0 million for the
same period in 2003 and $283.8 million for the second quarter of 2004. The increase over both periods is mainly
atributable to higher shipments, production costs and non-stedl sales. The higher production costs reflect higher
operating costs and an increase to the accrua for profit sharing.

Excluding the reserve for profit sharing, cost of sales per ton shipped for steel products was $479 for the three
months ended September 30, 2004 versus $434 for the third quarter of 2003 and $449 for the second quarter of
2004. The $45 per ton increase over 2003 was mainly attributable to higher costs for natural gas and certain raw
materials. The $30 per ton increase over the second quarter was mainly attributable to higher raw materia and
employment costs.

A $21.7 million ($39 per ton) reserve for profit sharing was accrued in the third quarter versus a $12.1 million
reserve ($22 per ton) in the second quarter of 2004. For the nine months ended September 30, 2004, the $36.1
million reserve for profit sharing represents $22 per ton of steel shipments. While the assumptions underlying this
provision reflect management’s current best estimates, they are subject to a high degree of variability. There
was no profit sharing in 2003. Refer to note 6 of the Notes to Interim Consolidated Financial Statements for
details of the profit sharing plan.

For the nine months ended September 30, 2004, cost of sales was $867.6 million versus $796.4 million for the
same period last year. The increase was mainly attributable to the profit sharing reserve, higher non-steel sales,
higher steel shipments and an increase in production costs. Cost of sales per ton shipped for sted products for
the nine months was $472, an increase of $29 versus the same period last year. Higher costs for natural gas and
certain raw materials were offset, in part, by improvements in operating performance.

Raw stedl production for the third quarter was 650,000 tons versus 570,000 tons for the same period in 2003 and
613,000 tons for the second quarter of 2004. Production levels in the third quarter of 2003 were adversely
affected by power outages. For the nine months ended September 30, 2004, raw steel production was 1,885,000
tons, an increase of 62,000 tons from the same period last year.

Adminigtrative and sdlling expenses increased $2.0 million from the second quarter and $3.2 million from the
same period last year. The increase over the second quarter is mainly due to a capital tax refund associated with
a prior year recorded in the second quarter and an increase in the reserve for doubtful accounts in the third
quarter. The increase over the same period last year was mainly attributable to higher employment costs and an
increase in the reserve for doubtful accounts. For the nine months ended September 30, 2004, administration and
sdling expenses totaed $39.7 million, an increase of $3.8 million from the same period last year. The year-over-
year increase was mainly attributable to higher employment costs and sales commissions.

Depreciation and amortization was $13.6 million for the quarter versus $14.1 million for the same period in 2003
and $13.7 million for the second quarter of 2004. For the nine months ended September 30, 2004, depreciation
and amortization was $41.3 million versus $43.2 million for the same period last yesr.
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The Canadian dollar strengthened versus the U.S. dollar over the third quarter resulting in a foreign exchange
gain of $7.8 million, mainly attributable to the long-term debt denominated in U.S. funds. This comparesto again
of $0.1 million in the third quarter of 2003 and a loss of $3.5 million in the second quarter of 2004. For the nine
months ended September 30, 2004, the Company has recognized a foreign exchange gain of $3.7 million versus a
gain for the same period last year of $32.6 million.

Interest expense, net of interest income, was $4.2 million in the third quarter, unchanged from the second quarter
and down $2.0 million for the same period last year. For the nine months ended September 30, 2004, net interest
expense was $13.8 million versus $20.5 million for the same period in 2003. The improvement in interest
expense is mainly due to lower borrowings and interest income earned on cash baances originating from
improved earnings levels and the February 2004 equity issue.

ision f
Thethird quarter provision for income taxes was $70.4 million versus a credit of $0.7 million in the third quarter
of 2003 and $45.7 miillion in the second quarter of 2004. The cash portion of the provision for dl three quarters
was only $0.6 million. The non-cash portion of $69.8 million results from the redlization of tax assets that existed
at the restructuring date and is, therefore, credited directly to contributed surplus as realized. The effective tax

rate exceeds the statutory rate of 34% primarily due to avaluation allowance that has been taken against future
tax assets arising in periods after the application of fresh start accounting.

For the nine months ended September 30, 2004, the provision for income taxes was $134.8 million versus $9.1
million for the same period last year. The cash portion of the nine-month provision was $1.7 million versus $1.8
million for the same period in 2003.

inandial | Liquidi

Cash used in operating activities was $69.8 million for the three months ended September 30, 2004 compared
with cash provided by operating activities of $37.8 million for the three months ended September 30, 2003.
Included in the third quarter was an advance on the 2004 profit sharing of $27.6 million. Operating working
capita increased by $284.3 million in the quarter primarily due to an increase in accounts receivable because of
higher selling prices and shipments and an increase in short-term investments of $190.4 million. For the nine
months ended September 30, 2004, cash provided by operating activities was $61.0 million compared with $139.7
million for the nine months ended September 30, 2003. Operating working capital increased by $374.0 million
primarily due to an increase in accounts receivable of $164.9 million because of higher selling prices and
shipments and an increase in short-term investments of $190.4 million.

Capita expenditures for the three and nine-month periods ended September 30, 2004 were $14.4 million and
$31.8 million, respectively. Expenditures in the corresponding periods of 2003 were $13.8 million and $27.4
million. The Company has redlized $14.6 million of proceeds on the sale of capita assets for the nine months
ended September 30, 2004 related to the sale of tube mill assets and surplus land.

Financing activities for the three months ended September 30, 2004 included a payment of $1.8 million to redeem
the 1% convertible Notes that were not converted by September 29, 2004 and a one-time pension funding
payment of $40.0 million. For the nine months ended September 30, 2004, financing activities aso included
proceeds of a common share issue of $81.5 million, a decrease in other long-term liabilities of $10.0 million and a
decrease in bank indebtedness of $20.4 million. For the three months ended September 30, 2003, financing
activities included a $9.0 million repayment of the term loan and a decrease in bank indebtedness of $12.4 million.

For the nine months ended September 30, 2003, financing activities consisted of payments on the term loan of
$29.0 million and a decrease in bank indebtedness of $80.6 million.

Unused availability under the revolving credit facility at September 30, 2004 was $173 million compared to $172
million at June 30, 2004. The Corporation is required to maintain a minimum availability of $25 million.



TRADE

In mid-October, the Canadian International Trade Tribunad (CITT) initiated an expiry review concerning the
dumping in Canada of carbon stedl plate from Brazil, Finland, India, Indonesia, Thailand and Ukraine and the
subsidizing of plate from India, Indonesia and Thailand. Completion of this review is scheduled no later than June
27, 2005.

In late Augudt, the CITT rescinded an anti dumping finding covering cold-rolled steel sheet product from
Belgium, the Russian Federation, the Slovak Republic and Turkey. This follows the rescinding of orders covering
hot-rolled sheet and carbon steel plate during the second quarter of the year.

Since the rescission of these orders, there have been significant increases in imports of plate from the Ukraine
and hot-rolled sheet from Russia. The Company is monitoring these imports and will take al necessary action to
prevent injury by unfairly traded imports.

OUTL OOK

Spot prices for sheet are expected to decline from the peak reached in September with a strengthening Canadian
dollar contributing to the decline.  This factor, combined with the norma seasona decline in shipments, may
result in lower operating income in the fourth quarter.

The Company’s primary supplier of coal has advised the Company that it will be unable to meet its ddivery
requirements for 2004 due to production problems at its mine. In order to avoid reduced cokemaking production
levels in the first quarter of 2005 and protect the Company’s fuel supply for the blast furnace, the Company
intends to purchase approximately 40,000 tons of cod and 40,000 tons of coke on the spot markets for delivery
by early 2005. This will contribute to an increased working capitd investment in the fourth quarter. Despite this
factor, the Company expects the cash balance to increase substantially in the fourth quarter.
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This news release contains forward-looking information with respect to Algoma's operations and
future financial results. Actual results may differ from expected results for a variety of reasons
including the factors discussed in the Management's Discussion and Analysis section of Algoma’s
2003 Annual Report.

For further information contact:

Glen M anchester

Vice President Finance and Chief Financial Officer
Phone: (705) 945-2470



Algoma Stedl Inc.

Consolidated Statements of Income and Retained Earnings (Unaudited)

(millions of Canadian dollars - except per share amounts)

Three months Nine months

Three months  Nine months

Ended Ended Ended Ended
September 30 September 30  September 30  September 30
2004 2004 2003 2003
Sales $ 5357 $13133 $ 2528 $ 8705
Operating expenses
Cost of sales 3199 867.6 2350 79.4
Administrative and selling 13.8 39.7 106 35.9
Depreciation and amortization 136 413 141 432
3473 948 6 2597 — 875
Income (loss) from oper ations 188.4 364.7 (6.9 (5.0
Financial expense (income)
Interest on long-term debt (note 3) 50 14.3 48 150
Foreign exchange gain (7.8) (3.7) (0.3) (32.6)
Other interest — (08 (0.5) 14 — 55
(36) 101 61 (12.1)
192.0 354.6 (13.0) 71
Other income - 18 - 03
Income befor e income taxes 192.0 356.4 (13.0) 74
Provision for income taxes (note 7) 704 1348 (0] 91
Net income $ 1216 $ 2216 $(123) $ (17
Net income per common shar e (note 5)
Basic & 3217 N $(052) $—(00q)
Diluted $-3.00 $ 577 LN L=v))] £ (009
Weighted average number of common
shares outstanding - millions (note 5)
Basic 28 26 35 A1 2406 2307
Diluted 40 51 38 41 2406 2307
Retained earnings
Balance, beginning of period $ 1236 $ 237 $ 262 $ 159
Net income 1216 2216 (12.3) (1.7)
Redemption of 1% Notes (0.2) (0.2 - -
Accretion of equity component of convertible debt (01 (02) (02) (05)
Balance, end of period $. 2440 $.24490 $ 137 $ 137
See accompanying notes.
SUPPLEMENTAL NON-FINANCIAL INFORMATION
Operations (thousands of net tons)
Raw steel production 650 1,885 570 1,823
Steel shipments 558 1,674 502 1,658



Algoma Stedl Inc.
Consolidated Balance Sheets (Unaudited)

(millions of Canadian dollars)

Current assets
Cash and cash equivalents
Short-term investments
Accountsreceivable
Inventories
Prepaid expenses
Capital assets held for sale (note 8)

Capital assets, net
Capital assetsheld for sale (note 8)
Deferred charges

Total assets

Current liabilities
Bank indebtedness (note 2)
Accounts payable and accrued liabilities
Accrued interest on long-term debt (note 3)
Income and other taxes payable

Accrued pension liability and post-employment benefit obligation

L ong-term debt (note 3)

Accrued pension liability and post-employment benefit obligation

Other long-term liabilities
Future incometax liability

Shareholders' equity
Capital stock (notes4 & 6)
Convertible long-term debt (note 3)
Contributed surplus (note 7)
Retained earnings

Total liabilitiesand shareholders equity

See accompanying notes.

September 30 December 31
2004 2003
$ 527 $ -
190.6 0.2
299.1 134.2
207.6 2108
14.4 9.8
- 120
764 4 3670
642.8 653.2
- 17
33 42
£.14108 S 10261
$ - $ 204
107.6 911
4.3 89
133 80
42 4 295
167 6 1579
157.7 1644
268.7 314.8
8.2 189
329 -
4675 4981
318.1 2148
- 195
2124 1121
244 9 237
7754 3701
£.14108 S 10261




Algoma Stedl Inc.

Consolidated Statements of Cash Flows (Unaudited)

(millions of Canadian dollars)

Cash provided by (used in)

Operating activities

Net income (loss)

Adjust for items not affecting cash:
Depreciation and amortization
Pension expense (note 9)

Post employment expense (note 9)

Futureincome tax expense

Exchange loss (gain) on long-term debt
and accrued interest

Stock-based compensation

Other

Changes in operating working capital

Investing activities
Capital asset expenditures
Proceeds on sale of capital assets

Financing activities
Repayment of term loan
Net proceeds from common shares issued (note 4)
Increase (decrease) in other long-term liabilities
Redemption of 1% Notes
Funding of long-term pension liability (note 9)
Financing expense
Proceeds on exercise of share options
Decrease in bank indebtedness

Cash and cash equivalents
Change during the period
Balance, beginning of period
Balance, end of period

See accompanying notes.

Three months Nine months

Three months  Nine months

Ended Ended Ended Ended
September 30 September 30  September 30  September 30
2004 2004 2003 2003
$ 1216 $ 2216 $ (123 $ @7

13.6 41.3 141 432
114 26.3 6.9 218

6.0 14.9 41 130

69.8 133.1 1.3 73
(9.1) 4.3) 0.3 (320

0.2 0.6 - 04

10 15 20 24
2145 435.0 238 744
(284.3) (374.0) 140 653
— (698) — 610 378 — 1397
(14.4) (31.8) (13.8) 27.4)

= 146 - -
—(44 __(172 — (38 (274
- - (9.0 (29.0)

- 815 - -

- (10.0) (0.2 19

(1.8) (1.8) - -
(40.0) (40.0) - -
(0.3) (0.6) (249 (4.6)

0.2 0.2 - -

- (20 4) (124) (80.6)

(41.9) 89 (24.0) (112.3)
(126.2) 52.7 - -
1788 - - -

$ 527 $ 527 - -
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Algoma Stedl Inc.

Notesto Interim Consolidated Financial Statements (Unaudited)
(millions of Canadian dollars)

1. Basisof presentation and accounting policies

Management is required to make estimates and assumptions that affect the amounts reported in the interim financial
statements. Management believes that the estimates are reasonable, however, actual results could differ from these
estimates. The interim financial statements do not conform in all respects to the disclosure requirements of Canadian
GAAP for annual financial statements and should therefore be read in conjunction with the Corporation's 2003 Annual
Report.

During the quarter, the Corporation adopted an accounting policy for cash and cash equivalents. Cash and cash
equivalents include cash on deposit and term deposits with remaining maturities of less than 90 days at acquisition
and are valued at cost plus accrued interest which approximates fair value. Term deposits with remaining maturities
greater than 90 days at acquisition are classified as short-term investments.

Certain items in the comparative consolidated financial statements have been reclassified to conform to the
presentation adopted in the current period.

2. Bankingfacilities

On September 3, 2003, the Corporation entered into a new Loan and Security Agreement ("Agreement"). This
agreement was subsequently amended on June 3, 2004. The Agreement provides the Corporation with a revolving
credit facility (“Revolving Facility”) with financing equal to the lesser of $200 million and a borrowing base determined
by the levels of the Corporation’s accounts receivable and inventories less certain reserves. At September 30, 2004,
there was $173 million of unused availability under the Revolving Facility after taking into account $27 million of
outstanding letters of credit. The Corporation is required to maintain aminimum availability of $25 million. The
Revolving Facility matures on September 3, 2007 and is collateralized by a first charge on short-term investments,
accounts receivable and inventories. Borrowings can be made in either Canadian or United States (U.S.) funds at rates
fluctuating between 0.75% and 1.5% above either the Canadian prime bank rate or the U.S. base rate or, at the
Corporation's option, at rates fluctuating between 1.75% and 2.5% over bankers' acceptance rate or London interbank
offering rate.

3. Long-term debt
September 30 December 31
2004 2003
Secured 11% Notes maturing December 31, 2009
principal value U.S. $125 million (December 31, 2003 — U.S. $125 miillion) $ 1577 $ 1621
Secured 1% convertible Notes maturing December 31, 2030

principal value N/A (December 31, 2003 — U.S. $37.9 million) - - — 23
157.7 1644

L ess:current portion - - N
£ 1577 £ 16844

During the nine months ended September 30, 2004, U.S. $36.5 million principal value of 1% Notes were converted at the
holders option into 5.7 million common shares resulting in $19.0 million of the equity component and $2.2 million of the
debt component being transferred to share capital.

On September 30, 2004 the remaining Notes were redeemed at a cost of $1.8 million resulting in a charge to expense of
$0.4 million and a charge to retained earnings of $0.2 million.
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Algoma Stedl Inc.

Notesto Interim Consolidated Financial Statements (Unaudited)
(millions of Canadian dollars)

4. ShareCapital

Authorized - Unlimited common shares
The following table summarizes the share capital transactions since December 31, 2003 in millions of shares and

dollars:
Common-Shares
ToBelssued
Ascribed Stated Stated
#0ptions Vaue #Shares Capital # Shares Capital
Balance at December 31, 2003 0.3 $ 03 - $ 01 24.0 $ 2148
Conversion of long-term debt (note 3) 5.7 21.2
Common shares issued 10.0 815
Stock options (note 6):
Granted 0.2 11
Exercised (0.1 (0.2 0.1 0.2
Directors Share Award Plan (note 6):
Shares granted 0.2 04
Sharesissued — (02 —(0.4) 0.2 0.4
Balance at September 30, 2004 0.4 Sl $—0-1 40.0 $3184

During the first quarter of 2004, the Corporation completed an equity issue of 10,000,000 common shares for net
proceeds of $81.5 million.

5. Earningsper share

Basic net income per common share is calculated by adjusting reported net income by the net charge to retained
earnings related to the accretion of the equity component of the 1% convertible Notes and the redemption of the 1%
convertible Notes. Diluted net income per common share assumes the dilutive effect of the conversion of the 1%
convertible Notes at the conversion price and the exercising of stock options and restricted share units (note 6).

Three monthsNine months Three monthsNine months

Ended Ended Ended Ended
September 30September 30 September 30September 30
—2004 2004 2003 2003
Basic
Net income $ 1216 $ 221.6 $ (123) $ @@
Convertible long-term debt - net charge to retained earnings (0.3) (0.4 Q2 (a5)
Net income attributable to common shareholders $1213 $ 2212 S (128 £ (22)
Diluted
Net income $ 121.6 $ 2216 $ (123 $ @7
Convertible long-term debt - net inclusion in (charge to) income - 01 - (0.3)

Net income attributable to common shareholders 1216 $_2217 (23 & (20




Algoma Steel Inc.

Notesto Interim Consolidated Financial Statements (Unaudited)
(millions of Canadian dollars)

5. Earningsper share (continued)
Three monthsNine months Three monthsNine months

Ended Ended Ended Ended
September 30September 30 September 30September 30
2004 2004 2003 2003
Basic weighted average number of common shares outstanding 38.26 35.61 24.06 2397
Common sharesissued on the assumed conversion of convertible
long-term debt and exercising of stock options 1.95 2.55 6.00 6.06
Common sharesissued on the assumed exercising of employee
stock options 030 025 009 009
Diluted weighted average number of common shares outstanding —40.51 2241 2015 2012

There were no dilutive instruments for the three and nine-month periods ended September 30, 2003, so the basic and
diluted weighted average number of common shares outstanding presented on the consolidated statements of income
and retained earnings for these periodsis the same.

6. Stock-based compensation plansand profit sharing plan

The Corporation uses the fair value method to account for awards granted under its stock-based compensation plans.

The compensation expense recognized for the three and nine-month periods ended September 30, 2004 was $0.2
million and $0.6 million, respectively and for the three and nine-month periods ended September 30, 2003 was $0.1
million and $0.4 million, respectively.

Share Award Plan

The plan permits the Corporation, at its option, to award common shares to eligible directors as acomponent of their
compensation. The Corporation accrues for this compensation based on the fair market value of the shares granted.
Any shares awarded are issued quarterly. During the nine months ended September 30, 2004, 33,472 (nine months
ended September 30, 2003 — 70,445) shares were awarded with an average fair market value of $8.77 (nine months
ended September 30, 2003 - $2.38) per share, including 3,941 (2003 — 22,900) shares awarded with an average fair market
value of $14.08 (2003 - $2.69) per share in the third quarter. The maximum number of shares that may be issued
pursuant to the terms of the plan shall not exceed 500,000 common shares.

Share Option Plan

In May 2003, the Corporation's shareholders approved the creation of a Share Option Plan that permits the
Corporation to award common share options to senior management and directors. The Corporation has reserved 2
million common shares for issuance under the plan. The exercise price of a share option may not be less than the
market value of the common shares on the date of the grant. The options have aterm not exceeding ten years and may
not be exercised until the third anniversary of the date granted. Additional plan details are outlined in the
Corporation's Management Information Circular dated March 29, 2004. There were no (2003 — nil) options granted in
the third quarter and 153,785 (2003 — 260,777) options granted in the nine months ended September 30, 2004 with a
weighted average exercise price of n/a (2003 — n/a) and $8.00 (2003 - $1.78) per share respectively. The options vest on
the first, second and third anniversary dates. The estimated weighted average fair value of the options of $4.35 (2003 -
$1.08) per share was determined using the Black-Scholes model with the following assumptions:

2004 2003
Expected time until exercise 5years 5years
Risk-free interest rate 2% 4%
Expected volatility in stock price 60% 0%

Expected dividend yield 0% 0%
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6.

Stock -based compensation plansand pr ofit sharing plan (continued)

Restricted Share Unit Plan

In May 2003, the Corporation's shareholders approved the creation of a Restricted Share Unit Plan that permits the
Corporation, at its option, to award restricted share units to senior management and directors. For principal officers
and directors, a restricted share unit vests on the grant date and entitles the participant to one common share to be
issued from treasury on the third anniversary. For other management included in the Plan, restricted share units vest
on the first, second and third anniversary dates. The Corporation has reserved 1 million common shares for issuance
under the plan. Additional plan details are outlined in the Corporation's Management Information Circular dated
March 29, 2004. The Corporation did not grant any restricted share units in the third quarter of 2004 or 2003. During
the nine months ended September 30, 2004, the Corporation granted 43,480 (2003 — 27,300) restricted share unitswith a
grant-date fair value of $8.00 (2003 - $1.67) per unit.

Profit Sharing Plan
The Corporation has a profit sharing plan for all employees. The amount of profit sharing is based on a percentage of
annual income from operations as follows:

fit Shari
$0 - $50 million 0%
$50 - $100 million 6%
$100 — $150 million 8%
Greater than $150 million 10%

In the third quarter, $21.7 million was accrued under the Corporation’s profit sharing plan and charged to Cost of
Sales. For the nine months ended September 30, 2004, the total amount accrued under the profit sharing plan was
$36.1 million. Under the terms of the collective agreements reached with the Corporation’s unionized employees on
July 30, 2004, $27.6 million was advanced to employees in August 2004. Settlement of the profit sharing plan will be
madein March 2005.

Incometaxes

The Corporation's effective income tax rate is higher than its statutory manufacturing and processing rate of 34%
primarily due to a valuation allowance that has been taken against future tax assets arising in periods after the
application of fresh start accounting.

Federal and Ontario non-capital loss carryforwards at September 30, 2004 are estimated to be nil and $52 million,
respectively, the benefit of which has not been recognized in the financial statements. The Corporation's estimate of
non-capital loss carryforwards has not been reviewed by the Canada Customs and Revenue Agency and may be
subject to change. Any future benefit recognized in respect of unrecorded tax assets that arose prior to fresh start
accounting will result in an increase to contributed surplus. For the three and nine-month periods ended September
30, 2004, thisincrease to contributed surplusis $37.1 million and $100.2 million, respectively.
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8. Capital assetsheld for sale

The Corporation signed an agreement of purchase and sale dated September 2, 2003 for the sale of its tube
manufacturing facilities. The proceeds from the sale were $12.5 million resulting inagain of $0.3 million.

The Corporation had an agreement to sell some excess land. The proceeds from the sale were equal to the net book
value of the assets of $1.7 million.

Both sales were completed in the first quarter of 2004.

9. Pension and other post-employment benefits

Pension funding for the three and nine-month periods ended September 30, 2004 was $49.9 million and $64.4 million,
respectively. Funding in the quarter included an additional one-time funding contribution of $40 million related to the
new collective bargaining agreements.

Post-employment benefits funding for the three and nine-month periods ended September 30, 2004 was $3.6 million
and $10.0 million, respectively.



