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Important Information Regarding Forward Looking Sta tements

When used in this report, the terms “Company,” "Weur,” and “us” refers to Empire Resources, land its
subsidiaries, consolidated for purposes of the Gomis financial statements.

Certain matters discussed under the captions tgsgsi” “Management’s Discussion and Analysis ofaRaial
Condition and Results of Operations,” and elsewliretbis Annual Report and the information incor@ted by
reference in this report may constitute forwardkiog statements for purposes of Section 27A ofSbeurities
Act of 1933, as amended, and Section 21E of theries Exchange Act of 1934, as amended. Theseafol-
looking statements generally are identified by tlverds “believes,” “project,” “expects,” “anticipaag
“estimates,” “i strategy,” “plan,” “may,"will,” “would,” “will be,” “will continue,” “will likely result,”

" ou ” o ”ou ” ” o, ”

intends,
and similar expressions. Forward-looking statesiané based on current expectations and assumpihiainare
subject to risks and uncertainties which may caactgal results to differ materially from the fond&dooking

statements. Our particular risks include thoséofadisted under “Risk Factors”. We are also sabjo many
other uncertainties, including but not limited twaages in general, national or regional economidlitions; an
act of war or terrorism that disrupts internatiosiaibping; changes in laws, regulations and tariffe imposition
of anti-dumping duties on the products importedirges in the size and nature of the Company’s ctitiope

changes in interest rates, foreign currencies ot gpces of aluminum; loss of one or more foresgppliers or
key executives; loss of one or more significanttaoners; increased credit risk from customers; failaf the

Company to grow internally or by acquisition anditbegrate acquired businesses; and failure to orgor
operating margins and efficiencies. We undertakelvligation to update or revise publicly any forddooking

statements, whether as a result of new informafigare events or otherwise.

Overview

We are principally engaged in the purchase, saledatribution of semi-finished aluminum and steedducts to

a diverse customer base located throughout the iBasgrEurope, Australia and New Zealand. We sell ou
products through our own marketing and sales peeoas well as through independent sales agentsando
located in North America and in Europe and who ikeceommissions on sales. We purchase products from
suppliers located throughout the world. Our twayésst suppliers furnished approximately 47% of awdpcts
during 2011 as compared to 39% of our productsndu@i010. While in general we place orders with our
suppliers based upon orders that we have receroad dur customers, we also purchase material foromun
stock, which typically we use for shorter term deties to our customers.

Growth Strategy

We believe that our long-term growth will depencnpunderstanding our customers’ particular requéngis
and delivering a high-level of service and quatitgducts that meet those requirements consisteDtly growth
and profitability will also depend upon our ability continue building our market knowledge and amtigular
our understanding of the production capabilitie®wof suppliers. We will also need to maintain, rsgtben and
expand our supplier relationships in light of caoBd pricing pressures. Finally, we will need tecaed in
identifying and executing opportunities to provioier customers additional value added offeringshath our
existing markets and product offerings as wellnalsroader or new product groups and geographisarea

Our strategy for growth consists of the followingykelements:

Provide Customerswith a High Level of Service and Cost Effective, Quality Products. We work closely with our
customers to understand their specific requirementss enables us to provide each customer with-cos
effective, quality materials matching that customgarticular needs. We also provide various aagillservices
to our customers, such as arranging for productetstored in warehouse facilities for releasénémt on a just-
in-time delivery basis, providing them with timellyformation about market trends and product develent,
arranging for subsequent metal processing or fimisiservices and making material available from own
stock to meet our customers’ short term requireme@ur services are described more fully undede'Sa
Marketing and Customer Service” below.




Expand Volumes and Product Breadth with Existing Suppliers and Customers. We continually seek to build on
our market knowledge. We try to maintain a curremierstanding of our suppliers’ production cap#bsiand
of our customers’ needs and markets. This enalslés tecognize opportunities to introduce new pobdines to
our customers and to increase volume from our senspl

Srengthen and Expand Our Supplier Relationships. We endeavor to continue building our supply soyrbesh
by expanding our relationships with existing supmiand by adding new suppliers. In cultivating pdiep
relationships, we emphasize our combination of eakkowledge and customer base, which we belieema
us an effective marketing and distribution charfioelour suppliers. Conversely, we believe that supplier
relationships position us to offer our customevéider range of products and services.

Provide Increasingly Efficient and Cost-Competitive Handling and Delivery Services. We utilize our own
warehouse and distribution facility in Baltimoreathserves the dual purpose of providing depot/warsimg
capacity for just-in-time delivery and providingritting capability and inventory control at the Balbre port of
entry, our most active import location. This arramgnt reduces freight and handling expenses witleasing
efficiency. It also enables us to monitor deliveréd serve customers more effectively.

Provide Additional Products and Value Added Services. We may add capability to provide our customers with
additional value-added services such as proced&magcing, warehousing and distribution services.

The Industry

The industry in which we operate is the sale arafridution of semi-finished aluminum and steel protd.
These products are manufactured worldwide by mlfacilities, some of which are owned by large gnéged
companies and others by independent producers. mEjerity of the products we purchase are in tuwid $o
distributors, who sell to varied metal working isthies including the automotive, housing and patigg
industries.

Mergent, Inc. reports that North American alumindemand totaled 10.652 billion pounds during thst firalf

of 2011, which represents an increase of 7.4% ftmrsame period of 2010. According to the samertef.8
million tons of aluminum and 23.93 million tons stfeel were imported into the U.S., where we make th
majority of our sales, for consumption during 2010.

Although demand for aluminum products in the U.8s lbeen cyclical, over the longer-term, demand has
continued to increase. We believe that this growefitects general population and economic growtly Hre
advantages of aluminum products, including lighighie and a high degree of formability, recyclalil&and
resistance to corrosion. Demand for steel in ti®. llas been cyclical as well, and was negativapacted in
recent years by depressed construction marketggandral economic conditions. However, demand teels
products remains and we believe will continue toam high.

According to Mergent, Inc., the distribution of alinum shipments in the U.S. by market classifigaiio 2010
broke down as follows: packaging — 31%; transpummtat 28%; building — 14%; electrical — 9%; machine
7%; consumer durables — 7%; and others — 4%. Aawgto the same source, the distribution of stb@ments

in the U.S. during 2010 broke down as follows: ¢omgion — 42%; automotive — 24%; machinery and
equipment — 12%; energy — 7%; containers — 4%;iapgs — 4% and others — 4%. Mergent, Inc. prediett
U.S. and global demand for aluminum and steel @dglitinue to increase in both the long term andstmert
term. In particular, the use of aluminum and dartgpes of steel in heavy truck manufacturingikely to
increase in light of new fuel regulations announdsdthe Obama Administration that will require tkuc
manufacturers to reduce vehicle mass. The advastafgaluminum and lightweight steel are being geed
more generally by truck and engine manufacturesswell as regulators, for example in the developnun
lightweight sealed steel fuel tanks for advanceriayvehicles. According to Mergent, Inc., thesyelopments
should increase demand from transportation markas$s,should increases in environmentally responsible
building. Negative factors affecting demand fourainum and steel products include depressed cartistnu
markets, uncertainties from the European soverdgt crisis, unrest in the Middle East, the Eartthguin
Japan and the U.S. federal budget deficit.




Although trends within the industries above may aetpoverall demand for our products, we do not veaw

aluminum and steel sales in an industry specifiomea (other than aluminum versus steel) or anabyze
financial results or generate growth strategy witheye toward specific industries. Our significeutomers are
general distributors who resell our products indoious industries. They generally do not providewith data
on where they resell our products. Our sales Hieetad by the level of our distributors’ inventoaynd their

ability to resell such inventory, which in turnaffected by industry trends. Our marketing andaghostrategies
are aimed at meeting the needs of distributorspradiding whatever products they may need at amgrgtime

rather than pushing any one particular productekimg to expand our sales into any particular strgu

Within the semi-finished aluminum and steel produntlustry, we believe that we occupy a specializietle as
an alternative supplier with prices generally lowban those of our competitors. More specificalbyr
customers generally purchase semi-finished alumianch steel products from several sources besideands
our products generally comprise only a minorityhadf aluminum and steel products purchased by atomers.

In addition, we offer customers visibility into thgeneral wholesale metals marketplace that ourefarg
competitors do not, since many of these competiioesvertically integrated, selling metal produittsy may
have mined and manufactured, and do not providéyfies of customer services we provide. We al$er afur
customers products from independent sources, wdlicliv our customers to lessen their dependencenon a
increasingly concentrated domestic supply chain.e Wélieve the fact that most of our customers find
important to retain us as an alternative supptieypled with our generally discounted prices, Haslded us
from the potential negative impact of volatility metal prices that affects our industry as a whaéhen metal
prices increased in the past, our customers géyelid not reduce their purchases from us, althotigly may
have reduced such purchases from other suppli8ee Risk Factors “Our future operating results e¢dag
impacted by the volatility of the prices of metaddich could cause our results to be adverselyttF on page
12.

On the supply side, suppliers to our industry idellocal mills and foreign suppliers. In additionany of our
largest competitors are vertically integrated, isgllimetal products they may have mined and manufadt

Maintaining and expanding our access to aluminuoh steel supply is critical given the high demand tfee

aluminum and steel products we purchase. Sincpwehase mainly from foreign suppliers, the maictda

influencing our supply is our ability to maintaincdaexpand our existing relationships with suppleard add new
suppliers, in particular through the services wavfate as described under “Suppliers” above.

Our Products

We derive our revenues from the sale of semi-feishluminum and steel products, which are prodimed
processing primary aluminum or steel and/or alummirar steel scrap. A product is considered “senisfiad” if
it has not yet been converted into a final end-pobdSemi-finished products include aluminum shee, plate
and foil, rod, bar and wire, extruded and cast pot&l We offer many of these forms of semi-finisipedducts
to our customers, for use as follows:

e Aluminum Sheet/Coil. Aluminum sheet/cail is used in many diverse industries, including transportation,
construction and food service. Common applications include road signs and gas tanks for trailers.

e Aluminum Plate. One of the primary industries for aluminum plage transportation. Common
applications include ship building, automobiles &matk and dump bodies.

e Aluminum Treadplate. Aluminum treadplate with a bright finish, bette@rown as “treadbright,” is used
both for its cosmetic appearance and its durabil®@mmon uses are for industrial toolboxes,
automotive runners and trimming.

e Aluminum Foil. Aluminum foil is used primarily in the packagingdustry. Common applications
include candy/gum wrappers as well as decoratiapping for gifts.

* Sainless Steel. Stainless steel coil, sheet and plate produetsviely utilized in applications in which
aseptic and non-corrosive surfaces are essentimhntn applications include the food service and
marine-related industries.




e Carbon Seel. The uses of flat rolled carbon steel productsnsp myriad of applications including
construction, automotive and consumer-related uBesducts currently supplied by the Company
include hot rolled coils and plates, cold rolleddarpated products such as painted, galvanized and
galvalume materials.

During 2011, approximately 84% and 16% of our rexenwere derived from the sale of aluminum prodaots
steel products, respectively.

Demand for our products is not seasonal.

Sales, Marketing and Customer Service

We sell our products primarily through our own netikg and sales personnel. In addition, we sedl fban 10%
of our products through independent sales agengs.cMyrently utilize five independent sales agetiisee of
whom are located in the United States, one in Camendl one in England. These sales agents are osatpd
pursuant to individually negotiated terms, with &xeompensation generally tied to a fixed rate toedamount
of products they actually sell.

Our inventory is comprised of material that hasrbeedered by customers and is in transit or is dpdiald
pending delivery to such customers and materidhtieastock to meet shorter delivery times to owgtomers.

We endeavor to support and grow our distributiopatdities by providing customers with quality pramds,
access to alternative sources of supply, and cesteervice. We offer customers a range of servinekjding:
e sourcing products from the appropriate suppliesroher to meet pricing and delivery requirements;
* handling foreign exchange transactions for purchasel sales in local currency;
e assuming responsibility for the shipment and tingeiivery of the product to the customer;
e assisting customers in identifying materials andctmag their particular needs;

« where necessary, arranging for subsequent metalegsing and/or finishing services that may be
required by the customer;

e arranging for materials that have been ordered lustomer (and are subject to a firm purchase
commitment) to be stored at an appropriate warehdois release to the customers on a just-in-time
delivery basis;

« providing customers with information concerning kertrends and product development; and

* making available material from our own local stotiksneet customers’ short term requirements.

We carefully monitor the timing and processing ofers to meet customers’ needs and commit to dedirgers
within a time-period mutually agreed with the cusés, generally within a 30-day window. We maintain
constant and ongoing communication with our supplie order to ensure that these delivery datesrateand
that customers are apprised of the delivery statttiseir orders.




Customers

We serve more than 300 customers in diverse indastsuch as distribution, transportation, autoteobi
housing, appliances and packaging. In the yeardcmxember 31, 2011, our top ten customers repegsen
approximately 45% of our total revenues, with twistomers, Samuel Son & Co. and Ryerson Inc., attmun
for 11.6% and 12.3% of total revenues, respectively 2010, our top ten customers representedoxppately
44% of our total revenues, with two customers, SarBon & Co. and Ryerson Inc., accounting for 10at9d
10.4% of total revenues, respectively. These tesiotners included nine full-service distribution ta (i.e.,
distributors that have the capacity to provide tddal processing services), as well as a prodotemarious
consumer and industrial products. Our customerspareeipally located throughout the Americas, Aa,
New Zealand and Europe. Our U.S. customer basetisegional, and includes customers in 40 statéis o
significant geographic concentration in one stateegion. During the year ended December 31, 201,
revenues were attributable to the following cowstriU.S. - 70%; Canada — 11%; Australia/New Zeala8&o;
South America — 6%; and Europe — 5%.

Customers generally place an order with us by stiimgia purchase order setting forth their despeatucts,
specifications and date and location of deliveMde confirm the transaction with our sales contradijch

contains our standard terms and conditions, inodi disclaimer of warranties, indemnification &f ly the
buyer and certain protections in case of insolveacypotential insolvency by the buyer (e.g., thghtito

terminate the contract and accelerate paymentsdhgor the occurrence of certain contingenciesgrevent us
from fulfilling the contract on time. Typically ¢hrisk of loss passes to the customer upon delivemycing is
negotiated for each sales contract.

Suppliers

We maintain distribution arrangements and/or ong@ommitments with several foreign mills. We astbalk
purchasers for these suppliers, which provides twitmthe following benefits:

e we serve as an integrated marketing, distributima, service channel for volume that our suppligshw
to export;

e we purchase bulk capacity from suppliers;

e we typically assume responsibility for transportthg products that we purchase;
< we eliminate foreign currency risks for supplieasgd

* Wwe ensure prompt payment to suppliers for matepaishased.

We strive to maintain long-term relationships watlr suppliers and to be a significant distributarthem. As a
result, we are often able to obtain competitivecipg and to influence quality standards and dejiver
practices. We continuously work with our existgigppliers and explore other sources to strengthepasition

in the market. Our principal suppliers are PT.mindo Light Metal Industries, Hulamin Ltd. and Ei\ellenic
Aluminium. We have written agreements with PT. mlndo Light Metal Industries and Hulamin Ltd., the
material terms of which are summarized below:

PT. Alumindo Light Metal Industries. Our supply agreement with PT. Alumindo Light Mdtadustries and its
affiliates provides initially for the supply to w§ a minimum of 3,500 metric tons of aluminum coddled coil
per month, plus or minus 15% upon our written cahs® our specifications as set forth in our passhorders.
Under this supply agreement, the suppliers are ragaired to use their reasonable efforts to delieus an
additional 500 metric tons of aluminum hot/coldledl coil per month, plus or minus 15% upon our terit
consent. The suppliers’ minimum commitment degctibbove will increase to 5,000 metric tons of ahwm
cold rolled coil per month, plus or minus 15% upmur written consent, on January 1, 2013. The senspl
obligations to third parties will at all times bebgect to their ability to produce sufficient supfibr us to meet
the minimum quantities set forth above. The pdtthe product shall be determined at least 60 gaips to the
quarter in which the product is to be manufactuiidte suppliers must provide the products to ushatdwest
price at which they offer the same products to #uird party in North America in equal or smalleraapities,
and they are required to immediately lower existinges if a lower price is offered to any suchrdhparty. We
are also a party to a pre-payment advance agreesigbnPT. Alumindo Light Metal Industries and itffibates
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pursuant to which we will advance a total of $10liom to these suppliers in order to augment their
manufacturing capabilities. The pre-payment adgaiscto be repaid to us beginning on January 132401
monthly installments of approximately $277,777.78.we and the suppliers are unable to agree omdugt
price, the suppliers’ monthly re-payment obligatigifl increase to $555,555.56 and the outstandaigrice will
accrue interest, at the one month U.S. dollar LIB@fR plus 3.5% per annum, per month. The entingaining
balance, if any, must be repaid on January 1, 20t& supply agreement’s initial term will end dwe tdate that
the pre-payment advance has been fully repaidtheusupply agreement will automatically renew fddidional
one year terms unless terminated by mutual writtarsent or in writing by either party at least &yl prior to
the termination date of the then current term. Wiee the right to terminate the supply agreemeahwgertain
events of default, including the suppliers’ brea€hthe agreement, failure to supply the producsecified in
our purchase orders, becoming the subject of cegavernmental demands, investigations or deterioins
involving illegal or trade-related acts, insolvendyankruptcy or similar events, default under aognl or
indebtedness or material adverse change in finameiaother condition, or ability to perform undehnet
agreement. Upon the occurrence of an event otittethe pre-payment advance would become due ayalye
to us upon demand.

Hulamin Ltd. Our agreement with Hulamin Ltd. is a letter oflarstanding which states that Hulamin Ltd. will
work closely with us in satisfying market requirart® recognizing that we remain an important custonThe
letter permits Hulamin Ltd. to sell its productseditly to customers in North America.

Transportation

We arrange for transportation and delivery of thedpcts purchased by customers. When we purchrasieigis
from an overseas supplier, we accept delivery eilhéhe port in the supplier's home country othet port of
destination. If we take delivery at a foreign pase will generally arrange for transportation te thort of
destination on regularly scheduled port-to-porg-geing transportation. Upon delivery of the praduat the
destination port, we use trucking and rail servicedeliver the products to our customers.

Competition

Our principal competitors are global aluminum proghs and rolling mills. Alcoa Inc., and Aleris
Products, Inc. dominate the aluminum industry irtNAmerica. Alcoa Inc. and Aleris Rolled Prodydtsc.
are significantly larger than us, have significargteater financial resources, and are activegniitantly more
areas of the aluminum products business than wdradeding mining, refining, smelting and recydinThese
companies also have access to material producedrgrodted from their own subsidiaries, which conepeith
us. There are also independent importers of alumiaund steel products which serve the North American
aluminum and steel distribution industkye compete with these other importers, as wellggsis that act for or
purchase from foreign aluminum producers including of our suppliers, Hulamin Ltd. Our principalans of
competition is market knowledge, customer servaeg the ability to offer competitive terms and pred
quality, including providing value-added services dur customers and providing a full range of pridu
offerings. We also believe that agents of foreigtisnare generally less capable of providing thmmsavalue-
added services to our customers because thesesagengenerally captive to a single foreign soame often
lack the flexibility and range of product offerintigat we offer our customers. We further beliewa thy offering
our customers a full range of products from indejeen sources, we enable our customers to avoidndepey
in an increasingly concentrated domestic supplyncha

Employees
As of December 31, 2011, we had approximately 5pleyees. We also have independent sales reprégsesta

located in the United States and in Europe. Ndraupemployees are represented under a collebtivgaining
agreement.




History

The Company was incorporated in the State of Delawa 1990 under the name Integrated Technology USA
Inc. Until September 17, 1999, the Company washim business of designing, developing and marketing
products for emerging computer related markets.

On September 17, 1999, the Company merged with EnRésources, Inc. (“Empire”), a distributor of wel
added, semi-finished aluminum products. Sincentkeger, the Company has continued the businesspfr&
under the name of Empire Resources, Inc.

In conjunction with the merger, Empire ResourcesifiRaLtd. (“Empire-Pacific”), then an affiliate oEmpire
operating in Australia, became a wholly owned glibsy of the Company. Empire-Pacific acts as ales
agent in Australia and New Zealand.

Our Belgian subsidiary, Imbali Metals BVBA, was a@mporated in 2005 and began operations in that year
Available Information

We maintain a website at www.empireresources.caie make copies of our Annual Report and quarterly
reports available on our website. Additionallyy @odeof business conduct and ethics is also availableurn
website.

RISK FACTORS
We are highly dependent on a few suppliers.

Our two largest suppliers in 2011 were PT. Alumindght Metal Industry and Hulamin Ltd., from whomew
purchased approximately 47% of our products. Our kargest suppliers in 2010 were PT. Alumindo Ligh
Metal Industry and Elval Hellenic Aluminium Indugts. A., from whom we purchased approximately 39% o
our products. Accordingly, the termination or liation by one or more of our largest suppliers ledirt
relationships with us could limit our ability tolfili customer orders or cause us to purchase prtsdat a loss,
which could have a material adverse effect on ausirtess and results of operations. In addition,less of any
one of our other suppliers (or material defaultalmy supplier in its obligations to us) for any @asincluding
but not limited to bankruptcy, financial difficudts, expropriation, social unrest, destruction, tad® strikes,
acquisition by a person or entity unwilling to pid& products to us, or for any other reason, cdinhit our
ability to fulfill customer orders or cause us targhase products at a loss, which could have arrabéslverse
effect on our business.

An interruption in the sources of our metal supplould have a material adverse effect on our resuits
operations.

We rely on our suppliers to fulfill contractual aations. The failure of any one of our suppliergulfill their
obligations to us may expose us to serious losg@sduiring us to purchase material at a loss éndjpen market
and/or absorb losses for hedges applied to theulfief@ supplier’'s transaction. Our primary supmieould
curtail or discontinue their delivery of metals ue in the quantities we need with little or no oeti If our
suppliers experience production problems, lackayfacity or transportation disruptions, we may bebim to
obtain sufficient amounts of metal on a timely basr we may not be able to obtain metal from aéig¥ sources
at competitive prices to meet our delivery scheslule

In addition, in recent years, the metal producingply base has experienced significant consolidatiath a
few domestic producers accounting for a majoritytled domestic metal market. The number of availabl
suppliers could be reduced in the future by factwush as further industry consolidation or banlcigst
affecting metal suppliers. Although we have in plast successfully replaced suppliers lost as dtresundustry
consolidations, there can be no assurance thatouddvibe able to replace the volume of productiothertype
of products supplied by any of our current vendbthey were acquired or their operations termidabe were
interrupted.

The occurrence of any of these events could havatarial adverse effect on our business, finaramalition,
results of operations and cash flows.
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We are highly dependent on a few significant custens

Our sales are highly concentrated among a few mest During the years ended December 31, 2012@14,
45% and 44%, respectively, of our revenues wereeltrfrom sales to ten customers. Two major custeme
Ryerson Inc. and Samuel Son & Co., Ltd., accoufedpproximately 24% and 21% of our consolidatetl n
sales for the years ended December 31, 2011 ar@] B&pectively. Over the last several years, thaxe been
consolidations in the industries we serve that nmayease our sales concentration and the relaség.riAny
material reduction in sales to any of these custerneuld have a material adverse effect on ourn@gsi Our
sales contracts tend to be short term in naturetypieally sell our products on monthly or quaryecustomer
commitments. As a result, the relationship, asl sl particular orders, can generally be terminatgith
relatively little advance notice. The loss of anyeoof our major customers or decrease in demanthdse
customers or credit constraints placed on themdcbalve a material adverse effect on our busin@ssndial
condition and results of operations.

The counterparties to our commodity derivative inghents may not be able to perform their obligat®io us,
which could materially affect our cash flows andselts of operations.

In order to minimize risk associated with fluctosts in commodity prices and foreign currency, we us
derivative instruments to hedge metal pricing asr@ifyn currency risk as we deem appropriate foragority of
our purchase and sales contracts. We are exposkd tisk of a counterparty default in fulfillinpese derivative
instruments. Should there be a counterparty defadtcould be exposed to losses on the originalvakere
instrument or be unable to recover anticipated ggiiom the transactions, which could result in dased gross
margins, profitability and/or outright losses.

Although we expect to finance our future and in-press growth initiatives through borrowings under ou
credit facility, we may have to find additional smes of funding, which could be difficult. Additically,
increased leverage could adversely impact our bessand results of operations.

We expect to finance our future and in-process gnawitiatives through borrowings under our $20dliom
secured, asset-based credit facility, which matoreslune 30, 2014. However, our credit facility nmat be
sufficient or available to finance our growth iatives, and we may have to find additional souofdiancing.
It may be difficult for us in the future to obtaime necessary funds and liquidity to run and expamdusiness.
Additionally, if we incur substantial additionallate including under our credit facility, to finanéeture growth,
our leverage could increase as could the riskscasd with such leverage. A high degree of leveraguld
have important consequences to us. For exampeuit:
e increase our vulnerability to adverse economiciaddstry conditions;
* require us to dedicate a substantial portion ohdasm operations to the payment of debt service,
thereby reducing the availability of cash to fundrking capital, capital expenditures, dividends and
other general corporate purposes;

« limit our ability to obtain additional financing foworking capital, capital expenditures, general
corporate purposes or acquisitions;

e place us at a disadvantage compared to our comzetiitat are less leveraged; and

< limit our flexibility in planning for, or reactingp, changes in our business.
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We may not be able to generate sufficient cash flmwmeet our existing debt service obligations.

Our annual debt service obligations until June Zl,4, when our senior credit facility is schedulednature,
will be primarily limited to interest and principghyments on our 10% Convertible Senior Subordéhatetes
Due June 1, 2016, with an aggregate principal amofi$12 million, and borrowings under our $200 lioii
credit facility with outstanding borrowings of $14#illion as of December 31, 2011. Our ability tongeate
sufficient cash flow from operations to make schedipayments on our debt obligations will dependoan
future financial performance, which will be affedtby a range of economic, competitive and busifies®rs,
many of which are outside of our control. If we it generate sufficient cash flow from operatitmsatisfy
our debt obligations, we may be required to undtertalternative financing plans, such as refinanaimg
restructuring our debt, selling assets, reducingleaying capital investments or seeking to raidditenal
capital. We may not be able to consummate any sacisaction at all or on a timely basis or on teramsl for
proceeds, that are acceptable to us, and thessattions may not be permitted under the terms pivatious
debt instruments then in effect. Our inabilityg@nerate sufficient cash flow to satisfy our defitgations or to
timely refinance our obligations on acceptable goould adversely affect our ability to serve oustomers and
could cause us to reduce or discontinue our planpedations.

We service industries that are highly cyclical, aatly downturn in our customers’ demand could reducar
sales, margins and profitability.

Many of our products are sold to customers in itries that experience significant fluctuations enthnd based
on economic conditions, energy prices, consumerageimavailability of adequate credit and financioigstomer
inventory levels, changes in governmental poli¢iesluding those that would limit or reduce defespending)

and other factors beyond our control. When one orenof our customers’ industries experiences aimkclive

may have difficulty increasing or maintaining oewél of sales or profitability if we are not abtedivert sales
of our products to customers in other industries.

We are vulnerable to interest rate fluctuations onir indebtedness, which could hurt our operatingsgts.

We are exposed to various interest rate risksrasudt of our indebtedness under our credit facilarket risk
arises from changes in variable interest ratesioborrowings, which are primarily short-term LIBQR money
market based loans, which are subject to changatdfest rates significantly increase, we couldubable to
service our debt which could have a material adveffect on our operating results.

We are dependent on our executive officers and keyployees.

We are highly dependent on the management and rirapeskills of our executive officers and otheryke
employees, including Nathan Kahn, our chief exeeutfficer, president and a director, Sandra Katum,vice
president, chief financial officer and a directand Harvey Wrubel, our vice president of salesfdine of
marketing and a director. There can be no assertrat these individuals will continue to providengces to
us. The loss of any of our executive officers threo key employees or the failure to attract arndimeadditional
qualified personnel could prevent us from implenmantour business strategy and continuing to grow ou
business at a rate necessary to maintain futurfegisidity.

Failure of the supplier to honor the terms of ouupply and pre-payment advance agreements could have
material adverse effect on us.

We are a party to a supply agreement and a preg@ayatdvance agreement with one of our largest mrppl
which provide for the sale to us of certain alummmproducts and our advance of $10 million to firetice
expansion of the supplier’s production capacitye &lve exposed to the risk of failure of our supgbehonor its
obligations under these agreements. The suppliaiiisre to provide the supply of materials as eomplated
could negatively impact our results of operatiombe supplier’s failure to repay any or the ensidvance could
result in a material loss to us.
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Many of our suppliers and customers are locatediimernational markets, which expose us to a numbar
risks.

We generally purchase metal products from foreigpp$ers, and our customers are principally located
throughout the Americas, Australia, New Zealand &umlope. Thus, our operations could be materiatig
adversely affected by changes in economic, poliawa social conditions in the countries where weently
purchase or sell or may in the future purchaseelbissch products, including the potential for adeechange in
the local political or social climate or in goverent policies, laws and regulations, restrictionsimaports and
exports or sources of supply, and change in datieistaxes.

In addition, an act of war or terrorism or majongamic event could disrupt international shippicgesiules,
cause additional delays in importing our produnts ithe U.S. or increase the costs required tooddsts of
crime or violence in these international marketsld@lso adversely affect our operating resultactlations in
the value of the U.S. dollar versus foreign curremcould reduce the value of these assets asteepior our
financial statements, which could reduce our stotddrs’ equity. Our failure to adequately anticgatnd
respond to these risks and the other risks inhénenternational operations could have a matexthierse effect
on our operating results.

Our future operating results could be impacted thetvolatility of the prices of metals, which coutduse our
results to be adversely affected.

The metal industry is highly cyclical and pricingncbe volatile. The prices we pay for metals amdptices we
charge our customers may fluctuate depending oryrfestors, including general economic conditionstib
domestic and international), competition, produttievels, import duties and other trade restricticand
currency fluctuations. We rely on long-term relaships with our suppliers but generally have nagerm,
fixed-price purchase contracts. Instead we purclaaggrevailing market prices at the time orders @eeed,
typically with discounts for quantity purchases. fhe extent metals prices decline, we would geheexdpect
lower sales and possibly lower net income, dependimthe timing of the price changes. To the extemtare
not able to pass on to our customers any incre@asesr raw materials prices, our operating resaitsy be
adversely affected. In addition, because we mairgabstantial inventories of metals in order to thsbert lead-
times and the just-in-time delivery requirement®of customers, a reduction in our selling pricasla result in
lower profitability or, in some cases, losses, @itbf which could adversely impact our ability temain in
compliance with certain financial covenants in tan facilities, as well as result in us incurriimgpairment
charges.

If suppliers fail to provide products of sufficiejuality, customer relationships and prices could hegatively
affected.

Our relationships with our customers depend, in, @ar our ability to deliver products of the qualipecified by
those customers. We rely on certifications from suppliers that attest to the quality of the metateived from
those suppliers for resale and generally, condistih industry practice, do not undertake indepartdesting of
such metals. In the event that metal purchaset oppliers is deemed defective material or deetoeubt
meet quality specifications as set forth in thdifieations or customer specifications, we may becéd to buy
products of the specified quality from another seuo fulfill the customer’s order. While we woulten be left
with a claim against the supplier for any loss an&td by us, we may not be able to bring thesemdlai
successfully, particularly in foreign jurisdictiantn addition, we could suffer damage to our rafiah that may
arise from sub-standard products and possibledbsgstomers.

We are exposed to credit risk from our customers.

We do not require collateral for customer receigabMWe have significant balances owing from custertteat
operate in cyclical industries and under leveragedditions, which may impair our collection of thes
receivables. We carry credit insurance with a 108dudtiblecovering the majority of our customers, and we
have set specific limits on each customer’s re¢#esm However, we sometimes elect to exceed thesefe
credit limits, and in selected instances the co4pay be increased. Our failure to collect a sigaiit portion of
the amount due on our receivables directly frontamsrs or through insurance claims (or other maltelefault

by customers) could have a material adverse effectur financial condition and results of operasion
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We are subject to the risk of default by our custers.

We rely on our customers to fulfill contractual igiations. The failure of our customers to do so mayose us
to serious losses and may force us to sell matatial loss in the open market and/or absorb |dssemetal

hedges applied to the defaulting customer’s traiwac A default by a single customer could havenaterial

adverse effect on our financial condition and ressof operations.

We could be held liable for any product failureslated to the products we manufactured at our extiws
facility.

As a result of the production that took place at extrusion facility prior to September 2009, whea ceased
production at the facility, we may be exposed tdeptally serious risks such as product failurddi@ing
distribution in the market. While we are not awafany defects in our aluminum extrusion produdefects in
the products that we manufactured may result ilogerand potentially fatal accidents which mayumtresult
in substantial losses to us.

Significant changes to international trade regulatins could adversely affect our results of operaton

During 2011 and 2010 approximately 54% and 42%peetively, of our purchases of aluminum productsewe
from countries that were considered developing tres1 whose exports were eligible for preferenteadiff
treatment for import into the U.S. under the geliezd system of preferences or duty free. There lmamo
assurance that any of our suppliers will contimude eligible for such preferential tariff treatrhem that the
generalized system of preference will be renewsst @l expiration on June 30, 2013. If the prefeial tariff
treatment of any of our suppliers that are curgeetfigible for such treatment becomes unavailatblen imports
from such supplier may be subjected to a tariffféad of the duty-free treatment those imports eajey. To
the extent these increased costs could not be goass® our customers, our profit margins coulchbgatively
affected. This could result in higher costs to nd Aave a material adverse effect on our busirfesmcial
condition and results of operations.

Antidumping and other duties could be imposed on aar suppliers and our products.

The imposition of an antidumping or other increadaty on any products that we import could haveadenal
adverse effect on our financial condition. For egenunder U.S. law, an antidumping duty may bedsga on
any imports if two conditions are met. First, thepartment of Commerce must decide that the impoedeing
sold in the U.S. at less than fair value. Secomel International Trade Commission must determiagttie U.S.
industry is materially injured or threatened witlterial injury by reason of the imports. The Intdional Trade
Commission’s determination of injury involves a tpng inquiry: first, whether the industry is mdady
injured, and second, whether the dumping, not oflaetors, caused the injury. The International dera
Commission is required to analyze the volume of dntgy the effect of imports on U.S. prices for like
merchandise, and the effects the imports have @& producers of like products, taking into accomany
factors, including lost sales, market share, pgofpiroductivity, return on investment, and utilinat of
production capacity.

General global economic, credit and capital markebnditions have had and could continue to have an
adverse impact on our business, operating resultd dinancial condition.

We are susceptible to macroeconomic downturnsentts. and abroad which have had, and in the fuhag
continue to have, an adverse effect on demanduiopmducts and consequently our operating redidtsncial
condition and cash flows. Future negative econocoiaditions, as well as a slow recovery period frihma
current economic downturn, could lead to reducedatel for our products, increased price competitiedyuced
gross margins, increased risk of obsolete inveesaaind higher operating costs as a percentageafue.

Disruption of the capital and credit markets magat&vely impact our business, including our abilidyaccess
additional financing at a time when we would lil@, need, to access those markets to run or expand o
business. These events may also make it more dostlys to raise capital through the issuance ofemuity
securities and could reduce our net income by asing our interest expense and other costs ofatajihe
diminished availability of credit and other capitaduld also affect the industries we serve anddoesult in
reduction in sales volumes and increased creditalection risks.
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Our industry is highly competitive, which may foraes to lower our prices and may have an adverseefbn
our operating results.

The principal markets that we serve are highly cetitipe. Competition is based principally on priservice,
quality, processing capabilities, inventory availiab and timely delivery. Many of our competitorare
significantly larger than us, and many have capsioarces of supply and significantly greater actessapital
and other resources. Increased competition cowl@ramur margins or reduce our market share and have
material adverse effect on our financial perforneandditionally, if our sources of supply were imtgted, our
competitors could be in a position to capture aigt@mers.

Increases in energy prices would increase our oférg costs, and we may be unable to pass all these
increases on to our customers in the form of highgnices.

If our energy costs increase disproportionatelguorevenues, our earnings could be reduced. Wensey to
process and transport our products. Our operatstsdncrease if energy costs, including elecyridiesel fuel
and natural gas, rise. During periods of highergneosts, we may not be able to recover our opeyatost
increases through price increases without redudemand for our products. In addition, we generdibynot
hedge our exposure to higher energy prices. Inessi@msenergy prices will increase our operatingscasd may
reduce our profitability if we are unable to pabofthe increases on to our customers.

Rising freight rate costs and lack of adequate cargpace may affect our operations.

Substantially all of the products we distribute uieg transportation, either via ocean vessels, aaitrucks.
Increasing freight rates may materially adversélgca our profit margin and lack of cargo space ra#fgct our
ability to deliver products in a timely manner.

The failure of our key computer-based systems coudale a material adverse effect on our business.

We currently maintain computer-based systems irogeration of our business and we depend on thestenss
to a significant degree for all areas of busingsrations. These systems are vulnerable to, amiray things,
damage or interruption from fire, flood, tornadedaother natural disasters, power loss, computstesy and
network failures, operator negligence, physical atettronic loss of data or security breaches amdpeiter
viruses. The destruction or failure of any one oif computer-based systems for any significant pleobtime
could materially adversely affect our businessfiicial condition, results of operations and casiwdl

We may face risks associated with current or futditigation and claims.

Although we do not believe that we currently faog enaterial litigation or claims, there can be nagntee that
we will not, in the future, be involved in one oom lawsuits, claims or other proceedings. Thed#s sould
concern issues including contract disputes, empémtractions, employee benefits, taxes, environrhemtalth
and safety, personal injury and product liabilitatters. Due to the uncertainties of litigation, @& give no
assurance that we will prevail on any claims magairest us in any such lawsuit. While it is not felsto
predict the outcome of any pending lawsuits andhdawe do not believe that the disposition of augh
pending matters is likely to have an adverse efiecour financial condition or liquidity, althoughe resolution
in any reporting period of one of more of thesetaratcould have an adverse effect on our operagisglts for
that period. Also, we can give no assurance thatodimer lawsuits or claims brought in the futurdl wot have
an adverse effect on our financial condition, ldityi or operating results.
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The interests of our controlling stockholders magptcoincide with others.

As of March 8, 2012, Nathan Kahn, our chief exeaubfficer, president and a director, and SandrarKaur
vice president, chief financial officer and a die¢ beneficially owned approximately 42.3% of autstanding
common stock (40.2% excluding the 10% Convertildai& Subordinated Notes Due June 1, 2016, whith on
have voting rights once they are converted to comretmck) and Harvey Wrubel, our vice president of
sales/director of marketing and a director, beredfic owns approximately 5.8% (4.7% excluding the%d
Convertible Senior Subordinated Notes Due June (L6R In addition, through ownership of our 10%
Convertible Senior Subordinated Notes Due Jun®162Leon G. Cooperman and his affiliates bendfc@avn
(i.e., have the right acquire) 16.1% of our outstandingimon stock. As a result, our controlling stoddeecs
control substantially all matters requiring stockies approval, including the election of directarsd approval
of significant corporate transactions. In additithhis concentration of ownership may delay or pm¢\sechange
in control of our company and make some futures@ations more difficult or impossible without thgport of
our controlling stockholders. The interests of oantrolling stockholders may not coincide with dnterests or
the interests of other stockholders.

Our common stock may be affected by limited tradimglume and price fluctuations, each of which could
adversely impact the value of our common stock.

There is relatively limited trading in our commotock and there can be no assurance that an actdeg
market in our common stock will either develop errbaintained. In addition, our common stock cufyemades
on the OTCQX, which generally lacks the liquiditgsearch coverage and institutional investor folhgnof a
national stock exchange like the NYSE Amex Equijttb® New York Stock Exchange or the Nasdaq Stock
Market. Our common stock has experienced, andkeylito experience in the future, significant priaed
volume fluctuations, which could adversely affdu tmarket price of our common stock without regaradur
operating performance. In addition, we believe faators such as quarterly fluctuations in our fiicial results
and changes in the overall economy or the conditibnhe financial markets could cause the priceoof
common stock to fluctuate substantially. Thesetflatons may also cause short sellers to entemté&et from
time to time in the belief that we will have poasults in the future. We cannot predict the actiohsarket
participants and, therefore, can offer no assuatitat the market for our stock will be stable ppraciate over
time.

Our stock price may be volatile, which could resuitsubstantial losses for investors.

The market price of our common stock is highly titdaand could fluctuate widely in response to wvas
factors, many of which are beyond our control, udahg the following:

e additions or departures of key personnel;

» sales of our common stock, including managementsha
e our ability to execute our business plan;

e operating results that fall below expectations;

« loss of any strategic relationship;

e industry developments; and

« general domestic or international economic, maakekt political conditions.

In addition, the securities markets have from timéime experienced significant price and volumetliations
that are unrelated to the operating performanceasficular companies. These market fluctuations raisp
significantly affect the market price of our commainck.
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A significant number of our shares will be eligibléor sale and their sale or potential sale may deps the
market price of our common stock.

Sales of a significant number of shares of our comstock in the public market could harm the magtate of
our common stock.

In addition, 416,000 shares are issuable upon eseeof options. If any options are exercised, theres issued
upon exercise will also be restricted, but maydid snder Rule 144 after the applicable holdinggzkhas been
satisfied. Sales under Rule 144 may be subjeabltame limitations and other conditions.

In addition to the possibility that actual salessafnificant amounts of our common stock in the ljpuimarket
could harm our common stock price, the fact that siackholders have the ability to make such satedd

create a circumstance commonly referred to as aerhang,” in anticipation of which the market priceour

common stock could fall. The existence of an oveghavhether or not sales have occurred or are gogur
could also make it more difficult for us to raisgd@ional financing through the sale of equity guiy-related
securities in the future at a time and price thatdeem reasonable or appropriate.

Although we have paid dividends in prior periodbere can be no assurance that we will pay dividemishe
future. As a result, any return on investment mag bmited to the value of our common stock.

Although we have paid dividends in prior periodsgre can be no assurance that we will pay dividémdke
future. The payment of dividends on our common lstedl depend on our earnings, financial conditiand
other business and economic factors as our boaddexftors may consider relevant. If we do not gaydends,
our common stock may be less valuable.

If securities or industry analysts do not publiskesearch or publish inaccurate or unfavorable resehrabout
our business, our stock price and trading volumeut decline.

The trading market for our common stock will depeéndpart on the research and reports that secairiie
industry analysts publish about us or our businésge obtain securities or industry analyst cogerand if one
or more of the analysts who covers us downgradesstmek or publishes inaccurate or unfavorable aete
about our business, our stock price would likelgliade. If one or more of these analysts ceasesrageeof us or
fails to publish reports on us regularly, demanddor stock could decrease, which could cause tak rice
and trading volume to decline.

We will incur increased costs as a result of beiagublic reporting company.

We will face increased legal, accounting, admiatste and other costs and expenses as a publiatirepo
company that we do not currently incur. The SarbaDgley Act of 2002, including the requirements of
Section 404, as well as new rules and regulatiahsequently implemented by the Securities and EBgba
Commission and the Public Company Accounting OgétsiBoard impose additional reporting and other
obligations on public reporting companies. We expleat compliance with these public company requéets
will increase our costs and make some activitiesentone-consuming. A number of those requiremerits w
require us to carry out activities we have not dpreviously. For example, we will adopt new intdroantrols
and disclosure controls and procedures. In additwa will incur additional expenses associated vatir
Securities and Exchange Commission reporting requénts. For example, under Section 404 of the 8asha
Oxley Act, we will need to document and test odeiinal control procedures and our management wédnto
assess and report on our internal control ovemfirg reporting. Furthermore, if we identify anysugs in
complying with those requirements (for examplew# or our accountants identify a material weakmass
significant deficiency in our internal control oviémancial reporting), we could incur additionalst® rectifying
those issues, and the existence of those issuét adwersely affect us, our reputation or invegterceptions of
us. It also could become more difficult and expemso maintain director and officer liability insurce, and we
may be required to accept reduced policy limits aoderage or incur substantially higher costs. Aessllt, it
may be more difficult for us to attract and retajnalified persons to serve on our board of director as
executive officers. We expect that the additioeglarting and other obligations imposed on us bgdheales and
regulations will increase our legal and financiampliance costs and the costs of our related legaiounting
and administrative activities significantly. Thasereased costs will require us to divert money tha could
otherwise use to expand our business and achiev&rategic objectives.
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PROPERTIES

Our corporate headquarters are located in Fort Nee; Jersey, where we lease office space pursaamtdase
expiring in March 2015. The lease provides forinimum annual rental payment of $284,000, plus lascas.

We own a distribution and warehouse facility at®9Quad Avenue, Baltimore, Maryland.
We believe that our facilities are adequate to roeeturrent and proposed needs.
SHARE STRUCTURE

The Company has approximately 2,650 beneficialedi@ders as of year-end.

CUSIP: 29206E100

Common Stock

Par Value $0.01 per share

20 million shares authorized
11,749,651 shares issued
9,238,406 shares outstanding

LEGAL PROCEEDINGS

We were previously engaged in a dispute, A.W. Rir@nServices, S.A. v. Empire Resources, Inc.alet
involving a former shareholder and our stock transfgent. All parties have since reached an agreeio
resolve the matter and the action was dismisseld pvi¢judice on January 13, 2012. On February 10228
settlement agreement was finalized pursuant to lwithe defendants agreed to make a contributiori® t
resolution of $250,000.

Dividends

During 2011, our Board of Directors declared quértdividends on our common stock. The Board afeiors
determined that we were able to return some ofcash to stockholders without impacting future rexeeand
earnings growth or restricting strategic opportiesit The Board of Directors declared a regulah ctigidend of
$0.025 per share on March 24, 2011, June 22, 2Bddtember 22, 2011 and December 14, 2011. ThedRdar
Directors intends to review our dividend policy amjuarterly basis and make a determination withaetsto a
dividend distribution, subject to profitability,efe cash flow and the other requirements of thenkssi There
can be no assurance that dividends will be pafterfuture.

Share Repurchase

In July 2008, the Board of Directors authorized iyeurchase of up to 2 million shares of our comrmstoick. As
of December 31, 2011, we repurchased a total off/87shares with an aggregate cost of $1,280,732.
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Equity Compensation Plan Information

The following table provides information as of Rewer 31, 2011 regarding the only compensation, @an
2006 Stock Option Plan (the “2006 Plan”), underakibur common stock is authorized for issuance.

Equity Compensation Plan Information

Number of securities

remaining available

for future issuance

under equity

Number of securities to compensation plans
be issued upon Weighted Average (excluding securities

exercise of outstanding exercise price of reflected in column

Plan category options outstanding options (@)

(@) (b) (c)
Equity compensation plans
approved by security holders 416,000 $1.53 409,000

Equity compensation plans
not approved by security
holders - - -

Total 416,000 $1.53 409,000
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MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF
OPERATIONS

Overview
Introduction

All statements except historical statements corthiherein constitute “forward-looking statementafiich
include information relating to future events, figdinancial performance, strategies, expectatioosjpetitive
environment and regulation. Words such as “may,hotdd,” “could,” “would,” “predict,” “potential,”
“continue,” “expect,” “anticipate,” “future,” “intad,” “plan,” “believe,” “estimate,” and similar exgssions, as
well as statements in future tense, identify forvmoking statements. Forward-looking statementsikhnot be
read as a guarantee of future performance or seswitl may not be accurate indications of when such
performance or results will be achieved. Forwaimking statements are based on information we havwenw
those statements are made or our management’'sfgibdelief as of that time with respect to futweents,
and are subject to risks and uncertainties thaldoccause actual performance or results to diffetenly from
those expressed in or suggested by the forwarddgostatements. We undertake no obligation to tgpda
revise publicly any forward-looking statements, Wiee as a result of new information, future eveats
otherwise.

Our Business

We are engaged in the purchase, sale and distibafiprincipally semi-finished aluminum and stpsdducts to

a diverse customer base located throughout the ibasgrEurope, Australia and New Zealand. We seil ou
products through our own marketing and sales peeoas well as through independent sales agentsandno
located in North America and Europe and who receigmmissions on sales. We purchase products from
suppliers located throughout the world. Our twayéest suppliers furnished approximately 47% of awdpcts
during 2011 as compared to 39% of our productsndu#i010. While in general we place orders with our
suppliers based upon orders that we have recereea dur customers, we also purchase material foroem
stock, which typically we use for shorter term deties to our customers. The industry in which wperate is
the sale and distribution of semi-finished aluminamd steel products. These products are manuéattur
worldwide by rolling and extrusion facilities, manfwhich are owned by large integrated companmesahers

by independent producers. The products we purchasein turn sold to varied metal working indusrie
including automotive, housing, packaging, as weltistributors.

We typically place orders for aluminum with suppdiebased upon orders that we have received from our
customers and also purchase material for stoclerémt in our business is the risk of matching threnig of our
contracts. We buy and sell aluminum products wisicd based on a constantly moving terminal markiee pr
determined by the London Metal Exchange (“LME”"). ek&% we not to hedge such exposures we could be
exposed to significant losses due to the contigudlnging aluminum prices.

We use aluminum futures contracts to manage oupsexp to this commodity price risk inherent in our
activities. It is generally our policy to hedge kuesks to the extent practicable. We enter intdgas to limit our
exposure to volatile price fluctuations that weidaed would impact our gross margins on firm purehasd sales
commitments. As an example, if we enter into fiyete contracts with our suppliers and variablegui sales
contracts with our customers, we will generallyegrinto a futures contract to sell the aluminum figture
delivery in the month when the aluminum is to bega and delivered to the customer and repurchaise t
position once the pricing has been fixed with oustomer. If the underlying metal price increases,suffer a
hedging loss and have a derivative liability, the sales price to the customer is based on a higheket price
and offsets the loss. Conversely, if the metalgpdecreases, we have a hedging gain and recogudiggvative
asset, but the sales price to the customer is laséte lower market price and offsets the gain.

We also enter into foreign exchange forward cotgrée hedge our exposure related to commitmenpsitochase
or sell metals denominated in some internationaleticies. In such cases, we will purchase or kellfbreign
currency through a bank for an approximate datenwte anticipate making a payment to a supplieeoeiving
payment from the foreign customer.
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In accordance with Generally Accepted Accountinmdtples, we designate these derivative contrastfai
value hedges and recognize them on our balance ahisr value. We also recognize offsetting ajesin the
fair value of the related firm purchase and satgaroitment to which the hedge is attributable imesgs upon
revenue recognition, which occurs at the time divdey to our customers.

As further described under “Risk Factors,” the ptitd for losses related to our hedging activitigsien our
hedging methodology, arises from counterparty defawith banks for our foreign exchange hedging th
London Metal Exchange for our aluminum hedges,ustamer defaults. In the event of a customer defad
might be forced to sell the material in the operrkeaand absorb losses for metal or foreign excaaragges
that were applied to the defaulting customers’ deations. Our results of operations could be malteri
impacted by any counterparty or customer defasliwa might not be able to collect money owed t@mu/or
our hedge might effectively be cancelled.

We use hedges for no purpose other than to avgidsexe to changes in aluminum prices and foreigrenay
rates between when we buy a shipment of aluminam fa supplier and when we deliver it to a custontur
derivatives are not for purposes of trading in filneires market. We earn our gross profit margimotlyh our
business operations and not from the movementuafiaum prices.

As part of our business we also engage in the psghsale and distribution of steel products. Ifde@enot have
a matching sales contract related to such prodyfiis,example, any steel products that are unsolauir
inventory), we have price risk that we currentlyrdi or are unable to hedge. As such, any dedtineicing for
such products may adversely impact our profitabilit

Critical Accounting Policies and Estimates

The following discussion and analysis of our finahcondition and results of operations are bagschuur
consolidated financial statements, which have h@epared in accordance with generally acceptedusaticm
principles in the U.S. The preparation of finangtdtements in accordance with generally accepteduating
principles in the U.S. requires us to make estimated assumptions that affect the amounts repamtexair
financial statements. The financial statementsuthelestimates based on currently available infaomatnd our
judgment as to the outcome of future conditions aimdumstances. Significant estimates in thesentizd
statements include allowance for doubtful accoamis accruals for inventory claims. Changes in tatus of
certain facts or circumstances could result in netehanges to the estimates used in the preparati the
financial statements and actual results could dfffam the estimates and assumptions.

Among the significant judgments made by managerretiie preparation of our financial statements thee
following:

Allowance for Doubtful Accounts (in thousands)

As of December 31, 2011, we had $56,504 in tradeivables including an allowance for doubtful agusuf
$527. We report accounts receivable, net of aamalhce for doubtful accounts, to represent ounegé of the
amount that ultimately will be realized in cash.e\Wview the adequacy of our allowance for douldfidounts
on an ongoing basis, using historical collectioantts, aging of receivables, as well as review @ciic
accounts, and make adjustments in the allowaneed®lieve necessary. We maintain a credit ingg qolicy
on the majority of our customers. In general, thadicy has a 10% co-insurance; however there amses
instances where the co-insurance may vary andnicssawhere we may exceed the insured values. Chamge
economic conditions could have an impact on théectbn of existing receivable balances or futuiteveance
considerations. In addition, changes in the creditirance environment could affect the availapitif credit
insurance and our ability to secure the same.

Accruals for Inventory Claims
Generally, our exposure on claims for defectiveamat is relatively minimal as we generally refércdaims on

defects back to the mill supplying the materidlwé do not believe the mill will honor a claim, well record
an allowance for inventory adjustments.
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Results of Operations
Comparison of Fiscal Years Ended December 31, 2011 and 2010 (in thousands)

During 2011, net sales increased by $49,620 fro6683 to $514,633 or an increase of 11% from #raes
period in 2010. This increase was primarily duéiggher metal prices. Generally, increases in hpgtees have
historically caused corresponding increases insaéds that were not offset by decreased sales eoluxive
believe that sales volumes did not decrease aprizes rose due to our position as an alternatinmpléer and
the fact that our prices are generally lower thamsé of our competitors. More specifically, our tonsers
generally purchase semi-finished aluminum and giesucts from several sources besides us, angroducts
generally comprise only a minority of the aluminamd steel products purchased by our customeraddition,

we offer customers visibility into the general wisdle metals marketplace that our larger compstidornot,
since most of these competitors are vertically graged, selling metal products they may have miaed

manufactured, and do not provide the types of costaservices we provide. We also believe that ogtamers
have continued to purchase products from us inistam volumes regardless of market pricing becaweseffer

our customers products from independent sourceghvellows our customers to lessen their dependencan
increasingly concentrated domestic supply chairhil&\ive are not aware of any trends related to Ihpetees or
otherwise that we expect to have a material impadaiur net sales in the future, there can be ncagtyathat the
trends described above will continue as metal prign be extremely volatile. See Risk Factors “@iture

operating results could be impacted by the votatdif the prices of metals, which could cause @sults to be
adversely affected” on page 12.

We are engaged in the purchase, sale and distibofi semi-finished aluminum and steel productscivhwe
purchase from producing mills around the world.e Tharket price of materials we purchase, as wethas
market price of materials we sell, fluctuate coniyain world markets. Our cost of sales is congzbsf metal
content, which is determined on world metal exclesnglus a unique fabrication premium charged lohea
producer to convert the raw metal to a semi-finispeoduct. In turn, we sell to our customers basednetal
content plus a premium which includes supplieritaion mark up, and costs of importation, warelogisand
delivery of material to customers. Since metaltennhcosts are the largest component of cost eSsaid selling
price, our sales pricing trends and cost of saksds generally track consistently. However, du2®11, in
order to maintain market share in a highly competiand difficult economic environment, we reducmat
premiums over metal prices. Accordingly, our acofssales increased from 94 % in 2010 to 95% ofssateof
December 31, 2011.

Gross profit decreased by $5,697 from $30,228 #5321 for the twelve month period, or a 19% deg¢lme
compared to the twelve months of 2010. As disaisg®ve, our margins were under pressure in ahighl
competitive landscape in difficult economic comalits and our customers typically solicited manyrsffer their
business, resulting in lower margins for succedsifiders.

Selling, general and administrative expenses isetéy $1,305, from $12,031 during 2010 to $13j83%011
primarily as a result of increases in legal expernigeurred for the settlement costs of outstandiinggation.
Increases in travel costs to visit our custometssappliers also increased during 2011.

During 2011, interest expense increased by $42 $8A97 to $4,039 for the same period in 2010. ddrodir
new credit agreement, the premium charged by onkd@ncreased from 1.5% to 2.5% resulting in inseel
interest paid during 2011. This was offset by élpiration of our interest rate swaps which expiredugust
2010. Additionally, during 2011 our interest expenncreased by $1,000 as a result of the subaedirdebt
interest expense as well as the amortization oxléhé discount.

Net income decreased from $9,145 in 2010 to $4/8812011, which was attributable to the competitive
pressures of maintaining market share, leadingw®t gross profit margins. Net income for the 2@icluded a
non-cash, non-operating gain of $896 resulting ftbm mark to market of the derivative element of 0%
Convertible Senior Subordinated Notes Due Jun®162
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Liquidity and Capital Resources(in thousands)
Operating Activities

Net cash used in operating activities was $55,71880i11 compared to $44,579 in 2010. Our workingtehp
primarily accounts receivable and inventories, éased as a result of increases in inventory ldeedsipport our
just in time deliveries to customers and depotsstdeour customers as well as higher mill prices. Wére able
to fund these increases primarily with our borraygiron our credit facility. Our receivables and imegies
increased by $15,584 and $52,368, respectivelyn fllecember 31, 2010 levels, offset with increasesur
accounts payable and accrued expenses of appretyn$ii2,118.

We focus on our days’ sales outstanding and owenitory turnover rate to manage working capital,abse
receivables and inventory are the two most sigaificclements of our working capital. As of Decentiier2011
our days’ sales outstanding rate was approximat@lgays, as compared to 32 days as of Decemb&(3D,
During 2011 one of our significant customers, Rgardnc. no longer consistently utilized a discoofiered for
early payment and returned to standard net 30 thagss. Furthermore, some of our customers strdttimeir
standard terms as they navigated through difficuiness conditions. In addition, our average nigrhles for
last quarter of 2011 was $46 million as against ®8Bon for the comparable period in 2010. Thigtner rate of
sales accounts for $11 million of the $15.6 millioorease in accounts receivable noted above éwersiomers
had continued paying at the same rate.

During 2011, our inventory turn rate was aboutt#@&s (or 4.3 months on hand), compared to our 2aidof
about 3.5 times (or 3.4 months on hand). Our twae impacted by the increased customer expectatibjust
in time delivery as well as a growth in inventoriesnticipation of more robust sales of our ddpatiness.

Financing Activities

The increase in our working capital during 2011 Veagely funded by our cash from borrowings of $®%, on
our credit facility. In addition, we had proceedsm the subordinated convertible notes of $12,0@nd 2011
of which $10,000 was allocated to fund our advaretated to the supply agreement. We paid divideadsur
shareholders of $694 in 2011.

We were a party to an amended and restated cigréiement with JPMorgan Chase Bank, N.A. for itael as
the agent for Rabobank International, New York bharCiticorp USA, Inc., Brown Brothers Harriman &C
and Fortis Capital Corp., which provided for a $Xidilion revolving line of credit, including a conitment to
issue letters of credit and a swing-line loan sability, with a maturity date of June 30, 2011. Te¢redit
agreement provided that amounts under the fadbtyd be borrowed and repaid, and re-borrowed,estithp a
borrowing base test, until the maturity date ofel@0, 2011. Amounts borrowed by us bore interE&IBOR,
Eurodollar, money market, or base rates, at ouoppplus an applicable margin. The applicable nmawgas
determined by our leverage ratios. Borrowings untther credit agreement were collateralized by securi
interests in substantially all of our assets. Tialit agreement contained financial and other camtnincluding
but not limited to, covenants requiring maintenaméeminimum tangible net worth and compliance with
leverage ratios, as well as an ownership minimurhlamitations on other indebtedness, liens, aneégtments
and dispositions of assets.

On April 28, 2011 we entered into a new workingitdredit agreement with Rabobank Internatiofal itself
and as lead arranger and agent, JPMorgan Chasisdtirand as syndication agent, and ABN AMRO, BNP
Paribas, RBS Citizens, Société Générale, and B®rwthers Harriman. The $200 million secured, abseid
credit facility matures on June 30, 2014 and refoeal our $175 million credit agreement. The agregratso
allows additional increases in the line of creditup to $50 million, subject to certain restrictitorAmounts
borrowed bear interest of Eurodollar, money madtebase rates, at our option, plus an applicablegimaOur
borrowings under this line of credit are securedsblystantially all of our assets. The credit age@necontains
financial and other covenants including but noftémh to, covenants requiring maintenance of minimangible
net worth of $25 million plus an aggregate amouquat to 25% of our positive net earnings and coamaeé
with a leverage ratio of not more than 6.00 to 4 well as an ownership minimum and limitations dheo
indebtedness, liens, and investments and dispositbassets. The credit agreement provides thatiats under
the facility may be borrowed and repaid, and re<dwed, subject to a borrowing base test, until edurity
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date of June 30, 2014. As of December 31, 2011hageborrowings of $146,000 outstanding under tieeit
agreement, bearing interest at 2. 7% and we weceriipliance with all financial covenants.

Our wholly owned Belgian subsidiary, Imbali Met&¥BA, operates under a line of credit with ING Bielign
S.A/N.V., with a EUR 8,000 commitment for loanglatocumentary letters of credit. Loan advancediaited

to a percentage of Imbali’'s pledged accounts retdds and inventory. This secured credit arrangérnsen
unconditionally guaranteed by us. As of December2®11, we had borrowings of EUR 6,500 ($8,424)ennd
this line of credit, bearing interest at EURIBORupI1.75%, and we were in compliance with all finahc
covenants. As of December 31, 2010, we had borgsvof EUR 3,800 ($5,047) outstanding under thie b
credit, and we were in compliance with all finamhciavenants.

In addition, we are a party to a mortgage and tevést rate swap that we entered into in 2004 imeotion with
the purchase of our Baltimore warehouse. The mgetidg@an, which had an outstanding balance of $1ll&om

at December 31, 2011 and $1.8 million at Decemtgr2®10, requires monthly payments of approximately
$21,600, including interest at LIBOR plus 1.75%d anmatures in December 2014. Under the relatedasteate
swap, which has been designated as a cash flowehadd remains effective through the maturity of the
mortgage loan, we will pay a monthly fixed intereate of 6.37% to the counterparty bank on a nation
principal equal to the outstanding principal batmé the mortgage. In return, the bank will payau8oating
rate, namely, LIBOR, to reset monthly, plus 1.75%4tee same notional principal amount.

We have commitments in the form of letters of aréalisome of our suppliers.

On June 3, 2011, we sold $12,000 principal amotii08&6 Convertible Senior Subordinated Notes DueeJuin
2016 in a private placement to selected accreditegstors. The notes are currently convertiblthatoption of
the holders into shares of common stock at a ceivemprice of 219.05 shares of common stock pedCEL,
principal amount of notes, subject to adjustment dash and stock dividends, stock splits and simila
transactions, at any time before maturity. Therentr conversion price reflects three adjustments fo
dividends. In addition, if the last reported sphice of the common stock for 30 consecutive trgdiiays is
equal to or greater than $7.00, and a registradiatement is effective covering the resale of theres of
common stock issuable upon conversion of the nateshave the right, in our sole discretion, to iegjthe
holders to convert all or part of their notes a then applicable conversion rate. Interest omties is payable
in arrears on the first day of June and Decemberyeyear the notes are outstanding.

Management believes that cash from operations,thegeawnith funds available under our credit facilayd
proposed new credit facility, will be sufficient fond the cash requirements relating to our exgstiperations
for the next twelve months. We will require addlital debt or equity financing in connection witle tfuture
expansion of our operations.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangemsmit@ecember 31, 2011.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Empire Resources, Inc.
Fort Lee, New Jersey

We have audited the accompanying consolidated balance sheets of Empire Resources, Inc. (the
"Company") and subsidiaries as of December 31, 2011 and 2010, and the related consolidated
statements of operations, changes in stockholders' equity and cash flows for the vears then
ended. These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards as established
by the Auditing Standards Board (United States) and in accordance with the auditing standards
of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. The Company is not required to have, nor were we
engaged to perform, an audit of its internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company's internal control over financial reporting,
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Empire Resources, Inc. and subsidiaries as of
December 31, 2011 and 2010, and the consolidated results of their operations and their cash
flows for the years then ended in conformity with accounting principles generally accepted in the
United States of America.

{ Mz%n/ﬂ%.ééﬁ

New York, New York
March 29, 2012
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EMPIRE RESOURCES, INC. AND SUBSIDIARIES

Consolidated Balance Sheets
(In thousands except share amounts)

December 31, 2011 December 31, 2010

ASSETS
Current assets:
Cash $ 4274 % 1,270
Trade accounts receivable (less allowancedabtful
accounts of $52ahd $331) 56,504 41,174
Inventories 184,113 132,196
Deferred tax assets 3,384 2,611
Other current assets 11,053 8,795
Total current assets 259,328 186,046
Advance to supplier, net of imputed interds$s21 4,479 0
Preferrential supply agreement 521 0
Long-term financing costs, net of amortization 1,360 0
Property and equipment, net 4,040 4,078
Total assets $ 269,728 $ 190,124

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Notes payable - banks $ 154,424  $ 100,447
Current maturities of mortgage payable 160 151
Trade accounts payable 50,054 31,482
Income taxes payable 4,060 6,143
Accrued expenses and derivative liabilities 89,0 10,537
Dividends payable 231 0
Total current liabilities 213,018 148,760
Mortgage payable, net of current maturities 1,461 1,621
Subordinated convertible debt net of unamortizedalin
of $2,499 9,501 0
Derivative liability for embedded conversion option 1,934 0
Deferred taxes payable 212 0

Commitments and Contingencies (Note Q)

Stockholders' equity:

Common stock $.01 par value, 20,000,000 start#®rized and
11,749,651 shares issued at December 31, 20

and December 31, 2010 117 117
Additional paid-in capital 11,937 11,937
Retained earnings 35,271 31,235
Accumulated other comprehensive loss (214) (96)
Treasury stock 2,511,245 and 2,490,745 s

at December 31, 2011 and December 31, 2010 3,509) (3,450)

Total stockholders' equity 43,602 39,743
Total liabilities and stockholders' equity $ 269,728 $ 190,124

See notes to consolidated financial statements
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EMPIRE RESOURCES, INC. AND SUBSIDIARIES

Consolidated Statements of Operations
(In thousands except per share amounts)

Net sales
Cost of goods sold
Gross profit
Selling, general and administrative expenses
Operating income before impairment recovery
Impairment recovery
Operating income
Other income/(expense)
Change in value of derivative liability
Interest expense, including amortization of d#ibtount
Income before income taxes
Income taxes
Net income
Weighted average shares outstanding:
Basi
Dilutec
Earnings per share:
Basi
Dilutec

See notes to consolidated financial statements
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Year Ended December 3.

2011 2010
514,633 $ 465,013
490,102 434,785

24,531 30,228
13,336 2,031
11,195 198

0 346
11,195 18,543
896 0

(4,039) (3,997)

8,052 14,546
3,091 5,401
4961 $ 9,145
9,255 9,260
10,087 9,435
$0.54 $0.99
$0.46 $0.97




EMPIRE RESOURCES, INC. AND SUBSIDIARIES

Consolidated Statements of Changes in Stockholder&quity
(In thousands except per share amounts)

Common | Common Accumulated
Stock Stock | Additional Other Total Total
Number of Paid-in Retained| Comprehensivg Treasury | Stockholders'| Comprehensivd
Shares Amount Capital Earnings| Income (Loss)| Stock Equity Income
Balance at December 31, 2009 11,750 $ 117 $ 11,919 $ 23,942 $ (1,275) $ (3,378)$ 31,325
Treasury stock acquired (83) (83)
Stock options exercised 7 11 18
Tax benefit applicable to exercise of stock options 11 11
Net change in cumulative translation adjustment (120) (120) (120)
Decrease in value of interest rate swap liab
net of deferred tax of $782 1,303 1,303 1,303
Decrease in value of marketable securities n
deferred tax of ($2) 4) 4 4)
Dividends ($0.20 per share) (1,852) (1,852)
Net income 9,145 9,145 9,145
$10,324
Balance at December 31, 2010 11,750 117 11,937 31,235 (96) (3,450) 39,743
Treasury stock acquired (59) (59)
Net change in cumulative translation adjustment (227) (227) (127)
Decrease in value of interest rate swap liab
net of deferred tax of $5 9 9 9
Dividends ($0.10 per share) (925) (925)
Net income 4,961 4,961 4,961
$4,843
Balance at December 31, 20. 11,75 $ 117 $ 11,937 $3527. $ (214 $ (3,509 $ 43,60

See notes to consolidated financial statements
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EMPIRE RESOURCES, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows
(In thousands)

Cash flows from operating activities
Net income

Adjustments to reconcile net income to nehassed i

operating activities:
Depreciation and amortization

Change in value of derivative li#til

Amortization of convertible note clisint

Impairment recovery

Provision for doubtful accounts

Deferred income taxes

Foreign exchange loss, and other

Changes in:
Restricted cash
Trade accounts receivable
Inventories
Other current assets
Trade accounts payable
Income taxes payable

Accrued expenses and derivdiakglities

Net cash used in operating aitivi

Cash flows used in investing activitie!

Advance related to supply agreement

Net proceeds from sale of property and equigmen

Purchases of property and equipment

Net cash (used in)/provided byesting activities

Cash flows provided by financing activities

Proceeds from subordinated convertible debt

Proceeds from notes payable — banks

Repayments - mortgage payable
Dividends paid

Deferred financing costs
Treasury stock purchased

Stock options exercised

Tax benefit from stock options exercised

Net cash provided by financing\aties

Net increase in cas
Effect of exchange rate

Cash at beginning of year
Cash at end of the yee

Supplemental disclosures of cash flow information:

Cash paid during the period for:
Interest
Income taxes
Non cash financing activities
Dividend declared but not yet paid

See notes to consolidated financial statements
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Year Ended December 31,

2011 2010
491 $ 9,145
434 374
(896) 0
330 0
0 (346)
207 0
(564) (32)
(11) 155
0 2,149
(1%5)58 (13,245)
(52,368) (17,564)
(2,332) (6,240)
18,569 (1,542)
(2,083) 4,440
(6,451) (21,873)
(55,788) (44.,579)
(5,000) 0
0 346
(84) (27)
(5,084) 319
oare, 0
54,395 16,69
(151) (141)
(694) (2,085)
(1,596) 0
(59) (83)
0 18
0 11
63,895 44411
3,023 151
(19) (23)
1,270 1,142
427¢ $ 1,27(
3787 $ 4,037
2931 $ 5,718
$ 231 $ 0




EMPIRE RESOURCES, INC. AND SUBSIDIARIES
Note A - BUSINESS

Empire Resources, Inc. (“the Company”) is engagedcipally in the purchase, sale and distributidn o
value added semi-finished aluminum and steel prisdiaca diverse customer base located througheut th
Americas, Australia, Europe and New Zealand. They@any sells its products through its own marketing
and sales personnel and through its independess sglents located in the U.S. and Europe who receiv
commissions on sales. The Company purchases feoera suppliers located throughout the world (see
Note B [14]).

Note B - Summary of Significant Accounting Policies

[1] Principles of consolidation:

The consolidated financial statements include theoants of the Company and its wholly owned
subsidiaries. All intercompany balances and tretisias have been eliminated on consolidation.

[2] Revenue recognition:

Revenue on product sales is recognized at the poitine when the product has been shipped, titl a
risk of loss has been transferred to the custoaret,the following conditions are met: persuasividewe
of an arrangement exists, the price is fixed artdrdanable, and collectability of the resultingea@ble is
reasonably assured.

[3] Accounts receivable and allowance policy:

Accounts receivable are stated as the outstanditente due from customers, net of an allowance for
doubtful accounts. The Company maintains a ciasitrance policy with a 10% co-pay provision forsno
accounts receivable. The Company will provide Bomeance for doubtful accounts in the event that it
determines there may be probable losses beyoratéldd insurance coverage.

[4] Inventories:

Inventories which consist of purchased semi-finisimetal products are stated at the lower of cost or
market. Cost is determined by the specific-idé@ifon method. Inventory has generally been pwetia
for specific customer orders. The carrying amoohinventory which is hedged by futures contracts
designated as fair value hedges is adjusted todhie.

[5] Property and equipment:

Property and equipment are stated at cost and clafge by the straight-line method over their eaten
useful lives. Impaired assets are written dowité&ir net realizable value.

[6] Derivatives:

The Company recognizes all derivatives in the liasheet at fair value. Derivatives that are noighe
are adjusted to fair value through earnings. Ifdbévative is a hedge, depending upon the nattitheo
hedge, changes in the fair value of the derivagine either offset against the change in fair valfithe
hedged assets, liabilities or firm commitments tigio earnings (fair value hedge), or recognizedtieio
comprehensive income until the hedged item is reizegl in earnings (cash flow hedge). The ineffectiv
portion of a derivative’s change in fair valueaify, is immediately recognized in earnings. Whéedged
item in a fair value hedge is sold, the adjustnietihe carrying amount of the hedged item is reczaghin
earnings (see Note E).
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[7] Foreign currency translation:

The functional currency of Empire Resources Patifit, a wholly-owned domestic subsidiary whichsact
as a sales agent in Australia and New ZealandheisAustralian dollar. The Company also has a wholl
owned foreign subsidiary incorporated in Belgiumichhsells semi-finished aluminum products in Europe
The functional currency of this subsidiary is thar&e Cumulative translation adjustments, which are
charged or credited to accumulated other compréreriscome, arise from translation of functional
currency amounts into U.S. dollars.

[8] Income taxes:

The Company follows the asset and liability apphofar deferred income taxes. This method provides
that deferred tax assets and liabilities are remardising currently enacted tax rates, based upen t
difference between the tax bases of assets antitiéeband their carrying amounts for financiahtgment
purposes.

Deferred tax asset valuation allowances are redovad®@n management does not believe that it is more
likely than not that the related deferred tax asaéll be realized.

[9] Per share data:

Basic earnings / (loss) per share is computed bigidg net income / (loss) by the weighted average
number of common shares outstanding during the y@duoted earnings per share give effect to dlitdie
outstanding stock options, using the treasury stoekhod and assumed conversion of subordinated debt
weighted for the period the debt was outstandieg (sote O).

[10] stock - based compensation:

Stock-based compensation expense for an award wityemstruments, including stock options, is
recognized over the vesting period based on the/dédile of the award at the grant date.

[11] Newly Issued Accounting Pronouncements

In January 2010, the Financial Accounting Standawdrd “FASB” issued amended accounting guidance
on the disclosure requirements for fair value measents. Specifically, the changes require a ramprt
entity to disclose separately the amounts of siggnift transfers in and out of Level 1 and Leveai?2 ¥alue
measurements and describe the reasons for théetranadditionally, the guidance requires a roliviard

of activities with respect to assets and liab#itileeasured using significant unobservable inputy€lL3

fair value measurements). The changes also claxifsting disclosure requirements related to hovetass
and liabilities should be grouped by class andatédn techniques used for recurring and nonrecgirfiir
value measurements. The Company adopted this giédamJanuary 1, 2010, except for the disclosure on
roll-forward activities for Level 3 fair value maaements which became effective and was adopted on
January 1, 2011. The adoption did not have anyeffie the Company’s consolidated financial statedmen

In May 2011, the FASB issued new guidance which rateefair value disclosures for fiscal years
beginning after December 15, 2011. Such amendmientede a consistent definition of fair value,
enhanced disclosure requirements for Level 3 failuer adjustments and other changes to required
disclosures. The Company will comply with the distlre enhancements of this amendment when the
amendment is effective.

In June 2011, the FASB issued authoritative guidatiat amends the presentation of comprehensive
income in the financial statements by requiringeatity to present the total comprehensive incorhe, t
components of net income and the components of otraprehensive income either in a single contisuou
statement of comprehensive income or in two sepabatt consecutive statements. The update also
eliminates the option to present the componentstiidr comprehensive income as part of the stateofent
changes in stockholders’ equity. The guidance fecéfe for interim and annual reporting periods
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beginning on or after December 15, 2011, with eadpption permitted. The Company will adopt this
guidance effective January 1, 2012.

[12] Fair Value

Authoritative guidance defines fair value as thiegithat would be received to sell an asset or paid
transfer a liability in an orderly transaction beem market participants at the measurement dédte. fair
value hierarchy consists of three broad levelslessribed below:

The three levels of the fair value hierarchy arscdbed below:

* Level 1 - Unadjusted quoted prices in active markkat are accessible at the measurement date for
identical, unrestricted assets or liabilities.

e Level 2 - Inputs other than quoted prices includéithin Level 1 that are observable for the asset or
liability, either directly or indirectly.

e Level 3 - Inputs that are both significant to the #alue measurement and unobservable.

Derivative contracts consisting of aluminum contsadoreign currency contracts, and interest rataps
are valued using quoted market prices and sigmifiother observable inputs. These financial imstnts
are typically exchange-traded and are generallgsifiad within Level 1 or Level 2 of the fair value
hierarchy depending on whether the exchange is éeédm be an active market or not. The conversion
option embedded in convertible subordinated na®sad in 2011 was valued using Level 3 inputs.

Major categories of assets and liabilities measwatdair value at December 31, 2011 and 2010 are
classified as follows (in thousands):

December 31, 2011 December 31, 2010
Level 1 Level 2 Level 3 Level 1 Level 2

Assets:
Inventorie: $ 172,068 $ 120,702
Aluminum futures contrac 4,915 40
Advance to supplit $ 4,479
Liabilities:
Foreign currency futures

contract $ 315 2,037
Interest rate swap contra $ 161 $ 176
Aluminum futures contrac 3,632
Embedded conversion option $ 1,934

[13] Use of estimates:

The preparation of financial statements in accozdawith generally accepted accounting principles
(“GAAP”) requires management to make estimates asglimptions that affect the reported amounts of
assets and liabilities and disclosure of contingessets and liabilities at the date of the findrst@tements
and the reported amounts of income and expensasydhe reporting period. Actual results couléfati
from these estimates.

[14] significant customers and concentration of supplies:

During 2011, two customers accounted for sale?2d3% and 11.6% as compared to 10.7% and 10.4% in
2010.

The Company’s purchase of metal products is froiméed number of suppliers located throughout the
world. Two suppliers, PT. Alumindo and Hulamin Lacounted for 47% of total purchases for the year
ended December 31, 2011. Two suppliers, Elval éiél Aluminium and PT. Alumindo Light Metal
Industries accounted for 39% of total purchasefmduhe year ended December 31, 2010 The Company’s

-31-




loss of any of its largest suppliers or a matedefault by any such supplier in its obligationsthe
Company would have at least a short-term matethatisge effect on the Company’s business.

Note C — Fair Value of Financial Instruments

The carrying amounts of variable rate notes pay#blthe banks and the variable rate mortgage payab
approximate fair value as of December 31, 2011 201D because these notes reflect market changes to
interest rates. The fair value of the subordinai@avertible debt approximates its principal amoafi$12
million at December 31, 2011, which exceeds itsyiag amount as a result of the unamortized distoun
related to the bifurcation of the embedded conwersption. Derivative financial instruments arerizat at

fair value (se@ote B [12]).

Note D — Property and Equipment

Property and equipment are summarized as follows: (in thousands)

December 31,

2011 2010 Estimated Useful Life

Cost
Land $1,180 $1,180
Buildings and improvemer 3,16t 3,16E 40 and 10 years
Other equipmel 1,29¢ 1,212 3to5years

5,641 5,557
Less: Accumulated depreciation 1,601 1,479
Net Book Value $4,040 $4,078

Depreciation expense was $122,000 and $140,00@h&oryears ended December 31, 2011 and 2010,
respectively.

In 2010, the Company sold an extrusion press forpneceeds of $346,000 which has been reflected as
income from an impairment recovery in the consaédastatement of operations. For 2009, the Company
recognized an impairment charge equivalent to #ineying value of the press and related equipment.

Note E — Derivative Financial Instruments and RiskManagement

The Company uses derivative financial instrumeetsighated as fair value hedges to manage its esgosu
to commodity price risk and foreign currency exdanisk inherent in its operations. It is the Camgs
policy to hedge such risks to the extent practealiihe Company enters into high-grade aluminumnrést
contracts to limit its gross margin exposure bydied the metal content element of firmly committed
purchase and sales commitments. The Company atsoeseinto foreign exchange forward contracts to
hedge its exposure related to commitments to bdysefi non-ferrous metals denominated in intermatio
currencies.
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The Company’s unrealized assets and liabilitieegpect of its fair value hedges measured at &direvat
December 31, 2011 and 2010 are as follows (in #ods):

Derivatives designated Balance Sheet Location December 31,
as fair value hedges 2011 2010

Asset derivatives:
Aluminum future:
contracts Other current assets 4,915% 4
Total $ 4915 $ 4

Liability derivatives:
Foreign currency futures Accrued expenses and derivative

contracts liabilities $ 315 $ 2,03
Aluminum future: Accrued expenses and derivative

contracts liabilities 0 3,532

Total $ 315 $ 5,56!

For the years ended December 31, 2011, and 20H@ehmeffectiveness associated with derivatives
designated as fair value hedges was insignifieard,no fair value hedges were derecognized.

On October 31, 2011 MF Global UK Limited (“MFG”),ne the Company’'s London Metal Exchange
(“LME”) clearing brokers, went into special admimétion under The Investment Bank Special
Administration Regulations 2011 in the UK. As bistdate the Company had no cash balances with MFG.
The majority of the positions traded through MFGreveransferred to another LME broker, however, for
the contracts not transferred, the Company hasaancbf approximately $800,000 against MFG,
representing the fair value of the contracts orhstdate. Of such amount, unsettled contracts vahied
$536,000, which hedged inventory which was soldrmie December 31, 2011, has been written off & co
of goods sold based on the uncertainty of recoviégsaftom MFG.

An active market is developing in the trade of éhelims and the Company is in discussions to e&plo
the sale of its claim against MFG.

As discussed in Notes G and H, the Company haseghteto interest rate swaps to convert a mortgauge
a portion of the revolving credit facility from aniable rate to a fixed rate obligation. ThesesMaave
been designated as cash flow hedges and the Cotapamgalized liabilities relating to them measuatd
fair value at December 31, 2011 and 2010 are &sAfsl(in thousands):

Derivatives designated Balance Sheet Location December 31,

as cash flow hedges 2011 2010
Liability derivatives:
Interest rate swa Accrued expenses and derivative

contracts liabilities $ 161 $ 17

A corresponding debit, net of deferred taxes, fleceed in accumulated other comprehensive loshén
accompanying balance sheet (see Note L).
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The table below summarizes the realized gain @sflon the Company’s derivative instruments and the
location in the income statement (in thousands):

Derivatives in hedging Location of Gain or vear Ended
relationships (Loss) Recognized December 31
2011 2010
Foreign currency futures  (a)Cost of Goods Sold $ 1,731% 54
Interest rate swaps (b)nterest Expense (74) (2,383)
Aluminum futures (c) Cost of Goods Sold 6,352 (4,304)
Total $ 8,009 $ (6,144)

(a) Fair value hedge: the related hedged item is adsaeneivable and an offsetting loss in 2011 and
2010 in the same respective amounts are includedshof goods sold.

(b) Cash flow hedge: recognized loss reclassified faogumulated other comprehensive loss.

(c) Fair value hedge: the related hedged item is imrgrand an offsetting loss in 2011 and gain in
2010 in the same respective amounts is includexsh of goods sold. Also included is a loss of
approximately $536,000 related to the write offioSettled contracts referred to above.

Note F — Accrued expenses and derivative liabilitee

Accrued expenses and derivative liabilities consishe following:
(in thousands):

December 31,

2011 2010
Accrued expens: $ 3,61: $ 4,79
Derivative liabilities 47¢ 5,74

$ 4,089 $ 10,531

Note G — Mortgage Payable

In December 2004, the Company entered into a mgetga connection with the purchase of a warehouse.
The mortgage, which requires monthly payments gfraxamately $21,600 including interest, bears
interest at LIBOR + 1.75% and matures in Decembéa«2

In connection with the mortgage, the Company edténéo an interest rate swap with a bank which has
been designated as a cash flow hedge. Effecti@! 20Brough December 29, 2014, each month the
Company will pay a fixed interest rate of 6.37%he bank on a notional principal equal to the @uiding
principal balance of the mortgage. In return, bla@k will pay to the Company a floating rate, namel
LIBOR, to reset monthly plus 1.75% on the sameamat principal amount.

The following are the future maturities of the ngage at December 31, 2011 (in thousands):

Year ending December 31,

2012 161
2013 171
2014 1,28¢

~§ 16z
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Note H - Notes Payable

The Company was a party to an amended and restaddid agreement with JPMorgan Chase Bank, N.A.
for itself and as the agent for Rabobank IntermafioNew York branch, Citicorp USA, Inc., Brown
Brothers Harriman & Co., and Fortis Capital Cosphich provided for a $175 million revolving line of
credit, including a commitment to issue lettersiadit and a swing-line loan sub facility, with aturity
date of June 30, 2011. The credit agreement prdvidat amounts under the facility could be borrowed
and repaid, and re-borrowed, subject to a borrowbage test, until the maturity date of June 30,
2011. Amounts borrowed by the Company bore inteoé4.IBOR, Eurodollar, money market, or base
rates, at the Company’s option, plus an applicaidegin. The applicable margin was determined by the
Company’s leverage ratios. Borrowings under théitigreement were collateralized by security edées

in substantially all of the Company’s assets. Tieglit agreement contained financial and other camtn
including but not limited to, covenants requiringaimtenance of minimum tangible net worth and
compliance with leverage ratios, as well as an aghip minimum and limitations on other indebtedness
liens, and investments and dispositions of asgetsof December 31, 2010, the credit utilized unther
agreement amounted to $137.3 million, including.84tillion outstanding letters of credit.

In connection with the revolving line of creditetlfCompany entered into interest rate swaps witbta t
notional amount of $70 million which terminated August 2010. These swaps were designated as cash
flow hedges of the variable interest on that portad the credit agreement up to the notional amount
During the term of the swaps, the Company paid i@hted average fixed rate of 5.14% plus a spread to
the bank, and in return the bank paid the Compafhyating LIBOR rate plus a spread. This floatirager
reset monthly.

On April 28, 2011 the Company entered into a newkimg capital credit agreement with Rabobank
International, for itself and as lead arranger agent, JPMorgan Chase, for itself and as synditaitigent,
and ABN AMRO, BNP Paribas, RBS Citizens, Sociét@ééle, and Brown Brothers Harriman. The $200
million secured, asset-based credit facility matura June 30, 2014 and refinanced the Company’s $17
million credit agreement. The agreement includesmmitment to issue letters of credit and alsovedlo
additional increases in the line of credit of up$s0 million, subject to certain restrictions. Anmbsi
borrowed bear interest of Eurodollar, money marketase rates, at the Company’s option, plus an
applicable margin. The Company’s borrowings untiés tine of credit are secured by substantiallyodll
the Company’s assets. The credit agreement confaiascial and other covenants including but not
limited to, covenants requiring maintenance of mumn tangible net worth of $25 million plus an
aggregate amount equal to 25% of the Company'stippsiet earnings after December 31, 2011 and
compliance with a leverage ratio of not more tha®O6to 1, as well as an ownership minimum and
limitations on other indebtedness, liens, and itmests and dispositions of assets. The credit aggat
provides that amounts under the facility may berdwed and repaid, and re-borrowed, subject to a
borrowing base test, until the maturity date ofeJ@0, 2014. As of December 31, 2011, the Companly h
borrowings of $146 million outstanding under thedit agreement, bearing interest at 2.7%, and the
Company was in compliance with all financial covwetsa In addition, the credit utilized under the
agreement included $34 million outstanding lettgérsredit.

The Company’s wholly owned Belgian subsidiary, lthibdetals BVBA, operates under a line of credit
with ING Belgium S.A./N.V., with a EUR 8 million eomitment for loans and documentary letters of
credit. Loan advances are limited to a percentddembali’'s pledged accounts receivables and invsnto
This secured credit arrangement is unconditiongllgranteed by us. As of December 31, 2011, we had
borrowings of EUR6.5 million ($8.4 million) undehis line of credit, bearing interest at EURIBOR 9lu
1.75%, and we were in compliance with all finanai@venants. As of December 31, 2010, we had
borrowings of EUR 3.8 million ($5.0 million) outstding under this line of credit, and we were in
compliance with all financial covenants.
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Note | — Convertible Subordinated Debt

On June 3, 2011, the Company sold $12,000,000 ipahcamount of 10% Convertible Senior
Subordinated Notes Due June 1, 2016 in a privaaeephent to selected accredited investors. As of
December 31, 2011, the notes are convertible abptien of the holders into shares of common strick
conversion price of 219.05 shares of common stack$i,000 principal amount of notes (equivalena to
conversion price of $4.57 per share of common $tamkbject to dilutive adjustment for cash and Istoc
dividends, stock splits and similar transactionsarey time before maturity. The current convergioice
reflects three adjustments for dividends declare@@mmon stock subsequent to the issuance of tes no
through such date. In addition, if the last repdrsale price of the Company’s common stock for 30
consecutive trading days is equal to or greater #@a00, and a registration statement is effeatoreering

the resale of the shares of common stock issugdale aonversion of the notes, the Company has ¢, ri

in its sole discretion, to require the holders tomwert all or part of their notes at the then aggilie
conversion rate. Interest on the notes is payiatderears on the first day of June and Decemberyeyear

the notes are outstanding. The note contains cotgniacluding restrictions on the Company’s apitib
incur certain indebtedness and create certain.li®ifficers and directors of the Company and certain
affiliated entities purchased $4 million princigahount of the notes.

The majority of proceeds of the convertible suboatkd debt is earmarked for a long term advance in
connection with a supply agreement with the Ind@resompany PT. Alumindo Light Metal Industry Tbk,
(PT. Alumindo) a leading producer of high qualigns-finished aluminum products, and its affiliatas,
described below. The agreement calls for the Compa provide a $10 million non-interest bearingro

to an affiliate of PT. Alumindo to enable the exgian of capacity within that group of companies’
production network. As of December 31, 2011, tlen@any had advanced $5 million to an affiliate of
PT. Alumindo. The agreements also provide forray lterm, multi-year substantial and preferentiglpy
position from PT. Alumindo's premier aluminum rodli mill located in Surabaya, Indonesia. The l@an
to be repaid to the Company beginning on Januard013 in monthly installments of $277,777. If the
Company and PT. Alumindo are unable to agree orodugt price under the supply agreement for any
given quarter, the monthly re-payment obligatioll increase to $555,555and the outstanding balarnite
accrue interest, at the one month U.S. dollar LIB@E plus 3.5% per annum, per month. The entire
remaining balance, if any, must be repaid on JanLigP016. The specific parties to the agreement,
Alumindo, Southern Aluminum Industry and Fung Lanading Company, are related parties controlled by
the Maspion Group - Indonesia. The Fung Lam Tmddompany Ltd, which is wholly owned by the
Maspion Group, is a holding company for the groupigstments in China, including 70% ownership of
Southern Aluminum Industry. The loan was made tag-uam Trading Company Ltd at the request of
Maspion Group — Indonesia. The purpose of the was to allow the Maspion Group - Indonesia to
increase their overall production capacity, spealfy for regional markets and for distribution @hina.

As consideration for this loan the Maspion Groupdonesia agreed to make available a committed and
significant tonnage of production to the Companyaaguaranteed and long-term basis, which will hie¢p
Company lessen the risk of an interruption in therses of its metal supply, from PT. Alumindo’s Inmil
Surabaya, Indonesia, with which the Company hasshadtantial experience. The supply agreemer call
for increased supply and minimum tonnages.

Interest at the rate of 3.69%, based on the inteaés chargeable in the agreement in the everdupplier
does not meet its supply commitments, has beentadpan the non-interest bearing advance and the
resulting discount which amounted to $521,000 heenbascribed to the preferential supply agreement.
Imputed interest will be recorded in income over tbrm of the advance by use of the interest methbe
preferential supply agreement will be amortizedthy straight line method over three years starfiiom
January 1, 2013, the date that the increased siggle to begin.

As a result of transactions which cause adjustientse conversion rate, the embedded conversitiarop
has been bifurcated and recorded as a separat@atileziliability at a fair value at issuance of thetes of
$2,829,000, with a corresponding discount recomtedhe notes. The derivative liability is carriedfair
value with changes therein recorded in income. Juaaterly mark to market of the derivative lialyiliwill
result in non-operating, non-cash gains or losssedb on decreases or increases in the Compangls sto
market price, respectively, among other factorse fibn-cash discount is being amortized as addltiona
interest expense over the term of the notes bydadiisthe interest method. During the period ended
December 31, 2011, the change in the fair valuthefderivative liability resulted in a gain of $8060
and amortization of the discount amounted to $33D,0
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The derivative liability was valued using a lattit@del using Level 3 inputs. This technique wasaeld
because it embodies all of the types of inputstti@iCompany expects market participants wouldidens
in determining the fair value of equity linked detives embedded in hybrid debt agreements.

The following table summarizes the significant itgoresulting from the calculations at issuance yeat end:

2011
December 31, June 3,
Equity value(in thousands) $ 25,897 $ 36,811
Volatility 70% 70%
Risk free return 0.83% 1.6%
Dividend Yield 3.57% 2.51%
Strike Price $ 457 $ 4.65

NOTE J - STocK OPTIONS

The Company’s 2006 Stock Option Plan (the “2006nBJaas amended, provides for the granting of
options to purchase not more than an aggregateé®0B0 shares of common stock. Under the 2006 Plan,
all canceled or terminated options are availablegimnts. All officers, directors and employeestlod
Company and other persons who perform servicethtolCompany are eligible to participate in the 2006
Plan. Some or all of the options may be “incentsteck options” within the meaning of the Internal
Revenue Code of 1986, as amended.

The 2006 Plan provides that it is to be administdrgthe Board of Directors, or by a committee apizal

by the Board, which will be responsible for deterimg, subject to the provisions of the 2006 Plan, t
whom the options are granted, the number of shafre®mmon stock subject to an option, whether an
option shall be incentive or non-qualified, the reige price of each option (which, other than ia thse of
incentive stock options, may be less than thenfairket value of the shares on the date of grdrg)péeriod
during which each option may be exercised and therderms and conditions of each option. No oio
may be granted under the 2006 Plan after June(@, 2

The following is a summary of stock option activioy the years ended December 31, 2011 and 2010:

Weighted
Weighted Average
Average Remaining Aggregate
Number Exercise contractual Intrinsic
of Shares Price  term (years) Value

Options outstanding and exercisable at December 32009 443,000 $ 154 % 9.23 % 25,470

Options exercised (10,000) $ 1.76
Options canceled (15,000) $ 1.35
Options outstanding and exercisable at December 32010 418,000 $ 1.54 8.48% 1,530,500
Options canceled (2,000) $ 0.98
Options outstanding and exercisable at December 32011 416,000 $ 1.53 7.48% 532,060

Options available for grant
under 2006 Plan at December 31, 2011 409,000

During 2011 and 2010, there were no stock opti@migr As of December 31, 2011 and 2010, there was
no unrecognized compensation expense, as all gptiad vested by December 31, 2009. Treasury shares
were issued for the 10,000 options exercised id200he intrinsic value of options exercised durdgg.0

was $29,764.
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NOTE K - TREASURY STOCK

On July 22, 2008, the Board of Directors authorittesl Company to repurchase up to 2,000,000 shéres o

its common stock. As of December 31, 2011, the @om repurchased a total of 597,778 shares under th

repurchase program for an aggregate cost of $17380f which 20,500 shares were purchased in 2011
and 53,544 shares were purchased in 2010.

NOTE L —ACCUMULATED OTHER COMPREHENSIVE LOSS

Components of accumulated other comprehensiveidoigled in the accompanying consolidated balance
sheets are as follows (in thousands):

December 31,

2011 2010
Foreign currency translation adjustment $ (97) $ 30
Unrealized (loss) on mtere_s;t-rate swap derivativetract, net of tax (101) (110)
($61) and ($66), respectively
Unrealized (loss) on investment in marketable séesy net of tax
($10) and ($9), respectively (@) (16) (@) (16)
$ (214) $ (96)

(a) Relates to marketable securities classifieavagable for sale, carried at market value of &&a $12 at
December 31, 2011 and 2010, respectively, anctigded in other current assets.

NOTE M - INCOME TAXES

The components of income/(loss) before income taare as follows (in thousands):

Year Ended December 31,

2011 2010
u.s. $ 7,030 $ 13,216
Foreign 1,022 1,330

$ 8,052 $  14,54¢

Income tax expense (benefit) consists of the falawin thousands):

Year Ended December 31,

2011 2010

Current
U.S. Federal $ 2,763 $ 4,459
State and local 635 974
Foreign 256 0
3,654 5,433

Deferred
U.S. Federal (470) (13)
State and local (93) (29)
Foreign 0 0
(563) (32)

$ 3001 $ 5,401
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The U.S. statutory rate can be reconciled to tfect¥e tax rate as follows (in thousands):

Year Ended December 31,

2011 2010
Provision for taxes at statutory rate $ 2,738 $ 4,991
State and local taxes, net of federal tax effect 335 596
Permanent differences and other current year an@urgs 37 (92)
Other (29) (95)

$ 3,091 $ 5,401

Deferred tax assets and liabilities are composéheofollowing (in thousands):

December 31,

2011 2010
Deferred current tax assets
Allowance for doubtful accounts $ 184 ¢ 126
Accrued expenses 273 302
Inventories 2,810 2,068
Marketable Securities 10 9
Stock Options 80 79
Derivative contracts 61 66
3,418 2,650
Deferred current tax liabilities
Property and Equipment (34) (39)
(34) (39)
Net deferred current tax assets 3,384 2,611
Deferred long-term tax assets
Derivative liability for embedded conversioption 725 0
Advance to supplier 199 0
924 0
Deferred long-term tax liabilities
Unamortized debt discount (937) 0
Preferrential supplier agreement (199)
(1,136) 0
Net deferred long-term tax liabilities (212) 0
Net deferred tax assets $ 3,172 $ 2,611

Income from foreign subsidiaries and related fameigcome taxes primarily relate to Imbali, the
Company'’s Belgian subsidiary. For US income tasppses, the Company has elected to treat Imbali as
disregarded entity and include its taxable incomthe Company’s consolidated federal income taxrnet
and separate state income tax returns. Federammdaxes attributable to Imbali’'s taxable income a
offset by tax credits for foreign taxes paid by hfib Undistributed earnings of Imbali amounted to
approximately $3.2 million at December 31, 2011 pob distribution of the earnings in the form of
dividends, the Company would be required to paygBel withholding tax at the rate of 5%. As the
Company intends to indefinitely reinvest such eagsj no provision for such withholding tax has been
provided. For federal income tax purposes, foreggncredits would be available to the Companytifiar
withholding tax, subject to limitations.

The Company recognizes a tax benefit from an uacetax position only if it is more likely than ntitat
the tax position will be sustained on examinatigrtlie taxing authorities, based on the technicaitmef
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the position. The tax benefits recognized in thavdicial statements from such a position are medsure
based on the largest benefit that has a greaterfifitya percent likelihood of being realized upohimate
settlement.

A reconciliation of the beginning and ending amsuaf unrecognized tax benefits for the years ended
December 31, 2011 and 2010 is as follows (in thodsga

December 31,

2011 2010
Balance at January 1 $ 386 $ 329
Additions for tax positions of prior years (43) 57
Balance at December 31 $ 343 9 386

The total amount of unrecognized tax benefits atebsber 31, 2011 and 2010 would impact the
Company’s effective tax rate, if recognized. Thenfpany recognizes interest accrued related to
unrecognized tax benefits in interest expense aedalfes in operating expenses. The Company
recognized approximately $26,000 and $46,000 afrést expense related to unrecognized tax benefits
during the years ended December 31, 2011 and 2@%pectively. Interest related to unrecognized tax
benefits accrued in the Company’'s balance sheeDemtember 31, 2011 and 2010 amounted to
approximately $216,000 and $190,000, respectively.

The Company’s federal and certain other income regurns remain open to examination by the tax
authorities for the tax years 2008 through 2010 @arthin other returns remain open to examinatiothb
tax authorities for the years 2007 through 2010.

Note N - Employee Retirement Benefits

The Company has implemented a salary reduction @mepl benefit plan, under Section 401 (k) of the
Internal Revenue Code. Employees may contributtbithe maximum amount allowable by law and the
Company will provide a matching contribution of 5086 employee contributions, limited to 2% of

employee compensation. The plan covers all employéo have attained age 18, and most of the kigib
employees have elected to participate.

Each employee’s pre-tax contributions are immebiatested upon participation in the plan. The
employees’ vesting of the Company’s matching cbntion is based upon length of service as follows:

Years of service Vested
1 25%
2 50%
3 75%
4 100%

Employees who terminate prior to 100% vesting fbrtbeir non-vested portion of the Company’s
matching contribution, and those funds are useckdoice future matching contributions. Employees in
active service on the effective date of the plamengranted retroactive service credit for the pagpof
determining their vested percentage. Company nmgjatontributions amounted to $79,000 in 2011 and
$73,000 in 2010.
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Note O — Per Share Data

The following is the reconciliation of the numenmstoand denominators of the basic and diluted
earnings/(loss) per share:

Year Ended December 31,

2011 2010

Numerator:
Net Income $ 4961 $ 9,14!
Add back of interest on convertible subordinatebtdeet of taxes 431 0
Add back amortization of discount on convertibleaulinated debt,

net of taxes 203 0
Less change In value of convertible note derivainet ot taxe (bb2] U
Numerator for diluted earnings per st $ 504: $ 9,14!
Denominator:
Weighted average shares outstanding — basic 9,255 9,260
Dilutive effect of stock options 240 175
Dilutive effect of convertible subordinated debt 1,492
Weighted average shares outstanding — di 10,98" 9,43t
Basic Earnings per Sh: $ 05 3% @ 09
Diluted Earnings per She $ 0.4 $ 0.9

NOTE P —BUSINESSSEGMENT AND GEOGRAPHIC AREA INFORMATION

The Company’s only business segment is the salastribution of non-ferrous and ferrous metaldeSa
are attributed to countries based on location sfamer. Sales to domestic and foreign customers agr

follows (in thousands):

Year Ended December 31,

2011 2010
United States $ 357,474 $ 276,8C
Canada 57,619 53,251
Europe 28,01t 28,90°
Brazil 29,21( 61,30(
Australia & New Zealand 42,315 44,753
$ 514,633 $ 465,01
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Note Q - Commitments and Contingencies

[1] Lease:

The Company leases office facilities under a leeggiring in 2015. The minimum non-cancelable
scheduled rentals under such lease are as foliolsqusands):

Year Ending December 31,

2012 284
2013 284
2014 284
2015 74

$ 92¢

Rent expense for corporate headquarters for thes ywaled December 31, 2011 and 2010 was $303,000
and $299,000 respectively.

[2] Letters of credit:

Outstanding letters of credit at December 31, 2@dbunted to approximately $34 million all of which
expire prior to March 31, 2012.

[3] Litigation:

The Company was previously engaged in a disputelving a former shareholder and the Company’s
stock transfer agent. All parties have since redadm agreement to resolve the matter and thenacts
dismissed with prejudice on January 13, 2012. Gorligey 10, 2012, a settlement agreement was fadhliz
pursuant to which the Company agreed to make aibatibn to the resolution of $250,000. This ambun
was accrued as of December 31, 2011.

Note R — Subsequent Events

Subsequent events were evaluated through MarcB(@2, the date the financial statements were dlaila
to be issued.
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I, Nathan Kahn, certify that:

1.
2.

| have reviewed this annual disclosure statemefingbire Resources, Inc.

Based on my knowledge, this disclosure statemess dot contain any untrue statement
of a material fact or omit to state a material faetessary to make the statements made,
in light of the circumstances under which suchestents made, not misleading with
respect to the period covered by this discloswaeestent; and

Based on my knowledge, the financial statements, atier financial information
included or incorporated by reference in this disate statement, fairly present in all
material aspects the financial condition, resuftegerations and cash flows of Empire
Resources, Inc. as of, and for the periods predentthis disclosure statement.

Date: March 30, 2012 By: /s/ Nathan Kahn
Nathan Kahn
Chief Executive Officer

I, Sandra Kahn, certify that:

1.
2.

| have reviewed this annual disclosure statemefingbire Resources, Inc.

Based on my knowledge, this disclosure statemeas dot contain any untrue statement
of a material fact or omit to state a material faetessary to make the statements made,
in light of the circumstances under which suchestents made, not misleading with
respect to the period covered by this discloswagestent; and

Based on my knowledge, the financial statements, atier financial information
included or incorporated by reference in this disate statement, fairly present in all
material aspects the financial condition, resuftegerations and cash flows of Empire
Resources, Inc. as of, and for the periods predentthis disclosure statement.

Date: March 30, 2012 By: /sl Sandra Kahn
Sandra Kahn
Chief Financial Officer
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