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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 8-K

CURRENT REPORT
PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

Date of report (Date of earliest event reported): My 12, 2009

CLIFFS NATURAL RESOURCES INC.

(Exact Name of Registrant as Specified in Its Chaetr)

Ohio 1-8944 34-1464672
(State or Other Jurisdiction of (Commission File Number) (I.LR.S. Employer
Incorporation or Organization) Identification No.)

200 Public Square, Cleveland, Ohit 441142315
(Address of Principal Executive Offices) (Zip Code)

Registrant’s Telephone Number, Including Area Code(216) 694-5700
Not Applicable

(Former Name or Former Address, if Changed Since Lst Report)

Check the appropriate box below if the ForrK 8iing is intended to simultaneously satisfy tfiling obligation of the registrant under any
the following provisions:

O  Written communications pursuant to Rule 425 unberSecurities Act (17 CFR 230.4:

O Soliciting material pursuant to Rule -12 under the Exchange Act (17 CFR 240-12)

O Pre-commencement communications pursuant to Rul-2(b) under the Exchange Act (17 CFR 240-2(b))
O

Pre-commencement communications pursuant to Rul-4(c) under the Exchange Act (17 CFR 240-4(c))
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Item 8.01. Other Events

Effective January 1, 2009, Cliffs Natural Resourtes (the “Company”adopted the provisions of Statement of Financiatohmting
Standards No. 16@®&oncontrolling Interests in Consolidated Financ&htements, an amendment of ARB NQ'SEAS 160”). This Stateme!
amended ARB 51 to establish accounting and regpsiandards for the noncontrolling interest in lasidiary and for the deconsolidation «
subsidiary. SFAS 160 clarified that a noncontrgllinterest in a subsidiary is an ownership inteneghe consolidated entity that shoulc
reported as equity in the consolidated financiateshents. This Statement was effective for fiseary and interim periods within those fi
years, beginning on or after December 15, 2008.SSEB0 has been applied prospectively as of Jarly&909, except for the presentation
disclosure requirements, which have been applidsigectively for all periods presented.

Based upon the effective date of the pronouncentkeataudited consolidated financial statementh@é@ompanys Annual Report ¢
Form 10-K for the fiscal year ended December 3082@he “Form 10-K”")did not reflect the adoption of SFAS 160. The fadlog portions ¢
the Company’s Form 1B; including audited financial statements for theee years ended December 31, 2008 and as of Dec&hb200
and December 31, 2008, have been updated solebflext the retrospective presentation and discksequirements of SFAS 160 that w
not yet effective for the financial statements mradly filed with the Form 1K, and are filed herewith as Exhibit 99(a) and mporated here
by reference:

* Item 6- Selected Financial Da

» Item 7—Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior
» Item 8- Financial Statements and Supplementary |

» Item 9A- Controls and Procedur:

» Item 15- Exhibits and Financial Statement Schedi

This Form 8-K does not reflect events or disclosuvecurring after the filing of the Form X0-and does not modify or update
disclosures therein in any way, other than as destiabove.

Iltem 9.01. Financial Statements and Exhibits

Exhibit Description of Exhibits
23(a; Consent of Deloitte & Touche LL
99(a Update to Selected Items of the Annual Report amF(-K for the fiscal year ended December 31, 2
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréport to be signed on its behall
the undersigned hereunto duly authorized.

CLIFFS NATURAL RESOURCES INC.

By: /s/ George W. Hawk, J
Name: George W. Hawk, J
Title: General Counsel and Secret

Date: May 12, 2009
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EXHIBIT INDEX

Exhibit Description of Exhibits
23(a) Consent of Deloitte & Touche LL
99(a) Update to Selected Items of the Annual Report amF(-K for the fiscal year ended December 31, 2
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Exhibit 23(a)
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in:

Registration Statement No. 333-30391 on ForB&rtaining to the 1992 Incentive Equity Plan dasended and restated as of May
1997) and the related prospectus;

Registration Statement No. 333-56661 on Form Ss3a@mended by Posiffective Amendment No. 1) pertaining to the Nohibis
Mining Company and Silver Bay Power Company RetaetitSaving Plan and the related prospectus;

Registration Statement No. 333-06049 on Form Srtajpeéng to the Cliffs Natural Resources Inc. Nomtoyee DirectorsCompensatic
Plan;

Registration Statement No. 333-84479 on ForB&rtaining to the 1992 Incentive Equity Plandasended and restated as of May
1999);

Registration Statement No. 333-64008 on Form Ss8afaended by Post-Effective Amendment No. 1 and-Effsctive Amendmet
No. 2) pertaining to the Cliffs Natural Resources.lNonemployee DirectorsCompensation Plan (as amended and restated
January 1, 2004);

Registration Statement No. 333-153873 on For® |[Bertaining to the registration of common shaleg may be offered for sale
otherwise from time to time by United Mining Co.tdL, in connection with Cliffs Natural Resources.Is acquisition of their 30
interest in United Taconite LLC; and

Registration Statement No. 333-153890 on For® |®&rtaining to the registration of common shated thay be offered for sale
otherwise from time to time by selling shareholdersonnection with the satisfaction of certain eyt obligations owed to the sell
shareholders that arose out of the transactiorhinomCliffs Natural Resources Inc. acquired Pinn@®asources, LLC;

of our report dated February 26, 2009 (May 12, 28890 the effects of the adoption of SFAS 1§6ncontrolling Interests in Consolidat
Financial Statements, an Amendment of ARB Ncdescribed in Note 1), relating to the consolidatiedncial statements and financ
statement schedule (Schedule Il Maluation and Qualifying Accounts) of Cliffs Natlir®esources Inc. and subsidiaries (which re
expresses an unqualified opinion and includes ataeatory paragraph relating to the adoption of m@eounting standards), and our re
dated February 26, 2009 on the effectiveness dfsONatural Resources Ing.'internal control over financial reporting for tlgear ende
December 31, 2008, appearing in the Current RepoRorm 8-K of Cliffs Natural Resources Inc. filed May 12, 2009.

/s/ DELOITTE & TOUCHE LLF

Cleveland, Ohic
May 12, 200¢



Exhibit 99(a)
ltem 6. Selected Financial Data

Summary of Financial and Other Statistical Data
Cliffs Natural Resources Inc. and Subsidiarie!

2008 (a) 2007 (b) 2006 2005 (a) 2004
Financial data (in millions, except per share amouits)
Revenue from product sales and serv $3,609.. $2275. $1921.° $1,739.! $1,203.
Cost of goods sold and operating expel (2,449.9 (1,813.9 (1,507.7) (1,350.9) (1,053.6
Other operating expen: (220.9 (80.9 (48.9) (32.5) (31.9)
Operating incomi 938.¢ 381.¢ 365.7 356.£ 117.€
Income from continuing operatiol 537.C 285.¢ 296.¢ 283.: 320.2
Income (loss) from discontinued operatic — 0.2 0.3 (0.8) 3.4
Income before cumulative effect of accounting cles 537.C 285.¢ 297.% 282.t 323.¢
Cumulative effect of accounting changes — — — 5.2 —
Net income 537.( 285.¢ 297.2 287.7 323.¢
Less: Net income attributable to noncontrollingnets: (21.2) (15.6) (17.7) (10.2) —
Net income attributable to Cliff 515.¢ 270.C 280.1 277.€ 323.¢
Preferred stock dividenc (1.0 (5.2 (5.6) (5.6) (5.3
Income attributable to Cliffs common shareholc 514.5 264.¢ 274.5 272.( 318.:
Earnings (loss) per common share attributable tilsGhareholders—
basic (d) (e) (f
Continuing operation 5.07 3.1¢ 3.2¢ 3.0¢ 3.7C
Discontinued operatior — — — (0.01) 0.04
Cumulative effect of accounting chang — — — 0.0€ —
Earnings per common share attributable to Cliffsreholder—basic
(d) (e) (f) 5.07 3.1¢ 3.2¢ 3.1 3.74
Earnings (loss) per common share attributable tilsGhareholders—
diluted (d) (e) (f)
Continuing operation 4.7¢€ 2.57 2.6( 2.4¢€ 2.92
Discontinued operatior — — — (0.01) 0.0:
Cumulative effect of accounting chang — — — 0.0t —
Earnings per common share attributable to Cliffsreholder—diluted
(d) (e) () 4.7¢ 2.57 2.6(C 2.5C 2.9t
Total asset 4,111.: 3,075.¢ 1,939. 1,746.’ 1,232.:
Long-term obligation: 580.2 490.¢ 47.2 49.¢ 9.1
Net cash from (used by) operating activit 853.2 288.¢ 428.5 514.¢ (141.9
Redeemable cumulative convertible perpetual prefiestock 0.2 134.7 172.c 172.t 172.5
Distributions to preferred shareholders cash divith 11 B3 5.€ 5.6 5.8
Distributions to common shareholders cash divide
—Per share (d) (e) ( 0.3t 0.2t 0.2¢ 0.1t 0.0z
—Total 36.1 20.¢ 20.2 13.1 2.2
Repurchases of common sha — 2.2 121.t — 6.5
Iron ore and coal production and sales stati:
(tons in million—North America; tonnes in million- Asia-Pacific)
Production tonnac—North American iron or 35.2 34.€ 33.€ 35.¢ 34.4
—North American coa 3.5 11 — — —
—Asia-Pacific iron ore 7.7 8.4 7.7 5.2 —
Production tonnac—North American iron ore (Cliff share) 22.¢€ 21.¢ 20.¢ 22.1 217
Sales tonna¢—North American iron or: 221 22.% 20.4 222 22.¢
—North American coa 3.2 1.2 — — —
—Asia-Pacific iron ore 7.8 8.1 7.4 4.9 —
Common shares outstanding (millions) (d)
—Average for yea 101.5 83.C 84.1 86.¢ 85.2

—At year-end 113.t 87.2 81.¢ 87.€ 86.4



(@)

(b)
(€)
(d)

(€)

(f)

On April 19, 2005, we completed the acquisition86f4 percent of Portman, an iron ore mining companiustralia. Results for 20!
include Portmars results since the acquisition. On May 21, 20@8trPan authorized a tender offer to repurchaseeshand as a resi
our ownership interest in Portman increased from §@rcent to 85.2 percent on June 24, 2008. OteBdyer 10, 2008, we announce
off-market takeover offer to acquire the remaining ekhan Portman, which closed on November 3, 2008.s\hsequently proceec
with a compulsory acquisition of the remaining @saand have full ownership of Portman as of Decer@be2008. Results for 20
reflect the increase in our ownership of Portmacesithe date of each step acquisit

On July 31, 2007, we completed the acquisition liff<CNorth American Coal LLC (formerly PinnOak),moducer of hig-quality, low-
volatile metallurgical coal. Results for 2007 induPinnOa’s results since the acquisitic

Effective January 1, 2005, we adopted Emerdgsgies Task Force, or EITF, 04-6Actounting for Stripping Costs Incurred dur
Production in the Mining Indust”.

On March 11, 2008, our board of directors declarédc-for-one stock split of our common shares. The recote fia the stock split wi
May 1, 2008 with a distribution date of May 15, 80@ccordingly, all common shares and per shareusatsofor all periods present
have been adjusted retroactively to reflect theksgplit.

On May 9, 2006, our board of directors approaado-forone stock split of our common shares. The recotd fia the stock split wi
June 15, 2006 with a distribution date of JuneZB@6. Accordingly, all common shares and per shareunts for all periods presen
have been adjusted retroactively to reflect theksgplit.

On November 9, 2004, our board of directorsrappd a two-forene stock split of our common shares. The recote fiter the stock sp
was December 15, 2004, with a distribution dat®etember 31, 2004. Accordingly, all common shares ger share amounts for
periods presented have been adjusted retroactivegflect the stock spli



ltem 7. Managemen’s Discussion and Analysis of Financial Condition drikResults of Operation:
Overview

Cliffs Natural Resources Inc. traces its corpofaittory back to 1847. Today, we are an internationming and natural resourc
company. We are the largest producer of iron ofefgein North America, a major supplier of diresttipping lump and fines iron ore out
Australia, and a significant producer of metallgedicoal. Our company is organized according talped category and geographic locat
North American Iron Ore, North American Coal, ABlacific Iron Ore, Asia Pacific Coal and Latin Anmgam Iron Ore

In North America, we operate six iron ore minesMithigan, Minnesota and Eastern Canada, and twdéngokoal mine complex
located in West Virginia and Alabama. Our Asia Radbperations include full ownership of Portmanhieh is comprised of two iron ¢
mining complexes in Western Australia, serving Asgan iron ore markets with direshipping fines and lump ore, and a 45 percent enig
interest in Sonoma, a coking and thermal coal rfanated in Queensland, Australia. In Latin Ameriwa, have a 30 percent interest in Am.
a Brazilian iron ore project, as well as a numidesroaller greenfield projects not yet in production

Over recent years, we have been executing a syraegigned to achieve scale in the mining induahg focused on serving the wodd’
largest and fastest growing steel markets.

Safety remains the No. 1 priority within our Compa®ur North American Iron Ore segment had a toeglortable incident rate,
defined by MSHA, of 2.29 in 2008, compared with fhréor year result of 1.93. Our North American Coglerations had a total reporte
incident rate of 8.44 compared with a rate of 6r68007. Although the total reportable injury rabesNorth America were slightly unfavorak
other recognized safety measures showed markes¥waments from 2007. Our North American Iron Orenseqt finished the year with a
percent decline in the all injury frequency ratenfr2007, and our North American Coal segment resmbed20 percent decline in injury seve
rates from the prior year. We have developed ctadaboration between our North American segmentdrive further improvements in ¢
safety results.

At our Asia Pacific Iron Ore operations, Koolyanoigis total reportable incident rate for 2008 was 2ca®npared with the 2007 res
of 0.83. Cockatoo Island reported a total repogahtident rate of 6.12 in 2008 compared with 2i62007. Asia Pacific Iron Ore safi
statistics include employees and contractors.

We continued to deliver strong financial performairc 2008 while continuing to execute on our sgatglan, which includes acquiri
noncontrolling positions, exploring external andjamic growth opportunities, and striving for opamaal excellence in each of our busir
segments. Consolidated revenues for 2008 incraas®8.6 billion, with net income of $4.76 per dédtshare. This compares with revenue
$2.3 billion and net income of $2.57 per dilutedrghin 2007.

Global crude steel growth, a significant drivemof business was down approximately two percemh 2007 with supply and demanc
steel raw materials extremely tight. Worldwide dechdor metallurgical coal increased throughout nufsR008 as supplgide constraint
including flooding in the Bowen Basin, a major cpabducing area of Australia, port congestion, prauction problems at large mines in
United States continue to place upward pressuggiomg.

However, the current volatility and uncertaintyglobal markets, coupled with the slowdown in therld/@ major economies, has he
significant impact on commodity prices. The minindustry has seen a reduction in high cost operatiand the credit environment is expe
to limit the funding and expansion capabilitiesnehny mining companies. Based on these economiciteams] we continue to evaluate ¢
assess our capital expenditures, in order to enserare positioned to face the challenges and tainges associated with the cur
environment. We reacted quickly to align productigith lower demand for steel and steelmaking makte®ntering the fourth quarter of 2C
While remaining attuned to curre



macroeconomic challenges, we continue to seekrigkvexpansion opportunities and, at the same tiposjtion ourselves to weather
difficult times that lie ahead.

Results in 2008 were also impacted by considenadilgility in foreign currency exchange rates, whiesulted in significant changes
the fair value of our derivative instruments. Inrtfgaular, we use derivative financial instrumerdasr¢duce the volatility attributable to chan
in Australian and United States currency fluctuagioelated to our operations in Asia Pacific. Weorded unrealized losses of $188.2 mil
in our Statement of Consolidated Operations in 2868 result of substantial declines in the sptasraelated to the depreciation of
Australian dollar relative to the United Stateslaiotiuring the year.

We are engaged with expanding our leadership paositi the industry by focusing on high product dgyatechnical excellence, supet
relationships with our customers and partners angtéved operational efficiency through cost saviimigiatives. We operate a fullgguippe:
research and development facility in Ishpeming, ijan. Our research and development group is staffith experienced engineers
scientists and is organized to support the gecdbgiterpretation, process mineralogy, mine enginge mineral processing, pyrometallur
advanced process control and analytical serviaggdises. Our research and development group & @tifized by iron ore pellet customers
laboratory testing and simulation of blast furnaoaditions.

Segments

We organize our business according to product oayegnd geographic location: North American IroreOXorth American Coal, As
Pacific Iron Ore, Asia Pacific Coal and Latin Angam Iron Ore. The North American Iron Ore segmsentdmprised of our interests in
North American mines that provide iron ore to thtegrated steel industry. The North American Cealnsent is comprised of our two Nc
American coking coal mining complexes that providetallurgical coal to the integrated steel indusirige Asia Pacific Iron Ore segme
which is comprised of Portman, is located in Westaustralia and provides iron ore to steel prodsidar China and Japan. There are
intersegment revenues.

The Asia Pacific Coal operating segment is comgrisieour 45 percent economic interest in Sonomeatked in Queensland, Austra
which is in the early stages of production. Thein.&merican Iron Ore operating segment is comprisedur 30 percent Amapa interes
Brazil, which is also in the early stages of prdthre As a result, the Asia Pacific Coal and Latimerican Iron Ore operating segments dc
meet reportable segment disclosure requirementsh@nefore are not separately reported.

All North American business segments are headquarte Cleveland, Ohio. Offices in Duluth, Minnesohave shared services grc
supporting the North American business segments.T@chnology Group is located in Ishpeming, Miclig®ur Asia Pacific headquarters
located in Perth, Australia, and our Latin Ameri¢eadquarters are located in Rio de Janeiro, Bi@lifs International Minerac&o Brasil, Lt
and Cliffs Natural Resources Pty Limited providehteical and administrative support for our assetsLatin America and Australi
respectively, as well as new business developneguices in these regions. See NOTE 6 — SEGMENT RERNG for further information.

Growth Strategy and Strategic Transactions

We expect to grow our business and presence agexnational mining and natural resources compangxdpanding both geographice
and through the minerals that we mine and markairiter to achieve scale in our industry. Our grodtimestically, combined with c
investments in Australia and Latin America, as veallacquisitions in minerals outside of iron otghsas coal, illustrate the execution of
growth strategy. While ever-conscious of the chgés associated with the current economic enviromnvee continue to identify lowisk
opportunities to grow and at the same time positiarselves to address the uncertainties that ka@hin 2008, we continued our strat:
growth and transformation to an international min@@mpany through the following acquisitions, parghips and re-branding:

* Portman Share Repurchase and-Market Takeove



e Investment in AusQue:

* United Taconite Purcha:

» Michigan Expansion Projec

* Investment in Golden We

» Change in Corporate Name to Cliffs Natural Resasitoe.

Refer to Recent Developmentsithin Item 1 —Businessof our Annual Report on Form 10-filed with the Securities and Exchal
Commission on February 26, 2009, for additionadinfation regarding each of these strategic traimsesct

Other Significant Developments
Ratification of New Labor Agreeme

Hourly employees at our Michigan and Minnesota iocsa mining operations, excluding Northshore, agreésented by the USW.
October 6, 2008, the USW ratified a new fgear labor contract, which replaces the labor agese that expired on September 1, 2008.
new agreement covers approximately 2,300 U@yfesented workers at our Empire and Tilden minédichigan, and our United Tacon
and Hibbing mines in Minnesota.

Termination of Merger with Alpha Natural Resources

On November 17, 2008, we announced the terminaifothe definitive merger agreement with Alpha NatuResources, Inc., unt
which we would have acquired all outstanding shafeélpha, as previously announced on July 16, 2@&h our Board of Directors a
Alpha’s Board of Directors made the decision after cagig various issues, including the current maaroemic environment, uncertainty
the steel industry, shareholder dynamics, and igkes and costs of potential litigation. Considerthgse issues, each board determinec
termination of the merger agreement was in the inéstest of its equity holders.

Results of Operations — Consolidated
2008 Compared to 2007

For the year ended December 31, 2008, consolidatezhues increased to $3.6 billion, with net incah&4.76 per diluted share. T
compares with revenues of $2.3 billion and netimemf $2.57 per diluted share in 2007.

Revenue from Product Sales and Servit

Sales revenue in 2008 increased $1.3 billion, gp&@ent, compared with 2007. The increase in saelemue was primarily due to hig
sales prices combined with increases in sales wlutigher sales volume in 2008 was primarily duéntoseased demand and commitm
under our longerm pellet sales agreements, increased spot saldssustomer plant outages during the prior yidawever, this increase w
partially offset by declines in sales volumes tstomers during the fourth quarter of 2008 as alre$uhe current volatility and uncertainty
global markets, which has led to production slowdswn the steel industry. In addition, sales volumzs negatively impacted throughout
year by adverse mining conditions and productiolaydeat our North American Coal segment. ResultsNorth American Coal in 20(
represent five months of operations since the 3u)\2007 acquisitior



Revenues related to our North American Iron Oreveag increased approximately $624.2 million over phior year primarily as a res
of higher steel prices, renegotiated and new lemg supply agreements with certain customers, hvhiere negotiated at world pellet pric
and other contractual price adjustment factors2008, revenue also included $225.5 million relatedhe supplemental steel paym:
compared with $98.3 million in 2007. In additiohetAustralian benchmark prices for lump and finetled at increases of 97 percent an
percent in 2008, thereby resulting in higher rexesnfsom our Asia Pacific Iron Ore segment compavigd prior year.

Cost of Goods Sold

Cost of goods sold was $2.4 billion in 2008, arréase of $636.2 million, or 35 percent compared \2807. The increase in cos!
goods sold in 2008 was primarily due to higher €astproduction, higher royalty fees related to ithereases in pellet pricing, and incree
maintenance costs associated with the Michiganresipa project and major furnace repairs at Empirg dnited Taconite during the fi
guarter. In 2008, we continued to be challengeth witverse geological conditions across the minesiiaNorth American Coal segment |
delays in delivery of new capital equipment, whadntributed to overall equipment performance andilability issues, thereby resulting
production delays and increased costs in all ojmersit Results for North American Coal in 2007 repre five months of operations since
July 31, 2007 acquisition. Costs were also negigtivepacted in 2008 by approximately $1.6 millioglated to unfavorable foreign excha
rates as well as higher fuel and energy costs pifimeelated to our North American and Asia Paciiion ore operations, which toget
increased $42.5 million compared with 2007. In &ddj the impact of the United Taconite and Portraap acquisitions also contributed to
increase from prior year.

Other Operating Income (Expense)
Following is a summary of other operating incomep@nse) for 2008 and 2007:

(In Millions)

Variance

Favorable/
2008 2007 (Unfavorable)
Casualty recoverie $ 10.t $ 3.2 $ 7.3
Royalties and management fee reve 217 14.5 7.2
Selling, general and administrative exper (188.6) (114.9 (74.9
Terminated acquisition cos (90.1) — (90.])
Gain on sale of other ass—net 22.¢ 18.4 4.4
Miscellaneou—net 2.9 (2.9 5.2

$(220.) $(80.4 $ (140.)

The increase in selling, general and administragixeense of $74.4 million in 2008 compared with 2@ primarily a result of $20
million in higher shardased and incentive compensation, and higher waugtbenefits related to an increase in the numbemployees. W
also incurred approximately $2.2 million in corpmraeverance costs during the fourth quarter oB2QQtside professional service and |
fees associated with the expansion of our busimeseased approximately $15.1 million in 2008. Exges at our Asia Pacific Iron (
segment were $5.7 million higher than the priorryeaflecting higher employment costs and outsid€gssional services to support busil
development and improvement efforts. The currerir yeas also impacted by additional corporate dgreént activities in Latin Americ
Asia Pacific, and other general business developmesulting in an increase of approximately $1Bi0ion. In addition, 2008 includes a f
year of selling, general and administrative experfsem our North American Coal segment, comparetth five months in 2007 based o
July 31, 2007 date of acquisition, resulting inimecrease of $5.1 million. Selling, general and austrative expense in 2008 was also impe
by a charge in the first quarter of approximatefy83million in connection with a legal case as vl $4.3 million related to our interes
Sonoma acquired in 200



On November 17, 2008, we announced the terminaifothe definitive merger agreement with Alpha NatuResources, Inc., unc
which we would have acquired all outstanding shafeélpha, as previously announced on July 16, 2@&h our Board of Directors a
Alpha’s Board of Directors made the decision after cagig various issues, including the current maaroemic environment, uncertainty
the steel industry, shareholder dynamics, and igks rand costs of potential litigation. Considerthgse issues, each board determinec
termination of the merger agreement was in the inéstest of its equity holders. Under the termshef settlement agreement, we were req
to pay Alpha a $70 million termination fee, whiclasvfinanced through our revolving credit facilitydapaid in November 2008. As a res

$90.1 million in termination fees and associategluéition costs were expensed in the fourth quart&008 upon termination of the definit
merger agreement.

The gain on sale of other assets of $22.8 millioB008 primarily relates to the sale of our whallyned subsidiary, Cliffs Synfuel Co
(“Synfuel”), which was completed on June 4, 2008der the agreement, Oil Shale Exploration Comp@kyline, LLC acquired 100 percent
Synfuel for $24 million. As additional consideratidor the stock, a perpetual nonparticipating royyahterest was granted initially equal
$0.02 per barrel of shale oil and $0.01 per basfedhale oil produced from lands covered by existBtate of Utah oil shale leases, plu:
percent of royalty payments from conventional @itlggas operations. We recorded a gain of $19 miliiothe second quarter of 2008 u
completion of the transaction. The prior year gairsale of assets of $18.4 million primarily refetthe fourth quarter 2007 gain on the sa
portions of the former LTVSMC site. The sale in@ddcash proceeds of approximately $18 million.

The increase in casualty recoveries in 2008 contpaith 2007 is primarily attributable to a $9.2 hoih insurance recovery recognize:
the current year related to a 2006 electrical esiptoat our United Taconite facility.

Other income (expense)
Following is a summary of other income (expensePfa08 and 2007:

(In Millions)

Variance

Favorable/
2008 2007 (Unfavorable)
Changes in fair value of derivative instrumentg, $(188.9) $ — $ (188.9
Impairment of investmen (25.) — (25.)
Interest incomt 26.2 20.C 6.2
Interest expens (39.9) (22.€) (17.2)
Other—net 4.3 1.7 2.6

52220 $(09 § (2219

The impact of changes in the fair value of deri@instruments on our Statement of Consolidated®joms in 2008 primarily relates
the dedesignation of the Portman cash flow hedges fooanting purposes. We are required to record onStatements of Consolida
Financial Position the market value of our operivdgive positions which do not qualify for hedgecaanting treatment. Previously, when
derivative instruments were designated as cash liledges, the mark-tmarket adjustments related to the effective postiohthe hedges we
recorded as a component@ther comprehensive incomdpon dedesignation of the cash flow hedges, effective dul®008, the instrumet
are prospectively marked to fair value, and theustdjents resulting from changes in the market valuthese derivative instruments

recorded as an unrealized gain or loss each reggoeriod. The following table represents our fgmecurrency derivative contract positior
of December 31, 200!



($ in Millions)
Weighted Average

Contract Maturity Notional Amount Exchange Rate Spot Rate Fair Value
Contract Portfolio (excluding AUD Call Option8):
Contracts expiring in the next 12 mon $ 537.( 0.81 0.6¢ $ (77.5)
Contracts expiring in the next 13 to 24 mor 202.t 0.74 0.6< (25.5)
Contracts expiring in the next 25 to 36 mor 55.C 0.77 0.6< (8.9)
Total $ 794.t 0.7¢ 0.6¢ $ (111.9)
AUD Call Options®
Contracts expiring in the next 12 mon $ 33.C 0.87 0.6¢ $ 03
Contracts expiring in the next 13 to 24 mor 41.F 0.9C 0.6¢ 0.6
Contracts expiring in the next 25 to 36 mor — — — —
Total $ 74.5 0.8¢ 0.6¢ $ 08

»

869.( $ (110.9

Total Hedge Contract Portfol

@ Includes collar options, convertible collar optiare forward exchange contrac

@  AUD call options are excluded from the weightedrage exchange rate used for the remainder of theamt portfolio due to tt
unlimited downside participation associated witbsth instrument:

The significant unrealized mark-tnarket fluctuations are related to the spot ratA%d.69 as of December 31, 2008, which signifioz
decreased from the spot rate of A$0.96 as of JOn@M8 upon delesignation of the hedges. The changes in therapest are correlated to
depreciation of the Australian dollar relative he tUnited States dollar during the period. In addjtthe amount of outstanding contract
Portmans foreign exchange hedge book significantly inaedasom $559.2 million at June 30, 2008 to appratety $869.0 million as
December 31, 2008, primarily as a result of higlaes prices in the current year partially offsethe expiration of contracts upon maturity.

In 2008, we recorded impairment charges of $25lliamirelated to declines in the fair value of @wailable-forsale securities which \
concluded were other than temporary. As of DecerBhe2008, our investments in PolyMet and GolderstVed fair values totaling $t
million and $4.7 million, respectively, comparedthva cost of $14.2 million and $21.8 million, resfpeely. The metals and mining indus
and our investees are susceptible to changes d.Beand global economies and the industrieseif ttustomers. Their principal customers
part of the global steel industry, and their busges have been adversely affected by the slowdéwhreaglobal economy, particularly duri
the last quarter of 2008 when our investments becenpaired. The severity of the impairments in tielato the carrying amounts of 1
individual investments is consistent with the maoa@nomic market and industry developments. Howewerhave evaluated the ndarsr
prospects of the issuers in relation to the sevarnt rapid decline in the fair value of each @fsthinvestments, and based upon that evalu
we could not reasonably assert that the impairnpeniod would be temporary primarily as a resultttod global economic crisis and
corresponding uncertainties in the market.

The increase in interest income in 2008 comparek 2007 is attributable to additional cash and stweents held by Portman during
year coupled with higher overall average returnsweler, investment returns were lower in the fouptiarter of 2008 as a result of ma
declines. Higher interest expense in 2008 reflegterkased borrowings under our senior notes atedest accretion for the deferred payn
related to the PinnOak acquisition. See NOTE 5 BDEND CREDIT FACILITIES for further information.

Income Taxes

Our tax provision for the year ended December 8082and 2007 was $144.2 million and $84.1 millimspectively. The increase
primarily attributable to higher priax book income partially offset by a decreaseun effective tax rate. Our effective tax rate fbe tyea
ended December 31, 2008 and 2007 was 20.1 peroenR21 percent, respectively. The 2.0 percentedser is primarily attributable
increased percentage depletion and release ofalhation allowance related to foreign net operatosges. See NOTE 10INCOME TAXES
for further information



Noncontrolling Interest

Noncontrolling interest in consolidated income gased $5.6 million, or 36 percent, for the yeareenDecember 31, 2008. The incre
is primarily driven by a corresponding increasdhi@ operating results of Portman, a consolidatédidiary in which we owned approximat
80.4 percent in 2007 and throughout the first B&I2008. In June 2008, we acquired an addition&lpércent interest in Portman throug
share repurchase program offered by Portman. Weesgulently made an offiarket offer to purchase the outstanding sharepesakeded wit
a compulsory acquisition of the remaining shareshi@in full ownership of Portman in the fourth gea of 2008. In addition, effective July
2008, we acquired the remaining 30 percent intéresinited Taconite. Upon consummation of the paseh our ownership interest incree
from 70 percent to 100 percent. Each of these a@imhs constituted a step acquisition of a norratiintg interest, thereby reduci
noncontrolling interest in consolidated income opraspective basis. In accordance with SFAS Bisiness Combinationgje accounted f
the acquisition of the noncontrolling intereststhg purchase method. As a result of each step gitiqnj the then historical cost basis of
noncontrolling interest balance was reduced teetttent of the percentage interest sold, and the#@sed ownership obtained was accounte
by increasing the entitg’ basis from historical cost to fair value for thertion of the assets acquired and liabilities ae=ii based on t
additional ownership acquired.

Equity Loss in Venture:

The equity loss in ventures for the year ended Béee 31, 2008 of $35.1 million primarily represeats share of the operating result
our equity method investment in Amapa. Such resulisly consist of stanp and operating losses of $45.6 million, whichudes operatin
losses from Amap@&'railroad of $5.8 million. The loss was partiadfyset by foreign currency hedge gains of $10.8iaml This compares wi
a loss of $11.2 million in 2007, comprised of $milion in preproduction costs and $4.0 million of operating &s$om the railroad. Tl
negative operating results in the current yeanaamly due to slower than anticipated ramp-up afrafions and product yields.

We evaluate the loss in value of our equity methmdestments each reporting period to determine kdrethe loss is other th
temporary. Based upon the increase in equity logsesdting from startyp costs and production delays in 2008, we detexthihat indicators
impairment may exist relative to our investmentAmapa. Accordingly, we performed an assessmenthefpotential impairment of ¢
investment during the fourth quarter of 2008 usandiscounted cash flow model to determine thevaiue of our investment in relation to
carrying value as of December 31, 2008. Based upenanalysis performed, we have determined thatimeestment is not impaired.
addition, we will continue to evaluate the resolft®ur investment on a quarterly basis while maiiig the declines in pricing and the poter
impact on our business as a result of the recamauoic downturn in the industry.

2007 Compared to 2006

For the year ended December 31, 2007, consolidatezhues increased to $2.3 billion, with net incah&2.57 per diluted share. T
compared with revenues of $1.9 billion and net meaf $2.60 per diluted share in 2006.

Revenue from Product Sales and Servit

Sales revenue in 2007 increased $353.5 milliorl,8percent, compared with 2006. The increase mssavenue was primarily due
higher sales prices combined with increases irssaltime. In relation to our North American IroneQregment, sales volume in 2007 inclu
1.5 million tons of pellets purchased and paid fiygr customers at year-end under take-or-pay prawsiof existing longerm suppl:
agreements. First half shipments in 2007 includ@dniillion tons of pellets purchased in upper Giealtes stockpiles and paid for in 2C
Revenue recognition related to the December 208¢kptile transaction totaling $62.6 million was deéel until the product was deliverec
2007. The completion of a t-million-tonne per annum expansi



at Koolyanobbing in late 2006 also resulted in éased sales volume in 2007 related to our AsidiP&wn Ore segment.

Sales prices pdpn increased year over year in relation to oun iooe business both domestically and abroad, teftpehe effect ¢
contractual base price increases, higher term gupgieement escalation factors including higheelsggicing, higher PPl and lageal
adjustments. In addition, 2007 included incremergaénue of $85.2 million related to our North Amean Coal segment acquired on July
2007.

Cost of Goods Sold

Cost of goods sold was $1.8 billion in 2007, arréase of $305.5 million, or 20 percent compared \2006. The increase in cost
goods sold and operating expenses primarily reftebigher volume in 2007. On a pen basis, cost of goods sold and operating exsefios
our North American Iron Ore segment were flat imparison to 2006, as a result of our strategic yemoent, maintenance and other busi
improvement programs, as well as the implementatibrSix Sigma and Lean Sigma. Costs were also nedgtimpacted in 2007
unfavorable foreign exchange rates as well as @@argg costs associated with a new mining contradtour Asia Pacific Iron Ore segment
addition, cost of goods sold in 2007 included inveatal expense of $116.9 million related to ourtN@merican Coal segment acquirec
July 31, 2007.

Other Operating Income (Expense)
Following is a summary of other operating incomep@nse) for 2007 and 2006:

(In Millions)

Variance

Favorable/
2007 2006 (Unfavorable)
Casualty recoverie $ 3.2 $ — $ 3.2
Royalties and management fee reve 14.5 11.7 2.8
Selling, general and administrative exper (114.9 (72.9 (41.¢)
Gain on sale of other ass—net 18.4 — 18.4
Miscellaneou—net (2.9 12.4 (14.7)

$ (80.9) $(48.9) $  (32.])

Selling, general and administrative expense of & Hillion increased $41.8 million compared witte thrior year, primarily reflectir
higher employment costs related to our expandinginess, including expenses at North American Coa eur Asia Pacific locatior
increased outside professional service fees arftehiggal fees.

Gain on sale of assets $18.4 million primarily reflected the fourth quar2007 gain on the sale of portions of the form&V/BEMC site
The sale included cash proceeds of approximatedyndiflion.

Miscellaneous-net expense of $2.3 million in 200@réased $14.7 million compared with 2006, priryardflecting increased mark-to-
market hedging losses at our Asia Pacific Iron kQrginess.

Other Income (Expense)
Following is a summary of other income (expenseRfid7 and 200¢



(In Millions)

Variance
Favorable/
2007 2006 (Unfavorable)
Interest incomt $ 20.C $17.2 2.8
Interest expens (22.€) (5.3 (7.9
Other—net 1.7 10.2 (8.5

$ (0.9 $22.1 $  (23.0

Interest income of $20.0 million increased $2.8lionl compared with the prior year, reflecting awgeahigher cash and investm
balances and higher average interest rates in siarPacific iron ore business.

Interest expense of $22.6 million increased $17il8om compared with the prior year, primarily refiting borrowings from the cre
facility to fund the acquisition of PinnOak.

Income Taxes

Income tax expense of $84.1 million in 2007 was3$8illion lower than the comparable amount in 200Be decrease was due to lo
pretax income in 2007 and a lower effective tax r@ar effective tax rate for the year ended DecerBtier2007 and 2006 was 22.1 pern
and 23.4 percent, respectively. The 1.3 percentedse is attributable to lower pta¢ book income offset by increased percentageetiof.
netted with increased contingent foreign incomesatee NOTE 10 — INCOME TAXES in Item 8 for funtfreformation.

Noncontrolling Interest

Noncontrolling interest decreased $1.5 million,%percent from the prior year. Noncontrolling irslr represented the 19.6 per
noncontrolling interest related to Asia Pacificir@re earnings.

Equity Loss in Venture:

The equity loss in ventures, $11.2 million, represd the results from the Company’s investment inapa, primarily prgroductior
costs, $7.2 million and operating losses from #ikeaad, $4.0 million.

Results of Operations — Segment Information

Our company is organized and managed accordingottupt category and geographic location. Segmdatriration reflects our strate
business units, which are organized to meet custeetgiirements and global competition. We evalissgment performance based on ¢
margin, defined as revenues less cost of goods idelatifiable to each segment. Thiseasure of operating performance is an effe
measurement as we focus on reducing productioms tdostughout the Company.

2008 Compared to 2007
North American Iron Or
Following is a summary of North American Iron Oesults for 2008 and 200




(In Millions)
Change due tc

Sales price
Sales Freight and Total
2008 2007 and rate volume reimbursements change
Revenues from product sales and serv $ 2,369.¢ $1,745. $ 596.1 $34.4 $ (6.3 $624.:
Cost of goods sold and operating expe (1,565.9) (1,347.5H (199.0 (25.7) 6.3 (217.9
Sales margil $ 804.: $ 397.¢ $ 397.1 $ 9.3 $ — $ 406.<

Sales ton: 22.7 22.c

The increase in sales revenue in 2008 was primduiéyto higher sales prices combined with an irsgéa sales volume. Revenue pel
increased 33.3 percent in the current year prigmasl a result of higher steel prices, renegotiatedl new longerm supply agreements w
certain customers, which were negotiated at a tiftégher world pellet prices, and other contratprice adjustment factors. In 2008, reve
included $225.5 million related to the supplemestakl payments compared with $98.3 million in 2007

The comparison of sales volume between 2008 and 200ws a slight increase year over year. Howewef007, certain of ol
customers purchased and paid for approximatelynlll®n tons of iron ore pellets in stockpiles hetend of the year in order to comply v
the take-or-pay provisions of their existing lotegm supply agreements. The customers requestedfidad shipping schedule that we not :
the iron ore until the spring of 2008, when the &1eakes waterways repened for shipping. We recognized revenue on thenillion tons it
2007. The following represents a comparison ofssatdume in 2008, 2007 and 2006 as if the impa¢hefstockpile sales were excluded f
the period reported and instead recognized in én@g shipped:

(In Millions)

Actual Sales Cash Received
Pro Forma

Tons Sales Tons No
Recognizec Recognized Sales Ton:
2006 20.2 1.2 21.¢
2007 22.% 1.2) 21.1
2008 22.7 1.2 23.€

Absent the impact of the stockpile sales, the im&eein sales volume in the current year is primpahile to increased demand during
first three quarters of 2008, commitments underlongterm pellet sales agreements, and customer pldages during 2007. However, t
increase was partially offset by declines in sal@smes to customers during the fourth quarter@i®as a result of the current volatility
uncertainty in global markets, which has led toduction curtailments in the steel industry.

The increase in 2008 revenue is also attributablea $50.6 million favorable mark-tmarket adjustment related to the unsold
associated with our purchase of the remaining 30goe interest in United Taconite. ReferDerivative Financial Instrumentwithin NOTE 1
— BUSINESS SUMMARY AND SIGNIFICANT ACCOUNTING POLICIE, of our consolidated financial statements fothfer informatiol
on the derivative instrument associated with tlwvisions of this purchase agreement.

The increase in cost of goods sold and operatipgrese in 2008 was primarily due to higher costprofiuction, higher royalty fe
primarily related to the increases in pellet prigiand increased maintenance costs associatedheithlichigan expansion project. Fuel
energy costs increased $28.4 million compared 20®7. In addition, the impact of the United Tacerstep acquisition also contributed to
increase year over ye:



Production
Following is a summary of iron ore production togador 2008 and 2007:

(In Millions) (1)
Company Share Total

Mine 2008 2007 2008 2007
Empire 3.€ 3. 4.6 4.¢
Tilden 6.5 6.1 7.6 7.2
Hibbing 1.¢ 1.7 8.2 74
Northshore 5.5 5.2 5.5 5.2
United Taconite 4.3 3.7 5.1 5.3
Wabush 1.1 12 42 4¢

Total 22.C 21.¢ 35.z 34.

(1) Long tons of pellets (2,240 pound

The decrease in production at Empire compared tvétprior year is primarily due to Empire procegsitilden ore to produce 0.4 milli
tons of pellets under a test period. The corresipgnicicrease is reflected at Tilden, bringing té&2@08 production to 7.6 million tons compe
with 7.2 million tons in 2007.

The increase in Hibbing’ production in 2008 compared with 2007 was a tesfuthe shutdown in late February 2007 due to s
weather conditions that caused significant buildfice in the basin supplying water to the proasgdgacility. The full year production loss
2007 totaled approximately 0.8 million tons (Compahare 0.2 million tons).

The increase in production in 2008 at Northshors diae to reactivation of one of the furnaces ateting of March 2008. According
production at Northshore benefited from an incretaleimcrease of approximately 0.6 million tons 08 and is expected to benefit from
increase of 0.8 million tons of annual capacityrdadter. This increase was patrtially offset by prcitbn curtailments totaling 0.3 million tc
in the fourth quarter from idling pellet furnacesresponse to production slowdowns in the steelstrg.

The increase in our share of production at Unitadohite is primarily related to the acquisitiorttoé remaining 30 percent interest in .
2008. United Taconite’ 2008 production was reduced by 0.2 million tomghie fourth quarter from idling a pellet furnaceresponse
production slowdowns in the steel industry.

In December 2008, we executed plans to reduce ptiotiuat our six North American iron ore mines fipeoximately 15 million equit
tons. This compares with 2008 production of 22.Bioni equity tons. In order to implement the low@oduction levels, we have tempora
idled various pellet furnaces and initiated workradjustments at each of our North American Iroe @ines. Based on current ma
uncertainties and corresponding blast furnace ¢gpatilization in North America, we continue to mitor the marketplace and will adjust
production plans for 2009 accordingly.

North American Coa

Following is a summary of North American Coal résdibr 2008 and 200°



(In Millions, except tonnage)

Twelve Months Five Months Change due tc
Ended December 31 Sales price
Sales Freight and Total
2008 2007 and rate volume reimbursements change

Revenues from product sales and serv $ 346.: $ 85z $ 70t $147.¢ $ 42.7 $ 261.1
Cost of goods sold and operating expe (392.%) (116.9) (29.9) (203.9) (42.7) (275.9)
Sales margil $ (4649 $ (317 $ 41:- $ (559 9 = $ (14.9)
Sales tons (in thousanc 3,241 1,171

Results for 2007 represent five month totals stheeJuly 31, 2007 acquisition.

We reported losses of $46.4 million and $31.7 worillin sales margin for the year ended Decembe2@18 and 2007, respectively. Si
volume and costs in 2008 continued to be negatiimjyacted by adverse mining conditions and produactielays throughout the year,
addition, we declared force majeure on customgrnsénts from our Pinnacle mine in midarch 2008. Production at the mine slowed
result of encountering a fault area within the quadel being mined at the time. The force majeuwas hfted in mid-June.

Despite completion of a longwall move in June 2008; Oak Grove mine continued to experience debayd lower than plann
production levels during the second half of 2008e Tine encountered lower than planned coal heightse current mining panel and he
geological conditions in the development areas.ialithl costs have also been incurred for repai maintenance as a result of mecha
problems caused by adverse geological conditiorlgyd associated with equipment replacements aadahility of experienced minir
personnel. Oak Grove decreased production in thetfayuarter to enable continuous miners to prepamgwall panels. One of our Gre
Ridge facilities, located in the Pinnacle Compleas shut down production in an effort to focus dning the remaining other Green Rit
location, resulting in lower overall production fitve facility.

We continue to be challenged with adverse geolbgimaditions across the mines and delays in defieémewcapital equipment, whic
have contributed to overall equipment performamad availability issues, which increased costs limpérations.

Production
Following is a summary of coal production tonnageZ008 and 2007:

(In Thousands)®)

Twelve Months Five Months
Ended December 31
2008 2007

Mine:
Pinnacle Comple 2,48¢ 68t
Oak Grove 97¢ 40¢€

Total 3,46¢ 1,091
@ Tons are short tons (2,000 pounds).
@ Prior year results represent production since tiye 31, 2007 acquisition.

Production in 2008 was impacted by the extensidommjwall development timing related to unplannedlggical conditions, difficulty i
obtaining additional equipment and personnel, aedhanical problems experienced within the seconiddfi@008 at our Oak Grove Mir
Also impacting production in 2008 were adverse mgntonditions at our Pinnacle Complex. In additias,a result of the economic downt
and its



impact on the global steel industry, we initiatgei@ting plans to reduce production and commencg&farge adjustments at our Pinnacle v
in December 2008.

Asia Pacific Iron Ore
Following is a summary of Asia Pacific Iron Oreuls for 2008 and 2007:

(In Millions)
Change due tc
Sales price
Sales Total

2008 2007 and rate volume change
Revenues from product sales and serv $ 769.¢ $444.¢ $ 343.¢ $(18.7) $325.2
Cost of goods sold and operating expe (421.7) (348.9) (87.1) 14.7 (72.49)
Sales margil $ 348.¢ $ 95.¢ $ 256.¢ $ (4.0 $252.¢

Sales ton: 7.8 8.1

In 2008, the Australian benchmark prices for lump éines settled at increases of 97 percent ange8fent, respectively. As a resul
the price settlement, sales from our Asia Pacifim IOre segment have been recorded at the higha& gfices, thereby resulting in rec
revenues.

Cost of goods sold and operating expenses for ¢lae 4o date increased primarily due to higher coétsroduction partially offset |
lower volume and reduction of stockpiles. Increasedts of production were a result of higher fuekintenance and contract la
expenditures arising from inflationary pressuraselfand energy costs for the year to date increagptbximately $14.1 million compared w
2007. Costs were also negatively impacted in 2Q0Bitreased royalty payments due to higher reveandsapproximately $1.6 million relai
to unfavorable foreign exchange rates. In additibe,current period wampacted by the step acquisition of the remainingership interest
Portman.

Production
Following is a summary of iron ore production togador 2008 and 2007:

(In Millions) )
Total

2008 2007

Mine:
Koolyanobbing 7.3 7.7
Cockatoo Islant _04 _ 07
Total 7.7 8.4

@) Tonnes are metric tons (2,205 pounds). Cockatodymtn reflects our 50 percent share.

The decrease in production in 2008 compared with72@as primarily due to inventory stockpile redans in an effort to improy
working capital. In addition, production at Cockaieclined as the second stage of the seawalvesserere exhausted. Construction on P
3 of the seawall is expected to be completed in R2Q9, with sales continuing for approximately tyears through June 2011.

2007 Compared to 2006
North American Iron Ort
Following is a summary of North American Iron Oedes margin for 2007 versus 20!




(In Millions)
Change due tc

Sales price
Sales Freight and Total
2007 2006 and rate volume reimbursements change
Revenue from product sales and serv $1,745. $1560. $ 39.2 $122./ $ 23.C $184.7
Cost of goods sold and operating expel (1,347.5 (1,233.9) 0.€ (91.%) (23.0 (114.2
Sales margil $ 397¢ $ 327« $ 39¢ $30€ 9 — $ 70t

Sales ton: 22.¢ 20.4

The increase in sales revenue was due to a sdl@se@dncrease of 1.9 million tons, or $122.4 millidigher sales prices, $39.3 mill
and higher freight and venture partnesimbursements, $23.0 million. Sales volume in 2B@fuded 1.5 million tons of pellets purchased
paid for by customers at year-end under take-orgrayisions of existing longerm supply agreements. First half shipments in72@@ludet
1.2 million tons of pellets purchased in upper Gieakes stockpiles and paid for in 2006. Revenwegaition related to the December 2
stockpile transaction totaling $62.6 million waseteed until the product was delivered in 2007.eSgbrices peten increased 2.8 perce
reflecting the effect of contractual base priceréases, higher term supply agreement escalatidargaimcluding higher steel pricing, higl
Producers Price Indices and lag-year adjustments.

The increase in cost of goods sold and operatipgreses primarily reflected higher volume, $91.8iamnl On a petton basis, cost
goods sold and operating expenses were flat in adsgn to last year, as a result of our strategicyrement, maintenance and other bus
improvement programs, as well as the implementatioBix Sigma and Lean Sigma. This compares wilraducers Price Indices increas
4.1 percent, which is a measurement of industdatany cost inflationPrincipally, as a result this cost containment,tNémerican Iron Or
sales margin per ton increased 11 percent from.2006

Production
Following is a summary of North American Iron Om@guction tonnage for 2007 versus 2006:

(In Millions) (1)
Company Share Total

Mine 2007 2006 2007 2006
Empire 3. 3.8 4.9 4.¢
Tilden 6.1 5.¢ 7.2 6.S
Hibbing 1.7 1.¢ 74 8.3
Northshore 5.2 5.1 5.2 5.1
United Taconite 3.7 3.C 5.3 4.3
Wabust 1.2 1.1 46 441

Total 21.¢ 20.6 34.€ 33.€

(1) Long tons of pellets (2,240 pound

The decrease in Hibbing'production was a result of the shutdown in lagbrkary 2007 due to severe weather conditionsdhase
significant buildup of ice in the basin supplyingter to the processing facility.

Year-overyear production at Tilden benefited from major ntaiance work and operating improvements performebde prior year, ar
United Taconite production increased due to itevecy from last yeas electrical accident. Production at Wabush wabkérigs a result of |
design improvements to mitigate dewatering iss



We reinitiated construction activity to restart idied pellet furnace at the Northshore facility ttivecreased capacity by approxima
0.6 million tons of pellets in 2008 and 0.8 millitons to our annual capacity thereafter.

North American Coa
Following is a summary of North American Coal satergin since the July 31, 2007 acquisition:

(In Millions, except tonnage
Five Months Ended
December 31, 2007

Revenues from product sales and serv $ 85.2
Cost of goods sold and operating expe (116.9
Sales margil $ (31.9)
Sales tons (in thousands) | 1,171

(1) Tons are short tons (2,000 poun:

In August 2007, production at our Pinnacle mind\ast Virginia slowed as a result of sandstone gitms encountered within the ¢
panel being mined at the time. This slowdown pradphe operating decision in late September to ntlegemines longwall plow system
another panel. In mi®ctober, the plow system was brought back into petdn. In addition, we had invested in businesgriomemer
initiatives and safety activities designed to ermeafuture production at our Oak Grove mine. Thasestments reduced our 2007 production.

The slowdown and resulting lack of leverage oveedicosts, such as labor and energy, contributaddes of sales margin andusuall)
high per-ton costs of goods sold.

Production
Following is a summary of North American Coal prodon tonnage for 2007:

(In Thousands)

Five Months Ended
Mine December 31, 2007 (
Pinnacle Comple 68t
Oak Grove 40€

Total 1,091

(1) Tons are short tons (2,000 poun:

Asia Pacific Iron Ore
Following is a summary of Asia Pacific Iron Oreesamargin for 2007 versus 20(




(In Millions)
Change due tc

Sales price
Sales Total
2007 2006 and rate volume change
Revenue from product sales and serv $444.¢ $ 361.( $ 48.¢C $34.7 $ 83.€
Cost of goods sold and operating expel (348.9) (274.9) (48.0 (26.4) (74.49)
Sales margil $ 95.¢ $ 86.€ $ 039 $ 8.3 $ 9.2

Sales tonne 8.1 7.4

The increase in sales revenue was due to highes gaices, $48.9 million and higher volume, $34iflion. Portmans sales price
reflected the effects of the 9.5 percent increasthé international benchmark price of iron oreefirand lump. The 0.7 million tonne volu
increase reflected the completion of the two-milltonne per annum expansion at Koolyanobbing & 2806.

Increased production capacity has allowed Asiafleatti supply higher sales volumes at increasedeprealizations driven by inter
demand from the Asian steel industry, particulamlyChina. As a result of this demand, revenuestqrane increased 12 percent from the |
year. Pe-tonne costs in Asia Pacific Iron Ore, which incexh46 percent, continue to be negatively impactetbieign exchange rates, as
U.S. dollar weakened relative to the Australianafolas well as higher maintenance and contractrlakpenditures. In 2007, our Asia Pac
Iron Ore management team also put in place a netvaior for mine operations that has cost contr@éntives.

Production
Following is a summary of Asia Pacific Iron Ore guation tonnage for 2007 versus 2006:

(In Millions) (1)
Total
Mine 2007 2006
Koolyanobbing 7.7 7.C
Cockatoo Islant 0.7 0.7
Total 8.4 7.7

(1) Metric tons (2,205 pound:

The increase in production primarily reflected ttmmpletion of the expansion at Koolyanobbing ire 12006. Production at Cocka
Island remained steady and continued into 2008. é¥ew in 2008, Cockatoo Island production begadeddline, as the second stage ol
seawall reserves were exhausted. Construction necassary extension of the existing seawall cometeire the third quarter 2008, w
production anticipated to restart by the end ofg¢beond quarter 2009. This extension is expectextend production for approximately t
additional years, through June 2011.

In July 2007, Portman was notified that its explimraand mining rights under two leases would reektended beyond July 3, 2007.
mining leases permit Portman to explore for andenitian ore on mining tenements north of Portresafbolyanobbing operations, including
rights to 4.5 million tonnes of iron ore reserviegsrtman has since negotiated arpimciple agreement to transfer these rights toother part
in exchange for additional mining rights to newsies.

Liquidity, Cash Flows and Capital Resources

In 2008, we have taken a balanced approach toatibocof our capital resources and free cash flMe.have made strategic investmi
both domestically and internationally, increased @apital expenditures, strengthened our balaneetshnd increased our borrowing capar



Operating Activities

Net cash provided by operating activities was $8%8illion in 2008, compared with $288.9 million a$id28.5 million in 2007 and 20(
respectively. Operating cash flows in 2008 wereaoted by improved operating results, higher oveailhs on our derivative instruments,
other changes in working capital.

Investing Activitie:

Net cash used for investing activities was $795ifian in 2008, compared with $745.4 million in 2D@Gnd $127.4 million in 200
Capital expenditures were $182.5 million, $199.%iom and $119.5 million in 2008, 2007 and 2006pectively. Other significant investi
activities in 2008 included the purchases of thmai@ing noncontrolling interests in Portman and t&eshiTaconite and our investmen
AusQuest. Investing activities in 2007 included pluechase of PinnOak as well as our investmenBoimoma and Amapa.

In addition, noreash investing activities in 2008 include the ismeaof $165 million of unregistered common sharesthe commitmel
to provide 1.2 million tons of iron ore pellets @art of the consideration paid to acquire the ramgi 30 percent interest in United Tacor
Non-cash investing activities during the year alsotidel the issuance of four million of our common slaait a share price of $38.27 to
former owners of PinnOak to accelerate the defgueganent and settle the contingent earn-out agealcveith the initial purchase agreement.

Financing Activities

Net cash provided by financing activities in 2008sv$32.4 million, compared with $250.1 million i@ . In 2006, our net cash use
financing activities was $148.4 million. Consoliedtlongterm debt at December 31, 2008 was $525 milliommared to $440 million
December 31, 2007. Cash flows from financing atiigiin 2008 primarily included borrowings under oevolving credit facility and seni
notes of $865 million, partially offset by debt egmnents of $780 million during the year.

The following is a summary of significant sourcesl aises of cash in 2008 and 20



(In Millions)

2008 2007
Cash and cash equivale—January $ 157.1 $ 351.7
Significant Transactions
Purchase of Portme $ (485.) $ —
Purchase of United Taconi (104.9) —
Purchase of PinnOe — (343.9)
Acquisition termination fee (70.0 —
Investments in ventures and other secur (93.1) (265.9)
Michigan expansion proje: 47.9) —
Longwall developmer (29.€ —
Rail upgrade (11.7) —
Northshore capacity expansion proj (7.6) (8.6)
Other capital expenditure (85.9 (190.9
Repayment of debt and other borrowi (788.9) (921.5)
Dividend distributions (37.2) (26.9)
Sale of asset 41.2 23.2
Total (1,719.5 (1,733.9
Sources of Financing
Net cash provided by operations 923.2 288.¢
Borrowings under senior not 325.( —
Borrowings under revolving loatr 540.( 1,195.(
Total 1,788.. 1,483.¢
Other net activity (46.€) 55.4
Cash and cash equivale—December 3: $ 179.( $ 157.1

(1) Excludes $70 million of acquisition termiitat fees paid in 2008 related to the Alpha trarisac

Refer to NOTE 2 -ACQUISITIONS, DIVESTITURES & OTHER INVESTMENTS oht Consolidated Financial Statements for fu
information regarding the purchase of noncontrgllimterests in Portman and United Taconite, therpréar acquisition of PinnOak as wel
our investments in ventures.

Current Economic Environment and Future Outlook

The current volatility and uncertainty in global mkets, coupled with the slowdown in the woddhajor economies, has had a signifi
impact on commodity prices. The mining industry baen a reduction in high cost operations, anctééit environment is expected to li
the funding and expansion capabilities of manyhef junior mining companies. Based on these econecomnditions, we continue to evalu
and assess our capital expenditures, in ordergorerwe are positioned to face the challenges, rtaicges, as well as opportunities, associ
with the current environment.

In addition, recent deterioration in the securitiesrkets has negatively impacted the value of #seta included in our defined ber
pension plans and postretirement welfare planstbagen the value of our plan assets and obligatdi®ecember 31, 2008. The decline in
value of our plan assets, combined with negotiglad changes, has resulted in increased total agtthpension and OPEB costs for 20C
$71.5 million as compared to total benefit costs$a8.9 million in 2008. Further, the decline inrfaalue has resulted in estimated ¢
contributions for 2009 of $67.4 million in accordanwith our current funding strategy, which is 8#illion higher than our 2008 fundi
obligation. Refer to NOTE 9 PENSIONS AND OTHER POSTRETIREMENT BENEFITS of therSolidated Financial Statements
additional information.

We anticipate that total cash used for investmemts capital expenditures in 2009 will be approxehat$300 million, includin
approximately $100 million related to the fundirfgoar investment it



Amapa. We are evaluating funding options for oyitzd needs and expect to be able to fund thes@rmgents through operations.
The following represents our future cash commitmemtd contractual obligations as of December 30820

Payments Due by Period (1) (In Millions)

Less Thar More Than
Contractual Obligations Total 1 Year 1-3 Years 3-5 Years 5 Years
Long-term debi $ 530« $ 08 $ 4€ $470C $ 55¢C
Interest on debt (2 119.2 27.¢ 50.£ 35.7% 5.4
Operating lease obligatiol 135.( 26.3 44.¢ 30.¢ 32.¢
Capital lease 82.7 11.€ 20.¢ 18.¢ 31.c
Purchase obligation
Asia Pacific rail upgrad 27.C 27.C — — —
Longwall plow systen 54.¢ 53.¢ 1.C
Open purchase orde 256.2 251.¢ 4.8 — —
Forward energy contrac 41.5 41.5 — — —
Minimum “take or pa” purchase commitments ( 438.% 110.¢ 218. 27.5 81.¢
Total purchase obligatior 818.2 484.¢ 2242 27.% 81.¢
Other lon¢-term liabilities:
Pension funding minimunr 256.¢ 32.1 116.1 108.7 —
OPEB claim payment 159.: 35.2 68.£ 55.€ —
Foreign exchange derivative contra 111.¢ 77.5 34.c — —
Deferred revenue (¢ 106.t 106.t — — —
Mine closure obligation 100.7 0.8 0.7 0.€ 98.¢€
FIN 48 obligations (5 35.¢ 12.€ 23.c — —
Personal injury 30.2 5.2 4.8 i1z 18.¢
Other (6)
Total other lon-term liabilities 801.4 270.C 247 .€ 166.4 117.¢
Total $2,487.( $ 8211 $592.¢ $ 7494 $ 323.¢

(1) Includes our consolidated obligatiol

(2) Interest on the $200 million term debt is céted using actual rates through April 2009 anesstimated using a Bear Libor swap rate
1.75 percent plus a margin of 0.50 from April 2aB8ough maturity in August 2012. The calculatioclirdes a $100 million Libx
interest rate swap fixed at 4.65 percent with atoer 2009 maturity date. For the $325 million semiotes, interest is calculated for
$270 million five-year senior notes using a fixeder of 6.31 percent from 2009 to maturity in Juf&2 and for the $55 million seven-
year senior notes, interest is calculated at 6€56gmt from 2009 to maturity in June 20

(3) Includes minimum electric power demand charges,immim coal, diesel and natural gas obligations, mimh railroad transportati
obligations, minimum port facility obligations antinimum water pipeline access obligations for tbe@na washplan

(4) Relates to pellet delivery consideration for pusghaf the remaining 30 percent interest in Unitadohite.

(5) Includes accrued intere:

(6) Other contractual obligations of approximately $@illion primarily include income taxes payabledaseferred income tax amounts
which timing of payment is ni-determinable

Refer to NOTE 16 -COMMITMENTS AND CONTINGENCIES of the Consolidatednncial Statements for additional informar
regarding our future purchase commitments and atitigs.



Capital Resources

We expect to fund our business obligations fronilaliee cash, current operations and borrowings unde credit facility. The followin
represents a summary of key liquidity measureseaeihber 31, 2008 and 2007:

(In Millions)
December 31 December 31
2008 2007

Cash and cash equivale $ 179.C $ 157.1
Credit facility $ 800.C $ 800.C

Senior note! 325.( —

Portman facilities 27.€ —

Senior notes draw (325.0) —
Term loans draw (200.0) (200.0
Revolving loans draw — (240.0)
Letter of credit obligations and other commitme (40.9 (16.9)
Borrowing capacity availabl $ b587.c $ 343

Refer to NOTE 5 -DEBT AND CREDIT FACILITIES of our consolidated finaial statements for further information regardmg deb
and credit facilities.

We expect meaningful cash flow from operations 002 Cash flows from operations are expected tal fath of our contractu
obligations in 2009, as well as, expected capitpkaditures, pension and OPEB contributions analeinds. Apart from cash generated by
business our primary source of funding is cash amdhwhich totals $179.0 million as of December 2108. We also have a $600 mill
revolving credit facility, which comes due in 20Ithis facility has available borrowing capacity %878.5 million as of December 31, 2C
The combination of cash and the credit facilityegixs over $750 million in liquidity entering 2009.

As is the case each year, cash flows will be neglgtimpacted in the first two quarters of 2009 doen inability to ship over the Gr
Lakes in the early part of the year. While thisl\wdve a detrimental impact on cash flow and egsin those quarters, we do not expect
create any liquidity issues, nor do we expect atyeese impact on our debt covenants. Assuming gupmjected volumes, our liquid
appears to be sufficient, and we will maintain aamglom under our debt covenants for 2009.

Several credit markets may provide additional capathould that become necessary. The bank markgt provide funding through
term loan or through exercising the $200 millior@dion in our credit facility. In October 2008, weere able to obtain approximately ¢
billion in commitments from the bank market as pdrthe funding for the proposed acquisition of WdpNatural Resources. The risk assoc
with this market is that decreasing capacity hasl I significant increases in borrowing costs2008, we went to the private placen
market to fund $325 million senior notes which doe in 2013 and 2015. Capacity, as in all debt etarks a global issue in addition to the
that our notes have been outstanding for less dhanyear. Capacity in the bond market appears telbeunding slowly for investment gr:
companies. Longer term debt arrangements at cucogpbrate bond rates must be aligned with ourdongrm capital structure needs. Fin:
the equity market has begun to see some activitgreholder dilution is a significant determiningttar in deciding whether to access
market, in addition to considering how this alteéiveawould align with our longer term capital struie.

Off-Balance Sheet Arrangements

An off-balance sheet arrangement is any transaction, ragreeor other contractual arrangement involvingiaconsolidated entity unc
which a company has:

* made guarantee



« retained or held a contingent interest in transféasset:
* undertaken an obligation under certain derivatingtriments, o

« undertaken any obligation arising our of a mateviaiiable interest in an unconsolidated entity thatvides financing, liquidit
market risk or credit risk support to the compamyengages in leasing, hedging or research andageaent arrangements with -
company

We have entered into certain agreements under wirdchave provided guarantees to an unconsolidattty ¢hat are offbalance she
arrangements. In addition, we have operating leagsish are primarily utilized for certain equipnteand office space. Aside from this, we
not have any other off-balance sheet financingngeaments. Refer to NOTE 16COMMITMENTS AND CONTINGENCIES for addition
information regarding our guarantees.

Market Risks

We are subject to a variety of risks, includinggh@aused by changes in the market value of etigstments, changes in commo
prices, interest rates and foreign currency excaaates. We have established policies and procedarmanage such risks; however, ce
risks are beyond our control.

Foreign Currency Exchange Rate R

We are subject to changes in foreign currency exghaates in Australia as a result of our operatianPortman and Sonoma, wt
could impact our financial condition. Foreign exabe risk arises from our exposure to fluctuationforeign currency exchange rates bec
our reporting currency is the United States doPanmtman hedges a portion of its United Stateseoggrdenominated sales in accordance w
formal policy. The primary objective for using deative financial instruments is to reduce the \ititgtattributable to changes in Australian i
United States currency fluctuations. The instrureewgre subject to formal documentation, intendedctteve qualifying hedge treatment,
were tested at inception and at each reportingpgers to effectiveness. Effective July 1, 2008tRan discontinued hedge accounting for t
derivatives, but continues to hold these instrumasteconomic hedges to manage currency risk. dpdesignation of the cash flow hedc
the instruments are prospectively marked to faiueraach reporting period throu@thanges in fair value of derivative instruments, ore the
Statement of Consolidated Operations. At December2®08, Portman had approximately $869.0 millahoutstanding exchange r
contracts in the form of call options, collar opitsp convertible collar options and forward exchawrgatracts with varying maturity da
ranging from January 2009 to August 2011. A 10 @etrincrease in the value of the Australian ddilam the monthend rate would increa
the fair value by approximately $65.4 million, amd0 percent decrease would reduce the fair valugproximately $79.9 million.

We are required to record on our Statements of @limtaded Financial Position the market value of open derivative positions which
not qualify for hedge accounting treatment. Thengai loss resulting from changes in the market ealfi these derivative instrument:
recorded as an unrealized gain or loss each regop&riod. These mark-to-market adjustments arerded as nomperating costs on t
Statements of Consolidated Operations.

Our share of pellets produced at the Wabush operati Canada represents approximately five peroéour North American iron o
pellet production. This operation is subject toreacy exchange fluctuations between the UniteceStand Canadian currency; however, w
not hedge our exposure to this currency exchammguthtion.

Under the majority ownership of MMX, Amagmafunctional currency was previously determineddothe Brazilian real. The analy
performed to determine the functional currencyhattime indicated a mixed outcome assessment gightinent determining economic fact
as set forth under SFAS No. 32oreign Currency Translatiof*SFAS 52”), including, for example, sales being priced in UdSllars an
operating costs being largely incurred in Braziliaal. The change in control of Amapa to Anglo imglist 200¢



resulted in the review of financial, operating anglasury policies of the entity under new managdémehis, along with recent efforts
mitigate exposures related to fluctuations in fgmeturrency exchange rates resulted in the reamses®f the accounting principles relate
the determination of Amapsi'functional currency during the fourth quarter2008. As a result, effective October 1, 2008, wangfed th
functional currency of Amapa from the local currgite the U.S. dollar reporting currency primarilyedto changes in the debt structure u
which the entity is financed as well as changeténtreasury, risk mitigation and financial repogtipolicies under which the entigybperatior
are managed, resulting in the U.S. dollar becorttiregcurrency of the primary economic environmenivirich the business operates. Reft
NOTE 1- BUSINESS SUMMARY AND SIGNIFICANT ACCOUNTING POLICIE, of the consolidated financial statements fothi
information.

Interest Rate Ris

Interest for borrowings under our credit faciligyat a floating rate, dependent in part on the LRB@te, which exposes us to the effec
interest rate changes. Based on $100 million istantling revolving and term loans at December 8082with a floating interest rate and
corresponding fixed rate swap, a 100 basis poiahgh to the LIBOR rate would result in a chang&hD million to interest expense on
annual basis.

In October 2007, we entered into a $100 millioreflxate swap to convert a portion of this floatiate into a fixed rate. With the sw
agreement, we pay a fixed thremnth LIBOR rate for $100 million of our floatingite borrowings. The interest rate swap terminat
October 2009 and qualifies as a cash flow hedge.

Pricing Risks

The current global economic crisis has resulteshéneasing downward pressure from customers, peatiy in China, for a roll back
the 2008 price increases for seaborne iron oravaetdllurgical coal in 2009. The 2008 record prizeréase was driven by high demand for
ore and coking coal, global steel production atdnisally high levels, combined with production aledjistics constraints for both iron ore i
coking coal, resulting in tight supply conditioith the current global economic crisis, none ash conditions exist in early 2009; and
market now is characterized by a collapse in steeland and limited global demand for iron ore amkdrgy coal. Reduced demand for iron
and coking coal will likely result in decreased a@erd for our products and decreasing prices, resulti lower revenue levels in 2009,
decreasing margins as a result of decreased produativersely affecting our results of operatidimgncial condition and liquidity.

Nonperformance and Liquidity Ris

The current global economic crisis has adversdlctgd our business and could impact our finarr@sallts. All of our customers he
announced curtailments of production, which hasezbly affected the demand for our iron ore and pemlucts. Continuation or worsening
the current economic conditions, a prolonged globational or regional economic recession or odwemts that could produce major chat
in demand patterns, could have a material advéfset ®n our sales, margins and profitability. We aot able to predict the impact the cur
global economic crisis will have on our operatiamsl the industry in general going forward.

In addition, consolidations in some of the induestrin which our customers operate have create@rlangstomers, some of which
highly leveraged. These factors have caused sorsroers to be less profitable and increased ouosxp to credit risk. Current cre
markets are highly volatile, and some of our custianare highly leveraged. A significant adversengeain the financial and/or credit posit
of a customer could require us to assume greagelitaisk relating to that customer and could limir ability to collect receivables. Failure
receive payment from our customers for productsweahave delivered could adversely affect ourltesaf operations, financial condition e
liquidity.



Our investment policy relating to short-term inveshts is to preserve principal and liquidity whiteximizing the shorterm retur
through investment of available funds. The carryiadue of these investments approximates fair valugéhe reporting dates. We commc
use AAA-rated money market funds for shtatm investments. On September 19, 2008, we redeigéce that one of the money market fu
in which we had $20 million invested, was suspegdifi-cash redemptions and redeeming a combinatiarash and irkind securities uni
December 12, 2008, when all of the fundecurities matured. The investment was redeemedsh for full value on December 12, 2008.
other money market funds we invested in maintagtedty cash redemptions throughout 2008.

Approximately 2.9 percent of our U.S. pension tastets and 1.5 percent of VEBA assets are expgose prime risk, all of which &
investment grade and fully collateralized by prdijest These investments primarily include Mortg&geked Securities and the Home Eq
subset of the Assé@@acked Securities sector with AAA and AA credit bityaratings. Due to the continuing liquidity crésin the U.S., tt
spreads of these structures have widened and, rasu#t, their market values have declined. Howetlee, overeollateralization of the:
arrangements is expected to mitigate the potefdiaprincipal loss in these tranches. As evidertbere has been no material impairmer
these securities as of December 31, 2008. The pkSsion and VEBA trusts have no allocations to gageérelated collateralized de
obligations.

Volatile Energy and Fuel Costs

The volatile cost of energy and supplies is an irtgt issue affecting our production costs, prifgam relation to our iron ol
operations. Recent trends have shown that althelegitric power, natural gas, and oil costs areidiegd, the direction and magnitude of short-
term changes are difficult to predict. Our consatiél North American iron ore mining ventures consdnapproximately 13.5 millic
MMBtu’s of natural gas at an average delivered pricdf8per MMBtu, and 22.5 million gallons of diege¢l at an average delivered pi
of $3.03 per gallon in 2008. Consumption of digfsel by our Asia Pacific Operations was approxirhatd.6 million gallons for the sar
period. As of December 31, 2008 we have 3.5 milidMBtu’s of natural gas, representing approximately 38gyerof our 2009 natural ¢
requirements, purchased forward at an average pifice8.99 per MMBtu. We also have 6.4 million gakoof diesel fuel, represent
approximately 31 percent of our 2009 requiremeptschased forward at $2.58 per gallon for our Ndxtherican iron ore mining ventur
Such contracts are a means to limit our exposupetential future market price increases.

Our strategy to address increasing energy ratdsdes improving efficiency in energy usage andizitiy the lowest cost alternati
fuels. Our North American Iron Ore mining ventuegger into forward contracts for certain commoditigrimarily natural gas and diesel fi
as a hedge against price volatility. Such contramsin quantities expected to be delivered and uséhe production process. At Decembe!
2008, the notional amount of the outstanding fodn@ntracts was $41.5 million, with an unrecognifadvalue net loss of $8.4 million ba:
on December 31, 2008 forward rates. The contraetisin® at various times through December 2009.dffdrward rates were to change
percent from the month-end rate, the value andnpiatecash flow effect on the contracts would bpragimately $3.3 million.

Outlook

Given the current macroeconomic environment andirtigact on demand for steelmaking raw materialtha intermediate term, ¢
priority in 2009 is to generate and preserve castrder to maintain our high degree of financiekibility. While our Companys manageme
team has taken swift action to bring productiorels\at all of our businesses in line with curresnénd, a great deal of uncertainty remail
the marketplace.

North American Iron Ore Outloc

For 2009, we have contractual obligations for agipnately 18 million tons of sales volume. These odtments, combined with event
revenue recognition of 1.2 million tons deferredD08, total approximately 19 million tons of saledume for 2009. This sales volume t
assumes we will recogni:*bill



and hold” sales, which are anticipated to occur in the fougtharter of 2009. In addition, based on current ketauncertainties al
corresponding blast furnace capacity utilizatioNmrth America, we must continue to monitor the ke#iplace as well as the financial healt
our customers.

With annual price settlements for iron ore in 20@@ yet concluded, we are unable to provide guidartaverage revenue per ton in
North American Iron Ore business segment. We prsijoindicated our average revenue per ton in 20li%enefit from contractual ba-
price adjustments, lagear adjustments and price caps and floors corddimenost of our current supply agreements. Actealized averag
revenue per ton will ultimately depend on salesin@ levels, World Pellet Prices, production inposts and/or steel prices, all of which
factors in our formula-based pricing for the Nofitmerican Iron Ore business segment.

At the current annualized production rate for oartN American Iron Ore business segment, 2009 paston is expected to be betw
$70 and $80. The expected increase from 2008 evsbp is the result of reduced leverage over fizests resulting from lower year-oveeal
production levels.

North American Coal Outloc

We begin 2009 with approximately 1.6 million tonk amal under contractual obligation, or approxinhaté5 percent of our curre
annualized production rate. This coal is pricedrativerage of $108 per ton, which includes produatiarmarks to fulfill obligations for to
deferred as a result of past production disruptions

With negotiations for international met coal contsanot yet concluded, we are unable to providelange for uncommitted 20
production related to our North American Coal bass segment. Currently there is no precise indicatihere prices will settle for the h
quality, low volatility coal that we produce.

In 2009, we will continue to execute our extendaugterm mine planning and development activities atiarth American Coal min
designed to ultimately increase annual productimhieprove cost per ton. As a result, cost perftorthe year is expected to be approxime
between $110 and $120.

Asia Pacific Iron Ore Outloo

Asia Pacific Iron Ore 2009 sales volume is expedtede 8.4 million tonnes, with production of 8.@lion tonnes. With annual prit
settlements for iron ore in 2009 not yet concludee are unable to provide guidance on average uevpar tonne for our Asia Pacific lron ¢
business segment. We expect Asia Pacific Iron Ostmer tonne of approximately $50 to $60.

Sonoma Coal Project Outlook

We have a 45 percent economic interest in the Sanomal project and expect total production of agipnately 3.5 million tonnes fi
2009. Sonoma is expected to have sales volume3ahiion tonnes with an approximate 60/40 mix betémn thermal and metallurgical c
respectively. Petenne costs at Sonoma are expected to be betwéear®B8$95. The increase from 2008 cost per toridesehe result of ¢
anticipated special royalty payment under an ages¢mwith our partner, QCoal, that occurs when theenexceeds a certain performa
threshold.

Amapa Iron Ore Project Upda

In the third quarter of 2008, our new partner ia &mapa project, Anglo, closed its acquisition dfiM’' s 70 percent share of the pro
and assumed management control over the ventureughout the year, the ramyp of operations was significantly slower than poasly
anticipated, with annual production totaling 1.2lio tonnes. We, along with Anglo, continue todyuall aspects of the project and are ta
proactive steps to ensure production is rampeda tipet design annual capacity of 6.5 million tonWe. expect to incur an equity loss relate
the project of approximately $50 million to $60 kwaih in 2009.



Selling, General and Administrative Expenses arteOEXxpectations

As a result of limited headcount rationalizatiam;luding the elimination and combination of someaxive and management positic
combined with tight cost controls, selling, genematl administrative expenses are anticipated tappeoximately flat to slightly down in 20
from 2008 levels. We anticipate an effective tateraf approximately 26 percent to 28 percent far ylear. We also expect 2009 caj
expenditures of approximately $200 million and @egation and amortization of approximately $215lioril.

Recently Issued Accounting Pronouncements

Refer to NOTE 1 -BUSINESS SUMMARY AND SIGNIFICANT ACCOUNTING POLICIE of the consolidated financial statem
for a description of recent accounting pronounceasjeincluding the respective dates of adoption aeffdcts on results of operations .
financial condition.

Critical Accounting Estimates

Managemens discussion and analysis of financial conditiod assults of operations is based on our consoliditencial statemen
which have been prepared in accordance with GAABpa&ation of financial statements requires manageno make assumptions, estim
and judgments that affect the reported amountseéta, liabilities, revenues, costs and expenselsthe related disclosures of contingen
Management bases its estimates on various assuramitd historical experience, which are believetidaeasonable; however, due to
inherent nature of estimates, actual results migrdiignificantly due to changed conditions orwuaptions. On a regular basis, manage!
reviews the accounting policies, assumptions, egémand judgments to ensure that our financitrsents are fairly presented in accord;
with GAAP. However, because future events and teéfiects cannot be determined with certainty, dcteaults could differ from o
assumptions and estimates, and such differencdd beumaterial. Management believes that the fdhgwcritical accounting estimates ¢
judgments have a significant impact on our finalhsiatements

Revenue Recognitio
North American Iron Ort

Revenue is recognized on the sale of products witlerto the product has transferred to the custoimexccordance with the specif
provisions of each term supply agreement and glieable criteria for revenue recognition have beatisfied. Most of our North Americ
Iron Ore term supply agreements provide that &tid risk of loss transfer to the customer when ginis received. This is a practice utili
to reduce our financial risk to customer insolveridgpder some term supply agreements, we ship thdupt to ports on the lower Great La
or to the customes’facilities prior to the transfer of title. Outicmale for shipping iron ore products to some cosdrs and retaining title ur
payment is received for these products is to mipénuiredit risk exposure.

We recorded revenue of $25.4 million in the fougtrarter of 2008 related to sales to customers umil@mum purchase requirement:
supply agreements, who had paid for the iron oterbguested that we not ship the product untilgpeng of 2009, when the Great La
waterways respen for shipping. This compares to $87 millionr@fenue recorded under similar arrangements irfdieh quarter of 200
These bill-and-hold sales were made pursuant tg-term contracts that include annual takgpay- arrangements. Critical estimates and
factors related to the recognition of revenue @sé¢hstockpile sales include the freezing weatheditions on the Great Lakes and the exist
of a fixed delivery schedule that is reflectivetlodé customer’s historical stockpile shipment retgies

In 2008, certain customers purchased and paid @2million tons of pellets in upper lakes stockgpilen order to meet minimu
contractual purchase requirements. At the requeshe customers, the ore was not shipped. We cereidwhether revenue should
recognized on these sales under the “bill and hglddance provided in SEC Staff Accounting Bullgtio. 104 Topic 13; however, since fi
shipment



schedules were not established prior to y@&t; revenue recognition on these transactionalirtgt $82.9 million, was deferred and will
recognized upon shipment in 2009.

Most of our North American Iron Ore lortgkm supply agreements are comprised of a base wfith annual price adjustment fact
These price adjustment factors vary based on treeagent but typically include adjustments basechug@mnges in international pellet pric
changes in specified Producers Price Indices imotuthose for all commodities, industrial commaekti energy and steel. The adjustm
generally operate in the same manner, with eadorfagpically comprising a portion of the price asijment, although the weighting of e
factor varies based upon the specific terms of egghement. One of our term supply agreements iosnpaice collars, which typically lirr
the percentage increase or decrease in pricesifdran ore pellets during any given year. In mustes, these adjustment factors have not
finalized at the time our product is sold; we raety estimate these adjustment factors. The prifesament factors have been evaluate
determine if they contain embedded derivatives. &aluated the embedded derivatives in the suppitgeagents in accordance with
provisions of SFAS 133Accounting for Derivative Instruments and Hedgingfivities, as amended by SFAS 138ccounting for Certai
Derivative Instruments and Certain Hedging Actast— an amendment of FASB Statement No..IB3 price adjustment factors share
same economic characteristics and risks as thecbostact and are integral to the host contradhideation adjustments; accordingly they h
not been separately valued as derivative instrusnemt addition, certain supply agreements with @ustomer include provisions -
supplemental revenue or refunds based on the castmannual steel pricing for the year the prodgctonsumed in the customerblas
furnaces. We account for this provision as a déxigainstrument at the time of sale and record fhisvision at fair value until the year -
product is consumed and the amounts are settlad adjustment to revenue.

As part of the agreement to acquire the remainigp8rcent interest in United Taconite, effectivdydy 2008, we committe
approximately 1.2 million tons of iron ore pelletghich are to be provided through September 2008 @Gommitment represents an obliga
to deliver the pellets as additional considerafmrthe remaining interest in United Taconite. Tedlets were initially valued at $181.3 millic
based upon the 2008 Eastern Canadian pellet prittes dime of acquisition, and the additional caesation is recorded as currddérivative
liabilities on the Statement of Consolidated Financial Positiatil the pellets are delivered. The purchase exgemt contains a pene
provision in the event the 1.2 million tons of pedl are not delivered by a specified date. Thelpepeovision, which is not a fixed amount ¢
fixed amount per unit, causes net settlement ia #irangement, and therefore causes the oblig&tidme accounted for as a deriva
instrument, which is based on the future Eastema@ian pellet price. The instrument is marked o Value each reporting period until -
pellets are delivered and the amounts are settie2008, we recognized $24.2 million Bsoduct revenuesn the Statements of Consolide
Operations upon shipment of 0.16 million tons ofiore pellets. The derivative liability associatéth the undelivered pellets was reduce:
a mark-to-market adjustment of $50.6 million thrbugroduct revenues resulting in $106.5 remaining in curreDerivative liabilities al
December 31, 2008.

Revenue from product sales includes cost reimbuagnfrom venture partners for their share of minets. The mining ventur
function as captive cost companies; they supphydyeb only to their owners effectively on a costibag\ccordingly, the noncontrollir
interests’revenue amounts are stated at cost of productidraemoffset in entirety by an equal amount inctugecost of goods sold resulti
in no profits or losses reflected in noncontrollimgerest participants. As we are responsible fadpct fulfilment, we have the risks &
rewards of a principal in the transaction, and adiogly, we record revenue in this arrangement gmass basis in accordance with EITF, 99-
19, Reporting Revenue Gross as a Principal Versus BlanaAgent under the line item “Freight and other reimbursats”.

Revenue from product sales also includes reimbuwaéfor freight charges paid on behalf of customeisreight and Venture Partners
Cost Reimbursemensgparate from product revenue, in accordance Wit B0-10,Accounting for Shipping and Handling Fees and C
Where we are joint venture participants in the aship of a North American iron ore mine, our cootsaentitle us to receive royalties |
management fees, which we earn as the pelletsadeged.



North American Coa

We recognize revenue when title passes to the mastd-or domestic coal sales, this generally ocatmsn coal is loaded into rail care
the mine. For export coal sales, this generallyioegvhen coal is loaded into the vessels at thite.

Asia Pacific Iron Ore

Sales revenue is recognized at the free on board,B., point, which is generally when the pradiscloaded into the vessel. Fore
currency revenues are converted to Australian doliithe currency exchange rate in effect atithe of the transaction.

Our Asia Pacific operations receive funds in Unigtdtes currency for their iron ore and coal salé¢s.use forward exchange contre
call options, collar options and convertible colbations to hedge our foreign currency exposurefportion of our sales receipts. United Si
currency is converted to Australian dollars at¢berency exchange rate in effect at the time oftthesaction. The primary objective for the
of these instruments is to reduce exposure to awirg Australian and United States currency exchamages and to protect against ur
adverse movement in these exchange rates. Effeltiyel, 2008, we discontinued hedge accountinghfese derivatives, but continue to t
these instruments as economic hedges to managencurrisk. At December 31, 2008, we had approxima#869.0 million of outstandir
exchange rate contracts in the form of call optiardlar options, convertible collar options andward exchange contracts with vary
maturity dates ranging from January 2009 to Aug@Q@dt1.

Upon dedesignation of these cash flow hedges, the instntenare prospectively marked to fair value eactontagy period throug
Changes in fair value of derivative instrumentst oe the Statements of Consolidated Operations. 08 28e mark-tanarket adjustmer
resulted in a net unrealized loss of $188.2 millibased on a spot rate of 0.69 at December 31,. 208 amounts that were previot
recorded as a component ©ther comprehensive inconage reclassified to earnings and a correspondiatizezl gain or loss is recogni:
upon settlement of the related contracts. Sinceltig 1, 2008 date of de-designation, we reclas$ifi $25.0 million gain out dfccumulate
other comprehensive losslated to contracts that settled during the pengkich was recorded a@roduct revenuesn the Statements
Consolidated Operations for the year ended Dece3ihe?008. In 2008, 2007 and 2006, ineffectiverressilting in an $8.6 million loss
$17.0 million loss, and a $2.7 million gain, respedy, was recorded iMiscellaneous — nain the Statements of Consolidated Operation
of December 31, 2008, approximately $19.0 millidrgains remains iliccumulated other comprehensive logsted to the effective cash fl
hedge contracts prior to de-designation. Of thispamh, we estimate $14.9 million will be reclasdfi® Product revenuem the next 12 montl
upon settlement of the related contracts.

Certain supply agreements primarily with our Asecific customers provide for revenue or refundseasn the ultimate settlement
annual international benchmark pricing provisiofise pricing provisions are characterized as freelteg derivatives and are required tc
accounted for separately once iron ore is shipphd.derivative instrument, which is settled andelilonce the annual international benchr
price is settled, is marked to fair value as a mereeadjustment each reporting period based uporgtimated forward settlement until
benchmark is actually settled.

In the fourth quarter of 2008, we negotiated add#i sales with certain of our Asia Pacific IroneGrustomers who had previot
fulfilled their 2008 purchase commitments underent year contracts and required additional tonnhgeesponse to the economic down
and its impact on the global steel industry, weeadrthat the provisional pricing for these shipraembuld be at a discount to 2008 benchr
prices to reflect the decline in steel demand amzep, with final pricing being based upon 2009 dienark prices once they are settled.
discount pricing provisions are characterized agdtanding derivatives and are required to be ateduor separately once the iron or
shipped. The derivative instrument, which is sdtded billed once the 2009 international benchrpaide is settled, is marked to fair value .
revenue adjustment each reporting period based timestimated forward settlement until the benchnmactually settled. We recogni:
approximately $34.3 million éProduct revenueon the Statement of Consolidal



Operations for the year ended December 31, 20G8¢eckto the shipment of approximately 0.4 millionnes under these pricing provisions
of December 31, 2008, the 2009 international berachrprices have not yet settled. Therefore, thévdeve instrument was marked to 1
value at December 31, 2008 resulting in a $7.7ienilleduction ifProduct revenuesn the Statement of Consolidated Operations in 2008

Refer to NOTE 1 -BUSINESS SUMMARY AND SIGNIFICANT ACCOUNTING POLICIE, for further information regarding ¢
revenue recognition policy.

Litigation Accruals

We are subject to proceedings, lawsuits and otlhéns. We are required to assess the likelihocahgfadverse judgments or outcome
these matters as well as the potential rangesobfgiie losses. A determination of the amount oftedaequired, if any, for these contingen
is made after careful analysis of each matter. fE@ired accrual may change in the future due o sevelopments in each matter or cha
in approach, such as a change in settlement syratedealing with these matters. We do not belithat any such matter will have a mate
adverse effect on our financial condition or resolt operations.

Income Taxes
Contingencies

Domestic and foreign tax authorities periodicallyd& our income tax returns. These audits includestjons regarding our tdiing
positions, including the timing and amount of dethres and allocation of income among various taisglictions. At any time, multiple ti
years are subject to audit by the various tax aiites. In evaluating the exposures associated withvarious ta-filing positions, we recol
reserves for exposures where a position taken bamat a more-likely-thanot threshold. A number of years may elapse bedoparticula
matter, for which we have established a reservaudited and fully resolved. When facts changeherdctual results of a settlement with
authorities differs from our established reservedanatter, we adjust our tax contingencies resangeincome tax provision in the perioc
which the facts changed or the income tax mattegsslved.

Prior to 2007, we recorded estimated tax liab8gitte the extent they were probable and could bsorebly estimated. On Januar
2007, we adopted the provisions of FASB InterpretafNo. 48, Accounting for Uncertainty in Income Tax@&IN 48”). The effects ¢
applying this Interpretation resulted in a decreas87.7 million to retained earnings as of Janugr2007. FIN 48 prescribes a more-likely-
thannot threshold for financial statement recognitiond aneasurement of a tax position taken (or expetttdzke taken in a tax return). T
Interpretation also provides guidance on derecagnidf income tax assets and liabilities, accounfor interest and penalties associated
tax positions, accounting for income taxes in imgperiods and income tax disclosures.

Valuation Allowance

At December 31, 2008, we had a valuation allowanicé17.6 million against our deferred tax assetsdétermining the valuati
allowance, we assess both negative and positivderge when measuring the need for a valuation alioe. Evidence, such as opere
results during the most recent thngsar period, is given more weight than our expémat of future profitability, which are inherer
uncertain. Our losses in certain foreign locationeecent periods represented sufficient negativdemce to require a full valuation allowau
against certain of our foreign deferred tax asa#fs.intend to maintain a valuation allowance agaius net deferred tax assets until suffic
positive evidence exists to support the realizatibsuch asset:



Mineral Reserve:

We regularly evaluate our economic mineral resemed update them as required in accordance with BEGstry Guide 7. Tt
estimated mineral reserves could be affected hyrduindustry conditions, geological conditions amdjoing mine planning. Maintenance
effective production capacity or the mineral resepould require increases in capital and developregpenditures. Generally as min
operations progress, haul lengths and lifts in@eA#ternatively, changes in economic conditionsthe expected quality of ore reserves ¢
decrease capacity or ore reserves. Technologiogtess could alleviate such factors, or increapadity or ore reserves.

We use our mineral reserve estimates combined auitrestimated annual production levels, to deteentiire mine closure dates utili:
in recording the fair value liability for asset irement obligations. Refer to NOTE 7 ENVIRONMENTAL AND MINE CLOSURE
OBLIGATIONS, for further information. Since the ltidity represents the present value of the expefitede obligation, a significant change
mineral reserves or mine lives would have a sulisfaeffect on the recorded obligation. We alsdizgi economic mineral reserves
evaluating potential impairments of mine assetsiargketermining maximum useful lives utilized tdadate depreciation and amortizatior
long-lived mine assets. Decreases in mineral resesv mine lives could significantly affect thetais.

Asset Retirement Obligatior

The accrued mine closure obligations for our actiiaing operations provide for contractual and legaigations associated with 1
eventual closure of the mining operations. Our gdilons are determined based on detailed estinsatpsted for factors that a mar
participant would consider (i.e., inflation, oveadeand profit), which are escalated at an assuatedf inflation to the estimated closure d:
and then discounted using the current credit-agussk{ree interest rate. The estimate also incorporaie®mental increases in the clos
cost estimates and changes in estimates of mies.liVhe closure date for each location is detemhiresed on the exhaustion date of
remaining iron ore reserves. The estimated obbgatiare particularly sensitive to the impact ofrges in mine lives given the differel
between the inflation and discount rates. Changethé base estimates of legal and contractual idosasts due to changes in lega
contractual requirements, available technologylatitn, overhead or profit rates would also haveignificant impact on the recorc
obligations. Refer to NOTE 7 — ENVIRONMENTAL AND MIE CLOSURE OBLIGATIONS, for further information.

Asset Impairmen

In assessing the recoverability of our ldhgd assets, significant assumptions regardingesitenated future cash flows and other fac
to determine the fair value of the respective assaist be made, as well as the related estimagfd|lives. If these estimates or their rel:
assumptions change in the future as a result afggsin strategy or market conditions, we may lo@ired to record impairment charges
these assets in the period such determination vaae m

We monitor conditions that indicate that the cargyvalue of an asset or asset group may be impaiVeddetermine impairment basec
the asset’s ability to generate cash flow gredtentits carrying value, utilizing an undiscountedhability-weighted analysis. If the analy
indicates the asset is impaired, the carrying vaduadjusted to fair value. Fair value can be deteed using a market approach, inc
approach or cost approach. The impairment anadysisfair value determination can result in subg&éntdifferent outcomes based on criti
assumptions and estimates including the quantitly carality of remaining economic ore reserves, fition ore prices and production cc
Refer to NOTE 1 BUSINESS SUMMARY AND SIGNIFICANT ACCOUNTING POLICIE, for further information regarding our policy
asset impairmen



Environmental Remediation Cos

We have a formal policy for environmental protect@nd restoration. Our obligations for known enmim@ntal problems at active ¢
closed mining operations and other sites have bsgnized based on estimates of the cost of iipasin and remediation at each site. If
estimate can only be estimated as a range of gessiounts, with no specific amount being moreljikthe minimum of the range is accru
Management reviews its environmental remediatite@ssjuarterly to determine if additional cost atijients or disclosures are required.
characteristics of environmental remediation olilayes, where information concerning the nature amtent of clearup activities is nc
immediately available, and which are subject tonges in regulatory requirements, result in a sigaift risk of increase to the obligation:
they mature. Expected future expenditures are isabdnted to present value unless the amount amddiof the cash disbursements ca
reasonably estimated. Potential insurance recavari not recognized until realized.

Employee Retirement Benefit Obligatiot

We, along with our North American Iron Ore miningniures, sponsor defined benefit pension plansroayesubstantially all Nori
American employees. These plans are largely noribatry, and benefits are generally based on eyaas’ years of service and aver:
earnings for a defined period prior to retiremé&¥é do not provide OPEB for most U.S. salaried eryg#s hired after January 1, 1993.

Pursuant to a 2003 asset purchase agreement witiréhious owner, PinnOak assumed postretiremeafite for certain employees w
will vest more than five years after the asset pase date of June 30, 2003. Postretirement befefitgeested employees and those that
vest within the fiveyear period subsequent to the acquisition date ireptaigations of the previous owner. PinnOak relsoa provision fc
estimated postretirement benefits for employees coeered by the asset purchase agreement withoitmef owner based upon anr
valuations.

Portman does not have employee retirement ber@igagions.

On September 12, 2006, our Board of Directors amggtanodifications to the pension benefits providedsalaried participants. T
modifications retroactively reinstated the finakeage pay benefit formula (previously terminated esplaced with a cash balance formul
July 2003) to allow for additional accruals througime 30, 2008 or the continuation of benefits wrade improved cash balance form
whichever is greater. The change increased thegrs benefit obligation, or PBO, by $15.1 milliand pension expense by $1.1 millioi
2006. On October 6, 2008, the USW ratified a newr-feear labor contract, which replaces the labor agese that expired on Septembe
2008. The new agreement covers approximately 2.88¥/represented workers at our Empire and Tilden minédichigan, and our Unite
Taconite and Hibbing mines in Minnesota. The charggghanced the minimum pension formula by incregatia benefit dollar multipliers a
renewed the lump sum special payments for certaipl@yees retiring in the near future. The changes mcluded renewal of payments
surviving spouses of certain retirees. The reduti®changes is an increase of $5.6 million in RB© $1.8 million in 2008 pension expense.

Following is a summary of our defined benefit pensind OPEB funding and expense for the years 2006gh 2009:

(In Millions)
Pension OPEB
Funding Expense Funding Expenst
2006 40.7 23.C 30.4 9.8
2007 32.t 17.4 23.C 4.t
2008 24.¢ 20.2 19.7 8.€

2009 (Estimated 32.1 48.: 35.2 23.2



Assumptions used in determining the benefit obiayet and the value of plan assets for defined litepefision plans and postretirenr
benefit plans (primarily retiree healthcare besgfaffered by the Company are evaluated periogidal management. Critical assumptic
such as the discount rate used to measure theiteblgjations, the expected lorigrm rate of return on plan assets, the medical cast trenc
and the rate of compensation increase are reviewadially. Our 2008 discount rate of 6.00 percemaieed consistent with 2007. \
assumed a compensation increase of 4.0 percerfi0@ © determine both our pension and OPEB obtigati This compares with a rate
compensation increase of 4.13 percent for pensidndeb0 percent for OPEB in 2007. Additionally, Dacember 31, 2008, we adopted the
2009 prescribed mortality tables (separaterpteéement and postretirement) to determine theetqal life of our plan participants, replacing
IRS static 2023/2015 tables. Following are serisigtiy on estimated 2009 pension and OPEB expenpeteftial further changes in these
assumptions:

Increase in 200¢

Expense

(In Millions)
Pensior OPEB
Decrease discount rate .25 perc $ 1.3 $0.8
Decrease return on assets 1 per. 4.4 1.1
Increase medical trend rate 1 perc N/A 5.€

Changes in actuarial assumptions, including distaates, employee retirement rates, mortality, cemsgtion levels, plan as
investment performance, and healthcare costs, eterrdined by the Company based on analyses oflatdaexpected factors. Change
actuarial assumptions and/or investment performasfcplan assets can have a significant impact on fmancial condition due to tl
magnitude of our retirement obligations. Refer ©TE 9 —PENSIONS AND OTHER POSTRETIREMENT BENEFITS in Itéhfor furthe
information.

Accounting for Business Combinatior

In June 2008, we acquired an additional 4.8 periceetest in Portman through a share repurchasgrgmo offered by Portman, in whi
we did not participate. We subsequently made ammaifket offer to purchase the outstanding sharespmaodeeded with a compulst
acquisition of the remaining shares to obtain &ulinership of Portman in the fourth quarter of 20B8addition, effective July 1, 2008,
acquired the remaining 30 percent interest in Winitaconite. Upon consummation of the purchase oaurership interest increased from
percent to 100 percent. Each of these transactionstituted a step acquisition of a noncontrollingerest. In accordance with SFAS 1
Business Combinationwe accounted for the acquisition of the nonconitrgllinterests by the purchase method. As a reduétach ste
acquisition, the then historical cost basis ofthacontrolling interest balance was reduced tcettient of the percentage interest sold, an
increased ownership obtained was accounted fontneasing the entitg’ basis from historical cost to fair value for fhartion of the asse
acquired and liabilities assumed based on theiadditownership acquired.

We are in the process of conducting a valuatiothefassets acquired and liabilities assumed relateghch of the acquisitions, m
notably, property, plant and equipment, mineraéress, inventory and sales contracts, and the éhatation will be made when complet
Accordingly, allocation of the purchase price iglpninary and subject to modification in the futuhe estimating the fair value of the as:
acquired and liabilities assumed, we consider m#dion obtained during our due diligence procegs @tilize various valuation metho
including a market approach, income approach arajmsroach. Depending on the approach used, thiatah is performed based upon ma
prices, where available, the present value of eddthfuture cash flows, or comparisons to transastfor similar assets and liabilities. We
required to make subjective estimates in conneaetitimthese valuations and allocatio



Forward-Looking Statements

This report contains statements that constitutew#od-looking statements.” These forwdodking statements may be identified by

use of predictive, future-tense or forward-lookitggminology, such as “believes,” “anticipates,” pexts,” “estimates,” “intends,” “may,”
“will” or similar terms. These statements speak only abeoflate of this report, and we undertake no amgaobligation, other than tt
imposed by law, to update these statements. Thatarents appear in a number of places in thisrtgpal include statements regarding
intent, belief or current expectations of our dioes or our officers with respect to, among otlnends:

trends affecting our financial condition, resulfoperations or future prospec

uncertainty relating to contractual disputes witly af our customers

estimates of our economic iron ore and coal rese

uncertainties relating to our ability to identifygdaconsummate any strategic investme

adverse changes in currency valt

uncertainties relating to contractual disputes \aitly of our significant energy, material or seryiceviders;
the success of c-savings efforts

our business and growth strategi

our financing plans and forecas

labor relations

uncertainties associated with unanticipated geoldgionditions related to underground mining;

the potential existence of significant deficienaiesnaterial weaknesses in internal controls owerfcial reporting that may be identif
during the performance of testing under Sectiondfthe Sarban-Oxley Act of 2002

You are cautioned that any such forwdodking statements are not guarantees of futuréopeance and involve significant risks ¢

uncertainties, and that actual results may diffatemally from those contained in the forwdobking statements as a result of various fac
some of which are unknown. For additional factdfecing the business of Cliffs Natural Resources.,| see Item 1ARisk Factorsin out
Annual Report on Form 10-K filed with the Secustend Exchange Commission on February 26, 2009

You are urged to carefully consider these riskdesct All forwardiooking statements attributable to us are expregablified in thei

entirety by the foregoing cautionary stateme



ltem 8. Financial Statements and Supplementary Date

Statements of Consolidated Financial Position
Cliffs Natural Resources Inc. and Subsidiaries

December 31
(In Millions)
2008 2007
ASSETS
CURRENT ASSET¢
Cash and cash equivalel $ 179.C $ 157.1
Accounts receivabl 68.t 84.¢
Inventories 265.4 241.¢
Supplies and other inventori 101.2 77.C
Deferred and refundable tax 54.¢ 19.7
Derivative asset 76.€ 69.t
Other 115.¢ 104.5
TOTAL CURRENT ASSETS 861.7 754.¢
PROPERTY, PLANT AND EQUIPMENT, NE’ 2,456.. 1,823.¢
OTHER ASSETS
Investments in venture 305.¢ 265.:
Marketable securitie 25.2 55.7
Intangible assets, n 109.¢ —
Long-term receivable 33.2 38.C
Prepaid pensio—salariec — 6.7
Deferred income taxe 251.2 42.1
Deposits and miscellaneo 68.4 89.F
TOTAL OTHER ASSETS 793.% 497.c
TOTAL ASSETS $4,111.. $3,075.¢

See notes to consolidated financial stateme



Statements of Consolidated Financial Position
Cliffs Natural Resources Inc. and Subsidiaries

December 31

(In Millions)
2008 2007
LIABILITIES
CURRENT LIABILITIES
Accounts payabl $ 201.C $ 149¢
Accrued employment cos 98.¢ 73.2
Other postretirement benef 17.¢ 11.2
Income taxes payab 99.c 11.
State and local taxes paya 45t 33.6
Below-market sales contra—current 30.2 —
Environmental and mine closure obligatic 12.2 7.6
Accrued expense 46.1 50.1
Deferred revenu 86.¢ 28.4
Derivative liabilities 194.: 14
Other 12.€ 32.7
TOTAL CURRENT LIABILITIES 844.¢ 399.¢
POSTEMPLOYMENT BENEFIT LIABILITIES
Pension: 250.1 90.C
Other postretirement benef 197.¢ 114.¢
TOTAL POSTEMPLOYMENT BENEFIT LIABILITIES 448.( 204.¢
ENVIRONMENTAL AND MINE CLOSURE OBLIGATIONS 104.¢ 123.2
DEFERRED INCOME TAXES 67.2 189.(
SENIOR NOTES 325.( —
REVOLVING CREDIT FACILITY — 240.(
TERM LOAN 200.( 200.(
BELOW-MARKET SALES CONTRACTS 183.¢ —
CONTINGENT CONSIDERATION — 99.t
DEFERRED PAYMENT — 96.2
DERIVATIVE LIABILITIES 34.5 —
OTHER LIABILITIES 149.1 107.:
TOTAL LIABILITIES 2,357.: 1,659.¢
3.25% REDEEMABLE CUMULATIVE CONVERTIBLE PERPETUALREFERRED STOCK—ISSUED 172,500
SHARES 205 AND 134,715 OUTSTANDING IN 2008 AND 20 0.2 134.%
EQUITY
CLIFFS SHAREHOLDER’ EQUITY
Preferred stoc—no par value
Class /—3,000,000 shares authorized and unis:
Class E—4,000,000 shares authorized and unis:
Common Shar—par value $0.125 per she
Authorize—224,000,000 share
Issue—134,623,528 shares; Outstanc—113,508,990 shar¢ 16.€ 16.€
Capital in excess of par value of she 4422 116.€
Retained Earning 1,799.¢ 1,316.:
Cost of 21,114,538 common shares in treasury (—47,455,922 share (113.9) (255.€)
Accumulated other comprehensive i (394.6 (30.9)
TOTAL CLIFFS SHAREHOLDER’ EQUITY 1,750.! 1,163.%
NONCONTROLLING INTEREST 3.3 117.¢
TOTAL EQUITY 1,753.¢ 1,281.!
COMMITMENTS AND CONTINGENCIES
TOTAL LIABILITIES AND EQUITY $4,111.0 $3,075.¢

See notes to consolidated financial stateme



Statements of Consolidated Operations
Cliffs Natural Resources Inc. and Subsidiaries

REVENUES FROM PRODUCT SALES AND SERVICES
Product
Freight and venture partners’ cost reimbursements

COST OF GOODS SOLD AND OPERATING EXPENSES
SALES MARGIN

OTHER OPERATING INCOME (EXPENSE)
Casualty recoveries
Royalties and management fee revent
Selling, general and administrative expense
Terminated acquisition costs
Gain on sale of other asse—net
Miscellaneou—net

OPERATING INCOME
OTHER INCOME (EXPENSE)
Changes in fair value of derivative instruments, ne
Impairment of securities
Interest income
Interest expense
Other—net

INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TAX ES AND EQUITY
LOSS FROM VENTURES

PROVISION FOR INCOME TAXES
EQUITY LOSS FROM VENTURES
INCOME FROM CONTINUING OPERATIONS
INCOME FROM DISCONTINUED OPERATIONS (net of tax of $0.2 in 2007 and 200¢€
NET INCOME

LESS: NET INCOME ATTRIBUTABLE TO NONCONTROLLING INT EREST (net of

tax of $9.1, $4.7, and $7.3 in 2008, 2007 and 20
NET INCOME ATTRIBUTABLE TO CLIFFS
PREFERRED STOCK DIVIDENDS

INCOME ATTRIBUTABLE TO CLIFFS COMMON SHAREHOLDERS

EARNINGS PER COMMON SHARE ATTRIBUTABLE TO CLIFFS SH AREHOLDERS —
BASIC

EARNINGS PER COMMON SHARE ATTRIBUTABLE TO CLIFFS SH AREHOLDERS —
DILUTED

AVERAGE NUMBER OF SHARES (IN THOUSANDS)
Basic
Diluted

See notes to consolidated financial stateme

(In Millions, Except Per Share Amounts)

Year Ended December 31

2008

2007

2006

$3294¢ $1997. $1,669.
314. 277. 252.¢
3,609. 2,275.. 1,921
(2,449.9  (1,813.)  (1,507.)
1,159.] 462.( 414.C
10. 3.2 —
21.7 14. 11.7
(188.6) (114.7) (72.4)
(90.1) — —
22.¢ 18.4 —
2.9 2.9 12.4
(220.5) (80.4) (48.5)
938.¢ 381.¢ 365.7
(188.) — —
(25.1) — —
26.2 20.C 17.2
(39.9) (22.6) (5.3)
4.3 1.7 10.2
(222.6) (0.9) 22.1
716. 380.7 387.¢
(144.2) (84.1) (90.9)
(35.1) (11.9) —
537.( 285. 296.¢
— 0.2 0.3
537.( 285.¢ 297.:
(21.2) (15.6) 17.19)
515.¢ 270.( 280.1
(1.2) (5.2) (5.6)

$ 5147 $ 2645 $ 274F
$ 507 $ 34¢ $ 3.2¢
$ 476 $ 257 $ 2.6C
101,47 82,98¢ 84,14
108,28t 105,02¢ 107,65



Statements of Consolidated Cash Flows
Cliffs Natural Resources Inc. and Subsidiaries

CASH FLOW FROM CONTINUING OPERATION:!
OPERATING ACTIVITIES
Net income
Income from discontinued operatic

Adjustments to reconcile net income to net casimfoperating activities

Depreciation, depletion and amortizati
Shar-based compensatic

Equity loss in ventures (net of ta
Environmental and mine closure obligatic
Pensions and other postretirement ben
Deferred income taxe

Derivatives and currency hedc
Impairment of securitie

Gain on sale of asse

Property damage recoveri

Excess tax benefit from sh-based compensatic

Casualty recoverie

Proceeds from casualty recover

Other

Changes in operating assets and liabilit
Receivables and other ass
Product inventorie

Deferred revenue and bel-market sales contrac

Payables and accrued exper
Sales of marketable securiti
Purchases of marketable securi

Net cash from operating activiti
INVESTING ACTIVITIES
Purchase of PinnO¢
Purchase of minority interest in Portrr
Purchase of minority interest in United Tacol
Purchase of property, plant and equiprn
Investments in venture
Investment in marketable securit
Redemption of marketable securit
Proceeds from sale of ass
Proceeds from property damage insurance recov
Net cash used by investing activit
FINANCING ACTIVITIES
Borrowings under credit facilit
Repayments under credit facili
Repayment of PinnOak de
Borrowings under senior not
Common stock dividenc
Preferred stock dividenc
Repayment of other borrowini
Repurchases of common stc
Issuance costs of revolving cre
Excess tax benefit from sh-based compensatic
Contributions by (to) joint ventures, r
Proceeds from stock options exerci:
Net cash from (used by) financing activit
EFFECT OF EXCHANGE RATE CHANGES ON CAS

CASH FROM (USED BY) CONTINUING OPERATION

CASH FROM DISCONTINUED OPERATION—OPERATING

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAF

CASH AND CASH EQUIVALENTS AT END OF YEAF

See notes to consolidated financial stateme

(In Millions)
Year Ended December 31
2008 2007 2006
$537.C $ 285.¢ $297.2
— (0.2) (0.3
201.1 107.2 73.C
21.4 11.€ 4.9
35.1 11.2 —
3.7 1.3 (1.6)
(32.9 (35.4) (40.9)
(88.5) (33.1) (4.9)
58.4 (15.4) (8.0
25.1 — —
(20.5) (17.9) (9.9
(10.5) - -
(3.9 (4.9 1.2
— (3.2) —
— 3.2 —
27.C 5.9 (0.2)
(55.4) 18.C 73.C
(44.6) 3.2 (29.9)
58.C (34.2) 62.4
1422 (14.€) 3.4
— — 13.€
— — (3.7)
853.2 288.¢ 428.F
— (343.9) —
(485.1) — —
(104.9) - -
(182.5) (199.5  (119.5
(62.7) (180.6) (13.9)
(30.4) (85.9) —
17.¢ 40.€ —
41.2 23.2 5t
10.5 — —
(795.6) (745.9)  (127.9)
540.( 1,195.( —
(780.0) (755.0) —
— (159.) —
325.( — —
(36.1) (20.9) (20.2)
(1.2) (5.5) (5.6)
(8.9) (6.9 (3.9
- (22 (1215
— (1.0) (1.0)
3.5 4.3 1.2
(10.5) 1.8 1.8
— — 0.7
32.4 250.1 (148.9)
(68.1) 11.€ 5.9
21.¢ (194.6) 158.¢
— — 0.3
21.¢ (194.6) 158.¢
157.1 351.7% 192.¢
$179.( $ 157.1 $351.7




Statements of Consolidated Changes in Equity
Cliffs Natural Resources Inc. and Subsidiaries

(In Millions)
Cliffs Shareholders
Capital Accumulated
Exlgess Common Other
Number of of Par Compre- Non-
Common  Value of Shares ir hensive Controlling
Common Retained Income
Shares Shares Shares Earnings Treasury (Loss) Interest Total
January 1, 200 43.¢ $ 16.& $100.t $ 824.2 $(164.9) $ (1256 $ 717 $ 723
Comprehensive incorr
Net income — — — 280.1 — — 17.1 297.2
Other comprehensive incor
Minimum pension and OPEB liabilii — — — — — 17.¢ 3.7 21.¢
Unrealized gain on marketable securi — — — — — 7.9 — 7.9
Unrealized gain on foreign currency
translation — — — — — 34.: 3.3 37.€
Unrealized gain on derivative instrume — — — — — 6.3 0.5 6.8
Total comprehensive incon — — — — — — — 371.1
Effect of implementing SFAS 1£ — — — — — (110.%) (12.9 (123.¢)
Undistributed earnings to noncontrolling intel — — — — — — 2.8 2.8
Payment made to noncontrolling interes
subsidiary — — — — — — (0.4) (0.9
Stock options exercise — — 0.2 — 0.4 — — 0.7
Stock and other incentive pla 0.4 — 2.3 — 2.5 — — 4.8
Stock split 42.4 — — — — — — —
Repurchases of common stc (4.8 — — — (121.%) — — (121.%)
Conversion of preferred sto — — 0.1 — 0.1 — — 0.2
Preferred stock dividenc — — — (5.€) — — — (5.6)
Common stock dividenc — — — (20.2) — — — (20.2)
December 31, 200 81.¢ 16.¢ 103.z 1,078. (282.9 (169.9 85.¢ 831.¢
Comprehensive incorr
Net income — — — 270.( — — 15.€ 285.¢
Other comprehensive incor
Pension and OPEB liabilit — — — — — 38.¢ 3.1 41.¢
Unrealized net gain on marketal
securities — — — — — 0.6 — 0.6
Unrealized net gain on foreign currency
translation — — — — — 86.¢ 6.8 93.7
Unrealized loss on interest rate sv — — — — — (0.9 — (0.9
Unrealized gain on derivative instrume — — — — — 14.2 3.5 17.7
Total comprehensive incon — — — — — — — 438.€
Effect of implementing FIN 4 — — — (7.7) — — (1.8 (9.5)
Undistributed earnings to noncontrolling inte — — — — — — 4.8 4.8
Stock options exercise — — — — 0.2 — — 0.2
Stock and other incentive pla 0.4 — 4.1 — 2.5 — — 6.6
Repurchases of common stc — — — — (2.2 — — (2.2
Conversion of preferred sto 5.C — 9.2 1.€ 26.7 — — 37.€
Preferred stock dividenc — — — (5.3 — — — (5.3
Common stock dividenc — — — (20.9) — — — (20.9)
December 31, 200 87.z $ 16.6 $116.¢ $1,316.. $(255.€ $ (309 $ 117.¢ 1,281.t
Comprehensive incorr
Net income — — — 515.¢ — — 21.2 537.C
Other comprehensive incor
Pension and OPEB liabilit — — — — — (188.5) (8.0 (196.5)
Unrealized net loss on marketable
securities — — — — — (20.9) 2.9 (11.9)
Unrealized net loss on foreign currer
translation — — — — — (165.7) (13.9) (178.9)
Unrealized loss on interest rate sv — — — — — (0.9 (0.9
Unrealized gain on derivative instrume — — — — — 04 0.8 1.2
Total comprehensive incon — — — — — — — 150.4
Equity purchase of minority intere 4.3 — 141.¢ — 23.2 — — 165.(
Purchase of subsidiary shares fr
noncontrolling interes — — — — — — (111.2) (111.2)

Undistributed earnings to noncontrolling intel — — — — — — (2.9 (2.9



Capital contribution by noncontrolling interes

to subsidiary — — — — — — 0.7 0.7
PinnOak settlemer 4.C — 131.t — 21t — — 153.(
Stock and other incentive pla — — 19.2 — 0.8 — — 20.C
Conversion of preferred sto 18.C — 33.1 5.1 96.: — — 134.5
Preferred stock dividenc — — — (1.2 — — — (2.2
Common stock dividenc — — — (36.0) — — — (36.7)

December 31, 200 1135 $ 16.& $442.2 $1,799.¢ $(113.f) $ (3946 3 3.3 $1,753.¢

See notes to consolidated financial stateme



Cliffs Natural Resources Inc. and Subsidiaries

Notes to Consolidated Financial Stateme

NOTE 1 — BUSINESS SUMMARY AND SIGNIFICANT ACCOUNTIN G POLICIES
Business Summary

We are an international mining company, the largestiucer of iron ore pellets in North America andupplier of metallurgical coal
the global steelmaking industry. We operate sixiiome mines in Michigan, Minnesota and Eastern @apand two coking coal mini
complexes in West Virginia and Alabama. We also @8 percent of Portman, a large iron ore miningpgany in Australia, serving the As
iron ore markets with directhipping fines and lump ore. In addition, we haw@Ogercent interest in Amapa, a Brazilian iron prgject, and
45 percent economic interest in Sonoma, an Auatraibking and thermal coal project. Our compangrégnized and managed accordin
product category and geographic location: North Acam Iron Ore, North American Coal, Asia Pacifiorl Ore, Asia Pacific Coal and La
American Iron Ore. On October 3, 2008, we filedaamendment to our amended articles of incorporaticchange the name of the corpora
to Cliffs Natural Resources Inc., effective Octo&r 2008. Our ticker symbol, CLF, has remainedstirae.

Accounting Policies

We consider the following policies to be benefiGralnderstanding the judgments that are involvethé preparation of our consolide
financial statements and the uncertainties thaldcioupact our financial condition, results of opwas and cash flows. All common shares
per share amounts have been adjusted retroactivedflect the two-for-one stock split effective a5, 2008.

Basis of Consolidatio

The consolidated financial statements include aumoants and the accounts of our consolidated siabsd, including the followin
significant subsidiaries:

Name Location Ownership Interest Operation
Northshore Minnesota 100.0% Iron Ore
United Taconite Minnesota 100.0% Iron Ore
Pinnacle West Virginia 100.0% Coal
Oak Grove Alabama 100.0% Coal
Portman Western Australi 100.0% Iron Ore
Tilden Michigan 85.0% Iron Ore
Empire Michigan 79.0% Iron Ore

Intercompany accounts are eliminated upon congdaida

On May 21, 2008, Portman authorized a tender ¢ffeepurchase up to 16.5 million shares, or 9.3@qy# of its common stock. At tt
time, we owned approximately 80.4 percent of thé million shares outstanding in Portman and inéidaive would not participate in 1
tender buyback. The tender period closed on Jun2@B. Under the buyback, 9.8 million fully paidimary shares were tendered at a pric
$14.10 (A$14.66) per share. The total considergt@d under the buyback was $136.5 million (A$14&i8ion). As a result of the buybar
our ownership interest in Portman increased frord ®@rcent to 85.2 percent. On September 10, 200&nnounced an offiarket takeove
offer to acquire all of the shares in Portman thatdid not already own. The offarket tender offer for Portman closed on Noven®)&008
at which time we had received tenders of Portmameshsufficient to give us a 99.3 percent ownersttgrest in Portmas’outstanding shar:
We subsequently proceeded with a compulsory a¢ouisif the remaining



shares and at December 31, 2008 had full ownerstigPortman. See NOTE 2 -ACQUISITIONS, DIVESTITURES & OTHEI
INVESTMENTS for further information.

Effective July 1, 2008, we acquired the remainirly frcent interest in United Taconite. Upon consation of the purchase, ¢
ownership interest increased from 70 percent to @@@ent. Total consideration paid for the acqaisitvas approximately $450.7 millic
which was comprised of $104.4 million in cash, shilion of our common shares, and 1.2 million tarisron ore pellets. The consolidatior
the United Taconite noncontrolling interest, togettvith our Northshore property, represents two lyhowned iron ore subsidiaries in Nc
America. See NOTE 2 — ACQUISITIONS, DIVESTITURES@IHER INVESTMENTS for further information.

Noncontrolling Interes

Effective January 1, 2009, we adopted the provisiohFASB Statement No. 166loncontrolling Interests in Consolidated Finan
Statements, an amendment of ARB Nq*SEAS 160"). This Statement amended ARB 51 to establish acauyiatind reporting standards
the noncontrolling interest in a subsidiary and ttoe deconsolidation of a subsidiary. SFAS 160iftdakr that a noncontrolling interest ir
subsidiary is an ownership interest in the considid entity that should be reported as equity édbnsolidated financial statements.
Statement was effective for fiscal years and imegperiods within those fiscal years, beginning omfter December 15, 2008. SFAS 160
been applied prospectively as of January 1, 200@em for the presentation and disclosure requirgsjewhich have been appl
retrospectively for all periods presented. The iotjd adoption is reflected in our consolidatedhfinial statements included herein for the t
years ended December 31, 2008 and as of Decemb20@1 and December 31, 20l

Certain of our noncontrolling interests include aréy-owned subsidiaries within our North American lrore®usiness segment (Tilc
and Empire). The mining ventures function as captiost companies, as they supply products onliig bwners effectively on a cost ba
Accordingly, the noncontrolling interestsdvenue amounts are stated at cost of productidraes offset entirely by an equal amount inclt
in cost of goods sold, resulting in no sales margftected in noncontrolling interest participams. a result, the adoption of SFAS 160 did
have a material impact on our consolidated findrste&tements with respect to these subsidiaries.

Investments in Ventur:

Our investments in ventures include our 30 perequity interest in Amap4, an iron ore project ledkin Brazil, our 30 percent interes
AusQuest, a diversified Australian exploration camp, our 23 percent equity interest in Hibbinguamcorporated joint venture in Minnest
our 26.83 percent equity interest in Wabush, ancorporated joint venture located in Canada, amthim’s 50 percent noncontrolling inter
in Cockatoo Island.

Investments in certain joint ventures (Wabush, @taf Island, Hibbing) in which our ownership is #Ycent or less, or in which we
not have control but have the ability to exercigmificant influence over operating and financialipies, are accounted for under the ec
method. Our share of equity income (loss) is elated against consolidated product inventory upadyetion, and against cost of goods
and operating expenses when sold. This effectikediyces our cost for our share of the mining versuproduction to its cost, reflecting
cost-based nature of our participation in uncoxstdd ventures.

Through various interrelated arrangements, we geraed5 percent economic interest in Sonoma, detiptownership percentages ol
individual components of Sonoma. We own 100 peroéi@AWO, 8.33 percent of the exploration permitsl @applications for mining leas
for the real estate that is involved in Sonoma (Mg Assets”)and 45 percent of the infrastructure, including¢bastruction of a rail loop a
related equipment (“Non-Mining Assets”). CAWO isncolidated as a whollgwned subsidiary, and as a result of being the am
beneficiary, we absorb greater than 50 percenhefrésidual returns and expected losses of CAWO réfferd our ownership share of
Mining Assets and N¢-Mining Assets and share



the respective costs. Although SMM does not havicent equity at risk and accordingly is a VIE der paragraph 5(a) of FIN 4¢
Consolidation of Variable Interest Entitiese are not the primary beneficiary of SMM. Accomlin we account for our investment in SMv
accordance with the equity method.

Our 30 percent ownership interest in Amapa, in Whie@ do not have control but have the ability tereise significant influence o\
operating and financial policies, is accounted doder the equity method. Accordingly, our sharehaf results from Amapa is reflectec
Equity loss from ventureon the Statements of Consolidated Operations. Tiendial information of Amapda included in our fircal
statements is as of and for the periods ended NobgeB0, 2008 and 2007. The earlier offtis to allow for sufficient time needed by Amajm
properly close and prepare complete financial mi@tion, including consolidating and eliminatingrégg, conversion to U.S. GAAP and rev
and approval by the Company. There were no inténgetnansactions or events which materially affentapa’s financial position or results
operations that were not reflected in our year{fgmahcial statements.

On September 11, 2008, we announced a stratego@d and subscription and option agreement withQALest, a diversified Australi
exploration company. Under the agreement reachedaaguired a 30 percent fully diluted interest ins@uest through a staged issuanc
shares and options. Our 30 percent ownership Btt@reAusQuest, in which we do not have control lae the ability to exercise signific
influence over operating and financial policiesaégounted for under the equity method. Accordingly share of the results from AusQue
reflected asEquity loss from venturesn the Statements of Consolidated Operations. Trandial information of AusQuest included in
financial statements is as of and for the periainfithe date of acquisition through November 30,80he earlier cubff is to allow fol
sufficient time needed by AusQuest to properly elend prepare complete financial information, idolg consolidating and eliminati
entries, conversion to U.S. GAAP and review andayg by the Company. There were no interveningdagtions or events which materii
affect AusQuest’s financial position or resultsopkrations that were not reflected in our yearfamehcial statements.

The following table presents the detail of our istveents in ventures and where those investmentslassified on the Statements
Consolidated Financial Position. Parentheses iteli@aet liability.

(In Millions)
Interest December 31,

Investment Classification Percentagt 2008 2007
Amapa Investments in ventur 30 $266.: $247.2
AusQues! Investments in ventur 30 19.2 —
Wabush Investments in venturt 27 12.1 5.8
Cockatoc Other liabilities 50 (13.5 (9.9
Hibbing Other liabilities 23 (22.1) (0.3
Other Investments in ventur 7.7 12.2

$269.7 $255.1

Revenue Recognitic
North American Iron Ort

Revenue is recognized on the sale of products witlerto the product has transferred to the customeccordance with the specif
provisions of each term supply agreement and aliegble criteria for revenue recognition have beatisfied. Most of our North Americ
Iron Ore term supply agreements provide that &tid risk of loss transfer to the customer when gins received. This is a practice utili
to reduce our financial risk due to customer insoby but is not believed to be widely used throwugttioe industry



We recognize revenue based on the gross amoued lhdla customer as we earn revenue from the séhe goods or services. Reve
from product sales also includes reimbursementfifeight charges paid on behalf of customersFieight and Venture PartnersCos
Reimbursemenseparate from product revenue, in accordance Witk BO-10,Accounting for Shipping and Handling Fees and Costs

The mining ventures function as captive cost corgsithey supply product only to their owners etifedy on a cost basis. According
the noncontrolling interestsevenue amounts are stated at cost of productidraem offset in entirety by an equal amount inctudecost o
goods sold resulting in no sales margin reflecteddncontrolling interest participants. As we asponsible for product fulfillment, we ret
the risks and rewards of a principal in the tratisacand accordingly record revenue under thesengements on a gross basis in accorc
with EITF 99-19 Reporting Revenue Gross as a Principal Versus BlanaAgent in Freight and Venture Partners’ Cost Reimbursements

The following table is a summary of reimbursementsur North American Iron Ore operations for theags ended December 31, 2(
2007 and 2006:

(In Millions)
Year Ended December 31
2008 2007 2006
Reimbursements fo
Freight $98E5 $78: $704
Venture partne’ cost 170.¢ 197.% 182.2
Total reimbursement $269.2  $275.¢  $252.¢

Under some term supply agreements, we ship theuptdd ports on the lower Great Lakes or to theausr's facilities prior to th
transfer of title. Our rationale for shipping irore products to some customers and retaininguitté payment is received for these produc
to minimize credit risk exposure. In addition, eémt supply agreements with one customer includeigians for supplemental revenue
refunds based on the customer’s annual steel griointhe year the product is consumed in the enstt blast furnaces. We account for
provision as a derivative instrument at the timesalie and record this provision at fair value utité year the product is consumed anc
amounts are settled as an adjustment to revenue.

We have long-term supply agreements with severaliN@merican Iron Ore customers which include takgay provisions that requ
the customer to purchase a specified number of abpellets each calendar year. In order to comyith the take-ompay provisions of the
existing longterm supply agreements, certain of our customershaised and paid for approximately 0.3 million tafisron ore pellets i
stockpiles at the end of 2008. The customers régdesa a fixed shipping schedule that we delapmsigint of the iron ore until 2009, when
Great Lakes waterways mpen for shipping. We recorded revenue of $25.4ionilin the fourth quarter of 2008 related to thésasaction:
This compares to $87 million of revenue recordedeursimilar arrangements in the fourth quarter@d72

Where we are joint venture participants in the awhip of a mine, our contracts entitle us to reeeivyalties and/or management fi
which we earn as the pellets are produced. Revismeeognized on the sale of services when thdcgrare performed.

North American Coa

We recognize revenue when title passes to the méestd-or domestic coal sales, this generally ocatnsn coal is loaded into rail car:
the mine. For export coal sales, this generalljueevhen coal is loaded into the vessels at thaited. Revenue from product sales in 2
and 2007 included reimbursement for freight changgsl on behalf of customers of $45.0 million ari3dmillion, respectively. Amour
reported for 2007 are for the five months endedebder 31, 2007 since the July 31, 2007 date ofisitigu.



Asia Pacific Iron Ore
Sales revenue is recognized at the F.O.B. pointwik generally when the product is loaded in®tbssel.

Deferred Revenu

In 2008, the terms of one of our North AmericannlOre pellet supply agreements require a prepayrgrthe customer for o
estimated weekly shipment of pellets in additioth® amount of the hiveekly invoice for shipments previously made. 1®20the terms of tt
agreement required semi-monthly installments eqggali/24th of the estimated total purchase valuthefcalendagear nomination. In bo
years, revenue related to this supply agreementbbas recognized when title transfers upon shipménhe pellets. Installment amou
received in excess of sales totaled $14.6 milleimch were recorded d3eferred revenuen the Statements of Consolidated Financial Po
at December 31, 2007. As of December 31, 200&a#rue related to the supply agreement has beegrmieed.

In 2008, certain customers purchased and paid.fomillion tons of pellets in order to meet minimwontractual purchase requireme
under the terms of take-piay contracts. The inventory was stored at outifies in upper lakes stockpiles. At the requesthef customers, tl
ore was not shipped. We considered whether revehoeld be recognized on these sales under thedtnilhold”guidance provided in SE
Staff Accounting Bulletin No. 104 Topic 13; howeyeaince a fixed shipment schedule was not estadigbrior to yeaend, revent
recognition on these transactions, totaling $82ilfiom, was deferred on the December 31, 2008 8tates of Consolidated Financial Posi
and will be recognized upon shipment.

Two of our North American Iron Ore customers pusgthand paid for approximately 1.5 million tondrofh ore pellets in stockpiles
the fourth quarter of 2007. The customers requesiedompany to not ship the iron ore pellets wh8l spring of 2008 under a fixed shipn
schedule, when the Great Lakes waterwayspened for shipping. Freight revenue related tegheansactions of $13.8 million was deferre
the Statements of Consolidated Financial Posittddeecember 31, 2007 and subsequently recogniz€@08 upon shipment. First and sec
quarter 2008 freight revenues included $5.3 millemd $8.5 million, respectively, related to thepshént of 0.6 million and 0.9 millic
respective tons of pellets from the stockpiles.

Use of Estimates

The preparation of financial statements, in conforiwith GAAP, requires management to make estisated assumptions that affect
reported amounts of assets and liabilities andalsce of contingent assets and liabilities atdate of the financial statements and the rep
amounts of revenues and expenses during the nepqguériod. Actual results could differ from estiesmtOn an ongoing basis, managel
reviews estimates. Changes in facts and circumssamay alter such estimates and affect resultp@fadions and financial position in fut
periods.

Cash Equivalents

Cash and cash equivalents include cash on hanthdhd bank as well as all shderm securities held for the primary purpose ofaga
liquidity. We consider investments in highly liquigbt instruments with an original maturity of tar@onths or less from the date of acquis
to be cash equivalents. We routinely monitor analeate counterparty credit risk related to theriial institutions by which our shotermr
investment securities are held.

Marketable Securitie

Our marketable securities are classified as elibkt-to-maturity or available-fosale. We account for marketable securities in atzoos
with the provisions of SFAS No. 11B¢ccounting for Certain Investments in Debt and Bg8iecuritie{“SFAS 115").SFAS 115 addresses
accounting and reporting for investments in fixegtunity securities and for equity securities wigladily determinable fair values. V



determine the appropriate classification of delat eguity securities at the time of purchase anevaduate such designation as of each ba
sheet date. In addition, we review our investmentsan ongoing basis for indications of possible aimpent. We review impairments
accordance with FSP SFAS 115-1 and 12FkEe Meaning of Other-Than-Temporary Impairment Bad\pplication to Certain Investments,
determine the classification of the impairment emporary or other-thatemporary. Once identified, the determination ofetiter th
impairment is temporary or other-thgemporary requires significant judgment. The priynactors that we consider in classifying

impairment include the extent and time the fairueabf each investment has been below cost. If indem fair value is judged other tr
temporary, the basis of the individual securitwigiten down to fair value as a new cost basis, taedamount of the writdewn is included as
realized loss.

In 2008, we recorded impairment charges of $25lliomirelated to declines in the fair value of @awailable-forsale securities which \
concluded were other than temporary. As of DecerBhe2008, our investments in PolyMet and GolderstVed fair values totaling $t
million and $4.7 million, respectively, comparedthva cost of $14.2 million and $21.8 million, resfpeely. The metals and mining indus
and our investees are susceptible to changes id.eand global economies and the industries eif ttustomers. Their businesses have
adversely affected by the slowdown of the globalnemny, particularly during the last quarter of 20@8en our investments became impai
The severity of the impairments in relation to daerying amounts of the individual investments asgistent with the macroeconomic ma
and industry developments. However, we have evedutite neaterm prospects of the issuers in relation to thesty and rapid decline in t
fair value of each of these investments, and bagpes that evaluation, we could not reasonably askat the impairment period would
temporary primarily as a result of the global ecoiw crisis and the corresponding uncertainties ie tarket. Refer to NOTE 4
MARKETABLE SECURITIES for further information.

Derivative Financial Instrumenti

The following table presents the fair value of derivative instruments and the classification aftean the Statements of Consolid:
Financial Position as of December 31, 2008 and 2007

(In Millions)
Derivative Assets Derivative Liabilities
Derivative Balance Shee Fair Value Balance Shee Fair Value
Instrument Location 2008 2007 Location 2008 2007
Foreign Exchang Derivative liabilities
Contracts Derivative asset $ 0.2 $15.7 (current) $ 778 $—
Deposits and miscellaneous Derivative liabilities (long-
0.€ 5.9 term) 34.: —
Customer Supply
Agreement: Derivative asset 76.€  53.¢ — —
Discount Pricing Derivative liabilities
Provision — — (current) 77 —
United Taconite Derivative liabilities
Purchase Provisic — — (current) 106.8 —
Interest Rate Swap Derivative liabilities
— — (current) 2€ 14
Total Derivatives $77.5 $75.4 $228.¢ $1.4

Our Asia Pacific operations receive funds in Unigtdtes currency for their iron ore and coal salé¢s.use forward exchange contre
call options, collar options and convertible coltations to hedge our foreign currency exposurefportion of our sales receipts. United Si
currency is converted to Australian dollars at¢berency exchange rate in effect at the time oftthesaction. The primary objective for the
of these instruments is to reduce exposure to awirg Australian and United States currency exchamages and to protect against ur
adverse movement in these exchange rates. Effelitiyel, 2008, we discontinued hedge accountinghfese derivatives, but continue to t
these instruments as econor



hedges to manage currency risk. At December 318,200 had approximately $869.0 million of outstamgdéxchange rate contracts in the f
of call options, collar options, convertible collgtions and forward exchange contracts with varymaturity dates ranging from January 2
to August 2011.

Upon dedesignation of these cash flow hedges, the instnitenare prospectively marked to fair value eaclontapy period throug
Changes in fair value of derivative instrumentst oe the Statements of Consolidated Operations. 08 28e mark-tanarket adjustmer
resulted in a net unrealized loss of $188.2 millibased on a spot rate of 0.69 at December 31,. 208 amounts that were previot
recorded as a component ©fther comprehensive inconage reclassified to earnings and a correspondialigesl gain or loss is recogni:
upon settlement of the related contracts. Sinceltig 1, 2008 date of de-designation, we reclass$ifi $25.0 million gain out dfccumulate
other comprehensive loselated to contracts that settled during the periglich was recorded &roduct revenuesn the Statements
Consolidated Operations for the year ended Decethe?008. In 2008, 2007 and 2006, ineffectiverressilting in an $8.6 million loss
$17.0 million loss, and a $2.7 million gain, respedy, was recorded iMiscellaneous — nain the Statements of Consolidated Operation
of December 31, 2008, approximately $19.0 millidmgains remains iiccumulated other comprehensive losisted to the effective cash fl
hedge contracts prior to de-designation. Of thisamh, we estimate $14.9 million will be reclassifi® Product revenueim the next 12 montl
upon settlement of the related contracts.

The purchase agreement for the acquisition of émeaining 30 percent interest in United Taconitet@iois a penalty provision in t
event the 1.2 million tons of pellets, includedpast of the purchase consideration, are not dedivdxry a specified date. The penalty provis
which is not a fixed amount or a fixed amount peit,ucauses net settlement in this arrangement,tiackfore causes the obligation tc
accounted for as a derivative instrument, whichaised on the future Eastern Canadian pellet pFice.instrument is marked to fair value e
reporting period until the pellets are delivered #me amounts are settled. A derivative liabilify$@06.5 million, representing the fair value
the pellets that have not yet been delivered, wesrded as curreierivative liabilitieson the Statement of Consolidated Financial Poski
December 31, 2008. Refer to NOTE 2 — ACQUISITIORSYESTITURES & OTHER INVESTMENTS and NOTE 11FAIR VALUE OF
FINANCIAL INSTRUMENTS for further information.

Most of our North American Iron Ore lortgrm supply agreements are comprised of a base piitth annual price adjustment fact
These price adjustment factors vary based on treeagent but typically include adjustments basechug@mnges in international pellet pric
changes in specified Producers Price Indices imotuthose for all commodities, industrial commaekti energy and steel. The adjustm
generally operate in the same manner, with eadorfagpically comprising a portion of the price asijment, although the weighting of e
factor varies based upon the specific terms of egghement. One of our term supply agreements iosnpaice collars, which typically lirr
the percentage increase or decrease in pricesifdram ore pellets during any given year. In mmesdes, these adjustment factors have not
finalized at the time our product is sold; we raety estimate these adjustment factors. The prifesament factors have been evaluate
determine if they contain embedded derivatives. &aluated the embedded derivatives in the suppitgeagents in accordance with
provisions of SFAS, 133Accounting for Derivative Instruments and Hedgingtities, as amended by SFAS 13&¢counting for Certai
Derivative Instruments and Certain Hedging Actest— an amendment of FASB Statement No. TB8. price adjustment factors share
same economic characteristics and risks as thecbostact and are integral to the host contradhideation adjustments; accordingly they h
not been separately valued as derivative instrugent

Certain supply agreements with one North Americam IOre customer provide for supplemental revenueetunds based on t
customer’s average annual steel pricing at the tineeproduct is consumed in the custommdslast furnace. The supplemental pricin
characterized as an embedded derivative and isreglqto be accounted for separately from the baséract price. The embedded deriva
instrument, which is finalized based on a futuregris marked to fair value as a revenue adjustreach reporting period until the pellets
consumed and the amounts are settled. We recogf228.5 million, $98.3 million, and $107.9 in 200%)07, and 2006 respectively,
Product revenueon the Statements of Consolidated Operations ekatéhe supplemental payments. Derivative assesesenting the fe
value



of the pricing factors, were $76.6 million and $53nillion, respectively, on the December 31, 2008 2007 Statements of Consolide
Financial Position.

Certain supply agreements primarily with our Asiacific Iron Ore customers provide for revenue dumes based on the ultim
settlement of annual international benchmark pgagmovisions. The pricing provisions are charagttias freestanding derivatives and
required to be accounted for separately once in@ni® shipped. The derivative instrument, whichsédtled and billed once the anr
international benchmark price is settled, is martcethir value as a revenue adjustment each rewppteriod based upon the estimated fon
settlement until the benchmark is actually settlHue fair value of the instrument is determinedeolasn the forward price expectation of
annual international benchmark price. We recognize@0.6 million asProduct revenuesn the Statement of Consolidated Operations fc
year ended December 31, 2008, related to the 2068 g provisions. The derivative instrument wastlsd during the second quarter of 2
upon settlement of annual international benchmaidep, and is therefore not reflected on the Stateérnf Consolidated Financial Positiot
December 31, 2008.

In the fourth quarter of 2008, we negotiated add#i sales with certain of our Asia Pacific IroneGrustomers who had previot
fulfilled their 2008 purchase commitments underent year contracts and required additional tonnhgeesponse to the economic down
and its impact on the global steel industry, weeadrthat the provisional pricing for these shipraembuld be at a discount to 2008 benchr
prices to reflect the decline in steel demand amzep, with final pricing being based upon 2009 dienark prices once they are settled.
discount pricing provisions are characterized agdtanding derivatives and are required to be aeduor separately once the iron or
shipped. The derivative instrument, which is sdttded billed once the 2009 international benchrpaide is settled, is marked to fair value .
revenue adjustment each reporting period based timestimated forward settlement until the benchnmactually settled. We recogni:
approximately $34.3 million aBroduct revenuesn the Statement of Consolidated Operations foy#a ended December 31, 2008, relat
the shipment of approximately 0.4 million tonnesl@enthese pricing provisions. As of December 300&@he 2009 international benchm
prices have not yet settled. Therefore, we haverdeti approximately $7.7 million as currederivative liabilities on the Statement
Consolidated Financial Position at December 318200

In the normal course of business, we enter intevdod contracts designated as normal purchaseghépurchase of commoditi
primarily natural gas and diesel fuel, which aredus our North American Iron Ore operations. Saghtracts are in quantities expected t
delivered and used in the production process amd@rintended for resale or speculative purposes.

Effective October 19, 2007, we entered into a $aMllon fixed interest rate swap to convert a pamtiof our floating rate debt to fix
rate debt. Interest on borrowings under our crizdiility is based on a floating rate, dependenpant on the LIBOR rate, exposing us to
effects of interest rate changes. The objectivii@hedge is to eliminate the variability of calslwk in interest payments for forecasted floe
rate debt, attributable to changes in benchmarkORBnterest rates. The changes in the cash flontheinterest rate swap are expecte
offset the changes in the cash flows attributabléuctuations in benchmark LIBOR interest ratesfimecasted floating rate debt.

To support hedge accounting, we designate floatiFig«ed interest rate swaps as cash flow hedgeseoféniability of future cash flov
at the inception of the swap contract. In accordamith SFAS No. 133Accounting for Derivative Instruments and Hedgirgivties, the fai
value of our outstanding hedges is recorded asseat ar liability on the consolidated balance sheeffectiveness is measured quarterly b
on the “hypothetical derivative” method from Implentation Issue GMeasuring the Ineffectiveness of a Cash Flow Hexfgaterest Ral
Risk under Paragraph 30(b) When the Shortcut Methddot Appliec. Accordingly, the calculation of ineffectivenessdlves a comparison
the fair value of the interest rate swap and tlireviaue of a hypothetical swap, which has ternet ire identical to the hedged item. To
extent the change in the mark-to-market on the @desiggqual to or less than the change in the nmarkarket on the hypothetical derivati
then the entire change is recordedOther Comprehensive Incomelf the change is greater, the ineffective portiwil be recognize
immediately in income. The amount charge®tber comprehensive incorfer 2008 and 2007 was $1.2 million and $0.9 millicgspectively
Derivative liabilities



of $2.6 million and $1.4 million were recorded dretStatements of Consolidated Financial PositiomfaBecember 31, 2008 and 2C
respectively. There was no ineffectiveness recofdethe interest rate swap in 2008 or 2007.

Inventories

The following table presents the detail of dnwentorieson the Statements of Consolidated Financial PosaioDecember 31, 2008 ¢
2007:

(In Millions)
2008 2007
Finished Work- Finished Work-
in Total in Total
Segment Goods Proces: Inventory Goods Proces! Inventory
North American Iron Or: $135.: $13.E5 $148.¢& $114.: $16.E  $ 130.¢
North American Cos 15.C 6.7 217 8.3 0.8 9.1
Asia Pacific Iron Ore 30.€ 55.1 85.7 30.2 71.€ 102.(
Other 6.€ 2.6 9.2 — — —
Total $187.t $77.¢ $265.« $152.& $89.1 $ 241«

North American Iron Ort

North American Iron Ore product inventories ardesteat the lower of cost or market. Cost of iroa mventories is determined using
LIFO method. The excess of current cost over LISt of iron ore inventories was $84.5 million ark8% million at December 31, 2008
2007, respectively. As of December 31, 2008, thelpet inventory balance for North American Iron @rereased to $135.3 million, result
in an additional LIFO layer being added in the entryear. This was primarily attributable to thetfthat we received cash payment
approximately 24 million tons of iron ore sales2@08; however, due to the timing of shipping scheslwith certain customers, we defe
revenue recognition for approximately 1.2 milli@ms of iron ore until the product is delivered B02. Therefore, the product remains reco
in our inventory as of December 31, 2008. Durin@2@ahe inventory balance declined, causing liguideeof LIFO layers.

We had approximately 0.4 million tons and 0.8 roillitons stored at ports on the lower Great Laketeice customers at Decembet
2008 and 2007, respectively. We maintain ownershihe inventories until title has transferredfie tustomer, usually when payment is m
Maintaining iron ore products at ports on the lo®eeat Lakes reduces risk of npayment by customers, as we retain title to thelgecbunti
payment is received from the customer. It alsosésghe customers by more closely relating thenigrof the customes’ payments for tt
product to the customer’s consumption of the prtslamd by providing a portion of the thremnth supply of inventories of iron ore
customers require during the winter when produgtrebnts are curtailed over the Great Lakes. Wektthe movement of the inventory ¢
verify the quantities on hand.

North American Coa

At acquisition, the fair value of PinnOakinventory was determined utilizing estimatedisgllprice less costs to sell. In the sec
qguarter of 2008, we finalized the purchase pridecation related to the PinnOak acquisition. Ineeigts are stated at the lower of cos
market. Cost of coal inventories includes laboppdies and operating overhead and related costésazadculated using the average produc
cost. We maintain ownership until coal is loadet irail cars at the mine for domestic sales and lgatded in the vessels at the terminal
export sales



Asia Pacific Iron Ore

Asia Pacific Iron Ore product inventories are stade the lower of cost or market. Costs, includamyappropriate portion of fixed &
variable overhead expenses, are assigned to teatory on hand by the method most appropriate ¢b garticular class of inventory, with -
majority being valued on a weighted average ba¥is.maintain ownership of the inventories untiletitas transferred to the customer a
F.O.B. point, which is generally when the prodscioaded into the vessel.

Iron Ore and Coal Reservi

We review iron ore and coal reserves based onmuesgectations of revenues and costs, which dgsuto change. Iron ore and ¢
reserves include only proven and probable quastitigich can be economically and legally mined amat@ssed utilizing existing technology.

Property, Plant and Equipme
North American Iron Ort

North American Iron Ore properties are stated at.cDepreciation of plant and equipment is compuygedcipally by the straighline
method based on estimated useful lives, not toezktlee estimated economic iron ore reserves. Digpi@t is provided over the followit
estimated useful lives:

Asset Class Basis Life
Buildings Straight line 45 Years
Mining equipmen Straight line 10 to 20 Year:
Processing equipme Straight line 15 to 45 Year:
Information technolog' Straight line 210 7 Year:

Depreciation is not curtailed when operations aregorarily idled.

North American Coa

North American Coal properties are stated at ddspreciation is provided over the estimated uskfek, not to exceed the mine iy
and is calculated by the straight-line method. Bejation is provided over the following estimatesiul lives:

Asset Class Basis Life
Buildings Straight line 30 Years
Mining equipmen Straight line 2t0 12 Year:
Processing equipme Straight line 2to 10 Year:
Information technolog Straight line 2 to 3 Year:

Asia Pacific Iron Ore

Our Asia Pacific Iron Ore properties are statedast. Depreciation at Portman is calculated bystnaightline method or productic
output basis provided over the following estimatsdful lives:

Asset Class Basis Life
Plant and equipmel Straight line 5-13 Years
Plant and equipment and mine as: Production outpu 12 Years
Motor vehicles, furniture & equipme Straight line 3-5 Years

The following table indicates the value of eachtha major classes of our consolidated depreciatdeta as of December 31, 2008
2007:



(In Millions)
December 31

2008 2007
Land rights and mineral righ $1,731.( $1,174.%
Office and information technoloc 37.¢ 39.C
Buildings 65.2 57.5
Mining equipmen 248.k 221.1
Processing equipme 421.€ 244.(
Railroad equipmer 70.€ 103.:
Electric power facilities 57.1 54.1
Port facilities 87.t 76.€
Interest capitalized during constructi 19.7 19.1
Land improvement 20.4 10.1
Other 25.4 32.7
Construction in progres 120.( 123.2

2,905.: 2,154.¢
Allowance for depreciation and depleti (449.7) (330.9)

$2,456.: $1,823.¢

(1) We are in the process of evaluating purclaaseunting related to the 2008 acquisi
of the remaining interests in Portman and Unitedoh#te. Therefore, allocation
each purchase price to property, plant and equipmed the related depreciatior
preliminary and subject to modification in the freL

Depreciation expense and amortization of capitdliméerest for 2008, 2007 and 2006 were as follows:

(In Millions)
2008 2007 2006
Depreciatior $113.8  $69.2  $42.7
Capitalized interes 5.€ 2.C 2.C

The costs capitalized and classifiedcasd rights and mineral rightsepresent lands where we own the surface and/cgralinights. Th
value of the land rights is split between surfagkyosurface and minerals, and minerals only.

Our North American Coal operation leases coal ngmights from a third party through lease agrees#mt extend through the earlie
July 1, 2023 or until all merchantable and mineatdal has been extracted. Our interest in coalrveseand resources was valued usi
discounted cash flow method. The fair value wasreded based upon the present value of the expéatiee cash flows from coal operatit
over the life of the reserves.

Our Asia Pacific Iron Ore operatianinterest in iron ore reserves and resources afagd using a discounted cash flow method. Th
value was estimated based upon the present valtlee adxpected future cash flows from iron ore ofi@na over the economic lives of -
mines.

The net book value of the land rights and mindggits as of December 31, 2008 and 2007 is as fsll



(In Millions)
December 31

2008 M 2007
Land rights $ 29.C $ 16.€
Mineral rights:
Cost $1,702.( $1,157.°
Less depletiol 139.: 97.2
Net mineral rights $1,562.’ $1,060.

(1) We are in the process of evaluating purcles®unting related to the 2008 acquisitio
the remaining interests in Portman and United TaeorTherefore, allocation of ee
purchase price to mineral rights and the relatepletien is preliminary and subject
modification in the future

Accumulated depletion relating to mineral rightdjieth was recorded using the unit-of-production rodihis included imAllowances fc
depreciation and depletion

Assets Held for Sa

We consider businesses to be held for sale whemageament approves and commits to a formal plantteedy market a business for s¢
Upon designation as held for sale, the carryingizalf the assets of the business are recordecedower of their carrying value or th
estimated fair value, less costs to sell. The Campgaases to record depreciation expense at that ti

Preferred Stocl

In January 2004, we issued 172,500 shares of remtdensumulative convertible perpetual preferredistovithout par value, at $1,0
per share. The preferred stock pays quarterly dasthends at a rate of 3.25 percent per annum ande converted into our common shar
an adjusted rate of 133.0646 common shares pee gigoreferred stock. The preferred stock is cleskias “temporary equityteflecting
certain provisions of the agreement that could eamdmote circumstances, require us to redeemraferped stock for cash. Refer to NOTE
— CAPITAL STOCK for further information.

Asset Impairmer
LongLived Assets and Intangible Assets

We monitor conditions that may affect the carryirsdue of our londived and intangible assets when events and cirtamss indica
that the carrying value of the assets may be iregaiWe determine impairment based on the asséility to generate cash flow greater
the carrying value of the asset, using an undisealiprobabilityweighted analysis. If projected undiscounted cdstvd are less than t
carrying value of the asset, the asset is adjustéd fair value.

Various factors in 2008 related to our North AmaricCoal segment, primarily adverse mining cond@tiand production delays, hi
contributed to negative sales margins and outlgofeptions reflecting reduced revenues and incbassts on a per ton basis compared
amounts previously projected for 2008. Additionasts have also been incurred for repairs and nrante as a result of mechanical probl
caused by adverse geological conditions, delayscagsd with equipment replacements and availgbdit experienced mining persont
However, these operational factors are primaritsitattable to the recent acquisition of the businasd are deemed to be shirm in nature
In addition, over the past several months, sigaiftcchanges have taken place in the North Ameacainglobal economy. In the third quarte
2008, these changes also began to impact the ghtdsall industry. As part of that industry, we hatarted to see the adverse effects o
economy and how it may impact our business witheesto declines in customer demand and futurengrigrojections



Based upon each of these factors, most notablyeitent decline in the steel industry and resultimgact on future pricing projectior
we determined that indicators of impairment maygxnd accordingly, evaluated impairment of Idimgd assets for our North American C
segment in the fourth quarter of 2008 under theipions of SFAS No. 144Accounting for the Impairment or Disposal of Longdd Assets
Based on this assessment, indicators of impairmwent apparent relative to the operations of our Gakve mine based on projected lo:
associated with the use of the loinged assets at this location. As a result, oudeat#on included performing a test for recoverapiipecific
to the assets of Oak Grove based on the abilitthefassets to generate cash flow greater thanatrging value of the assets, using
undiscounted probabilityreighted analysis. The results of this analysisehanicated that the projected undiscounted cashsfldirectl
associated with the assets exceed the carrying \d@lthe assets. In particular, the operationabfacand additional costs addressed abov
believed to be short term in nature based uponrébent acquisition of the business. In addition, ceatinue to observe and monitor
declines in pricing and the potential impact on business as a result of the recent economic dowrituthe industry. While pricing
projected to be significantly lower than early 20880t rates in the market, we expect pricing totiooe at a rate higher than we h
historically realized at our North American Coajseent. Therefore, future operations at our Oak &mine are expected to generate suffit
cash flows to support the recovery of the carryialye of its long-lived assets.

Equity Investment

In accordance with APB Opinion 18he Equity Method of Accounting for InvestmentSammon Stockwe evaluate the loss in value
our equity method investments each reporting peiadktermine whether the loss is other than tempoiThe primary factors that we cons
in evaluating the impairment include the extent time the fair value of each investment has bedéombeost, the financial condition and near-
term prospects of the investment, and our intedt &bility to hold the investment to recovery. Iflacline in fair value is judged other tl
temporary, the basis of the investment is writtewl to fair value as a new cost basis, and the amoluthe writedown is included as
realized loss.

Our investment in Amapa resulted in an equity l@s$35.1 million in 2008 compared with a loss oft¥ million in 2007. Based up
the increase in equity losses resulting from atprtosts and production delays in 2008, we detexththat indicators of impairment may e
relative to our investment in Amapa. Accordinglye werformed an assessment of the potential impairofeour investment during the fou
quarter of 2008 using a discounted cash flow madefietermine the fair value of our investment itatien to its carrying value as
December 31, 2008. Based upon the analysis perthrme have determined that our investment is npiined. In addition, we will contini
to evaluate the results of our investment on atgdgrbasis while monitoring the declines in pri¢ziand the potential impact on our busine:
a result of the recent economic downturn in theigtry.

In 2008, we made an initial investment of $18.0lionl (A$26 million) to acquire a 30 percent inter@s AusQuest, a publiclyradec
minerals exploration company in Australia whosersbare traded on the ASX. Our 30 percent owneisbdpest in AusQuest, in which we
not have control but have the ability to exercigmiicant influence over operating and financiallipies, is accounted for under the eq
method. As a result of the global credit crisis amghkening economy, the market price declined t@B@er share (A$0.10 per share
December 31, 2008 compared with our average cast pprchase of $0.28 per share (A$0.40 per shased. result of the decline in fair val
we performed an assessment of the impairment ofhneestment during the fourth quarter of 2008 ttedmine whether the loss was consid
other than temporary. The severity of the impairteen relation to the carrying amounts of the indiiaal investments was deemed tc
consistent with the macroeconomic market and inguigvelopments. In addition, we have evaluatednierterm prospects of AusQues!
relation to the severity and duration of the impant. Based upon that evaluation and our intent ability to hold the investment for
reasonable period of time sufficient for a foreedstecovery of fair value, we do not consider tineestment to be other than tempore
impaired at December 31, 20(



Repairs and Maintenanc

Repairs, maintenance and replacement of compoaeatexpensed as incurred. The cost of major polesit pverhauls is deferred ¢
amortized over the estimated useful life, whiclthe period until the next scheduled overhaul, gahefive years. All other planned a
unplanned repairs and maintenance costs are expessn incurred.

Insurance Recoveri¢

Potential insurance recoveries can relate to ptpgiErmage, business interruption, including pnaitovery, and expenditures to mitic
loss. We account for insurance recoveries undegthaelines established by SFASAg;counting for Contingenciesyhich indicate that tt
proceeds from property damage insurance claimsoabe recognized only when realization of the clénprobable and only to the exten
loss recoveries. Insurance recoveries that resudt gain, and proceeds from business interruptisarance are recognized when realize
Casualty recoveriem the Statements of Consolidated Operations.

Pensions and Other Postretirement Bene

We offer defined benefit pension plans, definedtgbation pension plans and other postretirememelieplans, primarily consisting
retiree healthcare benefits, to most employeesartiNAmerica as part of a total compensation amefies program. This includes employ
of PinnOak, who became employees of the Compamyugfr the July 2007 acquisition. We do not have egg® retirement benefit obligatic
at our Asia Pacific Iron Ore operations.

Under the provisions of SFAS 1&8nployers’ Accounting for Defined Benefit Pensiod ®ther Postretirement Plans ar amendme
of FASB Statements No. 87, 88, 106, and 132¢Rgctive December 31, 2006), we recognized tmeléal status of our postretirement bel
obligations on our December 31, 2008 and 2007 &ttés of Consolidated Financial Position basedhemtarket value of plan assets anc
actuarial present value of our retirement obligaion that date. For each plan, we determine ipthie assets exceed the benefit obligatiol
vice-versa. If the plan assets exceed the retiremeigatlins, the amount of the surplus is recordedraasset; if the retirement obligati
exceed the plan assets, the amount of the undedumdbligations are recorded as a liability. Yead balance sheet adjustment
postretirement assets and obligations are chamether comprehensive income.

The market value of plan assets is measured atetiieend balance sheet date. The PBO is determined b@sedan actuarial estimate
the present value of pension benefits to be paicutoent employees and retirees. The APBO represamiactuarial estimate of the pre
value of OPEB benefits to be paid to current empdsyand retirees.

The actuarial estimates of the PBO and APBO retrgnobligations incorporate various assumptionsuding the discount rates, 1
rates of increases in compensation, healthcare toestl rates, mortality, retirement timing and eoyele turnover. The discount rate
determined based on the prevailing year-end ratelih-grade corporate bonds with a duration matchingettpected cash flow timing of t
benefit payments from the various plans. The remgiassumptions are based on our estimates ofef@wents incorporating historical tre
and future expectations. The amount of net periedist that is recorded in the Consolidated Statésneh Operations consists of sev
components including service cost, interest cogieeted return on plan assets, and amortizatigmedfiously unrecognized amounts. Ser
cost represents the value of the benefits earntétkiourrent year by the participants. Interest ceresents the cost associated with the pa
of time. In addition, the net periodic cost is affal by the anticipated income from the return mrested assets, as well as the incon
expense resulting from the recognition of previguddferred items. Certain items, such as plan aments, gains and/or losses resulting 1
differences between actual and assumed resultdeimographic and economic factors affecting thegebibns and assets of the plans,
changes in plan assumptions are subject to defegeanition for income and expense purposes. Mpeaed return on plan asset
determined utilizing the weighted average of expeceturns for plan asset investments in varioastasategories based on histor



performance, adjusted for current trends. See NOFEPENSIONS AND OTHER POSTRETIREMENT BENEFITS farther information.

Income Taxe

Income taxes are based on income for financialrteygppurposes calculated using our expected areftedtive rate and reflect a curr
tax liability or asset for the estimated taxes g ar recoverable on the current year tax retmch @pected annual changes in deferred t
Any interest or penalties on income tax are reczgghias a component of income tax expense.

We account for income taxes under the asset ahiitfamethod, which requires the recognition ofeteed tax assets and liabilities
the expected future tax consequences of eventhvat been included in the financial statementsiddithis method, deferred tax assets
liabilities are determined based on the differermetsveen the financial statements and tax basésséts and liabilities using enacted tax
in effect for the year in which the differences ampected to reverse. The effect of a change imases on deferred tax assets and liabiliti
recognized in income in the period that includesehactment date.

Under the provisions of FASB Interpretation No. A8counting for Uncertainty in Inconteaxes (“FIN 48”),which we adopted effecti
January 1, 2007, we record net deferred tax assdte extent we believe these assets will morelikhan not be realized. In making s
determination, we consider all available positinel aegative evidence, including scheduled reverdfadieferred tax liabilities, projected fut
taxable income, tax planning strategies and refieahcial results of operations. In the event weeM® determine that we would be abl
realize our deferred income tax assets in the éuinrexcess of their net recorded amount, we wouddtte an adjustment to the valua
allowance which would reduce the provision for imeotaxes. See NOTE 10 — INCOME TAXES for furthéormation.

Asset Retirement Obligatio

Asset retirement obligations are recognized whemried and recorded as liabilities at fair valude Trair value of the liability
determined as the discounted value of the expefatede cash flow. The asset retirement obligatisraccreted over time through peric
charges to earnings. In addition, the asset re@irtroost is capitalized as part of the asse#irrying value and amortized over the life of
related asset. Reclamation costs are periodicdlysted to reflect changes in the estimated pressdoe resulting from the passage of time
revisions to the estimates of either the timinganrount of the reclamation costs. We review, on mmual basis, unless otherwise dee
necessary, the asset retirement obligation at e@nk site in accordance with FASB Statement No, & ounting for Asset Retirem
Obligations. We perform an in-depth evaluation of the liagikvery three years in addition to routine anngakasments.

Future remediation costs for inactive mines arerust based on managemenbest estimate at the end of each period of tlsé
expected to be incurred at a site. Such cost estgmaclude, where applicable, ongoing maintenameckmonitoring costs. Changes in estirr
at inactive mines are reflected in earnings ingligod an estimate is revised.

Environmental Remediation Co:

We have a formal policy for environmental protect@nd restoration. Our mining and exploration aii¢ig are subject to various la
and regulations governing protection of the envinent. We conduct our operations to protect theipui#alth and environment and beli
our operations are in compliance with applicableslaand regulations in all material respects. Our emvitental liabilities, includir
obligations for known environmental remediation esyres at active and closed mining operations #met gites, have been recognized b
on the estimated cost of investigation and remexfiadt each site. If the cost can only be estimat®d range of possible amounts witt
specific amount being more likely, the minimum bétrange is accrued in accordance with SFAS 5.r&wxpenditures are not discour
unless the amount and timing of the cash disburstsr@an be reasonably estimated. It is possibleatiditional environmental obligatic
could be incurred, the extent of which cannot lsessed. Potential insurance recoveries hav



been reflected in the determination of the lialeidit See NOTE 7 -ENVIRONMENTAL AND MINE CLOSURE OBLIGATIONS for furhel
information.

ShareBased Compensation

Effective January 1, 2006, we adopted the fair &#akcognition provisions of SFAS 123(Fhare-Based Paymenusing the modifie
prospective transition method. Because we eledeadsé the modified prospective transition metheguits for prior periods have not b
restated. Under this transition method, share-basmdpensation expense for 2006 included compemsai@ense for all shatgase:
compensation awards granted prior to January 16 »@8ed on the grant date estimated fair valuechwisi being amortized on a straidimte
basis over the remaining service periods of therdsva

Effective January 1, 2006, we made a one-time iele¢b adopt the transition method described in R&P FAS 123(R)-3Transitior
Election Related to Accounting for the Tax EffeftShar-Based Payment Award$his election resulted in the reclassification »€ess ta
benefits as presented in the Statements of CorgetldCash Flows, from operating activities to ficiag activities. In March 2005, the S
issued SAB 107, which provided supplemental impletaton guidance for SFAS 123(R). We have applrelfrovisions of SAB 107 up
our adoption of SFAS 123(R). See NOTE 12SFOCK COMPENSATION PLANS for information on the et of our adoption of SF/
123(R) and the assumptions we use to calculatiathealue of share-based compensation.

Capitalized Stripping Costs

Stripping costs during the development of a mirefoke production begins, are capitalized as a gfatthe depreciable cost of buildil
developing and constructing a mine. These cap#dlizosts are amortized over the productive lifé¢hef mine using the units of product
method. The productive phase of a mine is deemédte begun when saleable minerals are extractedyped) from an ore body, regard
of the level of production. The production phasesiaot commence with the removal of de minimusatdédemineral material that occurs
conjunction with the removal of overburden or wasggerial for purposes of obtaining access to arbody. The stripping costs incurred in
production phase of a mine are variable produatimsts included in the costs of the inventory preduextracted) during the period that
stripping costs are incurred.

Stripping costs related to expansion of a minirgeasf proven and probable reserves are variabldugtion costs that are included in
costs of the inventory produced during the perfat the stripping costs are incurred.

Earnings Per Shar

We present both basic and diluted EPS amountsc B3 are calculated by dividing income attribgabl Cliffs common sharehold:
by the weighted average number of common sharesamaling during the period presented. Diluted EfScalculated by dividing net incol
attributable to Cliffs by the weighted average neméf common shares, common share equivalents@mnebdible preferred stock outstanc
during the period, utilizing the treasury sharemodtfor employee stock plans. Common share equitsabre excluded from EPS computat
in the periods in which they have an anti-diluteféect. See NOTE 15 — EARNINGS PER SHARE for furtirdormation.

Fair Value Measuremen
Valuation Hierarchy

SFAS No. 157 Fair Value Measurement§'SFAS 157”) establishes a thrémvel valuation hierarchy for classification of faialue
measurements. The valuation hierarchy is based tigotransparency of inputs to the valuation ofaset or liability as of the measuren
date.




» Level 1- Valuation is based upon quoted prices (unadjustedilentical assets or liabilities in active maski

* Level 2 —Valuation is based upon quoted prices for simikgess and liabilities in active markets, or ottmguts that are observable
the asset or liability, either directly or indirgctfor substantially the full term of the finantiastrument.

» Level 3— Valuation is based upon other unobservable infuasare significant to the fair value measurem

The classification of assets and liabilities witttie valuation hierarchy is based upon the lowestllof input that is significant to the {
value measurement in its entirety. Valuation mettogies used for assets and liabilities measurégiratalue are as follows:

Cash Equivalents

Where quoted prices are available in an active atadash equivalents are classified within Levedfthe valuation hierarchy. Ce
equivalents classified in Level 1 at December 3&include money market funds. The valuation eksthinstruments is determined usil
market approach and is based upon unadjusted gpdted for identical assets in active marketsjulbted market prices are not available,
fair values are estimated by using pricing modegimted prices of securities with similar charastes, or discounted cash flows. In tt
instances, the valuation is based upon quoted fmesimilar assets and liabilities in active metgk or other inputs that are observable
substantially the full term of the financial instment, and the related financial instrument is tfegeclassified within Level 2 of the valuat
hierarchy. Level 2 securities include shtatm investments such as commercial paper for wifietvalue of each investment is a function o
purchase price, purchase yield, and maturity date.

Marketable Securitie

Where quoted prices are available in an active stankarketable securities are classified within dleV of the valuation hierarct
Marketable securities classified in Level 1 at Deber 31, 2008 include available-fsale securities. The valuation of these instrumé
determined using a market approach and is basedwpadjusted quoted prices for identical asset&iive markets.

Derivative Financial Instrument

Derivative financial instruments valued using fineh models that use as their basis readily obsdevimarket parameters are classi
within Level 2 of the valuation hierarchy. Such idative financial instruments include substantiadlly of our foreign currency exchar
contracts and interest rate swap agreements. Diggviinancial instruments that are valued basednumodels with significant unobserva
market parameters, and that are normally tradexddetively, are classified within Level 3 of thduetion hierarchy.

Nor-Financial Assets and Liabilities

We have deferred the adoption of SFAS 157 untitdanl, 2009 with respect to ndinancial assets and liabilities in accordance i
provisions of FSP FAS 15Z7- Items that are recognized or disclosed at faluer for which we have not applied the provisiohSBAS 15
include asset retirement obligations, guarantedscantain other items. See NOTE 1FAIR VALUE OF FINANCIAL INSTRUMENTS fol
further information.

Foreign Currency Translatio

In accordance with SFAS 52, financial statementsitarnational subsidiaries are translated into. di@lars using the exchange rat
each balance sheet date for assets and liabditiesa weighted avera




exchange rate for each period for revenues, expemgens and losses. Where the local currency asftinctional currency, translati
adjustments are recorded/A&scumulated other comprehensive lo¥ghere the U.S. dollar is the functional currertcgnslation adjustments i
recorded in the Statements of Consolidated Op&istiocome taxes are generally not provided fagifpr currency translation adjustments.

Recent Accounting Pronounceme

In December 2008, the FASB issued FSP No. FAS 1)32(Employers’ Disclosures about Postretirement Bertélin Assets The FSI
requires disclosure of additional information abimwestment allocation, fair values of major catég® of assets, the development of fair v
measurements, and concentrations of risk. The BE®feactive for fiscal years ending after Decemtigr2009; however, earlier applicatiol
permitted. We will adopt the FSP upon its effectilate and will report the required disclosuresdiar fiscal year ending December 31, 2009.

In November 2008, the FASB ratified EITF Issue N8-6, Equity method Investment Accounting Considerat{¢BsTF 08-6"). EITF
08-6 addresses certain effects associated with thadtnpf SFAS 141R and SFAS 160 on the accountingefprity method investmel
including initial recognition and measurement aotsequent measurement considerations. The consiicates, among other things, 1
transaction costs for an investment should be dedun the cost of the equity method investmend, strares subsequently issued by the e
method investee that reduce the investarvnership percentage should be accounted fdrths investor had sold a proportionate shares
investment, with gains or losses recorded througsmiegs. EITF 08 is effective, on a prospective basis, for fisgahrs beginning aft
December 15, 2008 and interim periods within tHisml years. We do not expect the implementatitihis standard to have a material imj
on our consolidated results of operations or fiferaondition.

In October 2008, the FASB issued FSP No. FAS 1573e3ermining the Fair Value of a Financial Asset \Whlee Market for That As:
Is Not Active, which amends SFAS 157, by clarifying the appiaatof the standard when the market for a finaneisdet is inactiv
Specifically, the FSP clarifies how (1) managenseimternal assumptions should be considered in uniegsfair value when observable ¢
are not present, (2) observable market informafiom an inactive market should be taken into actoand (3) the use of broker quote:
pricing services should be considered in assegbtiagelevance of observable and unobservable dataegsure fair value. This FSP 1
effective immediately upon its October 10, 200&izsxe and applies as well to prior periods for WHinancial statements have not yet t
issued. Revisions resulting from a change in vauaatchnique are required to be accounted for @saage in estimate. This FSP was ap|
in our assessment of the fair values of our finelnessets and liabilities accounted for under SEBB but did not result in a material chang
our fair value measurements or related disclosair&ecember 31, 2008.

In February 2008, the FASB issued FSP No. FAS 15%pplication of FASB Statement No. 157 to FASB Siate No. 13 and Oth
Accounting Pronouncements That Address Fair Valgadrements for Purposes of Lease ClassificatioMessurement under Statemen
(“FSP 157-1"). FSP 157-amends SFAS 157 to remove certain leasing tréineadrom its scope. In addition, on February 2208, the FAS
issued FSP FAS 157-Effective Date of FASB Statement No. 18/hich amends SFAS 157 by delaying its effectigtedy one year for non-
financial assets and ndimancial liabilities, except for items that arecognized or disclosed at fair value in the finahsi@mtements on
recurring basis. This pronouncement was effectpenussuance. We have deferred the adoption of SE#YSwith respect to all nofirancia
assets and liabilities in accordance with the miowis of this pronouncement. On January 1, 2009.SSE57 will be applied to all other fi
value measurements for which the application wédsrdsd under FSP FAS 15%7-We are currently assessing the impact SFAS lbhave ir
relation to non-financial assets and liabilities amr consolidated financial statements. See NOTE-BHAIR VALUE OF FINANCIAL
INSTRUMENTS for further information.

In May 2008, the FASB issued FASB Statement No, T62 Hierarchy of Generally Accepted Accounting Bipfes (“SFAS 162.
SFAS 162 identifies the sources of accounting fpies and the



framework for selecting the principles to be usedhe preparation of financial statements of nomgomental entities that are presente
conformity with U.S. GAAP. SFAS 162 is effective @8ys following the SEC’s approval of the PCAGBElated amendments to remove
GAAP hierarchy from auditing standards, where & peeviously resided. We are evaluating the img&&S 162 will have on our consolida
financial statements upon adoption, but do not eijes Statement to result in a material changaument practice.

In April 2008, the FASB issued FSP No. FAS 14D3termination of the Useful Life of Intangible AsseThis FSP amends the faci
that should be considered in developing renewaktension assumptions used to determine the u#efof a recognized intangible asset ur
SFAS No. 142Goodwill and Other Intangible AssetsSFAS 142").The objective of this FSP is to improve the comesisy between the use
life of a recognized intangible asset under SFA3 4dd the period of expected cash flows used tosureahe fair value of the asset ur
SFAS 141(R), and other U.S. GAAP. This FSP apptied! intangible assets, whether acquired in an@ss combination or otherwise and <
be effective for financial statements issued fecdi years beginning after December 15, 2008, iatediin periods within those fiscal years
applied prospectively to intangible assets acquafer the effective date. Early adoption is prateith. We are currently evaluating the imy
adoption of this FSP will have on our consoliddiadncial statements.

In March 2008, the FASB issued Statement No. D84closures about Derivative Instruments and Heddhetivities, an amendment
FASB Statement No. 13(“SFAS 161").This Statement amends and expands the disclosyugements of Statement 133 to provide use
financial statements with an enhanced understanditgow and why an entity uses derivative instruteghow derivative instruments &
related hedged items are accounted for under SeateB3 and its related interpretations and hovivdtve instruments and related hed
items affect an entity’s financial position, finaaicperformance and cash flows. The new requiremapply to derivative instruments and non-
derivative instruments that are designated andifguaé hedging instruments and related hedged itacesunted for under SFAS 133. °
Statement is effective for fiscal years and intepieniods beginning after November 15, 2008. Egplyliaation is encouraged. We are curre
evaluating the impact adoption of this Statemelitiveive on our consolidated financial statements.

In December 2007, the FASB issued Statement No(re#ised 2007)Business CombinationsThis Statement establishes principles
requirements for how the acquirer in a businesshiation recognizes and measures in its finanté&ements the identifiable assets acqu
the liabilities assumed and any noncontrollingriese in the acquiree at the acquisition date failn@. SFAS 141(R) requires information tc
disclosed to enable users of the financial statésnem evaluate the nature and financial effectshef business combination. SFAS 141
(R) applies prospectively to business combinatfonsvhich the acquisition date is on or after tlginning of the first annual reporting pet
beginning on or after December 15, 2008. Early #idops not permitted.

In December 2007, the EITF ratified Issue No. OAtcounting for Collaborative Arrangement8EITF 07-1"). The Issue defint
collaborative arrangements and establishes regorgquirements for transactions between particgppamta collaborative arrangement
between participants in the arrangement and thartigs. EITF 07t is effective for fiscal years beginning after Beter 15, 2008 and inter
periods within those fiscal years. We are evalggtite impact of this Issue on our consolidatedrfaial statements.

NOTE 2 — ACQUISITIONS, DIVESTITURES & OTHER INVESTM ENTS

In accordance with FASB Statement No. 1Blsiness Combination§SFAS 141"), we allocate the cost of acquisitions to the a
acquired and liabilities assumed based on theimagtd fair values. The excess of the cost overfdirevalue of the net assets acquire
recorded as goodwil



United Taconite

Effective July 1, 2008, we acquired the remainirty (rcent interest in United Taconite. Upon consaion of the purchase, ¢
ownership interest increased from 70 percent tog08ent. The acquisition of the remaining nonaahitrg interest was completed in orde
strengthen our core North American Iron Ore busind$ie consolidation of the United Taconite nonadlihg interest, together with o
Northshore property, represents two wh-owned iron ore subsidiaries in North America.

The aggregate acquisition price for the remainimigrest in United Taconite was approximately $450illion, which included cash in t
amount of $104.4 million, approximately $165 mifliof our common shares, and approximately 1.2 oniltons of iron ore pellets, valuec
$181.3 million, to be provided throughout 2008 &2869. The value of the iron ore pellets was deteeghibased on estimated iron unit cor
of 65 percent at the 2008 Eastern Canadian peltt pf approximately $2.33 per iron unit on Ju@; 2008.

The purchase agreement included a provision whaske ghe seller the right to put the common shaaek o us for $165 million of ca
if the shares were not registered by a specifigd. des a result of this provision, a current lidthilof $165 million was recorded in the th
guarter of 2008 af/nregistered common shares issymibr to the shares being registered. The purclhasesale agreement related to
acquisition also provided for a belawarket guarantee if our stock value should dedtiomn the date of closing of the transaction todhwesing
share price on the trading day immediately priotht® date we filed a resale registration statemétiit the SEC to allow United Mining C
Ltd., a subsidiary of Laiwu Steel Group, to redbk shares received in the transaction. We wergaibl to issue additional share:
compensate United Mining for the decrease. On @ct8bh2008, after the close of the market, we dsamproximately 2.8 million additior
shares to satisfy the belowarket guarantee provision of the agreement, tlyeiietreasing the total shares issued in the trdimgadc
approximately 4.3 million. We filed the registratigtatement for the 4.3 million shares on Octohe€?0®8, and as a result, the $165 mil
previously recorded ddnregistered common shares issweas reclassified t&hareholders’ Equityn the fourth quarter and reflected as ¢
on the Statement of Consolidated Financial Posdidbecember 31, 2008.

The Statement of Consolidated Financial PositiomfaBecember 31, 2008 reflects the acquisitionhaf temaining interest in Unit
Taconite, effective July 1, 2008, under the purehamethod of accounting in accordance with SFAS T4k transaction constituted a ¢
acquisition of a noncontrolling interest. As of tii@te of the step acquisition of the noncontrollinigrest, the then historical cost basis o
noncontrolling interest balance was eliminated, #ralincreased ownership obtained was accountebyfamcreasing United Taconitebasi
from historical cost to fair value for the portiaf the assets acquired and liabilities assumeddbasethe 30 percent additional owner:
acquired.

We are in the process of conducting a valuatiothefassets acquired and liabilities assumed rekatétle acquisition, most notak
property, plant and equipment, mineral reserves, sales contracts, and the final allocation will hade when completed. According
allocation of the purchase price is preliminary anthject to modification in the future. The followi represents the preliminary allocatiol
the aggregate purchase price as of the date ofsitoojr



(In Millions)

Purchase pric $ 450.7
Carrying value of net assets acqui $ 25¢%
Fair value adjustment
ASSETS
Land 7.5
Plant and equipmel 90.¢
Mineral reserve 480.€
Intangible asset 75.4
LIABILITIES
Below market sales contrac (228.9)
Fair value of net assets acquil $ 450.7

The intangible assets acquired include $72.3 milkad $3.1 million of permits and leases, respebtivSee NOTE 3 NTANGIBLE
ASSETS AND LIABILITIES for further information.

Portman Share Repurchase and Buy

On May 21, 2008, Portman authorized a tender effeepurchase up to 16.5 million shares, or 9.3@g of its common stock. At tt
time, we owned approximately 80.4 percent of thé difllion shares outstanding in Portman and indéidave would not participate in 1
tender buyback. The tender period closed on Jun2@8B. Under the buyback, 9.8 million fully paidimary shares were tendered at a pri
$14.10 (A$14.66) per share. The total considergt@id under the buyback was $136.5 million (A$148i8ion). As a result of the buybac
our ownership interest in Portman increased frord @@rcent to 85.2 percent.

On September 10, 2008, we announced amaifket takeover offer to acquire all of the shaneBortman that we did not already o
The offmarket tender offer for Portman Limited closed oavBimber 3, 2008, at which time we had received éenaf Portman shai
sufficient to give us a 99.3 percent ownership rgge in Portmars outstanding shares. We subsequently proceeddd avitompulsor
acquisition of the remaining shares at a purchame pf approximately $348.6 million (A$528.4 mdii) and at December 31, 2008 had
ownership of Portman. A portion of the purchasegror the acquisition of the remaining interestHartman was financed through
revolving credit facility. Refer to NOTE 5 — DEBTND CREDIT FACILITIES for further information.

Each of these transactions constituted a step sitiqui of a noncontrolling interest. In accordamdéh SFAS 141, we have accounted
the acquisition of the noncontrolling interest iarfhan by the purchase method. As a result of stmh acquisition, the then historical «
basis of the noncontrolling interest balance wasiced to the extent of the percentage interest 3tie increased ownership obtained was
accounted for by increasing Portmsutvasis from historical cost to fair value for fimtion of the assets acquired and liabilities assilibase
on the additional ownership acquired.

We are in the process of conducting a valuatiotmefassets acquired and liabilities assumed retatedch step acquisition, most nota
inventory, mineral reserves and plant and equipmemd the final allocations will be made when coatgdl. Accordingly, allocation of t
purchase price related to each transaction isrpirgdiry and subject to modification in the future.

The following represents the preliminary allocatifrthe aggregate purchase price paid to acquitle the additional 4.8 percent intel
and the remaining 14.8 percent interest in Portasaof each date of acquisitic



(In Millions)

Purchase pric $ 499.¢
Carrying value of net assets acqui $ 85.¢
Fair value adjustment
Inventory 59.1
Plant and equipmel 18.€
Mineral reserve 238.:
Intangible assel 40.1
Deferred tax asst 58.%
Fair value of net assets acquil $ 499.¢

The intangible assets acquired represent mininquiperassociated with Portman’s operations. See NGO THENTANGIBLE ASSETS
AND LIABILITIES for further information.

While we increased the carrying value of Portrsamét assets upon each step acquisition, underahastincome tax law we could ol
step up the tax base of Portmamiet assets once we obtained 100 percent ownep$Hortman and elected to include the entity im
Australian consolidated income tax return. Uponchase of the initial 80.4 percent interest andatiditional 4.8 percent interest acqu
through the share repurchase, we had recordedreléfeax liabilities. However, upon acquisition detremaining 14.8 percent interest,
overall difference between the carrying value amel tax bases of Portmanhet assets, excluding goodwill, for which amaitian is nc
deductible under Australian income tax laws, reslilh a deferred tax asset. In conjunction withghechase accounting for the additional .
percent interest, the offset to the deferred taetaand reversal of the existing deferred tax litgbivas the elimination of goodwill. Refer
NOTE 10- INCOME TAXES for further information.

PinnOak

On July 31, 2007, we completed our acquisition@d percent of PinnOak, a privately-owned Unitede&dtg@roducer of high-quality, low-
volatile metallurgical coal. The acquisition furtkd our growth strategy and expanded our diverdifion of products for the integrated s
industry. The assets acquired consisted primafilgoal mining rights and mining equipment and arelided in our North American C¢
segment. The purchase price of PinnOak and itsdiabg operating companies was $450 million in ¢aghwhich $108.4 million was deferr
under the initial purchase agreement until Decerthie2009, plus the assumption of approximatelyOhilion in debt, which was repaid
closing. The deferred portion of the purchase pwes discounted using a six percent craedijuisted risk free rate and was recorded as
million of Deferred paymentn the Statement of Consolidated Financial Posditddecember 31, 2007. The purchase agreemeninalsded
contingent earn-out, which ranged from $0 to apjpnaxely $300 million dependent upon PinnQalerformance in 2008 and 2009. #
result, a liability was recorded representing tbesér of the maximum amount of contingent considerar the excess prior to the pro |
allocation of purchase price. The contingent comsition totaled $99.5 million at December 31, 2007.

The Statements of Consolidated Financial Posittoafdecember 31, 2008 and 2007 reflect the adgnsdf PinnOak, effective July &
2007, under the purchase method of accounting.tdtaé cost of the acquisition had been allocateth® assets acquired and the liabil
assumed based upon their estimated fair valudeatdte of the acquisition. We finalized the pusehgrice allocation in the second quarte
2008 as follows



(In Millions)

ASSETS
Current assel $ 80.
Property, plant and equipme 156.7
Mineral rights 676.t
Asset held for sal 14.C
Other asset 3.7
Total asset $ 931.7
LIABILITIES
Current liabilities $ 62t
Long-term liabilities 268.(
Total liabilities 330.t
Purchase pric $ 601.:

On October 3, 2008, we entered into a payment ageewith the former owners of PinnOak, to accetethe payment of the defer
portion of the purchase price and settle the cgetih earmsut associated with the initial purchase agreeniéntler the settlement agreem
we issued four million of our common shares toftivener owners in PinnOak. Issuance of the sharésfied all of our payment obligations
connection with the PinnOak acquisition. Under élgeeement, we also agreed to file a resale retisiratatement with the SEC to allow
former owners of PinnOak to sell the shares reckivethis transaction. We filed the registratioatstent for the four million shares
October 7, 2008.

The fair value of the four million shares issueds#453.1 million based on a closing stock pric38.27 on October 3, 2008. The t
book value of the liability recorded at the dateseftlement, including both the deferred payment emntingent consideration, was $21
million. Therefore, in accordance with the provigsoof SFAS 141, the excess liability was allocatededuce proportionately the amot
assigned to the lonlived assets acquired, including mineral rights2.89million, property, plant and equipment, $17.#ian, and land, $1.
million. As a result of the allocation, depreciatiwas reduced by approximately $0.5 million, ana#ipation of mineral rights was reducec
approximately $0.3 million in 2008.

AusQues

On September 11, 2008, we announced a strategémadl and subscription and option agreement witsQuest, a publiclyradec
minerals exploration company in Australia whoserabare traded on the ASX. Under the agreemenhegaave acquired a 30 percent f
diluted interest in AusQuest through a staged issei@f shares and options. With the approval ofQuests shareholders and clearance f
the Australian Foreign Investment Review Board,mede an initial $18.0 million (A$26 million) invesent at $0.28 per share (A$0.40
share) and appointed a representative to the Aug@uoard of directors. This strategic alliance ftes us with both the right to participats
AusQuest’s future raising of capital, as well agaia rights in relation to any future sale or atdésposal of AusQuest’explorative assets. C
30 percent ownership interest in AusQuest, in whiehdo not have control but have the ability toreise significant influence over operat
and financial policies, is accounted for underehaity method.

Amapa

On March 5, 2007, we acquired a 30 percent interettie Amapa Project, a Brazilian iron ore projeébtough the acquisition of 1
percent of the shares of Centennial Amapa for apprately $133 million. The remaining 70 percentArhapa was previously owned
MMX, a Brazilian company which managed the congtamcand operations of Amapa while we supplied $eipental technical support.
August 5, 2008, Anglo consummated the acquisitioa controlling interest in MMX’s 51 percent intstén the MinasRio iron ore project ar
its 70 percent interest in Amapa and assumed mamagecontrol over the venture.

The Amapa Project consists of a significant iroe deposit, a 19RHometer railway connecting the mine location to existing pol
facility and 71 hectares of real estate on the barikhe Amazon Rive



reserved for a loading terminal. The Amapa Prapagfan production of sinter fines in ldd@cember 2007. Anglo has indicated that it plai
complete construction of the concentrator and oomtito rampip operations. Once fully operational, productientargeted at 6.5 millic
tonnes of fines products annually.

Total project funding requirements are estimatedeaobetween $550 million and $650 million (Compamare $165 million to $1!
million), including approximately $415 million to4$0 million (Company share $125 million to $147 Iil) to be funded with project de
and approximately $135 million to $160 million (Cpamy share $40 million to $48 million) to be fundeith equity contributions. As
December 31, 2008 and 2007, Amapa had debt outstanflapproximately $493 million and $419 milliorespectively. We are committec
funding 30 percent of the equity contributions &age guaranteed 30 percent of the total debt adstg, or $148 million and $101 million,
December 31, 2008 and 2007, respectively, untilpttegect meets certain performance criteria. Apprately $210 million of shorterm dek
is due to mature during the first quarter of 2008, along with Anglo, are currently negotiating endions for these shadfm obligations
Refer to NOTE 5 — DEBT AND CREDIT FACILITIES for fther information.

Under the majority ownership of MMX, Amagafunctional currency was previously determinedé¢othe Brazilian real. The analy
performed to determine the functional currencyhattime indicated a mixed outcome assessment géghtiment determining economic fact
as set forth under SFAS No. R2greign Currency Translatioff*SFAS 52”), including, for example, sales being priced in WdBllars an
operating costs being largely incurred in Brazili@al. The change in control of Amapa to Anglo inglist 2008 resulted in the review
financial, operating and treasury policies of timitg under new management. This, along with reedffdrts to mitigate exposures relate:
fluctuations in foreign currency exchange ratesilted in the reassessment of the accounting plesiglated to the determination of Amapa’
functional currency during the fourth quarter o080

SFAS 52 lists six indicators to consider in ideyitify the functional currency of a foreign entityast flow, sales prices, sales mai
expenses, financing, and intercompany transactmasarrangements. The following is a summary of leewain of the functional currer
indicators listed in SFAS 52 have been affectedelognt changes in the economic facts and circurossainfluencing our operations at Ama

Intercompany Transactions and ArrangemeAtfiapa continues to experience delays with projactpup and currently has insufficie
resources in place to address the stprissues, including project construction overryreduction delays and lower volumes. With lim
cash inflows currently being generated from sage®mues, Amapda has had to place a greater rel@ncapital contributions from the eqt
partners than initially anticipated. It is estindhtbat a total of between $50 million and $100 imiillin capital funding will be required in 20
in order to keep the project operating. The soofdbe equity contributions from both owners is ofi).S. dollar denominated accounts.

Financing. The current debt arrangements indicate a shifthen dverall financing structure toward U.S dollandminated debt.
addition, as a result of the change in control,zBien real currency exposure exists in the comsdéd accounts. This has caused a char
local management’s approach to currency risk ntitgaand treasury policies. As a result, Amaptieasury function will focus on reduc
exposure to the Brazilian real and will act unde instruction of Anglo to reduce currency exposather than operating autonomously
addition, Amapa is now managed on a U.S. dollaisbasd is required to report and monitor ongoiagfgrmance in U.S. dollars.

Sales Price and MarkeAmap@s sales are priced in U.S. dollars, based on iatienmal iron ore prices, which are set annually.ilé/this
does not reflect a change from the factors thatvwpeesent when Amagfunctional currency was initially determined, eetprice increase
greater than previously anticipated, have resuttddgher revenues being generated on U.S. doliaeg¢ commodities.

Consideration of each of these factors in the aggjeejustified a change in the functional curreofyAmapa. As a result, effecti
October 1, 2008, we changed the functional currexfckmapéa from the local currency to the U.S. dofieporting currency primarily due
changes in the debt structure under which theyeistiinanced as well as changes in the treasigly,nitigation and financial reporting polic
under whick



the entitys operations are managed, resulting in the U.Sardbkcoming the currency of the primary econommgimnment in which tr
business operates.

In 2008, adjustments resulting from translatingfdreign currency financial statements of Amapa itte U.S. dollar have been inclu
as a separate component of accumulated other chemmsize loss. The cumulative translation adjustnaaied $44.6 million as of the date
the change in functional currency. In accordandd ®FAS 52, changes in functional currency frororgifjn currency to the reporting curre
are accounted for on a prospective basis. Therefren the change in the functional currency toWh®. dollar, Amapa no longer gener:
such translation adjustments, and the translatezliate for nonmonetary assets at September 30, 2808 become the accounting basis
those assets in the period of the change and sudstegeriods. The cumulative translation adjustsiéram prior periods will continue
remain a component of accumulated other comprebeifizss until the time we decide to sell or liquaaur investment in Amapa.

Sonoma

On April 18, 2007, we executed agreements to ppdtie in Sonoma, a coking and thermal coal prdzited in Queensland, Austra
As of December 31, 2007, we invested $120.1 millionacquire and develop mining tenements and eklaifastructure including ti
construction of a washplant, which will produce ldoameet the growing global demand. In 2008, wested an additional $12.8 million in
project. Our total investment in Sonoma is estimhdtebe approximately $132.9 million. Immediatehegeding our investment in the Sonc
Project, QCoal owned exploration permits and apgibeis for mining leases for the real estate thatvolved in the Sonoma ProjectMining
Assets”); however, development of the Mining Assets requgigsificant infrastructure including the constroctiof a rail loop and relat
equipment (“Non-Mining Assets”) and a facility thptepares the extracted coal for sale (the “Wasltf)laPursuant to a combination
interrelated agreements creating a structure wigesebown 100 percent of the Washplant, 8.33 peroktite Mining Assets and 45 percen
the NonMining Assets of Sonoma, we obtained a 45 perceon@mic interest in the collective operations ofn@wna. The followin
substantive legal entities exist within the Sona@tmacture:

» CAC, a wholly owned Cliffs subsidiary, is the coitdor Cliffs’ investment in Sonomi

« CAWO, a wholly owned subsidiary of CAC, owns the $hjplant and receives 40 percent of Sonoma coaluptimsh in exchanc
for providing coal washing services to the remaggnrfonoma participant

« SMM is the appointed operator of the mine assets-mine assets, and the Washplant. We own a 45 pargengst in SMM
* Sonoma Sales, a wholly owned subsidiary of QCsahe sales agent for the participants of the egtithcted and processed in
Sonoma Projec
The objective of Sonoma is to mine and processngpkind thermal coal for the benefit of the partcis. Pursuant to the terms of
agreements that comprise the Sonoma Project, @iftaigh CAC:

* Paid $34.9 million of the total estimated cost 87$% million for an 8.33 percent undivided intergsthe Mining Assets and a
percent undivided interest in the M-Mining Assets and other expenditures, .

* Paid $85.2 million of the total estimated cost 80# million to construct the Washplant for a tatatestment of approximate
$127.7 million.

While the individual components of our investmerg disproportionate to the overall economics ofitlvestment, the total investmen
the same as if we had acquired a 45 percent intieréise Mining Assets and had committed to funddidgpercent of the cost of developing
Non-Mining Assets and the Washpla



In particular, the terms of the interrelated agreets under which we obtain our 45 percent intgpestide that, we, through a wholly owr
subsidiary, constructed and hold title to the Wéestip We wash all of the coal produced by the Scméroject for a fee based upon a co
wash plus an arrangement such that we only bepedfnt of the cost of owning and operating the Mgksnt. In addition, we have commit
to purchasing certain amounts of coal from the ofiegticipants such that we take title to 45 petradrnthe coal mined. In addition, seve
agreements were entered into which provide forallecation of mine and Washplant reclamation oltiayes such that we are responsible
45 percent of the reclamation costs. Lastly, mamegge agreements were entered into that allocatedbes of operating the mine to e
participant based upon their respective ownershigrésts in SMM, 45 percent in our case. Once t& is washed, each participant t
engages Sonoma Sales to sell their coal to thirtilegdor which Sonoma Sales earns a fee undeg@ement with fixed and variable eleme

The legal entities were evaluated for consolidatinder FIN 46(R) as follows:

CAWO — CAC owns 100 percent of the legal equity in CAWOwWever, CAC is limited in its ability to make sifjoant decisions abo
CAWO because the significant decisions are madehgubject to approval of, the Operating Commititthe Sonoma Project, of which C,
is only entitled to 45 percent of the vote. As aule we determined that CAWO is a VIE and that C#&luld consolidate CAWO as
primary beneficiary because it absorbs greater B@apercent of the residual returns and expectese

Sonoma Sales —We, including our related parties, do not have ngtiights with respect to Sonoma Sales and arepady to an
contracts that represent significant variable gges in Sonoma Sales. Therefore, even if Sonones Sadre a variable interest entity, it has |
determined that we are not the primary beneficéary therefore would not consolidate Sonoma Sales.

SMM — SMM does not have sufficient equity at risk andhisrefore a VIE under FIN 46R. Through CAC, we haw5 percent votir
interest in SMM and a contractual requirement imbeirse SMM for 45 percent of the costs that ituirscin connection with managing
Sonoma Project. However, we, along with our relgadies, do not have any contracts that wouldeagsto absorb greater than 50 perce
SMM'’s expected losses, and therefore, we are not egesido be the primary beneficiary of SMM. Thus, aseount for our investment
SMM in accordance with the equity method rathentbaensolidate the entity. The effect of SMM on Goancial statements is determined t
minimal.

Mining and Non-Mining Assets —Since we have an undivided interest in these assetsSonoma is in an extractive industry, we
pro rata consolidated our share of these assetsamtslin accordance with EITF 00-1.

Mining operations reached a milestone in Decembéi7 2when the first coal was extracted from theenevere flooding at the mine
mid-February 2008 caused delays in scheduled shipmElatsever, despite these factors, our share of totatiuction in 2008 reach
approximately 1.1 million tonnes with sales voluai®.9 million tonnes. In addition, for the yearded December 31, 2008, Sonoma gene
average revenue of $132 per tonne, and per torsis aere $75 for the year.

We have entered into arrangements with providersredit facilities to guarantee our 45 percent shafrcertain Sonoma performal
requirements relating to environmental complianug tmke-orpay provisions of port and rail contracts. At Debem31, 2008 and 2007, our
percent of such guarantees amounted to $8.8 malieh$9.5 million, respectively.

Sale of Synfuel

On June 4, 2008, we completed the sale of our whlined subsidiary, Cliffs Synfuel Corp. (“SynfuelUnder the agreement, Oil Sh
Exploration Companyskyline, LLC acquired 100 percent of Synfuel ford$illion. As additional consideration for the dto@ perpetui
nonparticipating royalty interest was granted @iy equal to $0.02 per barrel of shale oil andd¥(er barrel of shale oil produced from la



covered by existing State of Utah oil shale leapkss 25 percent of royalty payments from converdlmil and gas operations. We record
gain of $19 million upon completion of the transawct

Alpha Natural Resource

On November 17, 2008, we announced the terminaifothe definitive merger agreement with Alpha NatuResources, Inc., unc
which we would have acquired all outstanding shafe8lpha, as previously announced on July 16, 2@&h our Board of Directors a
Alpha’s Board of Directors made the decision after cangig various issues, including the current maavoemic environment, uncertainty
the steel industry, shareholder dynamics, and igks rand costs of potential litigation. Considerthgse issues, each board determinec
termination of the merger agreement was in the inéstest of its equity holders. Under the termshef settlement agreement, we were req
to pay Alpha a $70 million termination fee, whickasvfinanced through our revolving credit facilitydapaid in November 2008. As a res
$90.1 million in termination fees and associateguésition costs were expensedthe fourth quarter of 2008 upon termination o definitive
merger agreement.

NOTE 3 — INTANGIBLE ASSETS AND LIABILITIES

Following is a summary of intangible assets andilittes at December 31, 2008, based upon our mpieéiry purchase price allocatic
related to recent acquisitions completed in 2008:

(In Millions)
Gross Carrying Accumulated Net Carrying
Classification Amount Amortization Amount
Definite lived intangible asset
Permits Intangible asset $ 109.: $ (1.8 $ 107t
Leases Intangible asset 3.1 (1.0 2.1
Total intangible asse $ 112.¢ $ (2.9 $ 109.€
Below-market sales contrac Current liabilities $ (30.9) $ — $ (30.9
Below-market sales contrac Long-term liabilities (198.%) 15.1 (183.6)
Total belov-market sales contrac $ (229.0 $ 15.1 $ (2139

The intangible assets are subject to periodic dratidn on a straighline basis over their estimated useful lives. Pexrare bein
amortized over estimated useful lives ranging fitito 28 years, and leases are being amortizedestienated useful liveanging from 1.5 t
4.5 years. Amortization expense relating to inthlggassets was $2.8 million for the year ended Bxes 31, 2008. The estimated amortize
expense relating to intangible assets for eachtheffive succeeding fiscal years is as follows: 260%6.9 million, 2010 — %.1 million,
2011 — $5.1 million, 2012 — $5.1 million, and 2043%$5.0 million.

The belowmarket sales contracts are classified as a lighiliid recognized over the terms of the contracks¢lwrange from 3.5 to €
years. The following amounts will be recognizecearnings related to the bel-market sales contracts for each of the five sudogefisca
years: 200¢— $30.3 million, 2010 — $30.3 million, 2011 — $3G8llion, 2012 — $27.0 million, and 2013 — $27.0llion.

Intangible assets subject to amortization are vestiefor potential impairment whenever eventxiocumstances indicate that carry
amounts may not be recoverable.

NOTE 4 - MARKETABLE SECURITIES
At December 31, 2008 and 2007, we had $30.2 mildioth $74.6 million, respectively, of marketablewséies as follows



(In Millions)

December 31

2008 2007

Held to maturit—current $ 4.8 $18.¢
Held to maturit—nor-current 14.2 25.¢
19.C 447

Available for sal—nor-current 11.2 29.¢
Total $30.2 $74.€

Marketable securities classified as heldtaturity are measured and stated at amortized Thstamortized cost, gross unrealized ¢
and losses and fair value of investment secutitég-to-maturity at December 31, 2008 and 200%&aremarized as follows:

December 31, 2008 (In Millions)

Amortized Gross Unrealized Fair
Cost Gains Losses Value
Asset backed securiti $ 21 $— $ (0.6 $1E
Floating rate note 16.€ — (1.7) 15.¢
Total $ 19 $— $ (1L.7)  $17.C

December 31, 2007 (In Millions)

Amortized Gross Unrealized Fair

Cost Gains Losses Value
Asset backed securitir $ 231 $— $ (1.9 $21.7
Floating rate note 21.€ — (0.7 21.t
Total $ 44 $— $ (1.5 $43.2

Investment securities held-to-maturity at Decen8igr2008 and 2007 have contractual maturities l&safs:

(In Millions)
December 31
2008 2007
Asset backed securitie
Within 1 year $— $18.¢
1to 5 year: 2.1 4.2
$21 $23.1
Floating rate note:
Within 1 year $48 $—
1to 5 year: 12.1 21.€
$16.¢ $21.€

The following table shows our gross unrealizeddgsand fair value of investment securities heldaedurity, aggregated by investm
category and length of time that individual secesithave been in a continuous unrealized lossipnsidt December 31, 2008 and 20



Asset backed securitit
Floating rate note

Asset backed securitit
Floating rate note

Less than 12 months (In Millions)

December 31, 200: December 31, 200°
Unrealized Unrealized
Fair Fair
Losses Value Losses Value
$ — $— $ 14 $21.7
0.1 1.7 0.1 21.t

$ 01 $ 1.7 $ 15 $43.2

12 months or longer (In Millions)

December 31, 200: December 31, 200
Unrealized Unrealized
Fair Fair
Losses Value Losses Value
$ 06 $15 $ — $—
1.C 14.1 — —
$ 1.6 $15.€ $ — $—

We believe that the unrealized losses on the hetdaturity portfolio at December 31, 2008 are tempoi@nd are related to mar
interest rate fluctuations and not to deterioratiothe creditworthiness of the issuers. We intendold these investments until maturity.

Marketable securities classified as available-flesare stated at fair value, with unrealized hgdjains and losses included@thel
comprehensive incomeThe amortized cost, gross unrealized gains asgek and fair value of investment securities avigitéorsale a

December 31, 2008 and 2007 are summarized as fallow

Equity securities (without contractual maturi

Equity securities (without contractual maturi

(In Millions)
December 31, 2008
Amortized Gross Unrealized
Fair
Cost Gains Losses Value
$ 120 $ — $ (0.8 $11:
(In Millions)
December 31, 200
Amortized Gross Unrealized
Fair
Cost Gains Losses Value
$ 14.2 $ 15.7 $ — $29.¢

We own 9.2 million shares of PolyMet Corp commauckt representing 6.7 percent of issued sharegesult of the sale of certain la
crushing and concentrating and other ancillarylifees located at our Cliffs Erie site (formerly oad by LTVSMC) to PolyMet. We have 1
right to participate in up to 6.7 percent of antufe financing, and PolyMet has the first righttmuire or place our shares should we choc
sell. We classify the shares as available-for-saleé record unrealized mark-to-market changes infalievalue of the shares througbthel
comprehensive incongach reporting period, unless the loss is deembd tither than temporary.

During 2008, Portman acquired 24.3 million shafeGalden West, a Western Australia iron ore exgloracompany. Golden West ow
the Wiluna West exploration ore project in WestAustralia, containing a resource of 126 million rieetons of ore. The investment provi
Portman a strategic interest in Golden West anduivdilWest. Our ownership in Golden West represepgsoaimately 17 percent of
outstanding shares at December 31, 2008. Acquisitidhe shares represented an original investimeapproximately $22 million. We do r
exercise significant influence, and at December2B08, the investment is classified as an availfditesale security. Accordingly, we rect

unrealized mai-to-market changes |



the fair value of the investment througbther comprehensive incomeach reporting period, unless the loss is deemeblet@ther tha
temporary.

In 2008, we recorded impairment charges of $25lliomirelated to declines in the fair value of @wailable-forsale securities which \
concluded were other than temporary. As of DecerBheR008, our investments in PolyMet and GolderstVed fair values totaling $t
million and $4.7 million, respectively, comparedthva cost of $14.2 million and $21.8 million, resfpeely. The metals and mining indus
and our investees are susceptible to changes d.Beand global economies and the industrieseif ttustomers. Their principal customers
part of the global steel industry, and their busges have been adversely affected by the slowdéwreaglobal economy, particularly duri
the last quarter of 2008 when our investments becanpaired. The severity of the impairments in tielato the carrying amounts of !
individual investments is consistent with the mao@nomic market and industry developments. Howewerhave evaluated the ndarsr
prospects of the issuers in relation to the sevarnt rapid decline in the fair value of each @fsthinvestments, and based upon that evalu
we could not reasonably assert that the impairnpeniod would be temporary primarily as a resultttod global economic crisis and
corresponding uncertainties in the market.

NOTE 5 — DEBT AND CREDIT FACILITIES

On June 25, 2008, we entered into a $325 milliovape placement consisting of $270 million of 6f&rcent Five¥ear Senior Notes d
June 15, 2013, and $55 million of 6.59 percent Betear Senior Notes due June 15, 2015. Interestbailpaid on the notes for both tranc
on June 15 and December 15 until their respectiegurities. The notes are unsecured obligations witerest and principal amou
guaranteed by certain of our domestic subsidiafibe.notes and guarantees were not required tedistered under the Securities Act of 1!
as amended, and were placed with qualified ingtitad investors. We used the proceeds to repaypseansecured indebtedness and for ge
corporate purposes.

The terms of the note purchase agreement contaioroary covenants that require compliance withageifinancial covenants based
(1) debt to earnings ratio and (2) interest covenadio. As of December 31, 2008, we were in coamgé with the financial covenants in
note purchase agreement.

On August 17, 2007, we entered into a firear unsecured credit facility with a syndicatel8ffinancial institutions. The facility provid
$800 million in borrowing capacity, comprised ofG82million in term loans and $600 million in revolg loans, swing loans and letters
credit. Loans are drawn with a choice of interasés and maturities, subject to the terms of theeagent. Interest rates are either (1) a r
from LIBOR plus 0.45 percent to LIBOR plus 1.125qmnt based on debt and earning levels or (2) tineeprate or the prime rate plus 1..
percent, based on debt and earnings. The credityfdas two financial covenants based on: (1)tdetearnings ratio and (2) interest cove
ratio. As of December 31, 2008 and 2007, we wemimpliance with the financial covenants in theddragreement.

As of December 31, 2008 and 2007, no revolving $oand $240 million in revolving loans, respectivelyere drawn under the cre
facility and the principal amount of letter of ciedbligations totaled $21.5 million and $16.2 rioiil, respectively. We also had $200 mill
drawn in term loans, with $578.5 million and $343r8llion of borrowing capacity available under t800 million credit facility &
December 31, 2008 and 2007, respectively. The weighverage annual interest rate for outstandimglving and term loans under the cr
facility was 5.02 percent and 5.81 percent as ofebeber 31, 2008 and 2007, respectively. After tfiece of interest rate hedging,
respective weighted average annual borrowing raeze 5.10 percent and 5.68 percent in 2008 and,286f@ectively.

Portman has a $27.6 million (A$40 million) mudption facility, under which an $82.9 million (A$Q2nillion) cash facility was add
effective June 23, 2008 and terminated on SepteB®e2008. The $27.6 million (A$40 million) mulbigtion facility, which was finalized
April 2007, has a floating interest rate of 20 bgsdints over the 98@ay bank bill swap rate in Australia. The outstagdbank commitmen
totaled $18.8 million (A$27.2 million) and $8.6 fioh (A$12.5 million) in performance bonds, redugihorrowing capacity to $8.8 milli
(A$12.8 million) and $19.0 million (A$27.5) millioat December 31, 2008 and 2007, respectively. @h#ity agreement contains financ
covenants as follows: (1) debt to earnings ratid @)



interest coverage ratio. As of December 31, 2008 2007, Portman was in compliance with the financ@enants of the credit facil
agreement. On February 9, 2009, Portman enteredaimtamending deed, which added a $55.3 million8QAghillion) cash facility to th
existing multi-option facility. The cash facilityidinot cause any change to the financial covenanpéace under the multption facility. We
have provided a guarantee of the combined faa|itdong with certain of our Australian subsidiarie

In 2005, Portman secured five-year financing frasmdustomers in China as part of its Idegn sales agreements to assist witt
funding of the expansion of its Koolyanobbing mipioperations. The borrowings, totaling $5.4 millemd $6.2 million at December 31, 2!
and 2007, respectively, accrue interest annualfivatpercent. The borrowings require a principayment of approximately $0.8 million p
accrued interest to be made January 31, 2009 tkdthalance due in full on January 31, 2010.

At December 31, 2008 and 2007, Amapé had totakptaebt outstanding of approximately $493 millaand $419 million, respective
for which we have provided a several guaranteeuwr86 percent share. At December 31, 2008, Amapé&dtal shortterm loans outstandil
of $210.3 million for which we provided a severalagantee on our share. We have provided severahigiees on our 30 percent share o
total debt outstanding, or $148 million and $101liori, at December 31, 2008 and 2007, respectiv@ly: estimate of the aggregate fair vi
of the outstanding guarantees is $6.7 million aBedember 31, 2008, which is reflecteddther Liabilitieson the Statements of Consolide
Financial Position. The fair value was estimatethgi® discounted cash flow model based upon theaspbetween guaranteed and non-
guaranteed debt over the period the debt is expp@otbe outstanding. Capital contributions in 2@d8l 2007 totaled $106 million (Comp:
share $32.0 million) and $89 million (Company sh$26.7 million), respectively. Amapa and its lerelbave agreed to suspend all oper:
and financial loan covenants with the exceptiodetft to equity ratio requirements through June2809.

Substantially all of the financial debt instrumeatg carried at fair value or contracted amoundd #pproximate fair value. Refer
NOTE 11- FAIR VALUE OF FINANCIAL INSTRUMENTS for furthernformation.

NOTE 6 — SEGMENT REPORTING

Our company is organized and managed accordingradupt category and geographic location: North Apaar Iron Ore, Nort
American Coal, Asia Pacific Iron Ore, Asia Pacifical and Latin American Iron Ore. The North Amenideon Ore segment is comprisec
our interests in six North American mines that fdeviron ore to the integrated steel industry. Noeth American Coal segment is compri
of our two North American coking coal mining comyss that provide metallurgical coal to the integdasteel industry. The Asia Pacific |
Ore segment, which is comprised of Portman, istemtéin Western Australia and provides iron oretéelproducers in China and Japan. T
are no intersegment revenues.

The Asia Pacific Coal operating segment is comgriskeour 45 percent economic interest in Sonomeatkd in Queensland, Austra
which is in the early stages of production. Thein.&merican Iron Ore operating segment is comprisedur 30 percent Amapa interes
Brazil, which is also in the early stages of prddre As a result, the Asia Pacific Coal and Latimerican Iron Ore operating segments dc
meet reportable segment disclosure requirementshanefore are not separately reported.

We evaluate segment performance based on salesnmdegined as revenues less cost of goods soldtifiddle to each segment. T
measure of operating performance is an effectivasmement as we focus on reducing production tlasisghout the Company.

The following table presents a summary of our regimle segments for the years ended December 318, 27 and 2006.
reconciliation of segment sales margin to incomenfcontinuing operations before income taxes amityetpss from ventures is as follown



Revenues from product sales and servi
North American Iron Or
North American Cos
Asia Pacific Iron Ore

Other

Total revenues from product sales and servicesefuortable segmen

Sales margin

North American Iron Or
North American Cos
Asia Pacific Iron Ore

Other

Sales margil
Other operating expen:
Other income (expens
Income from continuing operations before incometaand equity loss frol

ventures

Depreciation, depletion and amortizati
North American Iron Or
North American Cos
Asia Pacific Iron Ore

Other

Total depreciation and amortizati

Capital additions (1)
North American Iron Or
North American Cos
Asia Pacific Iron Ore

Other

Total capital addition

Assets:

North American Iron Or
North American Cos
Asia Pacific Iron Ore

Other

Total asset

(1) Includes capital lease additiot

(In Millions)

2007

2006

$2,369.¢ 66%

346.5 10%
769.¢ 21%
123. 3%

$3,609.. 10(%

$1,745.« 7%
85.2 4%
444 ¢ 19%

$2,275.; 10(%

$1,560.7 81%
— 0%
361.C 19%
— 0%
$1,921.7 10(%

We have three customers which individually accdontmore than 10 percent of our consolidated prbdercenue. Total revenue fre
these customers represents approximately $1.6mmil1.1 billion, and $1.0 billion of our total cswlidated product revenue in 2008, 2007
2006, respectively, and is attributable to our N&tnerican Iron Ore and North American Coal businesgments



Included in the consolidated financial statemengstiae following amounts relating to geographictoans:

(In Millions)
2008 2007 2006
Revenue (1
United State: $1,617.( $1,271.: $1,100.(
China 774.2 419.¢ 367.¢
Canade 573.¢ 382.( 377.2
Japar 263.2 135.7 74.L
Other countrie: 380.¢ 66.5 2.7
Total revenu $3,609.: $2,275.: $1,921.°
Long-lived asset:
Australia $ 763.t $ 691.¢
United State: 1,692.¢ 1,132.°
Total lon¢-lived asset: $2,456..  $1,823.¢

(1) Revenue is attributed to countries basedhenlocation of the customer and includes bBtbduct sales ar
services.The 2007 and 2006 amounts previously incluteyalties and management fe#s$14.5 million an
$11.7 million, respectively

NOTE 7 — ENVIRONMENTAL AND MINE CLOSURE OBLIGATIONS

We had environmental and mine closure liabilitiéssb17.1 million and $130.8 million at December 2008 and 2007, respective
Payments in 2008 were $6.2 million compared witt2$8illion in 2007. The following is a summary ofet obligations at December 31, 2
and 2007:

(In Millions)
December 31
2008 2007
Environmenta $ 16.4 $ 122
Mine closure
LTVSMC 13.¢ 22.t
Operating mines
North American Iron Or 441 61.¢
North American Cos 31.1 20.2
Asia Pacific lron Ore 7.8 9.t
Other 3.8 4.3
Total mine closurt 100.7 118.f
Total environmental and mine closure obligati 117.1 130.¢
Less current portio 12.2 7.€
Long term environmental and mine closure obligat $104.¢ $123.2

Environmental

Our mining and exploration activities are subjecvarious laws and regulations governing the ptaeof the environment. We cond
our operations to protect the public health andrenment and believe our operations are in compeganith applicable laws and regulation
all material respects. Our environmental liabiitief $16.4 million and $12.3 million at December 2008 and 2007 respectively, incluc
obligations for known environmental remediation esyres at active and closed mining operations #met gites, have been recognized b
on the estimated cost of investigation and remexfizat each site. If the cost can only be estimat®é range of possible amounts witt
specific amount being more likely, the minimum bétrange is accrued in accordance with SFAS 5.r&wxpenditures are not discour
unless the amount and timing of the cash disburstsrae readily known. Potential insurance recegehiave not been reflected. Additic
environmental obligations could be incurred, theeekof which cannot be assess



The environmental liability includes our obligat®related to four sites that are independent ofitmur mining operations, two form
iron orefelated sites, two leased land sites where weeasol and miscellaneous remediation obligatiomuabperating units. Three of thi
sites are Federal and State sites where we aredname PRP: the Rio Tinto mine site in Nevada dedKipling and Deer Lake sites
Michigan.

Milwaukee Solvay Sit

In September 2002, we received a draft of a prapédgiministrative Order by Consent from the EPA, dganup and reimbursement
costs associated with the Milwaukee Solvay coketpdie in Milwaukee, Wisconsin. The plant was @ped from 1973 to 1983 by a comp
we acquired in 1986. In January 2003, we complétedsale of the plant site and property to a tpady. Following this sale, we entered |
an Administrative Order by Consent (“Solvay Cons®nder”) with the EPA, the new owner and another third party had operated on
site. In connection with this order, the new owagreed to take responsibility for the removal acémd agreed to indemnify us for all ¢t
and expenses in connection with the removal actiorthe third quarter of 2003, the new owner, atempleting a portion of the remoy
experienced financial difficulties. In an effort ¢ontinue progress on the removal action, we expei®d.9 million in the second half of 20
$2.1 million in 2004 and $0.4 million in 2005 seedrby a mortgage on the property. In September ,2085eceived a notice of complet
from the EPA documenting that all work had beetyfperformed in accordance with the order.

In August 2006, we sold our mortgage on the sit&ast Greenfield. East Greenfield acquired the gage for the assumption of
environmental obligations and a cash payment dSillion. In addition, East Greenfield deposit4l5 million into an escrow account
fund any remaining environmental cleap-activities and to purchase insurance coverateavd5 million limit. In the third quarter of 200ée
reduced our environmental reserve related to tieskyy $2.7 million to reflect our reduced liabjlitSubsequently, in December 2006,
Company and five other PRPs entered an Adminigsgatbettlement Agreement and AOC with the EPA todcoh a Remedi
Investigation/Feasibility Study and to reimburseta@ia response costs incurred by the EPA. In JanR@07, the PRP Group, including
Company, entered into an AOC to conduct a Remeuahastigation/Feasibility Study for the site, talinde surface, subsurface and sedit
sampling. The PRP Group has retained a consultamohduct the site investigation. Following a ser@ meetings with the EPA a
Wisconsin Department of Natural Resources, a wdak ffor the Remedial Investigation/Feasibility Stusas drafted and submitted to
EPA. Comments on the draft were received in Decerab@7 with a final plan being approved by the BRAR008. Milwaukee Solvag' work
group authorized Burns and McDonnell to begin thelementation of the approved Remedial Investigdfieasibility Study. Field activiti
began in the fall of 2008 and will continue inte thpring of 2009. Upon completion of the field walle information will be used to deve
any remedial activities determined by the resuithe remedial investigation.

The Rio Tinto Mine Site

The Rio Tinto Mine Site is a historic undergrourapper mine located near Mountain City, Nevada, ehailings were placed in M
Creek, a tributary to the Owyhee River. Site inigggton and remediation work is being conducteddnordance with a Consent Order betv
the Nevada DEP and the RTWG composed of Cliffsaittt Richfield Company, Teck Cominco American Irpmrated, and E. I. du Pont
Nemours and Company. The Consent Order providetefbmical review by the U.S. Department of thetior Bureau of Indian Affairs, tl
U.S. Fish & Wildlife Service, U.S. Department of daulture Forest Service, the NDEP and the ShostiRaiete Tribes of the Duck Vall
Reservation (collectively, “Rio Tinto Trusteeshe Consent Order is currently projected to comtimith the objective of supporting !
selection of the final remedy for the site. Costs ghared pursuant to the terms of a Participaiigmeement between the parties of the RT
who have reserved the right to renegotiate anyréyparticipation or cost sharing following the cdetjpn of the Consent Orde



The Rio Tinto Trustees have made available for iputdmment their plans for the assessment of NRiz RTWG commented on 1
plans and also are in discussions with the RiodTlirustees informally about those plans. The naifgglan availability is a step in the dam
assessment process. The studies presented irathengly lead to a NRD claim under CERCLA. Theredisnmonetized NRD claim at this time.

During 2006, the focus of the RTWG was on developneé alternatives for remediation of the mine sAedraft of an alternatives stu
was reviewed with NDEP, the EPA and the Rio Tintastees and the alternatives have essentially teskrced to the following: (1) tailin
stabilization and longerm water treatment; and (2) removal of the tgsinAs of December 31, 2008, the estimated costhepfavailabl
remediation alternatives currently range from agjnately $10.0 million to $30.5 million. In recogiain of the potential for an NRD claim, 1
parties are actively pursuing a global settlembat tould include the EPA and encompass both thedel action and the NRD issues
2008, the RTWG parties met for formal mediationtaso occasions to resolve differences over the atioo of any negotiated remedy. -
mediation resulted in substantial progress, andrtbmbers of the RTWG are still negotiating an atemm. Additionally, the RTWG and RTA
met most recently in December 2008 to discuss gpiatte terms for a global settlement based ondtesst investigation results. While a glc
settlement has not been finalized, we expect agemgent will be reached in 2009. We have increasedeserve most recently in 2008 by ¢
million to reflect revised cleanup estimates anst @location associated with our anticipated slofthe eventual remediation costs based
consideration of the various remedial measuresrataded cost estimates, which are currently undegrew. The expense was includec
Selling, general and administrative expenseshe Statements of Consolidated Operations.

Kipling Furnace Site

In November 1991, the MDEQ notified us that it beéd we were liable for contamination at the KigliRurnace site in Kiplin
Michigan and requested that we voluntarily undegtaictions to remediate the site. We owned and tgzkra portion of the site frc
approximately 1902 through 1925 when we sold thepgrty to CITGO Petroleum Company. CITGO, in tuoperated at the site, ¢
thereafter, sold the northern portion of the siteatthird party. This northern portion of the sitas the location of the majority of our forr
operations. CITGO has been working formally with E@ to address the portions of the site impacte€lYGO’s operations on the prope
which occurred between 1925 and 1986. CITGO subthit remedial action plan in August 2003 to the NMDHEowever, the MDE
subsequently rejected this remedial action plaoe@isgy inadequate.

We responded to the 1991 letter by performing adyeblogical investigation at the site in 1996 hafibllow-up monitoring occurring
1998 through 2003. We developed a proposed remadiln plan to address materials associated withfarmer operations at the site.
currently estimate the cost of implementing ourposed remedial action to be $0.3 million, which waseviously provided for in o
environmental reserve. We have not yet implemetitegproposed remedial action plan.

In June 2004, the MDEQ made a new demand to boflOl and the Company to take responsive actionkeaptoperty, includir
development and submittal of a remedial action ptarthe department for approval. CITGO and the Camypagreed to cooperate in
development of a joint remedial action plan as ereged by MDEQ. Additional investigative work aetkite has been undertaken by CIT
At this time, it is unclear whether the MDEQ, orengare of our response activities at the site te,datll require further investigations
implement a remedial action plan going beyond wies already been developed. Conducting furtherstigegtions, revising our propos
remedial action plan, or implementing the plan,ldaesult in higher costs than recorded. In additian access agreement with the cu
owners will be required to conduct the remediation.

Deer Lake

Deer Lake is a reservoir located near Ishpeminghian that historically provided water storagetfar Carp River Power Plant that \
razed in 1972. Elevated concentrations of mercaripéer Lake fish were noted in 1981. Three knowureses of mercury to the lake w
atmospheric deposition, historic use



mercury in gold amalgamation on the west side eflttke, and releases of mercury to the City of éshipg sewer system, including we
assay solutions from a laboratory operated by €lifhe State of Michigan filed suit in 1982 allagithat we had liability for the merct
releases. A Consent Agreement was entered in 19&4réquired certain remediation and mitigationjolvhwas performed, and by 2(
mercury concentrations in fish had declined sigaifitly. Subsequently, we engaged in negotiatiorih thie State to comprehensively
completely resolve our liability for mercury releas An amendment to the Consent Agreement betviiee@dampany and the State was ent
by the Court on November 7, 2006. The agreementigiee for additional remedial measures, Idegn maintenance and provisions for pu
access to various water bodies which we own orrobrAll 2008 activities outlined in the amendedrSent Agreement were completed.

Northshore Air Permit Matter

On December 16, 2006, we submitted an adminisegiermit amendment application to the MPCA witlpees to Northshore' Title V
operating permit. The proposed amendment requelstedeletion of a 30-year old “control cityfionitoring requirement which was uset
assess the adequacy of air emission control equipim&talled in the 1970s. We then received ardeléded February 23, 2007 from the MF
notifying us that our proposed permit amendmentlieeh denied. We appealed the denial to the MitiagSourt of Appeals. Oral argume
on our appeal were held on February 21, 2008. ©het of appeals ruled in MPCA'’s favor.

On July 28, 2008, MPCA issued a Notice of Violation NOV, to Northshore alleging violations relatedthe control city standard frc
March 2006 through October 2007. The NOV states NMuathshore has been in compliance with MPE Aiterpretation of the standard si
October 2007, but requires corrective actions irdato operating and maintaining treatment and robrfacilities to remain in complianc
Subsequent to the court of appealding, Northshore filed a major permit amendmemtAaugust 28, 2008. On November 25, 2008, in resg
to the proposed amendment, MCPA issued an orddartleg that Northshorg’ request to remove the control city standard fitarpermi
constitutes a “projectfor which an Environmental Assessment WorksheeEAW, must be completed. MPCA also stated thatas weasir
all other work on the permit, including its ownatf to create a replacement standard, until thee@mmental review process was complete.

In October 2008, Northshore received the final ltsaf a peereviewed study, which concluded that there areiguificant health effec
related to fibers from Northshore.

Northshore filed an action to challenge the MPEAéquirement for an EAW in Minnesota State Dist@ourt, which is current
pending. If either our appeal is unsuccessful evéfare unable to negotiate an acceptable comgliacisedule, Northshore could be subje
future enforcement actions with respect to itseTitloperating permit if we are unable to meet et requirements as interpreted by MP(

Additionally, as part of Northshorg’permitting of the restart of Furnace 5, Northshisrrequired to certify compliance with air emis
standards within 180 days of operation. During shkeduled compliance testing for Furnace 5, Nodreslexperienced abnormal opera
difficulties and was thereby unable to certify cdiaupce. Northshore received a Notice of Noncommlé@afrom MPCA on December 18, 2(
indicating it considers the facility out of compiize with the testing schedule and reserves thé tagbnforcement, while asking for additio
explanation as to the related causes. Due to ckangmarket demand, Furnace 5 has been idled. dloyte expects that upon restart it
demonstrate compliance with the required limits avilll perform retesting as soon as Furnace 5 rstidmnormal operating conditio
Accordingly, at that time, Northshore will take appriate steps to establish compliance with MPCA.

United Taconite Air Emissions Matter

On March 27, 2008, United Taconite received a DB8nfthe MPCA alleging various air emissions viaas of the facilitys air permi
limit conditions, reporting and testing requirengerithe allegations generally stem from procedutgsrpplace prior to 2004 when Cliffs fi
acquired its interest in the mine. T



DSA requires the facility to install continuous esions monitoring, evaluate compliance procedwwa@smit a plan to implement procedure
eliminate air deviations during the relevant tinegipd, and proposes a civil penalty in an amouttet@etermined. While United Taconite ¢
not agree with MPCA allegations, United Taconite and the MPCA comidiscussions on the matter with the intent of waykoward
mutual resolution.

Koolyanobbing Operation

In May 2007, the WAEPA released a report outlining recommendations for a significant extensiothefconservation estate in the :
of the Koolyanobbing mining operations. The repedommended the conversion of much of the aredass@\ conservation reserve. Som
the proposed A class reserves overlap with mirémgments granted to Portman (the “Overlapping Ayeas

The WAEPA study has been submitted to the Minifteithe Environment and Heritage. The report regmes the view of the WAEF
and neither creates an obligation on the governneeatt nor affects the rights of Portman to operatder existing approvals. We continu
communicate with the government and the environaleagencies in a manner that indicates a willingriesvork with all parties to achiev:
sustainable outcome for conservation and resowreeldpment in the region.

Portman originally received governmental approwlntine in the Overlapping Areas in June 2003. Sitieet time, we have
applicable environmental requirements. Althoughawe currently reviewing the study and the effedtshe designation of the Overlapp
Areas as A class reserves, such categorizationhanag a material effect on our operations. In |&@&there was a change of government ¢
state level, and it is unknown at this time whettier Minister for the Environment and Heritage véticept the recommendations of
WAEPA. If the recommendations of the WAEPA are g@ted, we will challenge any such decision.

Mine Closure

Our mine closure obligation of $100.7 million and18.5 million at December 31, 2008 and 2007, repey, includes our fou
consolidated North American operating iron ore mjrar two consolidated North American operatingl enining complexes, our Asia Pac
operating iron ore mines, the coal mine at Sononubaaclosed operation formerly known as LTVSMC.

Management periodically performs an assessmeihieodbligation, most recently in the fourth quad&f008, to determine the adequ
of the liability in relation to the closure acties still required at the LTVSMC site. As a resnfitthis assessment, the LTVSMC closure
decreased to $13.9 million at December 31, 2008 f§22.5 million at December 31, 2007. The decrees® attributable to a decline in
estimated future cash flows of $5.2 million comliveth payments of $3.4 million made during theryea

In 2008, we performed a detailed assessment ofssgt retirement obligations related to our aatimeing locations in accordance w
our Company’s accounting policy, which requirestauperform an indepth evaluation of the liability every three yearsaddition to routin
annual assessments. As a result of this assessimemtzcrued closure obligation for our active minoperations decreased from $96.0 mi
at December 31, 2007 to $86.8 million at Decemtler2®08. The liability provides for contractual aledial obligations associated with
eventual closure of the mining operations. We aeiteed the obligations based on detailed estimatigsted for factors that a mar
participant would consider (i.e., inflation, ovesdeand profit), escalated at an assumed 3.5 peragnpf inflation to the estimated clos
dates, and then discounted using the current eagglisted riskree interest rate based on the correspondingofifmine. The estimate al
incorporates incremental increases in the closost estimates and changes in estimates of mins. liMee closure date for each location
determined based on the exhaustion date of theimergdron ore reserves. The accretion of the ligband amortization of the related asst
recognized over the estimated mine lives for eachtlon. The $9.2 million decrease in the liabilgyprimarily attributable to an increase in
life of mine at Empire and the resulting impactfoture estimate:



cash flows. The following represents a rollforwafcbur asset retirement obligation liability reldt® our active mining locations for the ye
ended December 31, 2008 and 2007:

(In Millions)
December 31
2008 2007
Asset retirement obligation at beginning of pel $ 96.C $62.7
Accretion expens 7.3 6.€
PinnOak acquisitio! — 19.¢
Sonoma investmel — 4.3
Reclassification adjustmer 1.C 1.1
Exchange rate chang (3.1 0.¢
Revision in estimated cash flo (14.4) 0.t
Asset retirement obligation at end of per $ 86.€ $96.(

NOTE 8 — LEASE OBLIGATIONS

We lease certain mining, production and other ageipt under operating and capital leases. The |leasef®r varying lengths, gener:
at market interest rates and contain purchase aneli@wal options at the end of the terms. Our atpeg lease expense was $20.8 mill
$14.7 million and $14.2 million in 2008, 2007 ar@DB, respectively. Capital leases were $73.9 miliad $68.2 million at December 31, 2
and 2007, respectively. Corresponding accumulateattization of capital leases included in respectilowances for depreciation were $:
million and $15.2 million at December 31, 2008 &aD7, respectively. Future minimum payments undgital leases and narancellabl
operating leases at December 31, 2008 are as f&llow

(In Millions)

Capital Operating

Leases Leases
2009 $11.€ $ 26.%
2010 10.€ 24.¢
2011 10.3 20.c
2012 10.C 15.¢
2013 8.S 15.5
2014 and thereaftt 31. 32.¢
Total minimum lease paymer 82.1 $ 135.(
Amounts representing intere 20.4
Present value of net minimum lease paym $62.2

Total minimum capital lease payments of $82.7 wnillinclude $5.2 million and $77.5 million, for odiorth American Iron Ore segmi
and Asia Pacific Iron Ore segment, respectivelytalminimum operating lease payments of $135.0ionilinclude $124.9 million for o
North American Iron Ore segment, $9.9 million farr dsia Pacific Iron Ore segment, and $0.2 milfonour North American Coal segme

NOTE 9 — PENSIONS AND OTHER POSTRETIREMENT BENEFITS

We offer defined benefit pension plans, definedtgbution pension plans and other postretiremeneflieplans to most employees in
North American Iron Ore operations as part of altabmpensation and benefits program. Employegb®MNorth American Coal segm
receive similar benefits as our North American [©re operations, except for defined benefit plalie. do not have employee retirerr
benefit obligations at our Asia Pacific operations.

The defined benefit pension plans are largely notrdautory and benefits are generally based on eyeas’years of service and aver:
earnings for a defined period prior to retirementianinimum formula. On September 12, 2006, the @amy’s Board of Directors approv
modifications to the pensic



benefits provided to salaried participants. The ifications retroactively reinstated the final awgggay benefit formula (previously termine
and replaced with a cash balance formula in JuBB82@ allow for additional accruals through Ju@e 2008 or the continuation of bene
under an improved cash balance formula, whichevgréater. The change increased the PBO by $13libnmand pension expense by ¢
million in 2006. On October 6, 2008, the USW ratifia new fourear labor contract, which replaces the labor agesd that expired ¢
September 1, 2008. The new agreement covers appaitedy 2,300 USWepresented workers at our Empire and Tilden mimédichigan, an
our United Taconite and Hibbing mines in Minnesdthe changes enhanced the minimum pension formuladreasing the benefit dol
multipliers and renewed the lump sum special paysfar certain employees retiring in the near faturhe changes also included renew.
payments to surviving spouses of certain retiré&é® result of the changes is an increase of $5l6omin PBO and $1.8 million in 20(
pension expense.

In addition, we currently provide various levelsrefirement health care and OPEB to most tinlle employees who meet certain ler
of service and age requirements (a portion of whiehpursuant to collective bargaining agreemeMs}t plans require retiree contributi
and have deductibles, co-pay requirements, andfibdimgts. Most bargaining unit plans require re& contributions and goays for majc
medical and prescription drug coverage. There igrarual limit on our cost for medical coverage urtle U.S. salaried plans. The annual |
applies to each covered participant and equalsO$7{6r coverage prior to age 65 and $3,000 for aye after age 65, with the retiree’
participation adjusted based on the age at whitheeés benefits commence. For participants at our Nbdtes operation, the annual lit
ranges from $4,020 to $4,500 for coverage pricage 65, and equals $2,000 for coverage after agE®@¥fered participants pay an amoun
coverage equal to the excess of (i) the averageof@®verage for all covered participants, ovértfie participants individual limit, but in n
event will the participans cost be less than 15 percent of the averageotasiverage for all covered participants. For Nshibre participant
the minimum participant cost is a fixed dollar ambu/Ne do not provide OPEB for most U.S. salarietbleyees hired after January 1, 1¢
OPEB are provided through programs administereithdiyrance companies whose charges are based ditbpaal.

Our North American Coal segment is required unaeagreement with the UMWA to pay amounts into tHd\WA pension trusts bas
principally on hours worked by UMWA-represented déoypes. These mulémployer pension trusts provide benefits to elggibttiree
through a defined benefit plan. The UMWA 1993 Bdériefan is a defined contribution plan that wasated as the result of negotiations for
NBCWA of 1993. The Plan provides healthcare insceaio orphan UMWA retirees who are not eligiblg#sticipate in the Combined Func
the 1992 Benefit Fund or whose last employer sighedl993 or later NBCWA and who subsequently gngf business. Contributions to
Trust are at a rate of $5.27 in 2008 and $4.0®bV2er hour worked and amounted to $9.8 millioA068 and $2.6 million for the fiverontt
period in 2007 after the PinnOak acquisition.

Pursuant to the fourear labor agreements reached with the USW for engployees, effective January 1, 2009, negotiatad ghange
removed the cap on our share of future bargainmmg retirees’healthcare premiums and provided a maximum on theuat retirees wi
contribute for health care benefits during the tefrthe agreement. The agreements also providewdand our partners fund an estimated
million into bargaining unit pension plans and VEBduring the term of the contracts.

In December 2003, The Medicare Prescription Drugprbvement, and Modernization Act of 2003 was esthcThis act introducec
prescription drug benefit under Medicare Part Dvael as a federal subsidy to sponsors of retiredtheare benefit plans that provide a bel
that is at least actuarially equivalent to MedicRagt D. Our measures of the accumulated postretingé benefit obligation and net peric
postretirement benefit cost as of December 31, 2804 for periods thereafter reflect amounts assediwith the subsidy. As a result, OF
expense for 2008, 2007 and 2006 reflect estimabstl reductions of $2.8 million, $2.5 million and.@3nillion, respectively. We elected
adopt the retroactive transition method for recempg the OPEB cost reduction in 2004. The followtadple summarizes the annual ¢
related to the retirement plans for 2008, 2007 20Q5:



(In Millions)

2008 2007 2006
Defined benefit pension plai $20.2 $17.4  $23.C
Defined contribution pension pla 7.2 5.1 4.€
Other postretirement benef 8.€ %5 9.8

Total $36.1 $27.C $37.4

The following tables and information provide adulital disclosures for our consolidated plans.

Obligations and Funded Status
The following tables and information provide adulital disclosures for the years ended December(®8B and 2007



Change in benefit obligations:

Benefit obligation—beginning of yea
Service cost (excluding expens
Interest cos

Plan amendmen

Actuarial loss (gain

Benefits paic

Participant contribution

Federal subsidy on benefits pi
Acquisitions

Benefit obligation—end of yeal

Change in plan assets:

Fair value of plan ass—beginning of yea
Actual return on plan asse

Employer contribution:

Asset transfer

Benefits paic

Fair value of plan ass~—end of yea

Funded status at December 31:
Fair value of plan asse
Benefit obligations

Funded status (plan assets less benefit obligat
Amount recognized at December

Amounts recognized in Statements of Financial Posgiin:
Noncurrent asse

Current liabilities

Noncurrent liabilities

Net amount recognize

Amounts recognized in accumulated other comprehens income:

Net actuarial los
Prior service (credit) co:
Transition asse

Net amount recognize

The estimated amounts that will be amortized from acumulated other comprehensive income into net

periodic benefit cost in 2009:

Net actuarial los
Prior service cos
Transition asse

Net amount recognize

(In Millions)

Pension Benefits

Other Benefits

2008 2007 2008 2007
$680.6 $706. $2527 $272.:
12.€ 11.4 3.4 2.1
41.2 38.¢ 16.2 14.F
6.7 — 33.7 —
117 (29.6) 162  (28.0
(46.6) (464  (19.7)  (22.9
— — 3.6 3.3
— — 1.2 1.2
— — — 9.8
$706.6 $680.f $307.. $252.7
$596.0 $568.7 $126.7 $114.¢
(1182 415  (39.9 6.7
24.¢ 32.F 4.8 5.2
(0.4) — — —
(46.6)  (46.9) (0.1) (0.1)
$456.0 $596.. $ 91.€ $126.7
$456.( $596.. $ 91.6 $126.7
(706.6) (680. (307.9) (252.7)
$(250.6 $ (84.5) $(215.6 $(126.0
$(250.6 $ (84.5) $(215.6 $(126.0
$ — $ 67 $ — $ —
(0. 15 (179 (119
(250.)  (89.) (197.9 (114.9)
$(250.6 $ (84.5) $(215.6 $(126.0
$327.¢ $160.( $131: $ 70.
25.2 22.4 152 (22.2)
— — (12.1)  (15.3)
$353. $182.¢ $134Ff $ 33.F
$ 26.€ $ 10.:
3. 1.8
— (3.0
$ 30.F $ 9.1




(In Millions)

2008

Pension Plans

Other Postretirement Benefits

Salaried Mining SERP Total Salaried Hourly Total
Fair value of plan asse $178.2 $02 $— $4560C $ — $ 91 $ 91¢
Benefit obligatior (250.2) (2.0) (5.0 (706.6) (52.4) (255.0 (307.)
Funded statu $ (722 $(171.6 $(1.8 $(5.0 $(250.6 $(52.9 $(163.) $(215.f

2007

Pension Plans Other Postretirement Benefits

Salaried Mining SERP Total Salaried Hourly Total
Fair value of plan asse $ 253.¢ $01 $— $596.5 $ — $126.7 $126.7
Benefit obligatior (243.9) (1.€) (5.2 (680.) (4.9 (197.9 (252.9)
Funded statu $ 10.C $(87.9 $(1.5 $5.2 $ (845 $(54.9 $ (71.2) $(126.0

The accumulated benefit obligation for all defirdehefit pension plans was $693.2 million and $65il6on at December 31, 2008 ¢

2007, respectively.

Recent deterioration in the securities marketsnegmtively impacted the value of the assets indudeur defined benefit pension pli
and postretirement welfare plans based upon theevafl our plan assets and obligations at Decembe2@®)8. The decline in fair value of «
plan assets, combined with negotiated plan chamgesresulted in increased total estimated persidnOPEB costs for 2009 of $71.5 mill
as compared to total benefit costs of $28.9 millim2008. Further, the decline in fair value hasuteed in estimated cash contributions for 2
of $67.4 million in accordance with our current dlimy strategy, which is $22.8 million higher thamr 008 funding.

Components of Net Periodic Benefit Cost

Service cos
Interest cos
Expected return on plan ass
Amortization:

Net (asset

Prior service costs (credit

Net actuarial los
Net periodic benefit co:
Current year actuarial (gain)/lo
Amortization of net (loss
Current year prior service cc
Amortization of prior service (cost) cret
Amortization of transition ass
Total recognized in other comprehensive incc

Total recognized in net periodic cost and other m@hensive incom

Additional Informatior

Effect of change in mine ownership & minority irget
Actual return on plan asse

(In Millions)
Pension Benefits Other Benefits
2008 2007 2006 2008 2007 2006
$12€¢ $114 $101 $ 34 $ 21 $22
41.2 38.€ 38.2 16.2 14.5 14.¢
(48.9) (47.1) (426 (104 (10.) (8.9
— — (21 (30 (30 (3.0
4. 3.8 2.8 (3.8 (5.6 (5.6
10.€ 10.4 16.€ 6.1 6.5 9.6
$20° $174 $23C $ 86 $ 44 $ 98
1782 (24.0 N/A 66.€ (24.5) NIA
(10.6) (109 N/A (6.1) (6.5) N/A
6.7 — N/A 33.7 — N/A
(40 (3.8 NA 3.8 56 N/A
— — N/A 3.C 3.C N/A
$170.2  $(38.2) N/A  $101.C $(22.49 N/A
$190.¢  $(20.9 N/A  $109.¢ $(18.C N/A
(In Millions)

Pension Benefits

Other Benefits

2008

2007

2006 2008

$ 50.4 $45.¢& $47.C $ 8.6

(118.9)

41.c

60.5  (39.9)

2007
$5.4
6.6

2006
$71
12.¢




Assumption:

Our 2008 discount rate of 6.00 percent remainedistent with 2007. The U.S. discount rates arerdeted by matching the projec
cash flows used to determine the PBO and APBO fwogected yield curve of approximately 300 Aa giadmnds in the 10th to 9(
percentiles. These bonds are either noncallabtaltable with makewhole provisions. The duration matching producedsaanging from 5.¢
percent to 6.08 percent for our plans. Based upesetresults, we selected a December 31, 2008udisate of 6.00 percent for our plans.

Weighted-average assumptions used to determindibebkgations at December 31 were:

Pension Benefits Other Benefits
2008 2007 2008 2007
Discount rate 6.0(% 6.0(% 6.0(% 6.0(%
Rate of compensation incree 4.0C 413 4.0C 4.5C

Weighted-average assumptions used to determinigenefit cost for the years 2008, 2007 and 2006 were

Pension Benefits Other Benefits
2008 2007 2006 2008 2007 2006
Discount rate 6.00/7.006(1) 5.7%% 5.50/5.7'%(2) 6.0(% 5.75% 5.5C
Expected return on plan ass 8.5( 8.5( 8.5( 8.5( 8.5( 8.5C
Rate of compensation incree 4.1z 4.1¢ 4.1z 4.5C 45C 4.5C

(1) The 2008 fiscal year SFAS 87 expense w-measured on October 7, 2008 at 7.00 percent tgnim benefit improvements for hot
employees due to union negotiatio

(2) The 2006 fiscal year SFAS 87 expense wiemeasured on September 12, 2006 at 5.75 percepettgmize benefit improvements
salaried participant:

Assumed health care cost trend rates at Decembeest

2008 2007
Health care cost trend rate assumed for next 6.5(% 7.0(%
Ultimate health care cost trend 5.0C 5.0C
Year that the ultimate rate is react 2012 2012

Assumed health care cost trend rates have a signtfieffect on the amounts reported for the heedtte plans. A change of ¢
percentage point in assumed health care cost tegad would have the following effects:

(In Millions)
Increase Decreas:
Effect on total of service and interest c $ 2¢ $ (2.9
Effect on postretirement benefit obligati 32.1 (26.9)

Plan Asset:

The returns and risks associated with alternativ@stment strategies in relation to the current projected liabilities of the vario
pension and VEBA plans are reviewed regularly tieiieine appropriate asset allocation strategiesdcoh plan



Pension
The pension plan asset allocation at December@®18,2and 2007, and the target allocation for 20@%a follows:

Percentage of

2009 Plan Assets at
Target December 31,
Asset Category Allocation 2008 2007
Equity securitie: 46.(% 43.2% 53.(%
Debt securitie: 35.C 36.2 32.€
Real estati 4.C 5.2 4.2
Hedge fund: 15.C 15.2 10.1
Cash — 0.1 0.1
Total 100.(% 100.(% 100.(%
(In Millions)
Assets at
December 31,
Asset Category 2008 2007
Equity securitiet $197.2 $315.¢
Debt securitie: 165.¢ 194.(
Real estati 23.t 258
Hedge fund: 69.2 60.4
Cash 0.7 0.8
Total $456.( $596.:

The expected return on plan assets represents dfghted average of expected returns for each assegory. Expected returns
determined based on historical performance, adjustecurrent trends. The expected return is néteofefit plan expenses.
VEBA

Assets for other benefits include VEBA trusts pardguto bargaining agreements that are availabléund retired employeedife
insurance obligations and medical benefits. Thembenefit plan asset allocation at December 3082and 2007, and target allocation
2009 are as follows:

Percentage ol

2009 Plan Assets at
Target December 31,
Asset Category Allocation 2008 2007
Equity securitie: 49.%% 48.4% 58.8%
Debt securitie! 35.2 36.¢€ 36.C
Hedge fund: 14.¢ 14.¢ 5.0
Cash — 0.2 0.2

Total 100.(% 100.(% 100.(%




(In Millions)
Assets at

December 31,
Asset Category 2008 2007
Equity securitie: $44.% $ 74.L
Debt securitie: 33k 45.¢€
Hedge fund: 13.€ 6.4
Cash 0.2 0.2
Total $91.¢€ $126.7

The expected return on plan assets represents dfghted average of expected returns for each assegory. Expected returns
determined based on historical performance, adjustecurrent trends. The expected return is néteofefit plan expenses.

Annual contributions to the pension plans are maidlein income tax deductibility restrictions in ardance with statutory regulations
the event of plan termination, the plan sponsorddccbe required to fund additional shutdown andyeggtirement obligations that are
included in the pension obligations.

(In Millions)
Other Benefits
Pensior
Direct
Company Contributions Benefits VEBA Payment: Total
2007 $32.L $ 5.2 $ 17.¢ $23.C
2008 24.¢ 4.8 14.¢ 19.7
2009 (Expected) 32.1 17.4 17.¢ 35.2

* Pursuant to the bargaining agreement, bendditsbe paid from VEBA trusts that are at leas
percent funded (no VEBA trusts are 70 percent fdreteDecember 31, 200¢

VEBA plans are not subject to minimum regulatorgding requirements. Amounts contributed are pursteabargaining agreements.

Contributions by participants to the other benglfiiins were $3.6 million and $3.3 million for yearsded December 31, 2008 and 2
respectively.

We are currently considering various options fa #mount to be contributed to the pension plangid#009. The amounts shown
subject to modification based upon finalizatioroof funding strategy.

Estimated Cost for 20C
For 2009, we estimate net periodic benefit cosobews:

(In Millions)
Defined benefit pension pla $ 48:c
Defined contribution plan 7.5
Other postretirement benef 23.2

Total $ 79.C



Estimated Company Benefit Payme

(In Millions)
Other Benefits
Gross Less Net
Company Medicare Company
Pension
Benefits Benefits Subsidy Payment:
2009 $ 50.¢ $ 19.1 $ 1.2 $ 17.¢
2010 53.¢ 20.1 1.1 19.C
2011 53.C 21.2 1.1 20.1
2012 57.5 22.1 1.2 20.€
2013 55.1 22.€ 1.3 21.:
2014-2018 296.4 124.( 8.1 115.¢

Other Potential Benefit Obligations

While the foregoing reflects our obligation, outaloexposure in the event of nperformance is potentially greater. Following
summary comparison of the total obligation:

(In Millions)
December 31, 2008

Defined

Benefit Other

Pensions Benefits
Fair value of plan asse $ 456.( $ 9l1€
Benefit obligatior 706.¢ 307.4
Underfunded status of pl: $(250.6) $(215.9)
Additional shutdown and early retirement bene $ 62.1 $ 234

NOTE 10 — INCOME TAXES
Income from continuing operations before incomegand equity loss from ventures includes the islig components:

(In Millions)
2008 2007 2006
United State! $566.¢ $312.2 $304.¢
Foreign 149.5 68.4 82.¢

$716.5  $380.71  $387.¢

The components of the provision for income taxesanmtinuing operations consist of the followit



(In Millions)

2008 2007 2006
Current provision

United States feder. $151.¢ $ 67.7 $ 59.C
United States state & loc 3.7 1.C 2.1
Foreign 77.€ 48.5 34.€
232.7 117.2 95.7

Deferred provision (benefit
United States feder. (54.7) (22.9) 10.4
United States state & loc (4.7 (2.9 (0.5)
Foreign (30.9) (17.5) (14.7)
(88.5) (33.9) (4.8)
Total provision on continuing operatio $144.2 $ 84.1 $90.€

Reconciliation of our income tax attributable totiouing operations computed at the United Stagdsifal statutory rate is as follows:

(In Millions)
2008 2007 2006
Tax at U.S. statutory rate of 35 perc $ 250.¢ $133.: $135.7
Increase (decrease) due
Percentage depletion in excess of cost depls (201.7 (46.9 (32.9)
Tax effect of foreign operatior (6.5) (6.€) (8.6)
State taxes, nt (0.7) (2.9 1.6
Manufacture’s deductior (6.9 4.3 (1.2
Valuation allowanct (0.9 13.C —
Other item—net 9.€ (2.0 (3.9
Income tax expens $144.2 $ 84.1 $ 90.¢

The 2008 effective tax rate of 20.1 percent refldetnefits from deductions for percentage depldticexcess of cost depletion relate
U.S. operations as well as benefits derived fromrations outside of the U.S., which are taxed t&@sriower than the U.S. statutory rate o
percent.

The components of income taxes for other than namg operations consisted of the following:

(In Millions)
2008 2007 2006
Discontinued operatior $ — $ 0.2 $ 0.2
Other comprehensive (income) lo
Minimum pension/OPEB liabilit (99.9) 20.1 9.7
Mark-to-market adjustment (1.4) 7.1 6.9
(201.9) 27.2 16.€
Cumulative effect of implementing SFAS 1 — — (60.9)
Paid in capite—stock based compensati (3.5 4.3 1.4

Significant components of our deferred tax assedsliabilities as of December 31, 2008 and 2007asréollows:



(In Millions)

2008 2007
Deferred tax asset
Pension: $114.¢ $ 48.€
Postretirement benefits other than pens 77.¢ 38.t
Alternative minimum tax credit carryforwar 67.€ 20.4
Capital loss carryforwarc — 13.2
Developmen 15.1 13.€
Asset retirement obligatior 22.¢ 18.4
Operating loss carryforwart 11.1 134
Product inventorie 31.€ 10.€
Contingent purchase prit — 43.7
Properties 39.4 —
Financial Derivative: 33.t —
Other liabilities 75.5 49.1
Total deferred tax assets before valuation allow: 489.% 269.t
Deferred tax asset valuation allowat 17.€ 26.3
Net deferred tax asse 471.7 243.2
Deferred tax liabilities
Properties 86.7 257.C
Investment in venture 102.¢ 99.4
FIN 48 14.1 0.2
Other asset 32.€ 16.€
Total deferred tax liabilitie 236.( 373.
Net deferred tax assets (liabilitie $235.7 $(130.7)

The total net deferred tax liability of $130.2 atd@mber 31, 2007 changed to a total net deferreddset of $235.7 at December
2008. This change in balance is primarily attriblgato the increase in deferred tax assets relaiefinancial derivatives, pension ¢
postretirement benefits, as well as the acquisitibthe remaining noncontrolling shares of Portndlaming the quarter that provided for
adjustment to the historic tax basis of Portmas&ets to approximate the price paid for the shares.

The deferred tax amounts are classified on thee®atts of Consolidated Financial Position as ctimetongterm in accordance wi
the asset or liability to which they relate. Foliog is a summary:

(In Millions)
2008 2007
Deferred tax asset
United State:
Current $ 28.C $ 17.c
Long-term 178.2 42.1
Total United State 206.2 59.4
Foreign
Current 23.¢ 0.6
Long-term 73.C —
Total deferred tax asse 303.( 60.C
Deferred tax liabilities
Foreign
Current — 2.6
Long-term 67.5 187.¢
Total deferred tax liabilitie 67.5 190.2

Net deferred tax assets (liabilitie $235.7 $(130.9)




At December 31, 2008 and 2007, we had $67.6 miliod $20.4 million, respectively, of deferred tassets related to United Ste
alternative minimum tax credits that can be carfad/ard indefinitely.

We had United States state and foreign net operétisses of $85.4 million and $38.9 million, redpedy, at December 31, 2008. 1
state net operating losses will begin to expir@®22, and the foreign net operating loss can beecaforward indefinitely. The tax bene
related to the foreign net operating loss carryfoohis $11.1 million.

Gross deferred tax assets as of December 31, 2008@07 have been reduced by $17.6 million and3b&dillion, respectively, 1
amounts that are considered more-likely-tinabto be realized. At December 31, 2008 our vadunadllowance maintained against certain ¢
deferred tax assets decreased by $8.7 million, whignarily includes a provision of $17.6 millioméa release of $26.3 million related to
utilization of Australian net operating losses dhe writeoff of the deferred tax asset related to Austratiapital losses. Of the $26.3 milli
$13.2 million was reflected through goodwiill.

At December 31, 2008, cumulative undistributed g$ of foreign subsidiaries included in consolghtetained earnings amounte:
$195.7 million. These earnings are indefinitelynkeisted in international operations. Accordingly, provision has been made for defe
taxes related to a future repatriation of thesaiags, nor is it practicable to estimate the amadrhcome taxes that would have to be prov
if we were to conclude that such earnings will &mitted in the foreseeable future.

On January 1, 2007, we adopted the provisions bf #8. FIN 48 prescribes a more-likely-thaat threshold for financial statem
recognition and measurement of a tax position tgkerexpected to be taken) in a tax return. Thierpretation also provides guidance
derecognition of income tax assets and liabilit@assification of current and deferred income dagets and liabilities, accounting for inte
and penalties associated with tax positions, adawgifior income taxes in interim periods and incotae disclosures. The effects of apply
this Interpretation resulted in a decrease of §illfon to retained earnings as of January 1, 2007.

A reconciliation of the beginning and ending amoofntinrecognized tax benefits is as follows:

(In Millions)

2008 2007
Unrecognized tax benefits balance as of Janui $15.2 $12.3
Increases for tax positions in prior ye 19.¢ 2.¢
Increases for tax positions in current y 24.¢ —
Increase (decrease) due to foreign exch: (1.€) —
Settlement: 4.7 —
Lapses in statutes of limitatio — —
Unrecognized tax benefits balance as of Decemb $53.7 $15.2

At December 31, 2008 and 2007, we had $53.7 milind $15.2 million, respectively, of unrecognized benefits recorded i®thel
liabilities on the Statements of Consolidated Financial Pasitiothe $53.7 million were recognized, $50.7 moill would impact the effecti
tax rate. It is reasonably possible that unrecaghiax benefits will significantly decrease withie next 12 months as a result of settleme
an audit. An estimate of the range of the possibnge cannot be reasonably determined at this ¥Weerecognized potential accrued inte
and penalties of $5.8 million related to unrecogditax benefits in income tax expense in 2008. étcddnber 31, 2008 and 2007, we had ¢
million and $11.0 million, respectively, of accruietierest related to the unrecognized tax benefits.

Tax years that remain subject to examination asesy2003 and forward for the United States, 19@Bfarward for Canada, and 1994 .
forward for Australia



NOTE 11 — FAIR VALUE OF FINANCIAL INSTRUMENTS

We adopted the provisions of SFAS 157 as of JanLa®p08, with respect to financial instruments. Waee deferred the adoption
SFAS 157 with respect to non-financial assets @filities in accordance with the provisions of FIBRS 1572. Items that are recognizec
disclosed at fair value for which we have not aggblthe provisions of SFAS 157 include asset regr@nobligations, guarantees and ce
other items. No transition adjustment was necesaayf January 1, 2008 upon the adoption of SFAS e have also applied the provisi
of FSP FAS 157-3 in our assessment of the fairasabf our financial assets and liabilities accodrite under SFAS 157.

The following represents the financial assets &dullities of the Company measured at fair valueaaecurring basis in accordance \
SFAS 157 at December 31, 2008:

(In Millions)
Quoted Prices in Active Significant Other Significant
Unobservable
Markets for Identical Observable
Assets/Liabilities Inputs Inputs
Description (Level 1) (Level 2) (Level 3) Total
Assets:
Cash equivalent $ 40.4 $ — $ — $ 40.¢
Derivative asset — — 76.€ 76.€
Marketable securitie 10.¢ 0.3 — 11.2
Foreign exchange contrac — 0.9 — 0.¢
Total $ 51.c $ 1.2 $ 76.€ $129.1
Liabilities:
Interest rate swa $ — $ 2.6 $ — $ 2€
Foreign exchange contrac — 111.¢ — 111.¢
Derivative liabilities — — 114.2 114..
Total $ — $ 114.¢ $ 114.2 $228.€

Financial assets classified in Level 1 at Decen3fiel2008 include money market funds and availabteséle marketable securities.
valuation of these instruments is determined usimgarket approach, taking into account currentésterates, creditworthiness, and liqui
risks in relation to current market conditions, afased upon unadjusted quoted prices for idardgsets in active markets.

The valuation of financial assets and liabilitidgssified in Level 2 is determined using a markgiraach based upon quoted prices
similar assets and liabilities in active marketsother inputs that are observable for substagtthi full term of the financial instrument. Le
2 securities primarily include derivative financiaktruments valued using financial models that aseheir basis readily observable me
parameters. At December 31, 2008, such derivathan€ial instruments include substantially all ofr doreign exchange hedge contracts
interest rate exchange agreements. The fair véltleednterest rate swap and foreign exchange hedggacts is based on a forward LIB
curve and forward market prices, respectively, @miesents the estimated amount we would receipayto terminate these agreements ¢
reporting date, taking into account current intemages, creditworthiness, nonperformance risk, Bequidity risks associated with curre
market conditions.

The derivative financial asset classified withinvee3 is an embedded derivative instrument incluiiedertain supply agreements v
one of our customers. The agreements include pomgdor supplemental revenue or refunds baseth@rustomes annual steel pricing at
time the product is consumed in the custométast furnaces. We account for this provisiom @erivative instrument at the time of sale
record this provision at fair value, based on amime approach when the product is consumed anantioeints are settled, as an adjustme
revenue. The fair value of the instrument is deteeh based on a future price of the average hd¢ddteel price at certain steelmal
facilities and other inflationary indices, and taketo consideration current market conditions aoxperformance risl



The derivative financial liabilities classified Wwih Level 3 are comprised of two instruments. Ofighe instruments is a derivat
included in the purchase agreement for the acépnsitf the remaining 30 percent interest in Unifettonite. The agreement contains a pe
provision in the event the 1.2 million tons of pedl, included as part of the purchase consideragi@not delivered by a specified date.
derivative instrument associated with the undeédepellets is based on the future Eastern Cangutiiet price. The instrument is marke
fair value each reporting period, using a markgiragch, until the pellets are delivered and the wnt® are settled. The fair value of
instrument is determined based on the remaininguataf tons to be delivered, the percentage ofregéd iron units and the current Eas
Canadian pellet price per iron unit, and also tak&sconsideration current market conditions atigeorisks, including nonperformance risk.

Level 3 derivative liabilities also include freesting derivatives related to certain supply agregsm@rimarily with our Asia Pacif
customers that provide for discounts on Decemb@8 Z2bhipments based on the ultimate settlementeo@9 international benchmark pric
provisions. The discount provisions are characterias freestanding derivatives and are requirdzktaccounted for separately once the
ore is shipped. The derivative instrument, whiclsettled and billed once the 2009 internationalchemark price is settled, is marked to
value as a revenue adjustment each reporting pbéased upon the estimated forward settlement tnatibenchmark is actually settled. The
value of the instrument is determined based orfadhgard price expectation of the 2009 annual iraéiomal benchmark price and takes
account current market conditions and other rigldyuding nonperformance risk.

Substantially all of the financial assets and litibs are carried at fair value or contracted antsuhat approximate fair value. We hac
financial assets and liabilities measured at falug on a non-recurring basis in accordance withSSE57 at December 31, 2008.

The following represents a reconciliation of theuhes in fair value of financial instruments meaduat fair value on a recurring bz
using significant unobservable inputs (Level 3)tfue year ended December 31, 2008:

(In Millions)
December 31, 2008
Derivative Asset: Derivative Liabilities
Beginning balanc—January 1, 200 $ 53.€ $ —
Total gains (losse:

Included in earning 386.( (50.€)

Included in other comprehensive inco — —
Settlement: (363.2) (24.2)
Transfers in (out) of Level — 189.(
Ending balanc—December 31, 200 $ 76.€ $ 114.2

Total gains (losses) for the period included in
earnings attributable to the change in unrealized
gains or losses on assets and liabilities stilti lal

December 31, 200 $ 225.k $ (50.6)

Gains included in earnings are reportedPinduct revenuen the Statement of Consolidated Operations foy#a ended December
2008.

With respect to changes in Level 3 financial instemts, transfers in during 2008 included the dékeainstrument included in tl
purchase agreement for the acquisition of the neimgi30 percent interest in United Taconite anddiseount pricing provisions on Decem
2008 shipments related to certain supply agreemaittsour Asia Pacific Iron Ore customers. In aduiit we had freestanding derivati
related to certain supply agreements primarily witlr Asia Pacific customers that provide for rewerar refunds based on the ultin
settlement of annual international benchmark pggimovisions. The pricing provisions are charaztstias freestanding derivatives anc
required to be accounted for separately once in@ni® shipped. The derivative instrument, whichsétled and billed once the anr
international benchmark price is settled, is marefhir value as a revenue adjustment each reyppriod based upc



the estimated forward settlement until the benchngmactually settled. The fair value of the instient is determined based on the forv
price expectation of the annual international bematk price. We recognized $160.6 million Bsoduct revenuesn the Statement
Consolidated Operations for the year ended Deceithe2008, related to the 2008 pricing provisiofise derivative instrument was set
during the second quarter of 2008 upon settlemeatoual international benchmark prices, and isetfoge not reflected on the Statemer
Consolidated Financial Position at December 318200

The carrying amount and fair value of our long-tesoeivables and long-term debt at December 318 20@ 2007 were as follows:

(In Millions)
2008 2007
Carrying Carrying

Fair Fair

Value Value Value Value
Long-term receivable® $ 434 $46. $ 50C $617

Long-term debt:

Senior note! $325.C $277.¢ $ — $ —
Term loan 200.( 200.( 200.( 200.(
Revolving loar — — 240.( 240.(
Customer borrowing 5.4 5.2 6.2 5.7
Total lon¢-term debt $530.£ $483.1 $446.2 $445.%

(1) Includes current portio

The fair value of the longerm receivable from ArcelorMittal USA of $46.1 fivh and $60.9 million at December 31, 2008 and7;
respectively, is based on a discount rate of 10guey which represents the estimated credit-adjuss&free interest rate at December 31, Z
for the period the receivable is outstanding. ABa&ific Iron Ore has a ndnterest bearing rail credit receivable of $0.2limil and $0..
million at December 31, 2008 and 2007, respectively

The fair value of longerm debt was determined using quoted market paceliscounted cash flows based upon current bangwates
The term loan and revolving loan are variable natierest and approximate fair value. See NOTE 5BDEBND CREDIT FACILITIES.

NOTE 12 — STOCK COMPENSATION PLANS
Nonemployee Directol

The Directors’ Plan was amended in 2001 to autkargto issue up to 800,000 common shares to NdogagDirectors. The Directors’

Plan provides for Director Share Ownership Guiddi(f‘Guidelines”). A Director is required by thedeof a fouryear period to own either (i
total of at least 8,000 common shares, or (ii) ledchmon shares with a market value of at least 0@0 If the Nonemployee Director d
not meet the Guidelines assessed December 1, nrtbal Nonemployee Director must take a portiothef annual retainer in common shi
(“Required Retainer”until such time the Nonemployee Director reachesGlidelines. Once the Nonemployee Director mémtsuideline:
the Nonemployee Director may elect to receive teguRed Retainer in cash. Prior to May 1, 2008, éioployee Directors not meeting
Guidelines had to take $15,000 of the annual retaof $32,500 in common shares. Effective May & WNonemployee Directors not mee
the Guidelines must take $20,000 of the annualmetaf $50,000 in common shares.

In order to help Nonemployee Directors achievert@iidelines, the Directors’ Plan also providesdarAnnual Equity Grant Equity
Grant”). The Equity Grant is awarded at our AnnMaeting each year to all Nonemployee Directorsteltor reelected by the shareholde
The value of the Equity Grant is payable in regddcshares with a thrgesar vesting period from the date of grant. Theiclp market price «
our common shares on our Annual Meeting Date igldd/into the Equity Grant to determine the nunfe



restricted shares awarded. Prior to May 1, 200&)edtployee Directors received an annual retaineofek82,500 and an annual equity av
of $32,500. Effective May 1, 2008, the annual retaifee and annual equity awards for independeetidirs were increased to $50,000
$75,000, respectively. A Director may elect to defiee Equity Grant into the Nonemployee DirectoBéferred Compensation P
(“Compensation Plan”). A Director who is 69 or alde the Equity Grant date will receive common skawith no restrictions.

For the last three years, restricted Equity Grhatas have been awarded to elected or re-electedtBis as follows:

Restricted Equity Deferred Equity
Date of Grant Grant Shares Grant Shares
May 8, 200€ 9,15¢ 1,30¢
July 27, 2007 7,48¢ 93¢
May 13, 200¢ 4,82¢ 804

The Directors’ Plan offers the Nonemployee Diredhar opportunity to defer all or a portion of tharual DirectorsRetainer fees, Chi
retainers, meeting fees, and the Equity GranttimoCompensation Plan.

Employee’ Plans

On July 27, 2007, shareholders of the Company a&dabie 2007 ICE Plan, resulting in the discontiimumabf the previous 1992 ICE Pl
as amended in 1999 effective as of March 13, 20@¥veill expire on March 13, 2013. The 2007 ICE P#arihorizes up to 4,000,000 of
common shares to be issued as stock options, §ABStricted shares, restricted share units, tietennits, deferred shares, and perform.
shares or performance units. Any of the foregoiwgrds may be made subject to attainment of perfoceagoals over a performance perio
one or more years. Each stock option and SAR willice the common shares available under the 20BPlén by one common share. E
other award will reduce the common shares availabtier the 2007 ICE Plan by two common shares. &ttigipant in any fiscal year can
granted in the aggregate of a number of SharesgavFair Market Value on the Date of Grant eqoahbre than $5 million. The performai
shares are intended to meet the requirementsehimtRevenue code section 162(m) for deductiotevthé retention units are not.

The adoption of the 2007 ICE Plan also resultethéndiscontinuation of other various incentive dm-term compensation progra
maintained under the 1992 ICE Plan. All outstandgngnts made under the 1992 ICE Plan prior to ddly2007 continue in effect
accordance with their terms of the existing incenplans until vested or expired.

We issued the following amounts of restricted stank restricted stock units with a thngear vesting period during the last three y
out of the respective plans as follows:

Year of Grant 1992 ICE Plar 2007 ICE Plar
2006 313,36¢ —

2007 10,00( 145,50(
2008 — 56,67(

There were no options issued in 2008, 2007 or 2006.

We recorded other stodkased compensation expense of $22.5 million in 2812.4 million in 2007, and $10.3 million in 20
primarily in Selling, general and administrative expensegshe Statements of Consolidated Operations.

Our other stoclased compensation expense is comprised of penfimershares, including retention units, and restlistock. Followin
is a summary of our Performance Share Award Agreésreurrently outstanding



Performance

Shares
Performance Share Plan Year Outstanding Forfeitures (1) Grant Date Performance Period

2008 143,53: 15,94¢ March 10, 200 1/1/200¢-12/31/201C
2008 35C — August 29, 200 1/1/2008-12/31/201C
2007 3,74( — October 1, 20C 1/1/200°-12/31/200¢
2007 215,11 53,77¢ July 27, 200 1/1/200°-12/31/200¢
2006 13,60( — December 11, 20( 1/1/200¢-12/31/200¢
2006 28,22( — September 1, 201 1/1/200¢-12/31/200¢
2006 136,62 49,33 May 8, 200! 1/1/200¢-12/31/200¢
2006 21,49: 17z September 1, 201 1/1/200¢-12/31/200¢

(1) The 2008, 2007 and 2006 Plans are based on as$arfedtlres.

On March 10, 2008, the Compensation and Organiz&iommittee (“Committee”df the Board of Directors approved a grant unde
shareholder approved 2007 ICE Plan for the perfomageriod 2002010. The grant consisted of 75 percent in perfogeashares and
percent in restricted share units. The grant iredla total of 216,000 performance shares andcestrshare units.

For all three outstanding plan year agreementd) pacformance share, if earned, entitles the hddeeceive a number of comn
shares within the range between a threshold andnmiax number of shares, with the actual number ofircen shares earned dependent |
whether the Company achieves certain objectivespanirmance goals as established by the Commiltee restricted share units are sut
to continued employment, are retention based, weitit at the end of the performance period for tdopmance shares, and are payab
shares at a time determined by the Committee idistsretion. The performance shares granted um#elGE Plan vest over a period of tr
years and measure performance on the basis ofdetor§, 1) relative TSR for the period, as measagainst a predetermined peer grou
mining and metals companies, and 2) thyear cumulative free cash flow. For the 2008, 2@60d 2006 plan year agreements, the
calculated payout may be reduced by up to 50 peinethe event that the Company’s pee- RONA for the incentive period falls below
percent. The final payout for all three plan yegreaments vary from zero to 150 percent of theoperéince shares awarded.

Upon the occurrence of a change in control, alfqggerance shares and restricted share units graotagbarticipant will vest and beco
nonforfeitable and will be paid out in cash.

2006, 2007 and 2008 Performance Share Modifications

On May 12, 2008, the Committee of the Board of Etwes approved two changes to the calculations tse@termine the final payol
under the performance shares granted in 2006 l{@o2006-2008 performance period) and 2007 (forr0@72009 performance period) un
our 1992 ICE Plan (as Amended and Restated as pflldal997) and our 2007 ICE Plan, respectively.

The first change approved by the Committee relatébe calculation of TSR relative to the compaiiesur peer group. Under the p
modification, if any of the companies in the pessup are removed because the company has ceabedptihlicly traded or has experienct
major restructuring by reason of a Chapter 11dilim a spin-off of more than 50 percent of any scoimpanys assets, the calculation will
based upon the greater of (1) TSR based only orrdhmining companies in the original peer group@rTSR based on the remain
companies in the original peer group plus the &ldinf the Standard & Poor’'s Metals and Mineralgfange Traded Fund.

The second change approved by the Committee iglétion to the 2006 performance share plan yearratades to the method
evaluating performance during the applicable peridte Committee had previously adopted a new metloggt under the 2007 ICE Plan
the calculation of TSR based on the Cumulative Mettwhere the calculation of TSR is based on theuative TSR between the start and
end of the performance period). Prior to this clea AR was based on the Quarterly Method (wher



calculation of TSR is based on a cumulative qudiyequarter basis), which effectively weighted the eauarters in the period more hea
than later quarters. Executive officers were giaezhoice as to which of these methods would agpthéir grants of Performance Shares n
in 2005 (for the 2005-2007 performance period) 2006 (for the 200@008 performance period). On May 12, 2008, the Cateendetermine
that payouts with respect to the 200838 performance period would be based on the CativelMethod unless the payout would be gre
under the Quarterly Method, in which case the QuirtMethod would be used for those payouts. Agsult of these modifications, '
recorded additional stock-based compensation egpeh$9.5 million inSelling, general and administrative expensesthe Statement
Consolidated Operations for the year ended Decehe2008.

On August 11, 2008, the Committee of the Board iné€ors approved an amendment to our 2007 ICE. Hlag@ amendment was adoy.
to amend the definition of a “Change in Controi"the plan to ensure that performance shares etedtion units awarded in 2007 and 2
under the plan, will not be earned as a resulhefdonsummation of a merger or similar transacfidre amendment was made becaus
Committee was of the view that, at the time thapproved the plan in 2007, it did not intend faraeds under the plan to become earns
connection with transactions such as a merger. fbidification did not result in any significant ctgges to the valuation of the awards gra
under the plan.

Impact of the Adoption of SFAS 123

We adopted the fair value recognition provisionsS&AS 123(R) effective January 1, 2006 using thelifieml prospective transitic
method. Under existing restricted stock plans ae@rdrior to January 1, 2006, we continue to rectgmiompensation cost for award:
retireeeligible employees without substantive forfeituiekrover the nominal vesting period. This recogmtimethod differs from tt
requirements for immediate recognition for awardsnged with similar provisions after the Januar@06 adoption of SFAS 123(R). 1
following table summarizes the shdyased compensation expense that we recorded ftinaimgy operations in accordance with SFAS 12
for 2008, 2007 and 2006:

(In Millions, except EPS)

2008 2007 2006
Cost of goods sol $21 $04 $0€
Selling, general and administrative expe 20.2 12.C 9.7
Reduction of operating income from continuing ofieres before income taxes and equity loss frc
ventures 22.% 12.£ 10.5
Income tax benef (7.9 (4.9 (3.6)
Reduction of net income attributable to Cli $14€ $81 $6.7
Reduction of earnings per share attributable téf<Chareholders
Basic $0.14  $0.1C  $0.0¢
Diluted $0.1:  $0.0¢  $0.0€

Prior to the adoption of SFAS 123(R), we presertttax benefits for actual deductions in excessafipensation expense as oper:
cash flows on our Statements of Consolidated Cdstva= SFAS 123(R) requires the cash flows resulfirgn the tax benefits for t
deductions in excess of the compensation expenise ttassified as financing cash flows. Accordinglhe classified $3.5 million, $4.3 millic
and $1.2 million in excess tax benefits as caslmffmancing activities rather than cash from opamatactivities on our Statements
Consolidated Cash Flows for the years ended Dece®ihe008, 2007 and 2006, respectively.

Determination of Fair Valu

The fair value of each grant is estimated on thee d@é grant using a Monte Carlo simulation to f@sicrelative TSR performan
Consistent with the guidelines of SFAS 123(R), aaation matrix of historic and projected stockcps was developed for both the Comg
and its predetermined peer group of mining



metals companies. The fair value assumes thatmpeafuce goals will be achieved. If such goals atenm&t, no compensation cost is recogn

and any recognized compensation cost is reversed.

The expected term of the grant represents the fiiore the grant date to the end of the service pefos each of the three plan y
agreements. We estimated the volatility of our camrstock and that of the peer group of mining aretafs companies using daily pr
intervals for all companies. The risk-free intenegte is the rate at the grant date on zsmepon government bonds, with a term commens

with the remaining life of the performance plans.

The following assumptions were utilized to estimiéiee fair value for the 2008 grant and 2007 ands2@l@n year modifications:

Average
GrantModification ~ EXPECtec Fair Value
Expectec Risk-Free Dividend Percent of
Grant/Modification Date Market Term P Interest Grargt/Modification
Plan Year Date Price @ (Years) Volatility Rate Yield Date Market Price)
2008 March 10,200 $ 52.5¢ 2.81 43.8% 1.92% 0.62% 58.2%
2007 May 12, 200¢ 90.2¢ 1.64 45.8% 2.22% 0.3% 143.7(%
2006 May 12, 200¢ 90.2¢ 0.64 53.8% 1.86% 0.3% 143.9'%
(1) Adjusted to reflect 2:1 stock split that occurrediay 15, 2008
The table below illustrates the change in thevalue as a result of the 2006 and 2007 plan yedlifioations:
Pre-modification Calculation T . Change in Fair Revised Fail
Pre-modification Fair
Plan Year Method @) __ value __Value _ __Value _
2006 Cumulative $ 122.5¢ $ 7.1¢ $ 129.7:
2006 Quarterly 30.4¢ 99.2¢ 129.7:
2007 Cumulative 128.7: 1.2t 129.9¢

@ As a result of the choice given to executive officbetween the Cumulative and Quarterly methodswutide 2006 plan, the pre-
modification fair value for this plan is presentegharately for each election. This was not an optiader the 2007 plan, and therefol

single pre-modification fair value is presented.

Stock option, restricted stock, deferred stockcalton and performance share activity under ouentige Equity Plans and Nonemplo

Director¢ Compensation Plans are as follo



2008 2007 2006

Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Stock options (1)
Options outstanding at beginning of y: 11,80 $ 5.4Z 23,60 $ 504 108,53t $ 7.3t
Granted during the yei — — —
Exercisec (9,300 6.47 (11,800 4.6€ (84,93¢) 7.9¢
Cancelled or expire — — —
Options outstanding at end of ye 2,50( 5.42 11,80( 5.4z2 23,60( 5.04
Options exercisable at end of yi 2,50(¢ 5.42 11,80( 5.42 23,60( 5.04
Restricted award:
Awarded and restricted at beginning of y 514,71 649,32 386,36(
Awarded during the ye: 62,67: 164,69: 324,41¢
Vested (261,707 (299,307 (61,457)
Cancellec — — —
Awarded and restricted at end of y: 315,68 514,71 649,32
Performance share
Allocated at beginning of yei 723,54« 861,67. 1,644,23I
Allocated during the yee 194,88: 390,88t 236,16(
Issuec (236,52() (529,019 (405,03¢)
Forfeited/cancelle: (87,790 — (613,68¢)
Allocated at end of ye 594,11¢ 723,54 861,67:
Vested or expected to vest at December 31, . 562,67
Director¢ retainer and voluntary shar¢
Awarded at beginning of ye 1,20C 1,10C 3,71z
Awarded during the yes 2,772 — 2,164
Issued (1,689) — (4,77¢)
Awarded at end of ye: 2,18: 1,10C 1,10C
Reserved for future grants or awards at end of:
Employee plan 5,663,47. 1,842,301 2,668,59:
Director¢ plans 151,26: 158,57: 173,54¢
Total 5,814,73! 2,000,87! 2,842,141

1)

The remaining stock options are from the Januarni299 grant pool and have an expiration date wfidey 12, 200¢

The intrinsic value of options exercised during 02007 and 2006 was $0.5 million, $0.1 million &7 million, respectively.

A summary of our nc-vested shares as of December 31, 2008 is showw



Weighted

Average

Grant Date

Shares Fair Value

Nonvested, beginning of ye 1,239,35! $ 23.5¢
Granted 225,27: 37.9¢
Vested (464,86() 22.0¢
Forfeited/expirec (87,790 46.4:
Nonvested, end of ye 911,98: $ 27.3i

The total compensation cost related to nested awards not yet recognized is $15.7 millioDecember 31, 2008. The weighted ave
remaining period for the awards outstanding at D 31, 2008 is approximately two years.

NOTE 13 — CAPITAL STOCK
Shareholder Rights Plan

On October 8, 2008, our Board of Directors adoptestiareholder rights plan and declared a dividémmthe common share purchase r
for each outstanding common share. The dividendpaéasto shareholders of record on October 29, 2008

Under the rights plan, the rights initially tragsyéther with the common shares and are not exéteisa the absence of further actior
our Board of Directors, the rights will become eisable and allow the holder to acquire commoneshat a discounted price if a perso
group acquires 10 percent or more of the outstandommon shares (or any additional common shardéiseirtase of a person or group
already beneficially owns 10 percent or more of mutstanding common shares on October 13, 2008pwitthe prior approval of our Boarc
Directors. Rights held by persons who exceed tidicgble threshold will be void. Under certain cingstances, the rights will entitle the ho
to buy shares in an acquiring entity at a discaliptéce.

The rights plan also includes an exchange optiogeheral, after the rights become exercisableBoard of Directors may, at its opti
effect an exchange of part or all of the righthéotthan rights that have become void) at a rdtione common share for each right, subje
adjustment in certain circumstances. The rightsretieemable at any time prior to the time that thegome exercisable for $0.001 per ri
subject to adjustment in certain circumstanceseskkearlier amended, redeemed or exchanged, tis wgl expire on October 29, 2011.

The issuance of the rights was not a taxable eders not affect our reported financial conditigrresults of operations, including ¢
earnings per share, and does not change the mianmbich our common shares are currently traded.

Common Stock

On March 11, 2008, a two-fame stock split of our common shares was declakeda result, each shareholder of record receives
additional share of our common stock for every sheaid. The new shares were distributed on May@Q@68. Pursuant to the effectuation of
stock split, the par value of our common stock adgisted from $0.25 per share to $0.125 per slaae the number of authorized comr
shares was increased accordingly from 112 millm224 million shares. As a result of the stocktsplie preferred stock conversion rate
also adjusted from 66.1881 to 133.0646. All comrsbares and per share amounts reported herein leaveddjusted retroactively to refl
the twc-for-one stock split effective May 15, 20(



Preferred Stock

In January 2004, we completed an offering of $172ilfon of redeemable cumulative convertible pegaé preferred stock, without |
value, issued at $1,000 per share. The preferiezk giays quarterly cash dividends at a rate of p&%ent per annum, has a liquida
preference of $1,000 per share and is convertittiedur common shares at an adjusted rate of 188.66mmon shares per share of prefe
stock, which is equivalent to an adjusted convergidce of $7.52 per share at December 31, 2008esuto further adjustment in cert
circumstances. Each share of preferred stock maybeerted by the holder if during any quarter agdafter March 31, 2004 the closing ¢
price of our common stock for at least 20 tradiaggin a period of 30 consecutive trading daysrendn the last trading day of the prece:
quarter exceeds 110 percent of the applicable esioreprice on such trading day ($8.27 at Decerltiei2008; this threshold was met a
December 31, 2008).

The preferred stock is classified for accountingppses as “temporary equityéflecting certain provisions of the agreement ttaild
under remote circumstances (the delisting of ounroon stock on a U.S. national securities exchamgguotation thereof in an inteteale
guotation system of any registered U.S. nationalisges association), require us to redeem théemed stock for cash. If we are in a defau
the payment of six quarterly dividends on the prefé stock, the holders of the preferred stock thidlreafter be entitled to elect two direc
until all accrued and unpaid dividends are paid.

During 2008, 134,510 preferred shares were conyeatea conversion rate of 133.0646 to 17,898,518ngon shares, reducing ¢
preferred stock outstanding to 205 shares at DeeeBSiih 2008. The following is a summary of the\attiof the preferred stock during 2C
and 2007:

2008 2007
Number of preferred shares at beginning of theopk 134,71! 172,30(
Number of preferred shares conver 134,51( 37,58¢
Number of preferred shares at end of the pe 20& 134,71!
Redemption value at end of the period (in millio $ 0.7 $ 898.¢
Number of common shares issued from Treasury upowersion 17,898,51 4,975,29i

Refer to NOTE 19 — SUBSEQUENT EVENTS for furthefoimation.

NOTE 14 — ACCUMULATED OTHER COMPREHENSIVE LOSS

The components chccumulated other comprehensive lagthin Cliffs shareholderséquity and related tax effects allocated to eae
shown below as of December 31, 2008, 2007 and -



As of December 31, 200
Minimum postretirement benefit liabilit
Foreign currency translation adjustme

Unrealized gain on derivative financial instrume

Unrealized gain on securitis

Cumulative effect of implementing SFAS 1

As of December 31, 200
Postretirement benefit liabilit
Foreign currency translation adjustme

Unrealized net gain on derivative financial instemnts

Unrealized loss on interest rate sv
Unrealized gain on securitis

As of December 31, 200¢
Postretirement benefit liability
Foreign currency translation adjustments

Unrealized net gain on derivative financial instruments

Unrealized loss on interest rate swa
Unrealized loss on securitie

(In Millions)

Tax Benefit After -tax

Pre-tax
Amount (Provision) Amount
$(803 $ (26 $(829
9.6 — 9.6
6.4 (1.9 4.5
14.7 (5.1) 9.6
(171.7) 60.4 (110.7)
$(220.) $ 50.6  $(169.9
$(1925 $ 377 $(154.9
96.5 — 96.5
26.7 (8.0 18.7
(1.4) 0.5 (0.9)
15.7 (5.5) 10.2
$ (55.0 $ 24.7 $ (30.9
$(480. $ 137.r $(343.9)
(68.6) — (68.6)
27.: (8.2) 19.1
(2.6) 0.¢ 1.7
(0.2) 0.1 (0.1)
$(524.9 $ 130.c $(394.6)

The following table reflects the changesfioccumulated other comprehensive losisted to Cliffs shareholdersguity for 2008, 2007 al

2006:
(In Millions)
Unrealized
Net Gain
Postretirement Unrealized Unrealized (Loss) on Accumulated
Adoption Net Foreign (Loss) on Derivative Other
Benefit of SFAS Gain (Loss) Currency Interest Financial Comprehensive
Liability No. 158 on Securities Translation Rate Swaf Instruments Gain (Loss)
Balance December 31, 20 $ (100.9) $ — $ 1.7 $ (24.9) $ — $ (18 $ (125.)
Change during 200 17.¢ (110.7) 7.6 34.% — 6.2 (44.9)
Balance December 31, 20 (82.9 (110.%) 9.€ 9.6 — 4.t (169.9)
Change during 200 (71.9 110.% 0.€ 86.€ (0.9 14.2 139.€
Balance December 31, 20C (154.9 — 10.2 96.5 (0.9 18.7 (30.9)
Change during 200¢ (188.5) — (10.9) (165.0) (0.9 0.4 (364.9
Balance December 31, 20C $ (343 $ — $ (0.) $ (68.9 $ (@9 $ 191 $  (394.9

NOTE 15 — EARNINGS PER SHARE

The following table summarizes the computationadib and diluted earnings per share attributab@ifts shareholders




(In Millions, Except per Share)

2008 2007 2006
Per Per Per
Amount Share Amount Share Amount Share
Income from continuing operations attributable tiff€ $ 515 $5.0¢ $ 269.6 $3.28 $ 279.6 $3.3¢
Preferred dividend (1.1 (.01 (5.2) (.06 (5.6 (.07)
Income from continuing operations attributable tdf€common shareholde 514.7 5.07 264.¢ 3.1¢ 274.% 3.2¢
Discontinued operatior — — 0.2 — 0.3 —
Income attributable to Cliffs common sharehol—basic 514.7 $5.07 264.¢  $3.1¢ 2745 $3.2¢
Dilutive effect preferred dividen 1.1 5.2 5.6
Income attributable to Cliffs common shareholddus mssumed
conversion—diluted $ 515. $4.7¢ $ 270.C $257 $ 280.0 $2.6C
Average number of shares (in thousar
Basic 101,47: 82,98¢ 84,14«
Employee stock plar 1,48¢ 52¢ 962
Convertible preferred stoc 5,332 21,51( 22,54¢
Diluted 108,28t 105,02¢ 107,65

NOTE 16 — COMMITMENTS AND CONTINGENCIES
Purchase Commitments

On July 17, 2008, Portman entered into an agreetoardgrade the rail line related to our operation&sia Pacific. The upgrade is be
performed to mitigate the risk of derailment anduee service disruptions by providing a more rolinfsastructure. The improvements incli
the replacement of 120 kilometers of rail and aisged parts. As a result, we have incurred a pwel@mmitment of approximately §
million for maintenance and improvements to thé stucture. As of December 31, 2008, capital exjteres related to this purchase w
approximately $11.7 million. Remaining expendituoésapproximately $27 million will be made through®009, based on the percentac
project completion. The project is expected to timpleted by the end of the first quarter in 2010.

In July 2008, we incurred an additional capital aaitment for the purchase of a new longwall plowtsgsfor our Pinnacle mine in W
Virginia. The system, which requires a capital sineent of approximately $84.4 million, will replatiee current longwall plow system in
effort to reduce maintenance costs and increasguption at the mine. As of December 31, 2008, ehpitpenditures related to this purct
were $29.6 million. Remaining expenditures of $58i8ion and $1.0 million will be made in 2009 a@010, respectively, with the equipm
expected to be delivered in 2009.

Contingencies
Litigation

We are currently a party to various claims and ll@gaceedings incidental to our operations. If ngaraent believes that a loss aris
from these matters is probable and can reasona&bgstimated, we record the amount of the lossh@mntinimum estimated liability when
loss is estimated using a range, and no point witié range is more probable than another. Asiadditinformation becomes available, .
potential liability related to these matters isems®d and the estimates are revised, if neced®asgd on currently available informati
management believes that the ultimate outcomeesftimatters, individually and in the aggregatd, et have a material adverse effect on
financial position or overall trends in resultsopferations. However, litigation is subject to irdr@runcertainties, and unfavorable rulings c
occur. An unfavorable ruling could include monetdaymages or an injunction prohibiting us from sellour products. If an unfavorable rul
were to occur, there exists the possibility of aerial adverse impact on the financial position aesllts of operations of the period in wt
the ruling occurs, or future periods. However, vatidve that any pending litigation will not resilt a material liability in relation to o
consolidated financial statements. Refer to Partittm 3,Legal Proceedingsf our Annual Report on Form I{iled with the Securities al
Exchange Commission on February 26, 2009, for mohdit information.



Environmental Matter

We had environmental liabilities of $16.4 millioncda$12.3 million at December 31, 2008 and 2007eeisgely, including obligations fi
known environmental remediation exposures at aetihek closed mining operations and other sites. 8 hesounts have been recognized b
on the estimated cost of investigation and remiedtisait each site, and include site studies, deaighimplementation of remediation ple
legal and consulting fees, and postrediation monitoring and related activities.hi¢ ttost can only be estimated as a range of pessibbunt
with no specific amount being more likely, the minim of the range is accrued in accordance with SBASuture expenditures are
discounted unless the amount and timing of the disthursements are readily known. Potential instearecoveries have not been reflec
Additional environmental obligations could be in@d, the extent of which cannot be assessed. Thearof our ultimate liability with respe
to these matters may be affected by several urnictets primarily the ultimate cost of required redition and the extent to which ot
responsible parties contribute. Refer to NOTE NVYERONMENTAL AND MINE CLOSURE OBLIGATIONS for furtker information.

Tax Matters

The calculation of our tax liabilities involves dieg with uncertainties in the application of compltax regulations. We recogn
liabilities for anticipated tax audit issues basadour estimate of whether, and the extent to whadditional taxes will be due. If we ultimat
determine that payment of these amounts is unnagesse reverse the liability and recognize a texddit during the period in which \
determine that the liability is no longer necess&e also recognize tax benefits to the extentitiatmore likely than not that our positic
will be sustained when challenged by the taxindnatities. To the extent we prevail in matters fdrieh liabilities have been established, ot
required to pay amounts in excess of our liabditieur effective tax rate in a given period coutdrbaterially affected. An unfavorable
settlement would require use of our cash and réswh increase in our effective tax rate in tharyef resolution. A favorable tax settlem
would be recognized as a reduction in our effedixerate in the year of resolution.

Guarantees

We are party to financing arrangements under whiehissue guarantees on behalf of certain of ouonsalidated subsidiaries. In -
event of norpayment, we are obligated to make payment in aecaa with the provisions of the guarantee arrangenfd December 3
2008 and 2007, Amapa had total project debt oudstgnof approximately $493 million and $419 milliorespectively, for which we ha
provided a several guarantee on our 30 perceneshAanapa and its lenders have agreed to suspewogeriating and financial loan covens
with the exception of debt to equity ratio requiests through June 30, 2009. At December 31, 2008ap& had total shotérm loan
outstanding of $210.3 million for which we providadseveral guarantee on our share. We have prosiglegtal guarantees on our 30 per
share of the total debt outstanding, or $148 mmllemd $101 million, at December 31, 2008 and 2063pectively. Our estimate of
aggregate fair value of the outstanding guaranieei6.7 million as of December 31, 2008, which éflected inOther Liabilitieson the
Statements of Consolidated Financial Position. feivevalue was estimated using a discounted cash fhodel based upon the spread bet\
guaranteed and nayuaranteed debt over the period the debt is exgpéotbe outstanding. Should we be required to pgypartion of the tot:
amount of the loans we have guaranteed, we cotdchptto recover some or all of that amount from guaraghtearties. We hold no collate
in respect of the guarantees.

NOTE 17 — CASH FLOW INFORMATION

A reconciliation of capital additions to cash p#d capital expenditures for the years ended Deezr8h, 2008, 2007 and 2006 i<
follows:



(In Millions)

2008 2007 2006

Capital addition: $232.¢  $235.1  $112.f

Cash paid for capital expenditut 182.t 199.t 119.F

Difference $501 $35€6 $ (7.0

Non-cash accrual $257 $ 47 $ (7.0
Capital lease 24.4 30.€ —

Total $501 $35€ $ (7.0

Cash payments for interest and income taxes in, 28087 and 2006 are as follows:
(In Millions)

2008 2007 2006

Taxes paid on incomr $175.8  $123.¢  $95.7

Interest paid on debt obligatio 26.2 16.€ 2.7

Non-cash investing activities in 2008 include the issgaof $165 million of unregistered common shareb the commitment to provi
1.2 million tons of iron ore pellets as part of #wnsideration paid to acquire the remaining 3@emrinterest in United Taconite. Noast
investing activities during the year also incluthe issuance of four million of our common shares &tock price of $38.27 to the forr
owners of PinnOak to accelerate the deferred payarhsettle the contingent easat associated with the initial purchase agreenteefer tc

NOTE 2— ACQUISITIONS, DIVESTITURES & OTHER INVESTMENTS fdurther information.

NOTE 18 — RELATED PARTIES

We coewn four of our six North American iron ore minegthwarious joint venture partners that are intégplasteel producers or th
subsidiaries. We are the manager of each of theesnmime coswn and rely on our joint venture partners to mé#keir required capit
contributions and to pay for their share of theniowe pellets that we produce. The joint ventumengas are also our customers. The followir

a summary of the mine ownership of these four NArtterican iron ore mines at December 31, 2008:

Percent ownership

Cliffs Natural
Mine Resources ArcelorMittal
Empire 79.C 21.C
Tilden 85.( —
Hibbing 23.( 62.<
Wabuskh 26.¢ 28.€

ArcelorMittal has a unilateral right to put its énést in the Empire Mine to us, but has not exectthis right to date.

U. S. Stee

Canada

15.C
14.7
44.¢

In 2007 we were the cowner of five of our six North American iron oremes. However, we acquired the remaining 30 pericéaites

in United Taconite from Laiwu Steel Group in JuB08, increasing our ownership interest from 70 @etr¢o 100 percent.

Product revenues to related parties were as foll



(In Millions)

2008 2007 2006
Product revenues to related par $1,020.! $ 754.: $ 649.2
Total product revenue 3,294.¢ 1,997.: 1,669..
Related party product revenue as a percent of potaluct revenu 31.(% 37.8% 38.€%

Accounts receivable from related parties were $2lBon and $11.1 million at December 31, 2008 2007, respectively.

In 2002, we entered into an agreement with Ispait tlstructured the ownership of the Empire ming iacreased our ownership fri
46.7 percent to 79 percent in exchange for assommf all mine liabilities. Under the terms of thgreement, we indemnified Ispat fr
obligations of Empire in exchange for certain fetgrayments to Empire and to us by Ispat of $120llom recorded at a present value
$43.2 million and $49.4 million at December 31, 2@Md 2007, respectively. Of these amounts, $38l@mand $37.4 million were classifi
asLong-term receivablat December 31, 2008 and 2007, respectively, \withoalances current, over the 12-year life of tigply agreement.

Supply agreements with one of our customers incprdeisions for supplemental revenue or refundetam the customes’annual ste
pricing for the year the product is consumed in tustomers blast furnace. The supplemental pricing is chiaraed as an embedc
derivative. Sederivative Financial Instrumentsy NOTE 1—BUSINESS SUMMARY AND SIGNIFICANT ACCOUNTING POLICIE for
further information.

NOTE 19 — SUBSEQUENT EVENTS
Convertibility of Preferred Stock and Redemptionidén

On January 13, 2009, we announced that the trgtficg condition for the conversion right of our 3.gercent redeemable cumula
convertible perpetual preferred stock has beesfgtiand, as a result, holders can surrender shaies for conversion at any time. The tra
price condition for the preferred shares was satigdbecause the closing share price of our comrhares for at least 20 of the last 30 tra
days of the fiscal 2008 fourth quarter exceeded ddr@ent of the then applicable conversion pricéhefpreferred stock. The preferred s
was also convertible during each of the previoudidéal quarters due to the satisfaction of thelitrg price condition during the applica
periods of the relevant preceding fiscal quarters.

In addition to announcing the convertibility of thleares, on January 13, 2009, we also providerkethgred notice of our intent to rede
the 205 convertible preferred shares that remaistanding. As a result, holders of the preferredistould elect to convert their shares in
of having them redeemed, provided that surrendecdoversion occurred on or prior to February 1002 The conversion rate of 133.0
common shares per share of preferred stock eqtmgesonversion price of approximately $7.52 pengwmn share, subject to adjustmer
certain circumstances, including payment of dividieon the common shares.

As of February 11, 2009, all remaining preferredrsb had been converted to 27,278 shares of constook at a conversion rate
133.0646. Total common shares are being issuedfdrgasury.

Temporary Production Curtailments

On February 24, 2009, we announced production itmeats and temporary facility shutdowns that walfifect our Hibbing ar
Northshore mining and pelletizing operations in Misota. At Hibbing, pellet production will be reedcby an additional 2.75 million tons
2009. This production adjustment represents a &kpedecrease from the misejriginal 2009 plan to produce 5.5 million tonkeTreductio
will be accomplished by idling a second of the liac’s three pelletizing furnaces at the end of Marath then



initiating a complete shutdown of the facility fapproximately 15 weeks beginning in May. One piglileg line is then expected to restart ai
beginning of September, which will operate through end of 2009 to reach the anticipated totalepgdtoduction of 2.75 million tons.
addition, as a result of the production curtailmesmployee headcount will be reduced by approxima8 employees, with layof
commencing at the end of April 2009.

At Northshore, a oneionth production shutdown will occur during Aprithe curtailment will reduce production at Northghdc
approximately 3.7 million tons in 2009. Northshardicipates restarting its two larger pelletiziimgek at the beginning of May.

We also temporarily halted production at our Pined&dine Complex in February 2009. Pinnacle produnesallurgical coal for the ste
industry. Metallurgical coal demand has been reduag the steel industry has cut back productiomesponse to the global econo
slowdown. The Pinnacle and Green Ridge No. 1 niaeg both halted production during February, witkike prep plant continues to operat:
a reduced schedule to serve customer requirememesGreen Ridge No. 2 mine was previously idlednédi at the Pinnacle Complex w
estimated to produce approximately 85,000 tonsebréary 2009. The temporary shutdown affected aqmately 360 employees, and m
local leadership of the United Mine Workers of Ainarwas notified of the production curtailment. Tihenthiong production curtailment
Pinnacle is necessary to balance our productiorirargshtory with customer demand.

NOTE 20 - QUARTERLY RESULTS OF OPERATIONS (UNAUDITE D)
The sum of quarterly EPS may not equal EPS foy#ae due to discrete quarterly calculations.

(In Millions, Except Per Common Share)

2008
Quarters
First Second Third Fourth Year
Revenues from product sales and serv $494.2 $1,008.¢ $1,189.7 $916.. $3,609.:
Sales margil 82.4 426.° 365.C 286.C 1,159.
Income attributable to Cliffs before extraordingigin and cumulative effect of accounti
change 16.7 270.2 174.¢ 54.C 515.¢
Net income attributable to Clift 16.7 270.2 174.¢ 54.C 515.¢
Earnings per common share attributabl
Cliffs shareholder
Basic $01¢ $ 278 $ 167 $04E $ 5.07
Diluted 0.1¢€ 2.51 1.61 0.47 4.7¢
Our 2007 financial statements include PinnOak’sltesince the July 31, 2007 acquisition.
2007
Quarters
First Second Third Fourth Year
Revenues from product sales and serv $325.8 $547.¢ $619.¢ $782.F $2,275.:
Sales margil 61.6 129.¢ 107.2 163.t 462.(
Income attributable to Cliffs before extraordingain and cumulative effect of accounting
change 32.t 86.¢ 56.¢ 93.% 270.(
Net income attributable to Clift 32k 86.¢ 56.¢ 93.7 270.(

Earnings per common share attributabl
Cliffs shareholder
Basic $03¢ $10t $067 $1.07 $ 3.1¢
Diluted 0.31 0.8t 0.54 0.8¢ 2.51



Report of Independent Registered Public Accountingrirm

To the Board of Directors and Stockholders of
Cliffs Natural Resources Inc.
Cleveland, Ohio

We have audited the internal control over financegorting of Cliffs Natural Resources Inc. and sdiaries (the “Company”as o
December 31, 2008, based on criteria establishethtarnal Control — Integrated Frameworissued by the Committee of Sponso
Organizations of the Treadway Commission. The Camjzamanagement is responsible for maintaining effedtiternal control over financ
reporting and for its assessment of the effectigerd internal control over financial reportingcluded in the accompanyinganagement
Report on Internal Controls Over Financial Repogi. Our responsibility is to express an opinion oa @ompanys internal control ov
financial reporting based on our audit.

We conducted our audit in accordance with the statslof the Public Company Accounting Oversight ilo@Jnited States). Tho
standards require that we plan and perform thet&aadbbtain reasonable assurance about whethettigfeinternal control over financ
reporting was maintained in all material respe€@ar audit included obtaining an understanding ¢érimal control over financial reportir
assessing the risk that a material weakness etéstting and evaluating the design and operatifegtéfeness of internal control based on
assessed risk, and performing such other procedwasge considered necessary in the circumstancesbéleve that our audit provide
reasonable basis for our opinion.

A company’s internal control over financial repogiis a process designed by, or under the supenvisi, the compang’ principa
executive and principal financial officers, or pmrs performing similar functions, and effected Ihe tcompanys board of director
management, and other personnel to provide reakoaasurance regarding the reliability of financégorting and the preparation of finan
statements for external purposes in accordance gétierally accepted accounting principles. A comfminternal control over financ
reporting includes those policies and proceduras ({h) pertain to the maintenance of records tinateasonable detail, accurately and f:
reflect the transactions and dispositions of theetsof the company; (2) provide reasonable asser#mt transactions are recorde:
necessary to permit preparation of financial states in accordance with generally accepted acaogirgrinciples, and that receipts
expenditures of the company are being made onlgceordance with authorizations of management anectdirs of the company; a
(3) provide reasonable assurance regarding prerewoti timely detection of unauthorized acquisitioisg, or disposition of the compasy’
assets that could have a material effect on tlanfial statements.

Because of the inherent limitations of internal tcohover financial reporting, including the posétp of collusion or imprope
management override of controls, material misstatésndue to error or fraud may not be preventedetected on a timely basis. Al
projections of any evaluation of the effectivenesshe internal control over financial reportingftdure periods are subject to the risk tha
controls may become inadequate because of changesnditions, or that the degree of compliance wiite policies or procedures n
deteriorate.

In our opinion, the Company maintained, in all malerespects, effective internal control over figal reporting as of December
2008, based on the criteria establishethiarnal Control — Integrated Framewoigsued by the Committee of Sponsoring Organizatifribe
Treadway Commissiot



We have also audited, in accordance with the stdsdaf the Public Company Accounting Oversight Bo@united States), tl
consolidated financial statements and financiaiestent schedule as of and for the year ended Dexre®ih 2008 of the Company and
report dated February 26, 2009 (May 12, 2009 a@kdeffects of the adoption of SFAS 18&ncontrolling Interests in Consolidated Finan
Statements, an Amendment of ARB Nadésicribed in Note 1) expressed an unqualified opirn those financial statements and final
statement schedule and included an explanatorgph regarding the Company’s adoption of new agtiog standards.

/s/ DELOITTE & TOUCHE LLF

Cleveland, Ohic
February 26, 200



Report of Independent Registered Public Accountingrirm

To the Board of Directors and Stockholders of
Cliffs Natural Resources Inc.
Cleveland, Ohio

We have audited the accompanying statements ofotidated financial position of Cliffs Natural Resoas Inc. and subsidiaries (
“Company”) as of December 31, 2008 and 2007, ardehated statements of consolidated operatiomsebbldersequity, and cash flows f
each of the three years in the period ended DecaeBihe2008. Our audits also included the finansi@tement schedule (Schedule-
Valuation and Qualifying Accounts). These finahatatements and the financial statement schedeleh& responsibility of the Company’
management. Our responsibility is to express aniopion the financial statements and financiakesteent schedule based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversightauBlo(United States). Thc
standards require that we plan and perform thet aodibtain reasonable assurance about whethdimtgcial statements are free of mate
misstatement. An audit includes examining, on tliasis, evidence supporting the amounts and disis in the financial statements. An @
also includes assessing the accounting princigded and significant estimates made by managementethas evaluating the overall finan
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, such consolidated financial statetaepresent fairly, in all material respects, thearicial position of Cliffs Natur
Resources Inc. and subsidiaries as of Decembeé2(®B and 2007, and the results of their operatimistheir cash flows for each of the tt
years in the period ended December 31, 2008, ifocmity with accounting principles generally accsghtin the United States of Ameri
Also, in our opinion, such financial statement sitle, when considered in relation to the basic clidated financial statements taken
whole, presents fairly, in all material respedtg, information set forth therein.

As discussed in Note 1 to the consolidated findrefatements, the Company adopted Statement ohé&igslaAccounting Standar
(SFAS) Statement No. 16oncontrolling Interests in Consolidated Financitatements, an Amendment of ARB Na. #12009 and tt
accompanying financial statements have been retotisply adjusted. As discussed in Notes 1 andoltheé consolidated financial statem
the Company adopted SFAS No. 15Fair Value Measurementdn 2008. As discussed in Notes 1 and 10 to the alofaed financie
statements, the Company adopted FASB Interpret&t@mm8,Accounting for Uncertainty in Income Taxedgs 2007. Additionally, as discuss
in Notes 1, 9, and 12 to the consolidated finanstatements, the Company adopted SFAS No. 12&Rjre-Based Paymerdand SFA!
No. 158,Employers’ Accounting for Defined Benefit Pensiad &ther Postretirement Planis, 2006.

We have also audited, in accordance with the stasdaf the Public Company Accounting Oversight Bodunited States), tl
Company'’s internal control over financial reportiag of December 31, 2008, based on the criterébkshied ininternal Control —Integratec
Frameworkissued by the Committee of Sponsoring Organizatioihshe Treadway Commission and our report datebrieey 26, 200
expressed an unqualified opinion on the Compamj&rimal control over financial reporting.

/s/ DELOITTE & TOUCHE LLF

Cleveland, Ohio
February 26, 2009 (May 12, 2009 as to the effettheadoption of SFAS 16®oncontrolling Interests in Consolidated Financ&htement
an Amendment of ARB No. described in Note 1



Iltem 9A. Controls and Procedures

We maintain disclosure controls and proceduresatatesigned to ensure that information requioeldet disclosed in our Exchange
reports is recorded, processed, summarized andteepwithin the time periods specified in the SEQules and forms, and that s
information is accumulated and communicated to management, including our Chief Executive Officad &Chief Financial Officer, i
appropriate, to allow timely decisions regardinguieed disclosure based solely on the definitiorfdi$éclosure controls and procedures”
Rule 13ai5(e) promulgated under the Exchange Act. In désigrand evaluating the disclosure controls and gulaces, managem
recognized that any controls and procedures, ntemiadw well designed and operated, can providg mrdsonable assurance of achieving
desired control objectives, and management nedlysaas required to apply its judgment in evalugtithe cosbenefit relationship of possit
controls and procedures.

As of the end of the period covered by this repad,carried out an evaluation under the supervisioth with the participation of ¢
management, including our Chief Executive Officad aur Chief Financial Officer, of the effectiveseaf the design and operation of
disclosure controls and procedures. Based on tregding, our Chief Executive Officer and Chief Fiogl Officer concluded that ¢
disclosure controls and procedures were effectitheareasonable assurance le



Management’s Report on Internal Controls Over Finarcial Reporting

Our management is responsible for establishingraaititaining adequate internal control over finahm@gorting as such term is defir
under Rule 13a-15(f) promulgated under $ezurities Exchange Act of 1934s amended.

Internal control over financial reporting is a pess designed to provide reasonable assurance imgabe reliability of financie
reporting and the preparation of the Compamonsolidated financial statements for externappses in accordance with generally acce
accounting principles.

Internal control over financial reporting includésose policies and procedures that (i) pertainhi maintenance of records that
reasonable detail, accurately and fairly refleet tfansactions and dispositions of the assetseoCtimpany; (ii) provide reasonable assur
that transactions are recorded as necessary toitpgmenpreparation of the consolidated financiateents in accordance with genel
accepted accounting principles, and that receipts eéxpenditures of the Company are being made bnlgiccordance with approprii
authorizations of management and directors of theg@any, and (iii) provide reasonable assurancerdagaprevention or timely detection
unauthorized acquisition, use or disposition of@enpany’s assets that could have a material efiethe consolidated financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or détaisstatements. Also, projections
any evaluation of effectiveness to future periodssabject to the risk that controls may becomedeaate because of changes in conditior
that the degree of compliance with the policiepraicedures may deteriorate.

Management conducted an assessment of the Conspamginal control over financial reporting as oéd@mber 31, 2008 using
framework specified innternal Control — Integrated Frameworkpublished by the Committee of Sponsoring Orgditina of the Treadw:
Commission. Based on such assessment, managensecvi@duded that the Compasyihternal control over financial reporting waseetive
as of December 31, 2008.

The effectiveness of the Compasyihternal control over financial reporting as oéd@mber 31, 2008 has been audited by Deloi
Touche LLP, an independent registered public adbogifirm, as stated in their report that appeansehn.

February 26, 2009

Changes in Internal Control Over Financial Reporting

There have been no changes in our internal cowlvel financial reporting, as defined in Rules 13¢1and 15di5(f) under th
Securities Exchange Act of 1934s amended, during the quarter ended Decemb@O088, that materially affected, or are reasonakify to
materially affect, our internal control over fingalcreporting.



ltem 15. Exhibits, Financial Statement Schedules and Repoots Form &-K.
(2)(1) and (2) — List of Financial Statements aimhRcial Statement Schedules.

The following consolidated financial statementtiffs Natural Resources Inc. are included at I&above:
Statements of Consolidated Financial Position —dbazer 31, 2008 and 2007

Statements of Consolidated Operations — Years ebeéeémber 31, 2008, 2007 and 2006
Statements of Consolidated Cash Flows — Years eDéedmber 31, 2008, 2007 and 2006
Statements of Consolidated Changes in Equity — ¥ eaded December 31, 2008, 2007 and 2006
Notes to Consolidated Financial Statements

The following consolidated financial statement sthe of Cliffs Natural Resources Inc. is includestdin in Item 15(d):

Schedule Il — Valuation and Qualifying Accounts

All other schedules for which provision is madettie applicable accounting regulation of the Seimsiand Exchange Commission
not required under the related instructions orirmapplicable, and therefore have been omitted.

(3) List of Exhibits — Refer to Exhibit Index on ges 159-167 of the Annual Report on FormKLOf Cliffs Natural Resources Inc. fil

with the Securities and Exchange Commission onu&eigr26, 2009.

(c) Exhibits listed in Item 15(a)(3) above are irpmrated herein by reference.

(d)
Cliffs Natural Resources Inc. and Subsidiaries
Schedule Il—Valuation and Qualifying Accounts
(Dollars in Millions)
Additions
Balance a Charged
i Charged Balance a
Beginning to Cost
and to Other End of
Classification of Year Expense Accounts Acquisition Deductions Year
Year Ended December 31, 20(
Deferred Tax Valuation Allowanc $ 26 $ 95 $ 81 $ (139 $ 13.C $ 17.¢

Allowance for Doubtful Account — — — — — —
Year Ended December 31, 20(

Deferred Tax Valuation Allowanc $ 11¢ $ 13.C $ 14 $ — $ — $ 26.c

Allowance for Doubtful Account — — — — — —
Year Ended December 31, 20(

Deferred Tax Valuation Allowanc $ 111 $ — $ 08 $ — $ — $ 11.¢

Allowance for Doubtful Account 2.¢ (2.9 — — — —



