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COMPARATIVE HIGHLIGHTS
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Revenues From Iron Ore Sales and Services
Sales Margin

Operating Income

Net Income

Net Income Attributable to Common Shares:

Amount
Per Diluted Share
Cash Dividends Paid Per Common Share

At December 31

Cash and Cash Equivalents
Marketable Securities (ShortTerm)
Debt

Preferred Stock

Shareholders’ Equity

Per Common Share:
Book Value™
Market Value

Iron Ore Sales and Production
North American {Milions of Tons)
Cliffs' Sales
Production at Cliffs’ Mines
Cliffs’ Share
Partners' Share
Total Production
Australian (Milions of Tonnes)
Sales
Production

* Reflects Cliffs’ consolidated sales and production since the 3/31/05 acquisition of Portman,

incleding Portman's 60% interest in the Gockatoo Island joint venture

“* Assuming conversion of preferred slock

2006
$1,921.7
414.0
365.7
280.1

$274.5
5.20
A7

$35L.7
6.9
172.3
5.8

$17.59
48.44

20.4

20.8
128
336

74
7.7

2005*
$1,739.0
389.0
356.5
2776

$272.0
4.99
30

$192.8
8.9
w7
172.5

651.6

$14.99
44.29
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Cleveland-Cliffs Inc, headquartered in Cleveland, Ohio, is the largest producer of iron ore
pellets in North America and sells the majority of its pellets to integrated steel
companies in the United States and Canada. Cleveland-Cliffs Inc operates
a total of six iron ore mines located in Michigan, Minnesota and Eastern
Canada. The Company owns 80 percent of Portman Limited, a large iron
ore mining company in Australia, serving the Asian iron ore markets
with direct-shipping fines and lump ore. It also has a 30 percent
interest in the Amapd Project, a Brazilian iron ore operation,

and a 45 percent economic interest in the Senoma Project, an
Australian coking and thermal coal project,

CORE VALUES 7

Safe Production record production with: lack of injuries...good housekeeping and orderly . “
work areas...well-maintained equipment...proper training and procedures...looking out for and - P
correcting each other...safe conditions and behavior...Sentinel of Safety qualification L0203 04 057 0@/

Customer Focus listening to the customer...being responsive and on time...meeting quality
expectaiions...helping the customer succeed

Creating Economic Value doing the right things right the firsy time...elimination of waste and
inefficiency...breakthroughs in productivity and technology

Bias for Action getting things done...reduced red tape.. *barrierless”...call anybody you want...
management by fact...plan the work, work the plan

Trust, Respect and Open Communication open access to information...constructive conflict... ~
delegation to the appropriate level...toleration of failure in pursuit ¢f business success...
encouraging and accepting different views...feeling an obligation te explain your actions to
those affected...gender and racial diversity

Group and Individual Accountability behaving in line with our core values.. being responsible
for our actions...providing plans/standards/expectations.. holding yourself and/or the group to a
high standard of performance...walk the 1alk

Integrity doing what you say you are going to do...no hidden agendas...doing the right thing...
being truthful...zero tolerance...not walking away from a situation..being credible W7 192 296 272 978

Teamwork actively involve others in decision-making.. know when to take a leadership role and (in tons)

when to be an active member...recognize the value of teamwork and the synergy it creates .
Consclidated Sales Volume

Recognize and Reward Achievement celebrating successes...stress training and development...
an effective appraisal of performance...expressing a simple thank you

Environmental Stewardship going beyond compliance...being socially responsible...
anticipating and addressing potential impacts before they occur...personal accountability...
operating 1o preserve the environment for future generations




TO OUR SHAREHOLDERS

The year 2006 was another exceptional one for Cleveland-Cliffs, as disciplined planning and
favorable trends combined to produce record revenues and the highest operating income in
Company history.

Consolidated revenues set new highs every quarier in 2006, culminating in full-year sales
reaching $1.9 billion for the first time ever. Average per-ton sales revenues for our North
American pellets rose 9.3 percent, and the revenue per metric ton for our Asia-Pacific
operation was up approximately 16.6 percenti from 2005 levels. Full-year operating income
totaled $366 million, up from $357 million in 2005, and net income increased to $280 million,
up from 2005’s $278 million.

Optimizing Opportunities... Today’s Cleveland-Cliffs is a vital and growing mining cempany
with a solid North American franchise and expanding global assets. Qur industry has emerged
from the dramatic changes of the past several years stronger and better positioned for
profitability and growth than at any other time in recent memory. Restructuring transactions
since the beginning of 2002 have significantly increased Cliffs’ sales volume and positioned the
Company to serve the revitalized and stronger steel industry.

Of the 11 iron ore mines in North America, we manage six. In 2006, Cliffs’ mines accounted
for approximately 46 percent of North American pellet production—28 percent for its

own account—earning Cliffs the number one market-share position in North America.
Internationally, our presence now extends to Australia, Latin America, and Asia.

We remain committed to further deploying our Company’s unique mining and processing
knowledge to maximize shareholder value. We continue Lo explore ways to {further increase
the efficiency and productivity of existing cperations, and to seek prospects for expansion
in the growing international steelmaking materials industry.

...in North America North America remains the core of Cliffs’ business. Pellets from our
operations are currently being consumed by nearly all North American integrated steel
producers, and virtually all of our annual North American pellet capacity is now commitied
under long-term contracts.

Three serious incidents occurred at Cliffs' facilities during 2006, which tragically resulted in
fatalities. Safety is a core value at Cliffs, and we strive to ensure that safe production is
the number one priority for all employees. Workers at all levels of the organization have
intensified efforts to ensure a zero-accident environment through continuing education and
diligent implementation of established loss-prevention prineiples.

Production at our Tilden mine was lower in 2006 due to unptanned equipment repairs and
a change in the production mix. Wabush's production was also hampered by mining
difficulties associated with pit dewatering. At United Taconite, production fell following the




Optimizing Opportunities
in North America and
Around the World

accident at the processing plant; however, repairs to the plant were compieted and full production resumed in January 2007.
Pellet inventory stood at 3.8 million tons at year-end, versus 3.3 million tons at the start of the year.

We decided to move ahead in 2006 with the repair and restart of idled Northshore Mining Furnace No. 5, estimated to add 800,000
tons of pellet capacity annually commencing early in 2008. This additional output will augment our ability 1o satisfy customers’
current and future requirements according to our long-term sales agreements.

Although we continue o experience cost pressure in our business, we have begun to realize a positive effect from the efforts
of our cost-initiative icams. Resultant internal cost efficiencies, combined with modesily lower-than-expected energy costs
during 2006, yielded year-over-vear unit production costs escalation of 13 percens in North America.

On the environmental front, we made considerable progress during the year, including the installation of siate-of-the-art
emission contrels and eperating systems to implement the Taconite Maximum Achievable Gontol Technology (MACT) Rule.
In Michigan, reclamation efforts were successfully completed at the former Republie Mine, allowing for the initiation of future
development of the site. In addition, an agreement was reached with the State of Michigan to address impairment issues related
to Deer Lake in Michigan's Upper Peninsula that will restore and protect the iake and provide recreational opporiunities Lo the
public. Cliffs takes its environmental responsibilities seriously and works to not only meet, but exceed regulatory standards,

Always an innovator in iron-ore mining and processing, Cliffs also remains active in the development of technologies for
alternative metallic products. We are disappointed that Cliffs will not participate in the Mesabi Nugget Project due to the inability
of the pariies to arrive at mutually agreeable commercial terms. Having built and operated the pilot nugget plant utilizing Kobe
Steel’s ITmk3 technology, we see the technology's significant potential and the opportunity to diversify our customer mix with
the addition of electri¢ furnace operators. We are currently evaluating opportunities to proceed with the development of a
commercial-scale reduced iron plant that will convert taconite into nearly pure iron in nugget form using this technology.

.Around the World Our efforts to play an ever-greater role in supplying the fastest growing steel markets in the world continue.
Our 2005 purchase of Portman—which sells roughly 80 percent of its iron ore to steel mills in China, the world's largest consumer—
was just the {irst step of our international expansion strategy. Late last year, growth opportunities led us to the Brazilian iron
ore market. Cliffs acquired a 30 percent ownership position in the Amapd iron ore projeci, which includes significant reserves, a
192 kilometer railway and 71 hectares of real estate earmarked for an ore loading terminal. Anticipated annual production of
6.5 million tonnes of iron ore concentrate is fully committed pursuant 1o a long-term supply agreement with a Bahrain-based
customer. The transaction closed in March 2007 and we made an initial investment of §133 million. Subsequently, we have made
an additional capital contribution of $27 million. Cliffs’ remaining share of project capital is expected to be $30 million in 2007,
which will be funded with project debt. The remaining 70 percent of the project is owned by MMX Mineracdo e Metdlicos SA.
MMX is providing corporate and institutional support while Cliffs supplies technical expertise for construction and operation.

Subsequent to year-end, Cliffs” acquired a 45 percent economic interest in the Sonoma Coal Project, located at the northern end
of Queensland, Australia’s Bowen Basin coalfields. Sonoma currently has estimaled reserves of 107 million tonnes, Our
participation represents our first seaborne coking coal endeavor, and serves as yet another springboard for growth. The Sonoma
Project is expected to produce two million tonnes of markatable coal annually, beginning late this vear, and plans call for output
i0 increase to between three million and four millien tonnes during 2008, Cliffs' investment in this project is expected to total
approximately $130 million.



Building on Today’s

Strong Foundation to Create
the Cliffs of Tomorrow

TO OUR SHAREHOLDERS e

We are excited about these high-potential projects, which further diversify and enhance our participation in the global steel industry.

Building on Today's Strong Foundation... in 2006, we took a number of actions to solidify our Gompany while continuing to
advance our goal of enhancing shareholder value.

It is our objective to not only redeploy profits to ensure future growth, but also to return a portion to shareholders. To that end,
we announced a 25 percent increase in our common stock dividend and a 1.25-million-share (pre-split) repurchase authorization
in May 2006. The share repurchase was fully executed prior te our two-for-one stock-split distribution on June 30, 2006, and
was followed by an additional iwo-million-share (post-split) buy-back authorization in July. By year-end, we had repurchased
0.7 miliion shares and had 1.3 million shares remaining under that authorization. During 2006, Cliffs spent more than $120 million
to repurchase common stock.

We entered into a new $500 million revolving credit agreement, which replaced our prior $350 million revolving credit facility that
was set to expire in March 2008, As of May 25, 2007, there were $135 million of borrowings outstanding on the new facility.

Marking another phase of our long-term growth strategy, we instituted a corporate realignment that increases not only operatienal
efficiencies, but also the fexibility to optimally ailocate our resources with our existing operations and potential opportunities.

Under our new structure, each business unit is responsible for managing its individual operational activities while benefiting from
the general support provided by our shared services groups. Donald Gallagher heads our primary business unit in his new capacity
as president—North American iron ore, with William Calfee, executive vice president—commercial, and Duke Vetor, vice
president—operations, supporting the unit in their respective roles. Heading the newly established Clifis Asia-Pacific unit is former
Portman Managing Director Richard Mehan, who brings extensive hands-on experience in the global mining business to this new
position. In addition to Richard's continuing oversight and beard responsibilities at Portman, he will manage Cliffs’ interest in the
Senoma Project, as well as coordinating other potential opportunities in the region, from his base in Perth, Australia.

We opened two new offices to support our infrastructure. Qur Duluth, Minnesola, facility houses shared services groups
supporting both the North American and Asia-Pacific units, and a new headquarters for Cliffs International Mineragdo Brasil,
Ltda. in Rio de Janeiro is providing technical and administrative support for Cliffs’ assets in Latin Ameriea.

Cliffs continued to attract and partner with exceptional people in 2006, evidenced by the successful recruitment of former STERIS
Corporation SVP-CFO Laurie Brlas as the Company's new senior vice president—chief financial officer and treasurer. With an
accounting and financial career spanning more than 20 years at other publicly traded globat companies, Laurie is an excellent
addition as we accelerate implementation of our growth strategy.

...to Create the Cliffs of Tomorrow. The 2006 negotiated pellet price settlements resulted in seaborne fines and lump ore prices
increasing by 19 percent, and a 3.5 percent decline for seaborne pellets. However, despite the lower settlement price for pellets, the
impact from such other factors as steel prices and PPI indices allowed Cliffs to realize an average unit-price increase of 9.3 percent
on its North American pellets.

Strong pricing should persist in 2007. Settlement negotiations resulting in 9.5 percent increases for seaborne fines and lump ore
bode well for Portman's average pricing. Price settlements announced for blast furnace pellets call for a 5.8 percent increase,
resuliing in a net positive impact on our pellet pricing.




China's steel-production growth rate looks to remain strong for both the near- and mid-terms,
and its raw-material requirements will continue to in¢rease, albeit at constrained rates
compared with the recent past. Correspondingly, global demand for steelmaking materials and
prices are expected to remain firm, all promising developments lor the industry and Cliffs.

Cliffs’ share of North American pellet production volume for 2007 is expected to be 22 million
tons. We forecast Portman's production volume of seaborne fines and lump ore to be
approximately eight million metric tons.

While continuing to address cost pressures, we are also working hard to ensure future
profitable growth. Ongoing capital investinents at our North American mines are targeted at
strengthening our facilities, and include the purchase of new, more efficient equipment.
Also underway are initiatives aimed at securing the availability of a well-qualified workforce.
To that end, Cliffs is now partnering with local calleges and universities to expand relevant
curricula, technical training, and recruitmens as part of its manpower planning strategy.

While the heart of our operations remains North America, we will continue to consider
opportunities for expansion globally, choosing a flexible, yet disciplined, approach for the
future, Acquiring controlling or minority stakes in additional iron ore or steel-related resource
opportunities in Australia, Latin America, and Asia are all under consideration, Any prospects
we engage must not only enhance our existing strengths, but contribute ultimately to the
profitability and overall health of sur Company.

Entering 2007, consistently robust industry conditions persist. Solid and sustainable business
fundamentals in combination with international diversification have positioned our Company
well, particularly as the commodity cycle coniinues to strengthen. Supply remains tight, and
our markets are growing. All of these circumsiances look very goeod for Cliffs and for our
shareholders, and we look forward to reporting future progress.

Sincerely,

Joseph A. Carrabba
Chairman, President and Chief Executive Officer

May 25, 2007

As Tlook back on ClifTs’
remarkable heritage. .
il becomes even more
meaninglul when [ (;mlsith:-r:
that, in 160 vears, only nine;
chiel executive oflicers L
have preceded me inmy
current role. Gliffs is a |
Company with a vich past
and @ tremoendous futre
thanks to the conunitment !
and dedication of leaders |
such as these. Tam truly
hanored to have had the |
apportunity fo work with !
John Brinzo and 1o serve
sueh o dynamic Company

as Glills. Backed by the \
outstanding efforts of :
our emwplovees and the |
ongoing support ol our !
shareholders, T look ‘
forward Lo reporting i
a continuing legacy of '
success in the vears ahead. |

Joseph A, Garrabba
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Cleveland-Cliffs’ commitment to continuous safety improvement is reflected in its core values, and executed through its
enterprise-wide “Road o Zero™ Safe Production Program. The program is now being implemented as part of our One Cliffs focus
through the realignment of our safety leadership and the active participation of employees across the Gompany.

Cliffs established a Total Reportable Injury Frequency Rate {TRIFR) rate of 2.0 as its safe production goal for 2006. We achieved
a year-end TRIFR of 2.26—a 12 percent improvement from 2005 and the best performance in the Company's history.

Congratulations are in order for Northshore Mining and Hibbing Taconite for achieving historically low TRIFRs for 2006.
Northshore’s 0.39 and Hibbing's 0.70 represent reductions of 71 percent and 55 percent, respectively, from a year ago. Reportable
incidents were also down in many of our facilities. United Taconite completed the year with a 39 percent reduction and Wahush's
reportable incidents were down six percent. Cliffs Michigan Mining Operations saw a 17 percent increase from 2005,

Serious incidents did occur in 2006, three of which, tragically, resutted in fatalities. Cliffs gives the safety of our employees the
highest priority and has implemented numerous changes as a result to ensure employee safety going forward.

During 2006, Cliffs trained new safety auditors, plus certified and aceredited 256 more Mine Safety officers, bringing the total
number of safety professionals to 31 across the group. Additionally, we trained approximately 40 Safety Leadership Team members
and site-based managers in Zero incidens Process (ZIP) safety techniques. We installed visual communications equipment at al} our
mining operations to enhance the sharing of ideas and safety standards in support of our One Cliffs philosophy, an effort that has
successfully improved collaboration within the team. We have intensified efforts to ensure total integration of the *Road to Zero”
process, with an emphasis on the four elements of safe production: safety, quality, environment, and cost. Furthermeore,

Cliffs’ ClForm incident investigation process has been broadened to include non-injury investigation, incorporating near-misses
and production interruptions.

Looking ahead, all personnel through {ront-line coordinators will be required to develop a personal safety plan. Supplementary ZIP
training and opportunities to train safety professionals will be offered. Workshops being made available at all mines will focus on
recommiiment and accountability to safety.

SAFETY PERFORMANCE
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At Cleveland-Cliffs, we are committed to making a positive difference in our communities. Our objective is to conduct our
environmental stewardship programs in 4 manner that builds value for all our stakeholders. We strive to earn the trust of our
employees, the communities where we work and live, and government regulators.

Cliffs’ environmental policy provides the basis for uniform environmental performance through an Environmental Management
System (EMS) that conforms with the ISO 14001 Standard. Certifications are a corporate goal that will have greater significance as
the Company expands its international interests.

Environmental awareness is an integral part of our operations, with programs and training that fecus on minimizing waste and
preventing disturbances to the eavironment. An objective review of our performance is regularly provided through a formal audit
conducted by independent professionals. In addition, Cliffs’ mines maintain an active program of reclamation and revegetation
that is approved and monitored by state and provincial agencies.

Environmental Stewardship and Sustainable Development go hand in hand at Cliffs:

* At the Wabush Mine in western Labrador, Canada, a fish habitat enhancement and compensation plan has been developed in
cooperation with the Canadian Depariment of Fisheries and Oceans.

« Reclamation and remediation of the former Republic Mine in Michigan have allowed for the initiation of future development.

» Agreement was reached with the State of Michigan to address irpairment issues related to Deer Lake that will restore and
protect the Lake and provide recreational oppertunities to the public.

= At the Cliffs Erie property in Minnesota, reuse of former facilities and land will allow development without new disiurbance
and enhance their feasibility, benefiting the local community with jobs and replacing income lost when the plant closed.

A major achievernent during 2006 was the installation of an Envirenmental Information Management System (EIMS) and
improved emissions controls at the U.S. operations to facilitate monitoring of emissions and operating parameters and compliance
with the Taconite Maximum Achtevable Control Technology (MACT) Rule. The EIMS has the capability to be expanded to
support other operating functions.

In recognition of national and state concerns about mercury emissions from combustion sources, Cliffs” Minnesota operations have
joined in a cooperative State-Federal-industry research project to investigate possible means of reducing furnace emissions.

ENVIRON M ENTAL STEWARDSHIP AND SUSTAINABLE DEVELOPMENT

Cleveland-Cliffs Inc Environmental Metrics

2006 2005 2006 2005
Air Emissions Point Sources* Reclamation (Acres)
Total Particulate Matter 146 118 Total Final Reclamation 308 399
NOx 685 721
502 307 336 Environmental Training
and Awareness

Water Discharges Compliance Rate Trainee Hours 1,808 1,969
Analyses Passed 14,441 13,936 Employee Headcount 4,109 4,085
Analyses Conducted 14,718 14,151 Awareness Activities g5 136
Percent Compliance 98 08

Agency Inspections
Releases Number of [nspections 42 49
Volume Spilled (Gallons) 47683 14,629
Number of Spills 159 143 Notices of Violation

Number of Notices 6 9
Waste Disposal (Tons)
Hazardous 376 123
Non-Hazardous 12,223 13,525
Recycled 35,094 15,324 * Tons per mallion long tons of peliets preduced
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___ ETHICS AND CORPORATE GOVERNANCE

Good corporate governance is more than a process; it is values lived. It is reflected in a commitment to integrity, one of our

organization's core values.

Maintaining the reputation of the Company in North America and throughout the world is the responsibility of every one of Cliffs’
and its subsidiaries’ employees. Ethics and good business practices are inseparable. Our commitment is exemplified by the recent
implementation of a web-based ethics compliance training program to ensure Companywide understanding of our Business Code
of Conduct and Ethics, core values, and other important legal compliance issues affecting Cliffs. These training and compliance
tools will help management better oversee and monitor our corporate governance and compliance practices, thereby enhancing

long-term shareholder value.

No familial relationship exists among any of the Company’s officers and its annually elected Directors. Cliffs’ eight independent
Directors, who served an average of eight years, are fellow shareholders of the Company. They meet regularly in scheduled
executive sessions without management, and compose the entirety of its audit, compensation and organization, and nominating
commitiees. Our Directors actively participate in the affairs of the Company, with average attendance at 2006 Board and

Committee meetings exceeding 96 percent.

ORGANIZATIONAL CHANGES*

Ronald K. Aderhold was named chief information officer.

William C. Boor joined the Company as senior vice president—
business development.

William A. Brake, Jr., joined the Company as executive vice
president—Cliffs metallics and chief technical officer.

John 8. Brinzo retired as chairman and chief executive officer
of the Company.

Laurie Brlas joined the Company as senior vice president—
chief financial officer and treasurer.

William R. Calfee, former executive vice president, commercial,
was named executive vice president, commercial-North
American iron ore.

Joseph A. Carrabba, former president and chief operating
officer of the Company, was promoted to president and chief
executive officer and named chairman of the Board

of Directors.

Ranko Cucuz, a director of the Company since 1899, did not
stand for re-election. Served on Cleveland-Ciiffs Board
Committees; Board Affairs and Finance.

Steven A. Elmquist, vice president and chief technical officer,
left the Company.

Donald J. Gallagher was promoted to president—North
American iron ore, and served as acting chief financial officer and
treasurer until the appointment of Laurie Brlas in December 2006.

David H. Gunning retired as a director of the Company.

Richard R. Mehan was appointed to lead the newly created
Cliffs Asia-Pacific business unit in conjunction with his continuing
oversight and board responsibilities at Portman Limited.

Steven M. Raguz joined the Company as vice president—
corporate planning and strategic analysis.

Duke D. Vetor, former vice president of operations, was elected
vice president, operations—North American iron ore.

* Asof May 25, 2007
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Definitions

The following abbreviations or acronyms are used in the text. References in this report to the “Company”,
“we”, “us”, “our” and “Cliffs” are to Cleveland-Cliffs Inc and subsidiaries, collectively. References to “A$" refer
to Australian currency, “C$” to Canadian currency and “$” to United States currency.

Abbreviation or acronym

Term

Acme _ Acme Meitals Incorporated

Algoma Algoma Steel Inc.

AQC Administrative Order by Consent

APBO Accumulated other postretirement benefit obligation
Arcelor Arcelor S.A.

ARS Auction rate securities

BACT Best Available Control Technology

Bethlehem Bethlehem Steel Corporation

BHP BHP Billiton

CAL Cliffs and Associates Limited

CCAA Companies’ Creditors Arrangement Act

Centennial Amapa Centennial Asset Participacoes Amapa S.A.
CERCLA Comprehensive Environmental Response, Compensation and Liability Act
Cliffs Asia Pacific Cliffs Asia-Pacific Pty Limited

Cockatoo Island
CVRD

Cockatoo Island Joint Venture
Companhia Vale do Rio Doce

Dofasco Dofasco Inc

DRI Direct Reduced Iron

EITF Emerging Issues Task Force

Empire Empire Iron Mining Partnership

EPA United States Environmental Protection Agency
EPS Earnings per share

Eveleth Mines Eveleth Mines LLC

FASB Financial Accounting Standards Board
Ferrominera C.V.G. Ferrominera Orinoco C.A. of Venezuela
F.O.B, Free on board

FSP FASB Staff Position

GAAP accounting principles generally accepted in the United States
GAM Group Annuity Mortality

HAP Hazardous air pollutants

HBI Hot Briguette Iron

Hibbing Hibbing Taconite Company

HLE HLE Mining Limited Partnership

HWE Henry Walker Eltin

ISG International Steel Group Inc.

Ispat Ispat Inland Steel Company

JORC Joint Ore Reserves Code

Kobe Steel Kobe Steel, LTD.

Laiwu Laiwu Steel Group, Lid.

LIBOR London Interbank Offered Rate

LTI Lost Time Injuries

LTIFR Lost Time Injury Frequency Rate

LTVSMC LTV Stéel Mining Company

MACT Maximum Achievable Control Technology




Abbreviation or acronym

Term

Mittal Mittal Steel Company N.V.

Mittal Steel USA Mittal Steel USA Inc.

MMBTU Mitlion Million British Thermal Units
MSHA Mine Safety and Health Administration
NDEP Nevada Department of Environmental Protection
Northshore Northshore Mining Company

NRD Natural Resource Damages

OPEB Other postretirement benefits

PBO Projected Benefit Obligation

PCB Polychlorinated Bipheny!

PolyMet PolyMet Mining Inc.

Portman Portman Limited

PPI Producers Price Indices

PRP Potentially responsible party

PSD Prevention of Significant Deterioration
Reserve Reserve Mining Co.

Rouge Rouge Industries, Inc.

RTWG Rio Tinto Working Group

SEC United States Securities and Exchange Commission
Severstal Severstal North America, Inc.

SFAS Statement of Financial Accounting Standards

Steel Dynamics
Stelco

Tilden

Tonne

United Taconite
USW

Steel Dynamics, Inc.

Stelco Inc.

Tilden Mining Company L.C.
Metric ton

United Taconite LL.C

United Steelworkers of America

VEBA
VNQDC
Wabush
WCI
Weirton
WEPCO

Voluntary Employee Benefit Association trusts
Voluntary Non-Qualified Deferred Compensation Plan
Wabush Mines Joint Venture

WCI Steel Inc.

Weirton Steel Corporation

Wisconsin Electric Power Company



Explanatory Note

The filing of the Company’s Form 10-K for the year-ended December 31, 2006 was late due to a
comprehensive review of the Company’s application of SFAS 133, Accounting for Derivative Instruments and
Hedging Activities, in relation to its long-term North American pellet supply agreements. The filing was initially
delayed due to a review undertaken in connection with a concern raised anonymously through the Company’s
Ethics Hotline. The concern focused on a specific contract revenue accounting item that allegedly affected the
fourth quarter of 2006. The Company’s Audit Committee, following an investigation by internal audit and
outsiQe legal counsel, found no merit or substance to the allegation,

While the Hotline allegation was found to be without merit, a review of revenue recognition policies was
undertaken. The Company, with the assistance of outside consultants, conducted a detailed review of price
adjustment factors contained in the Company’s North American long-term pellet supply agreements to determine
whether any of those factors meet the definition of embedded derivatives that are required be accounted for as
derivatives separate from the supply agreement under the provisions of SFAS 133. The identification of and
accounting for derivative instruments under SFAS 133 can be extremely detailed and complex. However, it was
determined after the review that price adjustment variables included in our supply agreements are clearly and
closely related to the underlying sales contracts, and therefore need not be bifurcated and separately accounted
for. As a result, no significant accounting adjustments were required.




PART 1

Item 1. Business.
Introduction

Founded in 1847, Cleveland-Cliffs Inc is the largest producer of iron ore pellets in North America. We sell
substantially all of our pellets to integrated steel companies in the United States and Canada. On April 19, 2005,
Cliffs Asia Pacific, a wholly owned subsidiary of the Company, completed the acquisition of 80.4 percent of
Portman, an iron ore mining company in Australia. The acquisition was initiated on March 31, 2005 by the
purchase of 68.7 percent of the outstanding shares of Portman. The acquisition increased our customer base in
China and Japan and established our presence in the Australian mining industry.

Prior to 2002, we primarily held a minority interest in the mines we managed, with the majority interest in
the mines held by various North American steel companies. Qur earnings were principally comprised of royalties
and management fees paid by the partnerships, along with sales of our equity share of the mine pellet production.
Faced with marked deterioration in the financial condition of many of our partners and customers, we embarked
on a strategy to reposition ourselves from a manager of iron ore mines on behalf of steel company partners to
primarily a merchant of iron ore through increasing our ownership interests in our managed mines.

Our successful navigation of numerous customer and partner bankruptcies and the corresponding
consolidation of the industry in recent years have resulted in our emerging with new long-term supply
agreements, al more favorable pricing, with steel company partners and customers that are financially stronger
than their predecessors. One example is the former ISG, which consolidated several bankrupt steet companies.
We entered into a 15-year term sales agreement to supply all of ISG’s pellet requirements for its Cleveland and
Indiana Harbor plants. In 2002, we also invested $13.0 million in ISG to support its acquisition of bankrupt LTV
Corporation’s idled steelmaking assets, receiving a seven percent stake in return. Later in 2002, we invested
another $4.4 million to support 1SG’s acquisition of the steelmaking assets of Acme and invested another $10.7
million of pension trust assets in 2003 to support ISG’s acquisition of Bethlehem’s assets. In conjunction with its
acquisition of Bethlehem, ISG acquired Bethlehem's 62.3 percent equity interest in Hibbing. Through these
investments, we received 5.9 million shares (5.1 million shares directly-held and .8 million shares held in our
pension trust) in return for our original investment. Also in 2004, ISG acquired the bankrupt assets of Weirton
and Georgetown Steel Corporation. In conjunction with its acquisition of Weirton, ISG assumed our term supply
agreement with Weirton with some modifications.

ISG agreed 10 merge with Mittal, the parent company of Ispat, in 2005, resulting in the world’s largest steel
company. Effective January 3, 2006, Ispat was merged with and into Mintal Steel USA ISG Inc. and renamed
Mittal Steel USA. In June 2006, Mittal further extended its position in the steel industry when it merged with
Arcelor, creating a steelmaker with an estimated capacity in excess of 100 million tonnes.

In 2004, we also significantly improved our liquidity initially through our January, 2004 offering of $172.5
million of redeemable cumulative convertible perpetual preferred stock. The proceeds from the issvance were
utilized 1o repay the remaining $25 million balance of our unsecured notes and to fund $76.1 million into our
underfunded salaried and hourly pension funds and VEBAs. Additionally, the proceeds from the sale of 1SG
stock and cash flow from operations provided us with the liquidity for capital expenditures to maintain and
expand our production capacity and to complete the acquisition of Portman.

On March 5, 2007, we acquired a 30 percent interest in MMX Amapa Mineracao LTDA,, a Brazilian
limited liability company developing an iron ore project (Amapa Project), through the acquisition of 100 percent
of the shares of Centennial Amapa. The remaining 70 percent of the Amapa Project is owned by MMX
Mineracao e Metallicos S.A., which is providing corporate and institutional support, while we will supply
technical support for construction and operations. The purchase price for our 30 percent interest was $133
million, paid with cash on hand. Total capital expenditures are estimated to be $357 million, of which
approximately $268 million will be funded with project debt. Capital contributions of $89.3 million were paid
by Cliffs and MMX to fund the project; Cliffs 30 percent share was $26.8 million. We may be responsible for
30 percent of any additional capital contributions.




The Amapa Project consists of a significant iron ore deposit, a 192-kilometer railway connecting the mine
location to an existing port facility and 71 hectares of real estate on the banks of the Amazon River, reserved for
a loading terminal. The Amapa Project is currently under construction and is expected to produce 6.5 million
tonnes of iron ore conceatrate annually once fully operational. Iron ore concentrate is expected to be sold,
pursuant to a long-term supply agreement, to an operator of an iron oxide pelletizing plant in the Kingdom of
Bahrain. Production is expected to begin in late 2007.

On April 18, 2007, we completed the acquisition at an effective 45 percent interest in the Sonoma Coal
Project in Queenstand, Australia. As of May 3, 2007, we invested $15.6 million toward the purchase of mining
tenements and $19.4 million toward the construction of a washplant. We will operate and own 100 percent of the
washplant and 8.3 percent of the mining leases, resulting in a 45 percent economic interest in Sonoma.

The Sonoma Coal Project is expected to initially produce two million tonnes of marketable coal annually,
beginning late in 2007, Production from Sonoma will include an approximately equal mix of hard coking coal
and thermal coal. Plans call for annual production to increase to between three million and four million tonnes
during 2008. The Sonoma Coal Project has a current resource estimate of 107 million tonnes.

We are evaluating opportunities to proceed with development of a commercial-scale reduced iron plant,
which will convert taconite into nearly pure iron in nugget form utilizing Kobe Steel’s ITmk3 technology. The
high-iron-content product could be utilized to replace steel scrap as a raw material for electric steel furnaces or
basic oxygen furnaces of integrated steel producers or as feedstock for the foundry industry.

We intend to continue to pursue investment and operations management opportunities to broaden our scope
as a supplier of iron ore or other raw materials to the integrated steel industry through the acquisition of
additional mining interests to strengthen our market position. We are particularly focused on expanding our
international investments to capitalize on global demand for steel and iron ore.

Our strategic redirection and acceptance of additional risks of increased mine ownership followed by
significant increases in iron ore demand and pricing culminated in record operating income in 2004, 2005 and
2006, solid financial condition, and a strong base for future growth. In the last five years, our revenues have
increased over 220 percent from $.6 billion in 2002 to $1.9 billion in 2006. Our net income increased to $280
million in 2006 from a loss of $188 million in 2002.

North America

We manage and operate six North American iron ore mines located in Michigan, Minnesota and Eastern
Canada that currently have a rated capacity of 37.0 million tons of iron ore pellet production annually,
representing approximately 46 percent of total North American pellet production capacity. Based on our
percentage ownership of the North American mines we operate, our share of the rated pellet production capacity
is currently 22.9 million tons annually, representing approximately 28 percent of total North American annual
pellet capacity.




The following chart summarizes the estimated annual production capacily and percentage of total North
American pellet production capacity for each of the North American iron ore pellet producers as of December 31,
2006:

North American Iron Ore Pellet
Annual Rated Capacity Tonnage
Current Estimated Capacity

(Gross Tons of Raw Ore Percent of Total
in Millions) North American Capacity
All Cliffs’ managed mines ........ .. .cccovvenn. 37.0 45.6%
Other U.S. mines
U.S. Steel’s Minnesota ore operations
Minnesota Taconite ............ ... conn.. 14.6 18.0
Keewatin Taconiteé ...........coiiiueninn 54 6.6
Total U.S. Steel .. ... i 20.0 24.6
Mittal Steel USA Minorcamine .. ............. 2 3.6
Total Other U.S. mines ........c.ovvivenneon-. 229 28.2
Other Canadian mines
Tron Ore Company of Canada . . ............... 12.3 15.2
Quebec Cartier Mining Co. .................. 8.9 11.0
Total Other Canadian mines . ................... 21.2 26.2
Total North American mines . ...........ovvee-. §u 100.0%

We sell our share of North American iron ore production to integrated steel producers, generally pursuant to
term supply agreements with various price adjustment provisions.

For the year ended December 31, 2006, we produced a total of 33.6 million tons of iron ore pellets,
including 20.8 million tons for our account and 12.8 million tons on behalf of steel company owners of the
mines.

Australia

Portman was founded in 1925 and had undergone a number of management and business changes before
establishing itself as a mineral producer in the early 1990’s. Following the sale of its Queensland-based coking
coal operations in 1999, Portman focused on its Western Australia iron ore deposits at the Koolyanobbing
operations and Cockatoo Island. Portman’s 100 percent owned Koolyanobbing mining operations and its 50
percent equity interest in Cockatoo Island represent Portman’s only significant operations. Portman serves the
Asian iron ore markets with direct-shipping fines and lump ore. Portman’s 2006 production (excluding its
7 million tonne share of Cockatoo Island) was approximately seven million tonnes. Portman completed a $62
million project to increase its wholly owned production capacity to eight million tonnes per year in the first half
of 2006. Portman’s production is fully committed to steel companies in China and Japan through 2009.

Business Segments

We primarily evaluate performance based on segment operating income, defined as revenues less expenses
identifiable to each segment. We have classified certain administrative expenses as unallocaied corporate
expense. As a result of the Portman acquisition, we organized into two operating and reporting segments: North
America and Australia. The North America segment is comprised of our mining operations in the United States
and Canada. The Australia segment is comprised of our 80.4 percent Portman interest in Western Australia.

Financial information about our segments is included in Item 7 and NOTE 4 — SEGMENT REPORTING —
included in Item 8 of this Annuat Report on Form 10-K.

North America Segment

The North America segment is comprised of our six iron ore mining operations in Michigan, Minnesota and
Eastern Canada. We produce 13 grades of iron ore pellets, including standard, fluxed and high manganese, for
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use in our customers’ blast furnaces as part of the steelmaking process. The variation in grades results from the
specific chemical and metallurgical properties of the ores at each mine and whether or not fluxstone is added in
the process. Although the grade or grades of pellets currently delivered to each customer are based on that
customer’s preferences, which depend in part on the characteristics of the customer’s blast furnace operation, in
many cases our iron ore pellets can be used interchangeably. Industry demand for the various grades of iron ore
pellets depends on each customer’s preferences and changes from time 10 time. In the event that a given mine is
operating at full capacity, the terms of most of our pellet supply agreements allow some flexibility to provide our
customers iron ore pellets from different mines.

Standard pellets require less processing, are generally the least costly pellets to produce and are called
“standard” because no ground fluxstone (i.e., limestone, dolomite, etc.) is added to the iron ore concentrate
before turning the concentrates into pellets. In the case of fluxed pellets, fluxstone is added to the concentrate,
which produces pellets that can perform at higher productivity levels in the customer’s specific blast furnace and
will minimize the amount of fluxstone the customer may be required to add to the blast furnace. “High
manganese” pelets are the pellets produced at our Canadian Wabush operation where there is more natural
manganese in the crude ore than is found at our other operations. The manganese contained in the iron ore mined
at Wabush cannct be entirely removed during the concentrating process. Wabush produces pellets with two
levels of manganese, both in standard and fluxed grades.

It is not possible to produce pellets with identical physical and chemical properties from each of our mining
and processing operations. The grade or grades of pellets purchased by and delivered to each customer are based
on that customer’s preferences and availability.

Each of our North American mines is located near the Great Lakes or, in the case of Wabush, near the
St. Lawrence Seaway, which is connected to the Great Lakes. The majority of our iron ore pellets are transported
via railroads to loading ports for shipment via vessel to Canada, the United States or other international
destinations or shipped as concentrates for sinter feed.

North American Iron Ore Customers

More than 98 percent of our North American revenues are derived from sales of iron ore pellets to the North
American integrated steel industry, consisting of eight customers. Generally, we have multi-year supply
agreements with our customers. Sales volume under these agreements is largely dependent on customer
requirements, and in many cases, we are the sole supplier of iron ore pellets to the customer., Each agreement has
a base price that is adjusted annually using one or more adjustment factors. Factors that can adjust price include
measures of general industrial inflation, steel prices and international pellet prices. One of our supply agreements
has a provision that limits the amount of price increase or decrease in any given vear.

During 2006, 2005 and 2004, we sold 20.4 million, 22.3 million and 22.6 million tons of iron ore pellets,
respectively, from our share of the production from our North American iron ore mines. Sales in 2006 were to
eight North American, one European, one Japanese and four Chinese steel producers.

The following five customers together accounted for a total of 91, 93 and 94 percent of North American
Revenues from product sales and services for the years 2006, 2005 and 2004, respectively:

Percent of
Sales
Revenues*
Customer 2006 2005 2004
Mittal Steel USA .. e 44% 43% 56%
Al L L e e e 20 22 14
Severstal .. ... e e 13 12 13
W e e e 9 8 6
I ] oo T _§ __8 _5
o 91% 23% 94%

* Excluding freight and venture partners’ cost reimbursements,
g Ireig p
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Our term supply agreements expire between the end of 2010 and the end of 2018. The weighted average
remaining duration is eight years.

Qur sales are influenced by seasonal factors in the first quarter of the year as shipments and sales are
restricted by weather conditions on the Great Lakes. During the first quarter, we continue to produce our
products, but we cannot ship those products via lake freighter until the Great Lakes are passable, which causes
our first quarter inventory levels to rise. Qur limited practice of shipping product to ports on the lower Great
Lakes and/or to customers’ facilities prior to the transfer of title has somewhat mitigated the seasonal effect on
first quarter inventories and sales. At December 31, 2006, we had approximately .8 million tons of pellets in
inventory at lower lakes or customers’ facilities.

In 2006, 73 percent of our North American product revenues (68 percent and 80 percent in 2005 and 2004,
respectively) were derived from sales to our U.S. customers.

Mittal Steel USA

On December 17, 2004, Ispat International N.V. completed its acquisition of LNM Holdings N.V. 1o form
Mittal. On April 13, 2005, Mittal completed its acquisition of ISG, subsequently renamed Mittal Steel USA, At
the time of the acquisition of ISG, we had three different supply agreements with steel companies that becamne
part of Mittal Steel USA:

+ Ispat. Ispat was a wholly owned subsidiary of Ispat International N.V. On December 31, 2002, we
entered into a Pellet Sale and Purchase Agreement with Ispat (the “Ispat Contract”), which provides
that we are the sole outside supplier of iron ore pellets to Ispat. The Ispat Contract runs through January
2015.

«  Mittal ISG. We entered into a Pellet Sale and Purchase Agreement with ISG on April 10, 2002, which
runs through 2016 (the “ISG Contract”), under which we are the sole supplier of iron ore pellets for the

former 1SG’s Cleveland and Indiana Harbor Works. The ISG Contract was subsequently amended in
December 2004.

« Mittal Steel-Weirton (formerly Weirton). Prior to the acquisition of 1SG by Mittal, ISG had acquired
Weirton, which was in chapter 11 bankruptcy at the time. We were one of two suppliers of iron ore
pellets to Weirton. At the time of ISG’s acquisition of Weirton, we entered into an Amended and
Restated Pellet Sale and Purchase Agreement dated May 17, 2004, with both ISG and Weirton (the
“Weirton Contract”). The Weirton Contract runs through 2018.

In December 2005, Mittal merged Ispat into Mittal Steel USA and Mittal Steel USA assumed Ispat’s
obligations under the Ispat Contract. Mittal Steel USA is a 62.3 percent equity participant in Hibbing and a 21
percent equity partner in Empire,

Our North American pellet sales totaled 20.4 million, 22.3 million and 22.6 million tons in 2006, 2005 and
2004, respectively, with pellet sales to Mittal Steel USA representing approximately 45, 48 and 51 percent of
North American sales volume for the respective periods.

In 2005, Mittal Steel USA shut down Mittal Steel-Weirton’s blast furnace. The Weirton Contract had a
minimum annual purchase obligation and required Mittal Steel-Weirton to purchase “for the years 2004 and 2005
the greater of 67 percent of Mittal Steel-Weirton’s total annual iron ore pellet requirements, or 1.5 million tons
and, for the years 2006 through and including 2018, a tonnage amount equal to Mittal Steel-Weirton’s total
annual iron ore pellet tonnage requirements, with a minimum annual purchase obligation of two million tons per
year, required for consumption in Mittal Steel-Weirton’s iron and steelmaking facilities in any year at Mittal
Steel-Weirton”. During 2005, Mittal Steel USA advised us that the Mittal Steel-Weirton blast furnace has been
permanently shut down and will not be restarted.

On March 19, 2007, we executed an umbrella agreement with Mittal Steel USA that covers significant price
and volume matters under three separate pre-existing iron ore pellet supply agreements with Cliffs for Mittal
Steel USA’s Cleveland and Indiana Harbor West, Indiana Harbor East and Weirton facilities. This umbrella
agreement formalizes a previously disclosed letter agreement dated April 12, 2006.
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Under terms of the umbrella agreement, the Pellet Sale and Purchase Agreement dated as of April 10, 2002
for ISG Indiana Harbor, as previously amended, the Pellet Sale and Purchase Agreement, dated as of
December 31, 2006 for Ispat Inland, and the Amended and Restated Pellet Sale and Purchase Agreement dated as
of May 17, 2004 for ISG Weirton are modified to aggregate Mittal Steel USA’s purchases during the years 2006
through and including 2010 under the umbrella agreement. The pricing provisions are determined in accordance
with the supply agreements for each of the covered facilities in the three agreements listed above.

During 2006 through 2010, Mittal Steel USA is obligated to purchase specified minimum tonnages of iron
ore pellets on an aggregate basis. Mittal Steel USA js permitted under the umbrella agreement to transfer any of
the committed volume for use at any iron and steel facility(s) owned directly or indirectly by Mittal Steel
Company N.V., which enhances flexibility. The umbrella agreement alse sets the minimum annual tonnage at
Mittal Steel USA’s approximately budgeted usage levels through 2010, with pricing then in effect at the facility
where the pellets are delivered. Beginning in 2007, the terms of the umbrella agreement allow Mittal Steel USA
to manage its ore inventory levels through buydown provisions, which permit Mittal Steel USA to reduce its
tonnage purchase obligation each year at a specified price per ton, and through deferral provisions, which permit
Miual Steel USA to defer a portion of its annual tonnage purchase obligation beginning in 2007. Mittal Steel
USA has opted to defer the purchase of 550,000 tons from 2007 to 2008. The umbrella agreement also provides
for consistent nomination procedures through 2010 across all three iron ore pellet supply agreements.

As a condition of approving Mittal’s merger with Arcelor, the U.S. Department of Justice mandated that
Arcelor-Mittal sell one of its three North American steel plants in order to satisfy requirements involving
antitrust concerns. On February 20, 2007, the Department of Justice announced that it would require Mitta] Steel
USA to divest its Sparrows Point facility, located in Baltimore, Maryland. We have not historically supplied iron
ore to the Sparrows Point facility.

Algoma

Algoma is Canada’s third-largest steelmaker. We have a 15-year term supply agreement under which we are
Algoma’s sole supplier of iron ore pellets through 2016 (the “Algoma Agreement”). Pricing under the Algoma
Agreement is based on a formula linked to international pellet prices (the “Pricing Formula”). The Algoma
Agreement also provides that in certain years either party may request a price negotiation (“Reopener Years”) if
prices under the Algoma Agreement differ from a specified benchmark price. The Reopener Years are 2008, 2011,
and 2014, We anticipate that Algoma will take the position that any change resulting from a requested price
renegotiation would be retroactive to the beginning of the years preceding the Reopener Years, i.e., 2007, 2010, and
2013. Our position is that any price change would be retroactive to the beginning of the Reopener Years. If we are
unable to reach agreement with Algoma on this issue, any dispute is likely to be resolved through binding
arbitration which would occur in 2008. The amount of the variance, if any, between the Pricing Formula and the
benchmark price for a particular Reopener Year depends on future events and is therefore currently not
determinable. If Algoma were to prevail on the retroactivity issue, our 2007 revenues from sales to Algoma may be
adversely affected. On April 15, 2007, Essar Global Limited, through its wholly owned subsidiary Essar Steel
Holdings Limited, signed a definitive arrangement agreement to acquire Algoma for C$1.85 billion. We do not
expect the merger to affect our term supply agreement with Algoma. We sold 3.5 million, 3.8 million and
3.3 million tons to Algoma in 2006, 2005 and 2004, respectively.

Severstal

On October 23, 2003, Rouge, a significant pellet sales customer of ours, filed for chapter !1 bankruptcy
protection, On January 30, 2004, Rouge sold substantially all of iis assets to Severstal. Severstal, as part of the
acquisition of assets of Rouge, assumed our term supply agreement with Rouge with minimal modifications. On
January 1, 2006, we entered into an amended and restated agreement whereby we will be the sole supplier of iron
ore pellets through 2012, with certain minimum purchase requirements for certain years. We sold 3.7 million,
3.6 million and 3.3 million tons to Severstal in 2006, 2005 and 2004, respectively.

wcCi

On September 16, 2003, WCI petitioned for protection under chapter 11 of the U.S. Bankruptcy Code. At
the time of the filing, we had a trade receivable exposure of $4.9 million, which was fully reserved in the third
quarter of 2003. On October 14, 2004, we and WCI reached agreement (the “2004 Pellet Agreement”} for us to
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supply 1.4 million tons of iron ore pellets in 2005 and, in 2006 and thereafter, to supply 100 percent of WCI's
annual requirements up to a maximum of two million tons of iron ore pellets. The 2004 Pellet Agreement is for a
ten-year term, which commenced on January 1, 2005 and provided for full recovery of our $4.9 million
receivable plus $.9 million of subsequent pricing adjustments. The 2004 Peliet Agreement was approved by the
bankruptcy court on November 16, 2004, The receivable and subsequent pricing adjustments were to be paid in
three equal annual installments of approximately $1.9 million. The first payment, due on November 16, 2005,
was received and classified as Customer bankruptcy recoveries (exposures) on the Statements of Consolidated
Operations,

On May 1, 2006, an entity controlled by the secured noteholders of WCI acquired the steelmaking assets
and business of WC1 (“New WCI”). New WCI assumed the 2004 Pellet Agreement, including the obligation to
cure the remaining two unpaid installments on the bankruptcy recovery. During the third quarter of 2006, WCi
paid the remaining $3.9 million balance in full, resulting in complete recovery of our reserve. We sold
1.6 million, 1.4 million and 1.7 million tons to WCl in 2006, 2005 and 2004, respectively.

Stelco

On January 29, 2004, Stelco, a Canadian corporation, applied and obtained Bankruptcy Court protection
from creditors in Ontario Superior Court under the CCAA. Stelco is a 44.6 percent participant in Wabush, and
U.S. subsidiaries of Stelco (which had not filed for bankruptcy protection) own 14.7 percent of Hibbing and 15
percent of Tilden. At the time of the filing, we had no trade receivable exposure to Stelco.

Throughout the fall of 2005, Stelco worked to come to agreement with key stakeholders on a reorganization
plan. On December 9, 2005, the Third Amended and Restated Plan of Compromise and Arrangement (the
“Plan™) was agreed. On December 10, 2005, the creditors affected by the Plan approved the Plan by substantially
more than the statutorily-mandated minimum approval levels. On January 20, 2006, on motion by Stelco, the
Superior Court of Ontario sanctioned the Plan as being fair and reasonable in all the circumstances. On
February 14, 2006, the Superior Court of Ontario issued an order approving the proposed reorganization,

On March 31, 2006, Stelco emerged from protection from its creditors: under the CCAA, which had been
mandated by the Ontario Superior Court of Justice on January 29;°2004. Pursuant to Stelco’s plan of
reorganization, C$350 million of new financing was invested in Stelco. The investor reguired, as a condition of
such financing, that Stelco be reorganized into limited — partnership operating subsidiaries, one of which was a
“mining” subsidiary, HLE. By way of a consent made as of March 31, 2006, our subsidiaries including Cliffs
Mining Company and Wabush Iron Co. Limited, among others, consented to the transfer of Stelco’s interest in
the Wabush Mines Joint Venture, and its subsidiaries’ shareholdings in the Hibbing and Tilden operations, to
HLE. The Consent Order was conditional upon the completion of a number of items on or before June 30, 2006:

a. the execution and delivery of a Reorganization Agreement and related documentation with respect to
the joint venture operations; and

b. Stelco’s execution and delivery of HLE’s obligations with respect to the joint ventures, and guaraniees
of HLE's obligations by Stelco under its guarantee from each of the other limited partnerships into
which Stelco’s other business interests were organized pursuant to the restructuring.

Stelco has been unable to complete the necessary documentation. If, however, the conditions are not
satisfied, the Consent dictates that the consent provided therein is to be deemed not to have been given.

In December 2006, we executed a binding petlet supply term sheet with respect 1o a seven-year supply
agreement with Stelco to provide Stelco’s Lake Erie Steel and Hamilton Steel facilities excess pellet
requirements above the amount supplied from Stelco’s ownership interest at Hibbing, Tilden and Wabush. A
definitive pellet sales and purchase agreement is being finalized. Pellet sales to Stelco totaled .9 million,
1.4 million and 1.2 million tons in 2006, 2005 and 2004, respectively.

AK Steel

We entered into a seven-year supply agreement with AK Steel in November 2006. The agreement, which
begins January 1, 2007, runs through 2013. Under the terms of the agreement, we will supply between .9 million
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and 1.4 million tons of pellets annually. The agreement supplants prior spot-sales agreements with AK Steel,
which totaled .4 million tons of pellet sales in 2006.

Republic Engineered Products, Inc.

We entered into a five-year supply agreement with Republic Engineered Products, Inc. (“Republic”) in
November 2006. The agreement, which began October [, 2006, runs through December 31, 2011. Under the
contract terms, we will supply a portion of Republic’s total annual pellet requirements. The tonnage is estimated
to be between 4 million tons and .8 million tons annually. The agreement supplanted previous spot-sales
arrangements. For 2006, sales to Republic totaled .4 million tons, including both spot sales and sales made under
the new agreement.

Australia Segment

The Portman operations include the Koolyanobbing operations and a 50 percent equity interest in a joint
venture at Cockatoo Island. These two operations supply a total of five direct shipping export products to Asia
via the global seaborne trade market. Koolyanobbing produces a standard lump and fines product as well as low
grade lump and fines products. Cockatoo Island produces and exports a single premium fines product. Portman
lump products are directly charged to the blast furnace, while the fines products are used as sinter feed. The
variation in Portman’'s five export product grades reflects the inherent chemical and physical characteristics of
the ore bodies mined as well as the supply requirements of the customers.

The Koolyanobbing operation is a collective term for the operating deposits at Koolyanobbing, Mt Jackson
and Windarling. The Koolyanobbing Project is located 425 kilometers east of Perth and approximately 50
kilometers northeast of the town of Southern Cross. There are approximately 100 kilometers separating the three
mining areas. Banded iron formation hosts the mineralization which is predominately hematite and goethite.
Each deposit is characterized with different chemical and physical attributes and in order to achieve customer
product quality; ore in varying quantities from each deposit must be blended together.

Blending is undertaken at Koolyanobbing, where the crushing and screening plant is located. Standard and
low grade products are produced in separate campaigns. Once the blended ore has been crushed and screened
into a direct shipping product, it is transported by rail approximately 575 kilometers south to the Port of
Esperance for shipment to Asian customers.

Cockatoo Island is located off the Kimberley coast of Western Australia, approximately 1,900 kilometers
north of Perth and is only accessible by sea and air. Cockatoo Island produces a single high iron product known
as Cockatoo Island Premium Fines. The deposit is almost pure hematite and contains very few contaminants
enabling the shipping grade to be above 68 percent iron. Ore is mined below the sea level on the southern edge of
the island, This is facilitated by a sea wall which enables mining to a depth of 40 meters below sea level. Ore is
crushed and screened to the final product sizing. Vessels berth at the island and the fines product is loaded
directly to the ship. Cockatoo Island Premium Fines are highly sought in the global marketplace due to its
extremely high iron grade and low gangue levels. The Cockatoo Island operation is scheduled to close in late
2007.

Australia Iron Ore Customers

A limited spot market exists for seaborne iron ore as most production is sold under long-term contracts with
annual benchmark prices driven from negotiations between the major suppliers and Chinese, Japanese and other
Asian steel mills. The three major iron ore producers, CVRD, Rio Tinto and BHP, dominate the seaborne iron
ore trade and together account for approximately three-fourths of the global supply to the seaborne market.

Portman has long-term supply agreements with steel producers in China and Japan that account for
approximately 80 percent and 20 percent, respectively, of sales. Sales volume under the agreements is partially
dependent on customer requirements. Each agreement is priced based on benchmark pricing established for
Australian producers.

During 2006 and 2005, we sold 7.4 million and 4.9 million tonnes of iron ore, respectively, from our
Western Australia mines. (Sales for 2005 represent amounts since the March 31, 2005 acquisition). Sales in 2006
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were 1o 15 Chinese and three Japanese customers, No customer comprised more than 15 percent of Portman sales
or 10 percent of our consolidated sales in 2006 or 2005. Portman’s five largest customers accounted for
approximately 46 percent of Portman’s sales in 2006 (50 percent in 2005).

The iron ore and steel industries

Almost all iron ore is used in steelmaking and therefore is dependent on the steel industry. The steel
industry has historically been cyclical and has recently been characterized by a period of rising production.
Global crude steel production broke the 100 million tonne per month level for the first time in March 2006.
Production in 2006 for the 62 countries reporting to the International Iron and Steel Institute increased
approximately nine percent over 2005. The growing level of international production is largely due to the rapid
industrial growth in China.

China produced approximately 418 million tonnes of crude steel in 2006, up 18 percent over 2005,
accounting for approximately 34 percent of global production. Production in China has increased from
approximately 12 million tonnes per month in 2001 to average nearly 35 million tonnes per month in 2006.
During the first half of 2006, steel production resulted in China becoming the world’s largest steel exporting
country. China’s exports of steel have grown rapidly, approximating 12 percent of Chinese production in 2006.

The rapid growth in steel production in China has only been partially met by a corresponding increase in
domestic Chinese iron ore production. Chinese iron ore deposits, although substantial, are of a lower grade (less
than half of the equivalent iron ore content) than the current iron ore supplied from Brazil and Australia. China
has moved from a position where demand was largely satisfied by domestic supply in the early 1990’s to
becoming a net importer of iron ore. Although domestic iron ore supply is expanding, it approximates only 45
percent of China’s total iron ore requirements. Chinese iron ore imports, accounting for 55 percent of its
requirements, reached 326 million tonnes in 2006, increasing approximately 19 percent from 2005.

The world price of iron ore is influenced by international demand. The rapid growth in Chinese demand,
particularly in more recent years, has created a market imbalance and has led to demand outstripping supply.
This market imbalance has recently led to high spot prices for iron ore and increases of 19 percent and 71.5
percent in 2006 and 2005, respectively, in benchmark prices for Brazilian and Australian suppliers of iron ore. In
December 2006, CVRD agreed with Baosteel, negotiating on behalf of the Chinese steelmaking industry, to a 9.5
percent increase in the annual iron ore fines price for 2007. CVRD also established a 5.28 percent increase in the
price of blast furnace pellets for 2007 with their European customers. The increased demand for iron ore has
resulted in the major iron ore suppliers expending efforts to increase their capacity.

QOur strategic objectives are to:
Seek Additional Investment Opportunities

Much of the current increase in global demand for steel is due 1o industrialization in countries such as China.
China is seeking foreign supplies of the raw materials it needs to produce steel to build infrastructure, factories,
hotels and other buildings and to manufacture motor vehicles and appliances. China’s increased demand for
materials, including iron ore and coal, has been a factor in increasing raw material prices around the globe.
Currently, China is the world’s largest steel producer, with approximately one-third of global steel production, and
China’s steel production is expected to continue to grow. Chinese iron ore imports rose approximately 19 percent in
2006 and are expected to further increase in 2007. China is the largest consumer of iron ore, steel and copper. We
are attempting to capitalize on China’s industrial growth by acquiring well-located iron ore and/or metallurgical
coal properties and obtaining agreements to supply iron ore and coal to international steel producers.

Expand Our Leadership Position as a Supplier to the North American Steel Industry

Primarily in 2002, we substantially restructured the ownership interests in our mines largely by converting
mine partners into customers with term supply agreements. Under our operating strategy, royalty and
management fee income has largely been replaced by profit margin on pellet sales. It is our goal to continue to
expand our leadership position in the industry by focusing on high product quality, technical excellence, superior
relationships with our customers and partners and improved operational efficiency through year-over-year cost
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savings. By developing creative solutions for our customers during the industry restructuring, we have been able
to generate term supply agreements with many of these companies, which have benefited our market position.
Our creative solutions included acquisition of our partners’ interests in the mines largely for the assumption of
certain mine liabilities, thereby allowing partners to focus on their core steelmaking business and become our
customers by entering into long term supply agreements with us.

Achieve Demonstrated Savings Through Productivity Improvements, Enterprise-Wide Cost Reductions and
Strategic Sourcing

Rising costs are a threat to profits and limit our strategic flexibility. Our North American mining costs have
increased 31 percent between 2004 and 2006. In particular, we have seen large increases in energy, supplies,
capital and employment costs. This recent trend has affected the global mining industry as well. To mitigate the
effect of these cost increases, we have implemented an aggressive business improvement and mine optimization
program focusing on cost reduction, asset productivity, energy usage, alternative fuels and strategic sourcing. In
building the foundation for success going forward, we are utilizing improvement processes designed around Six
Sigma and Rapid Results, investments in assets and people, and through the building of bench strength and talent
management.

Strive to Continuously Improve Iron Ore Pellet Quality and Develop Alternative Metallic Products

With the overall goal of achieving cost savings and quality improvements through pioneering process
development at the mines that we manage, we operate a fully-equipped research and development facility.

As part of our efforts to develop alternative metallic products, we are evaluating opportunities to develop,
with Kobe Steel, a commercial-scale reduced iron plant, which will convert taconite into nearly pure iron in
nugget form utilizing Kobe Steel’s ITmk3 technology. This innovative technology has the potential to open new
markets by offering an economically competitive supply of iron material for electric arc furnaces, which use
scrap steel, pig iron and/or HBI/DRI, not iron ore pellets, in their electric arc furnaces.

Information regarding Operations, Competition, Environment, Energy, Research and Development and
Employees is presented under the captions “Operations”, “Competition”, “Environment”, “Energy”, “Research
and Development”, and “Employees”, respectively, all of which are included in Item 2 and are incorporated by

reference and made a part hereof.

Available Information

Our headquarters are located at 1100 Superior Avenue, Cleveland, Ohio 44114-2544, and our telephone
number is {216) 694-5700. We are subject to the reporting requirements of the Exchange Act and its rules and
regulations. The Exchange Act requires us to file reports, proxy statements and other information with the SEC.
Copies of these reports and other information can be read and copied at:

SEC Public Reference Room
100 F Street N.E.
Washington, D.C. 20549

Information on the operation of the Public Reference Room may be obtained by calling the SEC at
1-800-SEC-0330.

The SEC maintains a website that contains reports, proxy statements and other information regarding issuers
that file electronically with the SEC. These materials may be obtained electronically by accessing the SEC’s
home page at hip://www.sec.gov.

We make available, free of charge on our website, our Annual Report on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K and amendments to these reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Exchange Act, as soon as reasonably practicable after we electronically file these
documents with, or furnish them to, the SEC. These documents are posted on our website at
www.cleveland-cliffs.com — under “Investor Relations”.
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We also make available, free of charge on our website, the charters of the Audit Committee, Board Affairs
Committee, Compensation and Organization Committee, Finance Committee and Strategic Advisory Committee,
as well as the Corporate Governance Guidelines and the Code of Business Conduct & Ethics adopted by our
Board of Directors. These documents are posted on our website at www.cleveland-cliffs.com — under “Investor
Relations”, select the “‘Corporate Governance” link.

References to our website do not constitute incorporation by reference of the information contained on our
website and such information is not part of this Form 10-K.

Copies of the above referenced information will also be made available, free of charge, by calling
(216) 694-5700 or upon written request to:

Cleveland-Cliffs Inc
Investor Relations

1100 Superior Avenue
Cleveland, OH 44114-2544

Item 1A. Risk Factors
If the rate of steel consumption in China slows, the demand for iron ore and coal could decrease.

The world price of iron ore and coal are strongly influenced by international demand. The current growing
level of international demand for raw materials for steel production is largely due to the rapid industrial growth in
China. If the economic growth rate in China slows, which may be difficult to forecast, less steel may be used in
construction and manufacturing, which could decrease demand for iron ore and coal. This could adversely impact
the world iron ore and coal markets, impact the North American and Asian markets, and adversely impact our
North American and Australian operations. A slowing of the economic growth rate in China could also result in
greater exports of steel out of China, which if imported into North America could decrease demand for
domestically produced steel, thereby decreasing the demand for iron ore supplied in North America. China
became a modest net exporter of steel products in 2005 and during 2006 became the world’s largest exporter of
steel.

Excess global capacity and the availability of competitive substitute materials may result in intense
competition in the steel industry, which may reduce steel prices and decrease steel production and cur
customers’ demand for iron ore products. Increased imports of steel into the United States could also
adversely impact North American steel sales.

Global overcapacity in steel manufacturing may have a negative impact on North American steel sales and
reduce the production of steel and consequently the demand for North American iron ore. A weakening of certain
foreign economies, particularly in Eastern Europe, Asia and Latin America, may negatively impact steel prices in
those foreign economies and result in increased levels of steel imports from those countries into the United States
at depressed prices. China’s domestic crude steel production is expected to climb 23 percent in 2007 from an
estimated 418 million tonnes in 2006. Based on the American Iron and Steel Institute’s Apparent Steel Supply
{excluding semi-finished steel products), imports of steel into the United States constituted 27.2 percent, 21.3
percent and 22.3 percent of the domestic steel market supply for 2006, 2005 and 2004, respectively. Significant
imports of steel into the United States could substantially reduce sales, margins and profitability of North
American steel producers, and consequently, reduce demand for North American iron ore. Further, production of
steel by North American integrated steel manufacturers may be replaced, to some extent, by production of
substitute materials by other manufacturers. In the case of some product applications, North American steel
manufacturers compete with manufacturers of other materials, including plastic, aluminum, graphite composites.
ceramics, glass, wood and concrete. Most of our term supply agreements for the sale of iron ore products are
requirements-based or provide for flexibility of volume above a minimum level. Reduced demand for and
consumption of iron ore products by integrated steel producers have had and may continue to have a significant
negative impact on our sales, margins and profitability.
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The North American and global steel industries continue to undergo a restructuring process that has
resulted in industry consolidation that could result in a reduction of integrated steelmaking capacity over
time, and thereby reduce iron ore consumption.

The North American steel industry has undergone consolidation, and that consolidation is likely to continue
as evidenced by the recently announced acquisition of Algoma Steel by Essar Global. Consolidation is also
occurning globally, as evidenced by Mittal Steel’s merger with Arcelor and Tata Steel Limited’s acquisition of
Corus Group plc. Consolidation in the North American and global steel industries will result in fewer customers
for iron ore and coal. The restructuring process may reduce integrated steelmaking capacity, which would reduce
demand for our iron ore and coal products and may adversely affect our sales,

Our sales and earnings are subject to significant fluctuations as a result of the cyclical nature of the North
American steel industry.

In 2006, 2005 and 2004, 20.2 million, 21.9 million and 22.2 million tons, respectively, of our North
American iron ore pellet sales were sold to North American steel manufacturers, while only .2 million, .4 million
and .4 million tons of our pellets were sold outside of North America in each year. The North American steel
industry has historically been cyclical in nature, influenced by a combination of factors, including periods of
economic growth or recession, strength or weakness of the U.S. dollar, worldwide demand and production
capacity, the strength of the U.S. automotive industry, levels of steel imports and applicable tariffs. The demand
for steel products is generally affected by macroeconomic fluctuations in North America and the global
economies in which steel companies sell their products. For example, future economic downturns, stagnant
economies or currency fluctuations could decrease the demand for steel products globally or increase the amount
of imports of steel or iron ore into the United States.

In addition, a disruption or downturn in the oil and gas, gas transmission, construction, commercial
equipment, rail transportation, appliance, agricuitural, automotive or durable goods industries, all of which are
significant markets for steel products and are somewhat cyclical, could negatively impact sales of steel by North
American producers. These trends could decrease the demand for North American iron ore products and
significantly adversely affect our North American sales, margins and profitability.

If steelmakers use methods other than blast furnace production to produce steel, or if their blast furnaces
shut down or otherwise reduce production, the demand for our iren ore products may decrease.

Demand for our iron ore products is determined by the operating rates for the blast furnaces of steel
companies. However, not all finished steel is produced by blast furnaces; finished steel also may be produced by
other methods that do not require iren ore products. For example, steel “mini-mills,” which are steel recyclers,
generally produce steel primarily by using scrap steel and other iron products, not iron ore pellets, in their electric
furnaces. Production of steel by steel mini-mills was approximately 57 percent of North American total finished
steel production in 2006. Steel producers also can produce steel using imported iron ore or semi-finished steel
products, which eliminates the need for domestic iron ore. Environmental restrictions on the use of blast furnaces
alse may reduce our customers’ use of their blast furnaces. Maintenance of blast furnaces can require substantial
capital expenditures. Qur customers may choose not to maintain their blast furnaces, and some of our customers
may not have the resources necessary to adequately maintain their blast furnaces. If our customers use methods
to produce steel that do not use iron ore products, demand for our iron ore products will decrease, which could
adversely affect our sales, margins and profitability.

Natural disasters, equipment failures and other unexpected events may lead our steel industry customers
to curtail production or shut down their operations.

Operating levels at our steel industry customers are subject to conditions beyond their control, including raw
material shortages, weather conditions, natural disasters, interruptions in electrical power or other energy
services, equipment failures, and other unexpected events. Any of those events could also affect other suppliers
to the steel industry. In either case, those events could cause our steel industry customers to curtail production or
shut down a portion or all of their operations, which could reduce their demand for our iron ore products. For

16




example, in 2005, Mittal Steel USA permanently shut down its Weirton blast furnaces. Mittal Steel USA also
shut down the Indiana Harbor facility for 30 days in 2006 due to a molten iron spill and resultant fire. In
September 2003, Steel Dynamics suspended orders for some stee! products that require the use of hydrogen gas
due to the effects of hurricane Katrina on its hydrogen gas supplier. Decreased demand for our iron ore products
could adversely affect our sales, margins and profitability.

We operate in very competitive industries.

The iron mining and coal businesses are highly competitive, with producers in all regions where we operate.
Some of our competitors may have greater financial resources than we have and may be better able to withstand
changes in conditions within the steel industry than we are. In the future, we may face increasing competition. As
a result, we may face pressures on sales prices and volumes of our products from competitors and large
customers,

Capacily expansions could lead to lower global iron ore prices.

The increased demand for iron ore, particularly from China, has resulted in the major iron ore suppliers
increasing their capacity. In 2007, CVRD's board of directors approved a capital expenditure budget of $6.3
billion, the largest capital budget for organic growth in its history and $1.8 billion higher than the previous year's
total. In March 2007, BHP approved a second expansion project in Western Australia; and along with a current
expansion project in Brazil, are increasing their iron ore capacity by a combined 54 million tonnes. An increase
in our competitors’ capacity could result in excess supply of iron ore, resulting in downward pressure on iron ore
prices. A decrease in pricing would adversely impact our sales, margins and profitability.

Our sales and competitive position depend on the ability to transport our products to our customers at
competitive rates and in a timely manner.

Disruption of the lake freighter and rail transportation services because of weather-related problems,
including ice and winter weather conditions on the Great Lakes, strikes, lock-outs or other events, could impair
our ability to supply iron ore pellets to our customers at competitive rates or in a timely manner and, thus, could
adversely affect our sales and profitability. Further, reduced levels of government funding may resuit in a lesser
level of dredging, particularly at Great Lakes ports. Less dredging resuits in lower water levels, which restricts
the tonnage freighters can haul over the Great Lakes, resulting in higher freight rates.

Portman is in direct competition with the major world seaborne exporters of iron ore and its customers face
higher transportation costs than most other Australian producers to ship its products to the Asian markets because
of the location of its major shipping port on the south coast of Australia. Further, increases in transportation
costs, or changes in such costs relative to transportation costs incurred by our competitors, could make our
products less competitive, restrict our access to certain markets and have an adverse effect on our sales, margins
and profitability.

A substantial majority of our sales are made under term supply agreements, which are important to the
stability and profitability of our operations.

In 2006, more than 98 percent of our North American sales volume was sold under term supply agreements.
All of our Australian sales are made under existing contracts that have approximately three years remaining. If a
substantial portion of our term supply agreements were modified or terminated, we could be materially adversely
affected to the extent that we are unable to renew the agreements or find alternate buyers for our iron ore at the
same level of profitability. We cannot be certain that we will be able to renew or replace existing term supply
agreements at the same prices or with similar profit margins when they expire. A loss of sales to our existing
customers could have a substantial negative impact on our sales, margins and profitability.

In North America, we depend on a limited number of customers.

Five customers together accounted for more than 90 percent of our North American sales revenues
measured as a percent of product revenues for each of the past three years. If one or more of these customers
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were to significantly reduce their purchases of iron ore products from us, or if we were unable to sell iron ore
products to them on terms as favorable 1o us as the terms under our current term supply agreements, our North
American sales, margins and profitability could suffer materially due to the high level of fixed costs and the high
costs to idle or close mines. The majority of the iron ore we manage and produce is for our own account, and
therefore we rely on sales to our joint venture partners and other third-party customers for most of our revenues.

Changes in demand for our products by our customers could cause our sales, margins and profitability to
fluctvate.

Our North American term supply agreements include both agreements which are requirements contracts and
agreements with minimum purchase provisions, some of which provide for flexibility of volume above minimum
levels. Portman sales contracts are for fixed annual tonnages with customer optiens to increase or decrease
annual purchases. A decrease in one or more of our customers’ requirements could cause our sales to decline, as
we may not be able to find other customers to purchase our iron ore products. In addition, if our customers’
requirements decline, since many of our production costs are fixed, our production costs per ton may rise, which
may affect our margins and profitability. Unmitigated loss of sales would have a greater percentage impact on
margins and profitability than en revenues, due to the high level of fixed costs in the iron ore mining business
and the high cost to idle or close mines.

The provisions of our term supply agreements could cause our sales, margins and profitability to fluctuate.

Our term supply agreements typically contain force majeure provisions allowing temporary suspension of
performance by the customer during specified events beyond the customer’s control, including raw material
shortages, power failures, equipment failures, adverse weather conditions and other events. For example, one of
our large customers notified us in January 2004 that it was reducing its requirements for iron ore pellets in the
first quarter of 2004 by 180,000 long tons pursuant to the force majeure provisions of its term supply agreement
with us. That customer invoked the force majeure provision due to a failure of its coke supplier to ship the
quantity of coke that the customer had ordered due to shortages caused by a fire at a mine that supplied coal to
the supplier.

Price escalators in our term supply agreements also expose us to short-term price volatility, which can
adversely affect our margins and profitability. Qur term supply agreements also contain provisions requiring us
to deliver iron ore pellets meeting quality thresholds for certain characteristics, such as chemical makeup, Failure
to meet these specifications could result in economic penalties. All of these contractual provisions could
adversely affect our sales, margins and profitability.

We may have contractual disputes with our customers or significant suppliers of energy, materials, or
services.

Most of our North American and Australian sales are under multi-year term supply agreements, Sales
volume under these agreements is largely dependent on customer requirements, and in many cases, we are the
sole supplier of iron ore pellets to the customer. Each agreement has a base price that is adjusted annually using
one or more adjustment factors. Factors that could result in price adjustment include measures of peneral
industrial inflation, steel prices and international pellet prices. One of our suppiy agreements has a provision that
limits the amount of price increase or decrease in any given year. Australian benchmark prices are driven from
negotiations between the three major iron producers, CVRD, Rio Tinto and BHP, and the Chinese and Japanese
steel mills. Contractual disputes with any of our significant customers could resuli in lower sales volume or lower
sales prices.

Additionally, we have significant contracts with suppliers of energy, materials and services in North
America and Australia. Contractual disputes with significant suppliers could result in production curtailments or
significant cost increases which could adversely impact our profitability.

Mine closures entail substantial costs, and if we close one or mere of our mines sooner than anticipated,
our results of operations and financial condition may be significantly and adversely affected.

If we close any of our mines, our revenues would be reduced unless we were able to increase production at
our other mines, which may not be possible. The closure of an open-pit mine involves significant fixed closure
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costs, including accelerated employment legacy costs, severance-related obligations, reclamation and other
environmental costs. and the costs of terminating long-term obligations, including energy contracts and
equipment leases. We base our assumptions regarding the life of our mines on detailed studies we perform from
time to time, but those studies and assumptions do not always prove to be accurate. We recognize the costs of
reclaiming open pits, stockpiles, tailings ponds, roads and other mining support areas based on the estimated
mining life of our property. If we were to significantly reduce the estimated life of any of our mines, the mine-
closure costs would be applied to a shorter period of production, which would increase production costs per ton
produced and could significantly and adversely affect our results of operations and financial condition. For
example, we significantly decreased our ore reserve estimates for the Empire mine from 116 million tons at
December 31, 200§ to 63 million tons at December 31, 2002 and further to 29 million tons at December 31,
2003. As of December 31, 2006, Empire’s estimated ore reserves decreased to approximately 13 million tons,
primarily as a result of production in 2004, 2005 and 2006.

A North American mine permanent closure could significantly increase andfor accelerate employment
legacy costs, including our expense and funding costs for pension and other postretirement benefit obligations. A
number of employees would be eligible for immediate retirement under special eligibility rules that apply upon a
mine ciosure. At the Tilden and Empire mines, there are Range Wide seniority rights for permanent closures that
would significantly mitigate if not entirely eliminate the number of employees that would become eligible for
special early retirements if only one of the mines closed. Second, all employees eligible for immediate retirement
under the pension plans at the time of the permanent mine closure also would be eligible for postretirement
health and life insurance benefits, thereby accelerating our obligation to provide these benefits. Third, a closure
of Hibbing, Tilden or Empire would precipitate a pension closure liability significantly greater than an ongoing
operation liability. Fourth, closure of United Taconite could create a withdrawal liability since it is a member of a
multiemployer pension plan, but is not the plan sponsor. Finally, a permanent mine closure could trigger
severance-related obligations, which can equal up to eight weeks of pay per employee, depending on length of
service. No employee entitled to an immediate pension upon closure of a mine is entitled to severance. As a
result, the closure of one or more of our mines could adversely affect our financial condition and results of
operations.

The Cockatoo Island operation in Australia is scheduled to close in late 2007 and plans are in process to
obtain all required governmental approvals. Since all of the employees are contractors, the cost of mine closure is
significantly lower in Australia than in North America. Performance bonds are in place covering the estimated
closure costs.

Applicable statutes and regulations require that mining properties be reclaimed following a mine closure in
accordance with specified standards and approved reclamation plans. The plans address matters such as removal
of facilities and equipment, regrading, prevention of erosion and other forms of water pollution, revegetation and
post-mining land use. We may be required to post a surety bond or other form of financial assurance equal to the
cost of reclamation as set forth in the approved reclamation plan. The establishment of the final mine closure
reclamation liability is based upon permit requirements und requires various estimates and assumptions,
principally associated with reclamation costs and production levels. Although our management believes, based
on currently available information, we are making adequate provisions for all expected reclamation and other
costs associated with mine closures for which we will be responsible, our business, results of operations and
financial condition would be adversely affected if such accruals were later determined to be insufficient.

We rely on estimates of our recoverable reserves.

We regularly evaluate our iron ore reserves based on revenues and costs and update them as required in
accordance with SEC Industry Guide 7. Portman has published reserves which follow JORC in Australia, which
is similar to United States requirements. Changes to the reserve value to make them comply with SEC
requirements have been made. There are numerous uncertainties inherent in estimating quantities of reserves of
our mines, many of which have been in operation for several decades, including many factors beyond our
control. Estimates of reserves and future net cash flows necessarily depend upon a number of variable factors and
assumptions, such as production capacity, effects of regulations by governmental agencies and future prices for
iron ore, future industry conditions and operating costs, severance and excise 1axes, development costs and costs
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of extraction and reclamation, all of which may in fact vary considerably from actual results. For these reasons,
estimates of the economically recoverable quantities of mineralized deposits attributable to any particular group
of properties, classifications of such reserves based on risk of recovery and estimates of future net cash flows
prepared by different engineers or by the same engineers at different times may vary substantially as the criteria
change. Estimated ore reserves could be affected by future industry conditions, geological conditions and
ongoing mine planning. Actual production, revenues and expenditures with respect to our reserves will likely
vary from estimates, and if such variances are material, our sales and profitability could be adversely affected.

The price adjustment provisions of our North American term supply agreements may prevent us from
increasing our prices to match international ore contract prices or to pass increased costs of production on
to our customers.

Our North American term supply agreements contain a number of price adjustment provisions, or price
escalators, including adjustments based on general industrial inflation rates, the price of steel and the
international price of iron ore pellets, among other factors, that allow us to adjust the prices under those
agreements generally on an annual basis. Our price adjustment provisions are weighted and some are subject to
annual collars, which limit our ability to raise prices to match international levels and fully capitalize on strong
demand for iron ore. Most of our North American term supply agreements do not allow us to increase our prices
and to directly pass through higher production costs to our customers. An inability to increase prices or pass
along increased costs could adversely affect our margins and profitability.

Our ability to collect payments from our customers depends on their creditworthiness.

Our ability to receive payment for iron ore products sold and delivered to our customers depends on the
creditworthiness of our customers. In North America, we ship iron ore products to some of our customers’ yards
in advance of payment for those products. Our rationale for shipping iron ore products to customers in advance of
payment for, and transfer title for the product is to more closely relate timing of payment to consumption, thereby
providing additional liquidity to our customers, and to reduce our financial risk to customer insolvency as title
and risk of loss with respect to those products does not pass to the customer until payment for the pellets is
received. Accordingly, there is typically a period of time in which pellets, as to which we have reserved title, are
within our customers’ control. Several of our customers have previously petitioned for protection under
bankruptcy or other similar laws. Failure to receive payment from our customers for products that we have
delivered could adversely affect our results of operations.

Our change from a manager of iron ore mines on behalf of steel company owners to primarily a merchant
of iron ore to steel company customers has increased our obligations with respect to those mines and has
made our revenues, earnings and profit margins more dependent on sales of iron ore products and more
susceptible to product demand and pricing fluctuations.

Prior to 2002, we had principally acted as a manager of iron ore mines on behalf of steel company owners,
and in that capacity had been generally entitled to management fees, royalties on reserves that we have leased or
subleased to the Empire and Tilden mines, and income from our sales of iron ore products to our customers,
including the other mine owners. Our current business model increased ownership in our co-owned mines. In
accordance with our revised business model, in 2002 we increased our ownership in (1) the Empire mine from 47
percent to 79 percent, (2) the Tilden mine from 40 percent to 85 percent, (3) the Hibbing mine from 15 percent to
23 percent, and (4) the Wabush mine from 23 percent to 27 percent. While we have gained greater control of the
mines we operate, we have also increased our share of the operating costs, employment legacy costs and financial
obligations associated with those mines. Our increased ownership of those mines has caused the management
fees and royalties due to us from our partners in the mines to decline from $29.8 million in 2001 1o $11.7 million
in 2006. The decline in royalties and management fees has made our revenues, earnings and profit margins more
volatile and more dependent on sales of our iron ore products to third-party customers.

We rely on our joint venture partners in our mines to meet their payment obligations.

We co-own five of our six North American mines with various joint venture partners that are integrated
steel producers or their subsidiaries, including Dofasco, Mittal Steel USA, Lajwu and Stelco. While we are the
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manager of each of the mines we co-own. we rely on our joint venture partners to make their required capital
contributions and to pay for their share of the iron ore pellets that we produce. Most of our venture partners are
also our customers and are subject 1o the creditworthiness risks described above. If one or more of our venture
partners fail 1o perform their obligations, the remaining venturers, including ourselves, may be required to
assume additional material obligations, including significant pension and postretirement health and life insurance
benefit obligations. The premature closure of a mine due to the failure of a joint venture pariner to perform its
obligations could result in significant fixed mine-closure costs, including severance, employment legacy costs
and other employment costs, reclamation and other environmental costs, and the costs of terminating long-term
obligations, including energy contracts and equipment leases.

Unanticipated geological conditions and natural disasters could increase the cost of operating our business,

A portion of our production costs are fixed regardless of current operating levels. Our operating levels are
subject to conditions beyond our control that can delay deliveries or increase the cost of mining at particular
mines for varying lengths of time. These conditions include weather conditions (for example, extreme winter
weather, floods and availability of process water due to drought) and natural disasters, pit wall failures,
unanticipated geological conditions, including variations in the amount of rock and soil overlying the deposits of
iron ore, variations in rock and other natural materials and variations in geologic conditions and ore processing
changes. Portman's Cockatoo I[sland operation is located in an area affected by tropical storms and operates a pit
below sea level that is protected by a constructed seawall. Storms in this area could affect both our operation and
the operations of our major Australia compelitors. These conditions could impair our ability to fulfill our plan 10
operate our mines at full capacity, which could materially adversely affect our ability to meet the expected
demand for our iron ore products.

Many of our mines are dependent on a single-source energy supplier.

Many of our mines are dependent on one source for electric power and for natural gas. For example,
Minnesota Power is the sole supplier of electric power to our Hibbing and United Taconite mines; WEPCO is the
sole supplier of electric power to our Tilden and Empire mines; and our Northshore mine is largely dependent on
its wholly owned power facility for its electrical supply. A significant interruption in service from our energy
suppliers due to terrorism, weather conditions, natural disasters, or any other cause can result in substantial losses
that may not be fully recoverable, either from our business interruption insurance or responsible third parties. For
example, in May 2003, we lost production when our Empire and Tilden mines were idled for approximately five
weeks due to loss of power stemming from the failure of a dam in the Upper Peninsula of Michigan. One natural
gas pipeline serves all of our Minnesota and Michigan mines and a pipeline failure may idle those operations.
Any substantial unmitigated interruption of our business due to these conditions could materially adversely affect
our sales, margins and profitability,

Our mines and processing facilities have been in operation for several decades. Equipment failures and
other unexpected events at our facilities may lead to production curtailments or shutdowns.

Interruptions in production capabilities will inevitably increase our production costs and reduce our
profitability, We do not have meaningfu! excess capacity for current production needs, and we are not able to
quickly increase production at one mine to offset an interruption in production at another mine. In addition to
equipment failures, our facilities are also subject to the risk of loss due to unanticipated events such as fires,
explosions or adverse weather conditions. Two electrical explosions at our United Taconite facility on
October 12, 2006 resulted in a temporary production curtailment as a result of a loss of electrical power. Full
production did not resume until January 2007. The manufacturing processes that take place in our mining
operations, as well as in our crushing, concentrating and pelletizing facilities, depend on critical pieces of
equipment, such as drilling and blasting equipment, crushers, grinding mills, pebble mills, thickeners, separators,
filters, mixers, furnaces, kilns and rolling equipment, as well as electrical equipment, such as transformers. This
equipment may, on occasion, be out of service because of unanticipated failures. In addition, many of our mines
and processing facilities have been in operation for several decades, and the equipment is aged. In the future, we
may experience additional material plant shutdowns or periods of reduced production because of equipment
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failures. Material plant shutdowns or reductions in operations could materially adversely affect our sales, margins
and profitability. Further, remediation of any interruption in production capability may require us to make large
capital expenditures that could have a negative effect on our profitability and cash flows. Our business
interruption insurance would not cover all of the lost revenues associated with equipment failures. Longer-term
business disruptions could resuilt in a loss of customers, which could adversely affect our future sales levels, and
therefore our profitability.

We are subject to extensive governmental regulation, which imposes, and will continue to impose,
significant costs and liabilities on us, and future regulation could increase those costs and liabilities or limit
our ability to produce iron ore products.

We are subject to various federal, provincial, state and local laws and regulations on matters such as
employee health and safety, air quality, water pollution, plant and wildlife protection, reclamation and restoration
of mining properties, the discharge of materials into the environment, and the effects that mining has on
groundwater quality and availability. Numerous governmental permits and approvals are required for our
operations. We cannot be certain that we have been or will be at ail times in complete compliance with such
laws, regulations and permits. If we violate or fail to comply with these laws, regulations or permits, we could be
fined or otherwise sanctioned by regulators.

Prior to commencement of mining, we must submit to, and obtain approval from, the appropriate regulatory
authority of plans showing where and how mining and reclamation operations are to occur. These plans must
include information such as the location of mining areas, stockpiles, surface waters, haul roads, tailings basins
and drainage from mining operations. All requirements imposed by any such authority may be costly and time-
consuming and may delay commencement or continuation of exploration or production operations. See [tem 2.
Properties. — Environment.

In addition, new legislation and/or regulations and orders, including proposals related to climate change and
protection of the environment, to which we would be subject or that would further regulate and/or tax our
customers, namely the North American integrated steel producer customers, may also require us or our customers
to reduce or otherwise change operations significantly or incur additional costs. Such new legislation, regulations
or orders (if enacted) could have a material adverse effect on our business, results of operations, financial
condition or profitability. The Company’s U.S. operations are subject to MACT emissions standards for
particulate matter promulgated by the EPA under the Clean Air Act effective October 31, 2006. Improved
emission controls and monitoring systems have been installed at a capital cost of $4.3 million in 2006 to meet
these new requirements. EPA’s decision not to regulate emissions of mercury or asbestos in the MACT Rule is
the subject of a court remand, and the outcome cannot be predicted. The Company joined in a Petition to Delist
the taconite emissions sources from the MACT Rule, but this has yet to be acted upon by EPA.

Further, we are subject to a variety of potential liability exposures arising at certain sites where we do not
currently conduct operations. These sites include sites where we formerly conducted iron ore mining or
processing or other operations, inactive sites that we currently own, predecessor sites, acquired sites, leased land
sites and third-party waste disposal sites. We may be named as a responsible party at other sites in the future and
we cannot be certain that the costs associated with these additional sites will not be material.

We also could be held liable for any and all consequences arising out of human exposure to hazardous
substances used, released or disposed of by us or other environmental damage, including damage to natural
resources. In particular, we and certain of our subsidiaries are involved in various claims relating to the exposure
of asbestos and silica to seamen who sailed on the Great Lakes vessels formerly owned and operated by certain
of our subsidiaries. The full impact of these claims, as well as whether insurance coverage will be sufficient and
whether other defendants named in these claims will be able to fund any costs arising out of these claims,
continues 10 be unknown. See Item 3. Legal Proceedings.
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Our expenditures for postretirement benefit and pension obligations could be materially higher than we
have predicted if our underlying assumptions prove to be incorrect, if there are mine closures or our joint
venture partners fail to perform their obligations that relate to employee pension plans,

We provide defined benefit pension plans and OPEB benefits to eligible union and non-union employees,
including our share of expense and funding obligations with respect to unconsolidated ventures. Our pension
expense and our required contributions to our pension plans are directly affected by the value of plan assets, the
projected and actual rate of return on plan assets and the actuarial assumptions we use to measure our defined
benefit pension plan obligations, including the rate at which future obligations are discounted.

We cannot predict whether changing market or economic conditions, regulatory changes or other factors
will increase our pension expenses or our funding obligations, diverting funds we would otherwise apply to other
uses.

We have caiculated the unfunded obligation based on a number of assumptions. Discount rate, return on
plan assets, and mortality assumptions parallel those utilized for pensions. If our assumptions do not materialize
as expected, cash expenditures and costs that we incur could be materially higher. Moreover, we cannot be
certain that regulatory changes will not increase our obligations to provide these or additional benefits. These
obligations also may increase substantially in the event of adverse medical cost trends or unexpected rates of
early retirement, particularly for bargaining unit retirees for whom there is currently no retiree healthcare cost
cap. Early retirement rates likely would increase substantially in the event of a mine closure.

We are a related party to certain companies that were operators and are required under the Coal Industry
Retiree Health Benefit Act of 1992 (the “Coal Retiree Act”) to make premium payments to the United
Mine Workers Association Combined Benefit Fund (the “Combined Fund”), and our obligations to the
Combined Fund could increase if other coal mine operators file for bankruptcy protection or become
insolvent.

We are a related-party to certain companies that were coal mine operators. As a result we are subject to the
Coal Retiree Act and are obligated to make premium payments to the Combined Fund for health and death
benefits paid by the Combined Fund to retired coal miners. At December 31, 2006, the net present value of our
estimated liability to the Combined Fund was $4.5 million. We are assessed premiums for unassigned or
“orphan™ retirees on a pro rata basis with other coal mine operators and related parties. If other coal mine
operators and related parties file for bankruptcy protection or become insolvent, our pro rata portion of the
liability to the Combined Fund could increase, which could have an adverse effect on our results of operations
and financial condition.

Our profitability could be negatively affected if we fail to maintain satisfactory labor relations.

The USW represents all hourly employees at our Empire, Hibbing, Tilden and United Taconite mines, as
well as Wabush in Canada. The USW has also been attempting to organize our employees at our Northshore
mine. A four-year labor agreement was reached in August 2004 with ocur U.S. labor force and a five-year
agreement that runs until March 2009 was reached with our Canadian work force. Hourly employees at the
railroads we own that transport products among our facilities are represented by multiple unions with labor
agreements that expire at various dates. If the collective bargaining agreements relating to the employees at our
mines or railroad are not successfully renegotiated prior to their expiration, we could face work stoppages or
labor strikes.

Our operating expenses could increase significantly if the price of electrical power, fuel or other energy
sources increases.

Operating expenses at our mining locations are sensitive to changes in electricity prices and fuel prices,
including diesel fuel and natural gas prices, which represent 25 percent of our North American operating costs.
Prices for electricity, natural gas and fuel oils can fluctuate widely with availability and demand levels from other
users. During periods of peak usage, supplies of energy may be curtailed and we may not be able to purchase
them at historical rates. While we have some long-term contracts with electrical suppliers, we are exposed o
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fluctuations in energy costs that can affect our production costs. We enter into forward fixed-price supply
contracts for natural gas and diesel fuel for use in our operations. Those contracts are of limited duration and do
not cover all of our fuel needs, and price increases in fuel costs could cause our profitability 10 decrease
significantly.

Equipment and supply shortages may impact our production.

We have recently experienced longer lead times on equipment, tires, and supply needs due to the increased
demand for these resources, As the global mining industry increases its capacity, demand for these resources will
increase, potentially resulting in higher prices, equipment shortages, or both.

We may encounter labor shortages for critical operational positions, which could affect our ability to
produce iron ore products.

At our North American locations, many of our mining operational employees are approaching retirement
age. As these experienced employees retire, we may have difficulty replacing them at competitive wages. In
Western Australia, the large number of expansion projects currently in progress has created turnover principally
for our contractors’ employees. As a result, wages are increasing to address the turnover.

Our profitability could be affected by the failure of outside contractors to perform.

Portman uses contractors to handle many of the operational phases of its mining and processing operations
and therefore is subject to the performance of outside companies on key production areas.

Our failure to maintain effective internal control over financial reporting may not allow us to accurately
report our financial results, which could cause our financial statements to become materially misleading
and adversely affect the trading price of our comnton shares.

We require effective internal control over financial reporting in order to provide reasonable assurance with
respect to our financial reports and to effectively prevent fraud. Internal control over financial reporting may not
prevent or detect misstatements because of its inherent limitations, including the possibility of human error, the
circumvention or overriding of controls, or fraud. Therefore, even effective internal controls can provide only
reasonable assurance with respect to the preparation and fair presentation of financial statements. If we cannot
provide reasonable assurance with respect to our financial statements and effectively prevent fraud, our financial
statements could become materially misleading, which could adversely affect the trading price of our common
shares. Our management determined that we had a material weakness in our internal control over financial
reporting due to the failure to maintain a sufficient compiement of personnel with an appropriate level of
technical accounting knowledge, experience and training to consistently perform independent secondary reviews
and to appropriately interpret and apply complex accounting standards. We are enhancing our internal controls in
order to remediate the material weakness. Implementing new internal controls and testing the internal control
framework will require the dedication of additional resources, management time and expense. If we fail to
correct the material weakness with our internal control over financial reporting, including any failure to
implement required new or improved controls, or if we experience difficulties in their implementation, our
business, financial condition and operating results could be harmed.

We may be unable to successfully identify, acquire and integrate strategic acquisition candidates.

Our ability to grow successfully through acquisitions depends upon our ability to identify, negotiate,
complete and integrate suitable acquisitions and to obtain necessary financing. It is possible that we will be
unable to successfully complete potential acquisitions. In addition, the costs of acquiring other businesses could
increase if competition for acquisition candidates increases. Additionally, the success of an acquisition is subject
to other risks and uncertainties, including our ability to realize operating efficiencies expected from an
acquisition, the size or quality of the resource, delays in realizing the benefits of an acquisition, difficulties in
retaining key employees, customers or suppliers of the acquired businesses, difficulties in maintaining uniform
controls, procedures, standards and policies throughout acquired companies, the risks associated with the
assumption of contingent or undisclosed liabilities of acquisition targets, the impact of changes to our allocation
of purchase price, and the ability to generate future cash flows or the availability of financing.
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We are subject to risks involving foreign operations.

We have a strategy to broaden our scope as a supplier of iron ore and other raw materials to the integrated
steel industry in North American and international markets. The 2005 acquisition of Portman was the first step in
our strategy. We completed the acquisition of Centennial Amapa, giving us a 30 percent interest in the Amapa
Project in Brazil and invested in the Sonoma Coal Project in Australia. We are also pursuing other projects. As
we expand beyond our traditional North American base business, we will be exposed to additional risks beyond
those risks relating to our North American iron ore operations, such as fluctuations in the U.S. Dollar relative to
other currencies; legal and tax limitations on our ability 10 repatriate eamings into the U.S. in an efficient
manner; potential negative international impacts resulting from U.S. foreign and domestic policies, including
government embargoes or foreign trade restrictions; the imposition of duties, tanffs, import and export controls
and other trade barriers impacting the seaborne iron ore and coal markets; difficulties in staffing and managing
multi-national operations; and uncertainties in the international enforcement of legal rights and remedies. If we
are unable to manage successfully the risks associated with expanding cur global business, these risks could have
a material adverse effect on our business, results of operations or financial condition.

Item 1B. Unresolved Staff Comments.

We have no unresolved comments from the SEC.

Item 2, Properties.

The following map shows the locations of our North American mines:
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We directly or indirectly own and operate interests in the following six North American iron ore mines:

Ownership interest
as of December 31,

Locution und Name 2006, 2005 & 2004
Empire .. e e 79.0%
Tilden ... ... 85.0
Hibbing . ..o e 23.0
Northshore ... 100.0
United Taconite ... ot e e e 70.0
Wabush .. e 26.8
Empire Mine

The Empire mine is located on the Marquette Iron Range in Michigan’s Upper Peninsula approximately 15
miles west-southwest of Marquette, Michigan and is accessed via a paved road off State Highway 35. The mine
has been in operation since 1963. Over the past five years, the Empire mine has produced between 3.6 million
and 5.4 million tons of iron ore pellets annually.

25




We entered into an agreement with [spat effective December 31, 2002, that restructured the ownership of
the Empire mine and increased our ownership from 46.7 percent to 79 percent in exchange for assumption of all
mine liabilities. Under the terms of the agreement, we acquired the 25 percent interest rejected by LTV
Corporation in its chapter 11 bankruptcy proceedings and a 19 percent interest from Ispat. We indemnified Ispat
from obligations of Empire in exchange for certain future payments to Empire and to us by Ispat of $120.0
million, recorded at a present value of $54.9 million at December 31, 2006 ($59.8 million at December 31, 20035)
with $42.9 million classified as Long-term receivable with the balance current, over the 12-year life of the supply
agreement. A subsidiary of Mittal Steel USA has retained a 21 percent ownership in Empire, which it has a
unilateral right to put 10 us at the end of 2007. We are the sole outside supplier of pellets purchased under the
Ispat agreement, assumed by Mittal Steel USA, for the term of the supply agreement. We manage the mine. We
and Mittal Steel USA take our respective share of production pro rata; however, provisions in the partnership
agreement allow additional or reduced production to be delivered under certain circumstances. We own directly
approximately one-half of the remaining ore reserves at the Empire mine and lease them to Empire. The Empire
mine leases the balance of its reserves from the other owners of such reserves.

Tilden Mine

The Tilden mine is located on the Marquette Iron Range in Michigan’s Upper Peninsula approximately five
miles south of Ishpeming, Michigan, The main entrance to the Tilden mine is accessed by means of a paved road
off of County Road 476. The Tilden mine has been in operation since 1974. Over the past five years, the Tilden
mine has produced between 6.9 million and 7.9 million tons of iron ore pellets annually.

On January 31, 2002, we increased our ownership of the Tilden mine to 85 percent by acquiring Algoma’s
45 percent interest in the mine for assumption of mine liabilities and executed a term supply agreement under
which we are Algoma’s sole supplier of iron ore pellets for 15 years. The acquisition increased our share of
annual production capacity by 3.5 million tons. Currently, we manage the mine and have an 85 percent interest
and Stelco has a 15 percent interest in the mine. Each partner takes its share of production pro rata; however,
provisions in the partnership agreement allow additional or reduced production to be delivered under certain
circumstances. We own all of the ore reserves at the Tilden mine and lease them to Tilden.

The Empire and Tilden mines are located adjacent to each other. The increase in ownership of our Michigan
mines facilitated consolidation of operations and management, which offer operational and cost benefits that
were not achievable under the previous ownership structure. These benefits include a consolidated transportation
system, more efficient employee and equipment operating schedules, reduction in redundant facilities and
workforce and best practices sharing.

Hibbing Mine .

The Hibbing mine is located in the center of Minnesota's Mesabi Iron Range and is approximately ten miles
north of Hibbing, Minnesota and five miles west of Chisholm, Minnesota. The main entrance to the Hibbing
mine is accessed by means of a paved road and is located off County Road 5. The Hibbing mine has been in
operation since 1976. Over the past five years, the Hibbing mine has produced between 7.7 million and
8.5 million tons of iron ore pellets annually.

In July 2002, we acquired (effective retroactive to January 1, 2002) an eight percent interest in Hibbing from
Bethlehem for the assumption of mine liabilities associated with the interest. The acquisition increased our
ownership of Hibbing from 15 percent to 23 percent. This transaction reduced Bethlehem’s ownership interest in
Hibbing to 62.3 percent. In October 2001, Bethlehem filed for protection under chapter 11 of the U.S.
Bankruptcy Code. At the time of the filing, we had a trade receivable of $1.0 million, which has been written off,
In May 2003, ISG purchased the assets of Bethlehem, including Bethlehem’s 62.3 percent interest in Hibbing.
We manage the mine. Mittal Steel USA, which acquired ISG, has a 62.3 percent interest and Stelco has a 14.7
percent interest in the mine. Each partner takes its share of production pro rata; however, provisions in the joint
venture agreement allow additional or reduced production to be delivered under certain circumstances.

Northshore Mine

The Northshore mine is located in northeastern Minnesota, approximately two miles south of Babbitt,
Minnesota on the northeasiern end of the Mesabi Iron Range. Northshore’s processing facilities are located in
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Silver Bay, Minnesota, near Lake Superior, on U.S. Highway 61. The main entrance to the Northshore mine is
accessed by means of a gravel road and is located off County Road 20. The Northshore mine has been in
continuous operation since 1990. Over the past five years, the Northshore mine has produced between 4.2 million
and 5.1 million tons of iron ore pellets annually.

The Northshore mine began production under our management and ownership on October 1, 1994, We own
100 percent of the mine.

United Taconite

The United Taconite mine is located on Minnesota’s Mesabi Iron Range in and around the city of Eveleth,
Minnesota, west of U.S, Highway 53. The main entrance (0 the United Taconite mine is accessed by means of a
paved road and is located off Route 37. The mine has been operating since 1965. Over the past five years, the
United Taconite mine has produced between 1.6 million and 4.9 million tons of iron ore pellets annually.

Effective December 1, 2003, United Taconite purchased the ore mining and pelletizing assets of Eveleth
Mines. Eveleth Mines had ceased mining operations in May 2003 after filing for chapter 11 bankruptcy
protection on May 1, 2003, Under the terms of the purchase agreement, United Taconite purchased all of Eveleth
Mines’ assets for $3 million in cash and the assumption of certain liabilities, primarily mine closure-related
environmental obligations. As a result of this transaction, we, after assigning appropriate values to assets
acquired and liabilities assumed, recorded an extraordinary gain of $2.2 million, net of $.5 million tax and $1.2
million minority interest. In conjunction with this transaction, we and our Wabush Mines venture partners
entered into pellet sales and trade agreements with Laiwu to optimize shipping efficiency. We manage the mine
and hold a 70 percent interest; Laiwu holds a 30 percent interest. Sales to Laiwu under these contracts totaled
.1 million tons and .3 million tons in 2006 and 2005, respectively.

Wabush Mines

The Wabush mine and concentrator is located in Wabush, Labrador, Canada, and the pellet plant is located
in Pointe Noire, Quebec, Canada. The main entrance to the Wabush mine is accessed by means of a paved road
and is located on Highway 530, about three miles west of the town of Wabush. The peliet plant is accessed by a
paved road off Highway 138, about ten miles west of the town of Sept-lles, Quebec. The Wabush mine has been
in operation since 1965. Over the past five years, Wabush has produced between 3.8 million and 5.2 million tons
of iron ore pellets annually.

In 1997, we acquired Ispat’s interest in the Wabush mine. In August 2002, we acquired our proportionate
share (approximately 4.05 percent) of the 15.09 percent interest rejected by Acme in its bankruptcy proceedings.
As a result of these two events, we increased our ownership in the mine from 7.7 percent to 26.83 percent. Acme
had discontinued funding its Wabush obligations in August 200]. We also manage the mine. Stelco has a 44.6
percent interest and Dofasco has a 28.6 percent interest in the mine. Wabush successfully completed actions that
increased annual pellet production to a 4.9 million ton rate by the end of 2006. Additionally, a C$1.4 million
project was approved in 2006 to install a manganese reduction test circuit on one processing line in the Wabush
concentrator. Successful operations of the test circuit could lead to the installation of manganese reduction on all
Wabush processing lines. The capability to remove manganese from crude ore could allow the processing of ores
previously classified as waste and potentially extend the life of the mine. Production for 2007 is estimated at
4.8 million tons of pellets.
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The following map shows the locations of our Australia mines:
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The Koolyanobbing operations are located 425 kilometers east of Perth and approximately 50 kilometers
northeast of the town of Southern Cross. Koolyanobbing produces lump and fine iron ore. A capacity expansion
program was completed in 2006 to increase capacity from six to eight million tonnes per annum. The expansion
was primarily driven by the development of iron ore resources at Mt. Jackson and Windarling, located 80
kilometers and 100 kilometers north of the existing Koolyanobbing operations, respectively. Over the past five
years, the Koolyanobbing operation has produced between 4.1 million and 6.9 million tonnes annually.

Koolyanobbing

Cockatoo Island

The Cockatoo Island operation is located six kilometers to the west of Yampi Peninsula, in the Buccaneer
Archipelago, and 140 kilometers north of Derby in the West Kimberley region of Western Australia. The island
has been mined for iron ore since 1951, with a break in operations between 1985 and 1993. Over the past five
years, Cockatoo Island has produced between .3 million and 1.5 million tonnes annually at the 100 percent
ownership level.

Portman commenced a beneficiation project in 1993 that was completed in mid-2000. Portman and HWE
then formed a 50:50 joint venture to mine remnant iron ore deposits on mining tenements held by BHP and
mined by BHP from 1951 to 1985. HWE's interest in the operations was acquired out of receivership by
Leighton in early 2006. Mining from this phase of the operation commenced in late 2000 and is expected to
continue, based on current reserves, until late 2007. Studies are underway evaluating the technical and economic
feasibility of developing a below-sea-level eastward resource extension of the Cockatoo deposit. Ore is hauled by
haul truck to the stockpiles, crushed and screened and then transferred by conveyor to the shipioader.

Transportation

Two railroads, one of which is wholly owned by us, link the Empire and Tilden mines with Lake Michigan
at the loading port of Escanaba, Michigan and with the Lake Superior loading port of Marquette, Michigan. From
the Mesabi Range, Hibbing peliets are transported by rail to a shiploading port at Superior, Wisconsin. United
Taconite pellets are shipped by railroad to the port of Duluth, Minnesota. At Northshore, crude ore is shipped by
a wholly owned railroad from the mine to processing and dock facilities at Silver Bay, Minnesota. In Canada,
there is an open-pit mine and concentrator at Wabush, Labrador, Newfoundland and a pellet plant and dock
facility at Pointe Noire, Quebec. At the Wabush mine, concentrates are shipped by rail from the Scully mine at
Wabush to Pointe Noire where they are pelletized for shipment via vessel to Canada, the United States and other
international destinations or shipped as concentrates for sinter feed.
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All of the ore mined at the Koolyanobbing operations is transported by rail to the Port of Esperance, 575
kilometers to the south for shipment to Asian customers, Direct ship premium fines mined at Cockatoo Esland are
loaded at a local dock.

Internal Control over Reserve Estimation

We have a corporate policy relating to internal control and procedures with respect to auditing and
estimating ore reserves. The procedures include the calculation of ore reserves at each mine by mining engineers
and geologists under the direction of our Chief Mining Engineer and Chief Long Range Planning Engineer. Our
General Manager-Resource Analysis and Engineering compiles, reviews, and submits the calculations to the
Corporate Accounting department, where the disclosures for our annual and quarterly reports are prepared based
on those calcutations, The draft disclosure is submited 10 our General Manager-Resource Analysis and
Engineering for further review and approval. The draft disclosures are then reviewed and approved by our Chief
Financial Officer and Chief Executive Officer before inclusion in our annual and quarterly reports. Additionally,
the long-range mine planning and ore reserve estimates are reviewed annually by our Audit Commitiee.
Furthermore, all changes to ore reserve estimates, other than those due to production, are documented by our
General Manager-Resource Analysis and Engineering and are submitted to our President and Chief Executive
Officer for review and approval. Finally, we perform pericdic reviews of long-range mine plans and ore reserve
estimates at mine staff meetings and senior management meetings.

Operations

In North America, we produced 20.8 million tons, 22.1 million tons and 21.7 million tons of pellets in 2006,
2005 and 2004, respectively, for our account and 12.8 million tons, 13.8 million tons and 12.7 million tons,
respectively, on behalf of the steel company owners of the mines. In Australia, we produced 7.7 million tonnes
and 5.2 million tonnes in 2006 and 2005, respectively. Portman’s 2005 (otal represents production since the
March 31, 2005 acquisition of Portman. See Production and Sales Volume in Item 7 for further information.

Our business is subject to a number of operational factors that can affect our future profitability. A more
detailed description of these risks is contained in ltem 1A — Risk Factors.

Mine Capacity and Iron Ore Reserves

Reserves are defined by SEC Industry Standard Guide 7 as that part of a mineral deposit that could be
economically and legally extracted and produced at the time of the reserve determination. The estimate of proven
and probable reserves is of demonstrated tons. All reserve estimates are supported by scheduled life of mine
plans.

Our 2007 ore reserve estimates for our iron ore mines as of December 31, 2006 were estimated from fully-
designed pits developed using three-dimensional modeling techniques. These fully designed pits incorporate
design slopes, practical mining shapes and access ramps to assure the accuracy of our reserve estimates. The
following tables reflect expected current annual capacity and economic ore reserves for our North American and
Australian iron ore mines as of December 31, 2006.
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Tons in Millions (1)

Mineral
Current _Reserves@2)(3) (Ri Method of
Iron Ore Annual Current Previous Mineral Rights — “pecerve  Operating

Mine Mineralization  Capacity Year  Year Owned Leased Estimation Since Infrastructure

Empire Negaunee Iron 5.5 13 17 57%  43% Geologic - Block 1963 Mine, Concentrator,
Formation Model Pelletizer
(Magnetite)

Tilden Negaunee Iron 8.0 259 266 100% 0% Geologic - Block 1974 Mine, Concentrator,
Formation Model Pelletizer, Railroad
(Hematite / Magnetite)

Hibbing Taconite  Biwabik Iron 8.0 152 161 3%  97% Geologic - Block 1976 Mine, Concentrator,
Formation Model Pelletizer
(Magnetite)

Nonhshore Biwabik Iron 4.8 318 310 0% 100% Geologic - Block 1989  Mine, Concentrator,
Formation Model Pelletizer, Railroad
(Magnetite)

United Taconite Biwabik Iron 5.2 119 123 0% 100% Geologic - Block 1965  Mine, Concentrator,
Formation Muodel Pelletizer
(Magnetite)

Wabush Wabush Iron 5.5 44 51 0% 100% Geologic - Block 1965  Mine, Concentrator,
Formation Model Pelletizer, Railroad
(Hematite)
Total 37.0 905 9:8

(1) Tons are long tons of pellets of 2,240 pounds.
(2) Estimated standard equivalent pellets, including both proven and probable reserves based on life of mine operating schedules.

(3) We regularly evaluate our ore reserve estimates and update them as required in accordance with the SEC Industry Guide 7.

Tons in Millions (1)

Mineral
Current M . . Method of
Iron Ore Annual Current Previous Mineral Rights Reserve Operating
Mine Project Mineralization Capacity Year Year Owned Leased Estimation Since Infrastructure
Koolyanobbing {4) Banded Iron Formations 8.0 87.0 875 0%  100% Geologic - Black 1994 Mine, Train
Southem Cross Temrane Mode! Haulage Road,
Yilgarn Mineral Field Crushing-Screening
(Hematite, Goethite) Plant
Cockatoo Istand  Sandstone Yampi 1.2 9 i.7 0%  100% Geologic - Block 1994 Mine,
IV (5) Formation Kimberley Modei Crushing-Screening
Mineral Field Plant, Shiploader
(Hematite)
Total 9.2 879 89.2

(1) Tonnes are metric tons of 2,205 pounds.

(2) Reported ore reserves restricted to proven and probable tonnages based on life of mine operating schedules. Koolyanobbing reserves can
be derived from up to 15 separate mineral deposits over a 100-kilometer operating distance. 7.4 million tonnes of the Koolyanobbing
reserves are sourced from current long-term stockpiles.

(3) Portman's ore reserve estimates are regularly updated in accordance with SEC Industry Guide 7 and the 2004 Edition of the JORC code.
(4) Anexpansion project was completed in 2006 that increased annual production capacity to eight million toones.

(5) Portman has a 50 percent interest in the Cockatoo Island Joint Venture. Capacity and reserve totals represent 100 percent.

We directly own approximately one-half of the remaining ore reser