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CLEVELAND-CLIFFS INC AND CONSOLIDATED SUBSIDIARIES
 

STATEMENTS OF CONDENSED CONSOLIDATED FINANCIAL POSITION
         
  (In Millions)  
  March 31   December 31 
  2006   2005  
  (Unaudited)     

ASSETS         
CURRENT ASSETS        
Cash and cash equivalents  $ 136.7  $ 192.8 

Marketable securities       9.9 
Trade accounts receivable — net   43.7   53.7 
Receivables from associated companies   10.0   5.4 
Product inventories   215.0   119.1 
Work in process inventories   65.7   56.7 
Supplies and other inventories   59.7   70.5 
Deferred and refundable taxes   13.1   12.1 
Recoverable electric power payments   63.5   73.0 
Other   41.3   42.8 

TOTAL CURRENT ASSETS   648.7   636.0 
PROPERTIES   1,004.4   979.3 

Allowances for depreciation and depletion   (183.7)   (176.5)
TOTAL PROPERTIES   820.7   802.8 

OTHER ASSETS         
Long-term receivables   47.5   48.7 
Prepaid pensions   80.3   80.4 
Deferred income taxes   60.9   66.5 
Deposits and miscellaneous   55.8   53.8 
Other investments   24.3   34.0 
Intangible pension asset   13.9   13.9 
Marketable securities   19.2   10.6 

TOTAL OTHER ASSETS   301.9   307.9 
TOTAL ASSETS  $ 1,771.3  $ 1,746.7 

LIABILITIES AND SHAREHOLDERS’ EQUITY         
CURRENT LIABILITIES         

Accounts payable  $ 140.4  $ 122.9 
Accrued employment costs   37.1   47.4 
Pensions   45.2   45.3 
Other post-retirement benefits   29.6   36.6 
Accrued expenses   25.7   28.9 
Income taxes   36.5   29.1 
State and local taxes   18.1   22.2 
Environmental and mine closure obligations   10.0   13.4 
Payables to associated companies   7.8   7.7 
Other   10.0   9.2 

TOTAL CURRENT LIABILITIES   360.4   362.7 
PENSIONS, INCLUDING MINIMUM PENSION LIABILITY   124.4   119.6 
OTHER POST-RETIREMENT BENEFITS   83.7   85.2 
ENVIRONMENTAL AND MINE CLOSURE OBLIGATIONS   87.7   87.3 
DEFERRED INCOME TAXES   110.5   116.7 
OTHER LIABILITIES   74.4   79.4 

TOTAL LIABILITIES   841.1   850.9 
MINORITY INTEREST   81.1   71.7 
3.25% REDEEMABLE CUMULATIVE CONVERTIBLE         

PERPETUAL PREFERRED STOCK — ISSUED 172,500 SHARES   172.5   172.5 
SHAREHOLDERS’ EQUITY         

Common Shares — par value $.50 a share         
Authorized — 56,000,000 shares;         
Issued — 33,655,882 shares   16.8   16.8 

Capital in excess of par value of shares
  93.2   93.9 

Retained earnings   856.3   824.2 
Accumulated other comprehensive loss, net of tax   (129.7)   (125.6)
Cost of 11,598,349 Common Shares in treasury         

(2005 - 11,740,385 shares)   (162.4)   (164.3)
Unearned compensation   2.4   6.6 

TOTAL SHAREHOLDERS’ EQUITY   676.6   651.6 
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY  $ 1,771.3  $ 1,746.7 

See notes to condensed consolidated financial statements.
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CLEVELAND-CLIFFS INC AND CONSOLIDATED SUBSIDIARIES
 

STATEMENTS OF CONDENSED CONSOLIDATED CASH FLOWS
(UNAUDITED)

         
  (In Millions,  
  Brackets Indicate  
  Cash Decrease)  
  Three Months Ended  
  March 31  
  2006   2005  
CASH FLOW FROM CONTINUING OPERATIONS         

OPERATING ACTIVITIES         
Net income  $ 37.9  $ 26.2 

Cumulative effect of accounting change       (5.2)
Income from discontinued operations   (.2)   (.1)
Income from continuing operations   37.7   20.9 

Depreciation and amortization:         
Consolidated   13.3   6.3 
Share of associated companies   1.0   1.0 

Pensions and other post-retirement benefits   3.3   4.6 
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CLEVELAND-CLIFFS INC AND CONSOLIDATED SUBSIDIARIES
 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

March 31, 2006

NOTE 1 – BASIS OF PRESENTATION

     The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with the instructions to Form 10-Q and
should be read in conjunction with the financial statement footnotes and other information in our 2005 Annual Report on Form 10-K. In management’s opinion,
the quarterly unaudited condensed consolidated financial statements present fairly our financial position, results of operations and cash flows in accordance
with accounting principles generally accepted in the United States.

     The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements,
and the reported amounts of revenues and expenses during the reporting period. On an on-going basis, management evaluates its estimates and
assumptions, including those related to revenue recognition, the fair value of share-based compensation, valuation of inventories, valuation of long-lived
assets, post-employment benefits, income taxes, litigation and environmental liabilities. Management bases its estimates on historical experience, current
business conditions and expectations and on various other assumptions it believes are reasonable under the circumstances. Actual results could differ from
those estimates.

     The condensed consolidated financial statements include the accounts of the Company and its controlled subsidiaries, including: Tilden, in Michigan,
85 percent ownership; Empire, in Michigan, 79 percent ownership; United Taconite, in Minnesota, 70 percent ownership; and Portman, in Western Australia,
80.4 percent ownership. All
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(“EITF 04-6”). The consensus clarifies that stripping costs incurred during the production phase of a mine are variable production costs that should be included
in the cost of inventory. The consensus, which is effective for reporting periods beginning after December 15, 2005, permitted early adoption. We ele� berte ed



Table of Contents

     We had $19.2 million at March 31, 2006 of non-current marketable securities, classified as “available for sale”, which are stated at fair value, with
unrealized holding gains and losses included in other comprehensive income.

Inventories

     North America

     Product inventories are stated at the lower of cost or market. Cost of iron ore inventories is determined using the LIFO method. We maintain ownership of
the inventories until title has transferred to the customer, usually when payment is made. Maintaining iron ore products at ports on the lower Great Lakes
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Share-Based Compensation

     Effective January 1, 2006, we adopted the fair value recognition provisions of SFAS 123R using the modified prospective transition method. Because we
elected to use the modified prospective transition method, results for prior periods have not been restated. Under this transition method, share-based
compensation expense for the first quarter of 2006 includes compensation expense for all share-based compensation awards granted prior to January 1, 2006
based on the grant date fair value estimated �t ensati  n expense ha dᜀm㝐�n vnt edᜀ se r t�expenEᡵ� m







Table of Contents

loss” in Shareholders’ Equity on our Statements of Condensed Consolidated Financial Position.

Goodwill

     Based on our final purchase price allocation for our Portman acquisition, we have identified approximately $8.4 million of excess purchase price over the
fair value of assets acquired and liabilities assumed. As required by SFAS No. 142, “Goodwill and Other Intangible Assets”, (“SFAS 142”), goodwill was
allocated to our Australian segment. SFAS 142 requires us to compare the fair value of the reporting unit to its carrying value on an annual basis to determine
if there is potential goodwill impairment. If the fair value of the reporting unit is less than its carrying value, an impairment loss is recorded to the extent that the
fair value of the goodwill within the reporting unit is less than the carrying value of its goodwill.

Preferred Stock

     In January 2004, we completed an offering of $172.5 million of redeemable cumulative convertible perpetual preferred stock, without par value, issued at
$1,000 per share. The preferred stock pays quarterly cash dividends at a rate of 3.25 percent per annum, has a liquidation preference of $1,000 per share and
is convertible into our common shares at an adjusted rate of 32.6652 common shares per share of preferred stock, which is equivalent to an adjusted
conversion price of $30.61 per share at March 31, 2006, subject to further adjustment in certain circumstances. Each share of preferred stock may be
converted by the holder if during any fiscal quarter ending after March 31, 2004 the closing sale price of our common stock for at least 20 trading days in a
period of 30 consecutive trading days ending on the last trading day of the preceding quarter exceeds 110 percent of the applicable conversion price on such
trading day ($34.02 at March 31, 2006). The threshold was met as of March 31, 2006. The satisfaction of this condition allows conversion of the preferred
stock during the fiscal quarter ending June 30, 2006 only. The preferred stock was also convertible during each of the past five quarters due to the satisfaction
of this condition during each of the immediately preceding quarters.
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NOTE 3 – PORTMAN ACQUISITION

     On April 19, 2005, Cliffs Australia completed the acquisition of 80.4 percent of the outstand�뀀Verc



Table of Contents

     We finalized our Portman purchase accounting to reflect the allocation with the assistance of an outside consultant. The adjustment since our initial
allocation of the 80.4 percent interest in Portman increased Portman’s iron ore inventory values by $46.5 million to reflect a market-based valuation. Of the
$46.5 million inventory basis adjustment, $23.1 million was allocated to product and work-in-process inventories, of which approximately $19.9 million was
included in cost of goods sold in 2005 and the $3.2 million remaining product and work-in-process inventory basis adjustment was recognized in the first
quarter of 2006. The remaining $23.4 million inventory basis adjustment, which was allocated to the long-term stockpiles, will be realized over the mine life.
Additionally, a long-term lease was classified as a capital lease resulting in an increase in plant and equipment, and current and other long-term liabilities, of
$26.7 million. The valuation also resulted in a $13.6 million increase in the value of our 50 percent interest in our investment in Cockatoo Island and
assignment of $8.4 million of goodwill, which is not deductible for tax purposes. The increase in the value of Cockatoo Island was based upon a discounted
cash flow analysis over the remaining life of its iron ore reserves, which are expected to be mined out in the first quarter of 2007. The value assigned to
Portman’s iron ore reserves decreased by $82.4 million. The $.7 million reduction in purchase price was attributable to the re-allocation of transaction costs to
debt acquisition costs, which are being amortized over the three-year term of the credit facility. A comparison of the finalized purchase price allocation to the
initial allocation is as follows:
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2006, after reduction of A$11.2 million for commitments under outstanding performance bonds. As of March 31, 2006, Portman was in compliance with the
covenants in the credit agreement.

     In 2005, Portman secured five-year financing from its customers in China as part of its long-term sal�cltomeu t蔀on ins ance withcintsnancartith th h  atinuction of 55mi f5nnnanc canancaingieduconthcnctngncan 20nin Mat蔀um05con11.2 millies of March 31, 20iithehccaong sredtteummiliesred dinglieemnth th nctngncan dg 
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process. Production is fully committed to steel companies in China and Japan for approximately four years.

     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 unallocated corporate expenses.

     The following table presents a summary of our segments for the three month periods ended March 31, 2006 and 2005 based on the current reporting
structure. A reconciliation of segment operating income to income from continuing operations before income taxes and minority interest is as follows:
         
  (In Millions)  
  Three Months  
  Ended March 31,  
  2006   2005  
Revenues from product sales and services:         

North America*  $ 246.2  $ 271.2 
Australia   60.2     

Total revenues from product sales and services  $ 306.4  $ 271.2 
         
Segment operating income:         

North America  $ 47.4  $ 45.4 
Australia   7.6     

Segment operating income   55.0   45.4 
Unallocated corporate expenses   (8.8)   (11.3)
Other income (expense)   3.8   (6.�
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NOTE 6 – COMPREHENSIVE INCOME

     Following are the components of comprehensive income for the three-month periods ended March 31, 2006 and 2005:
         
  (In Millions)  
  Three Months  
  Ended March 31,  
  2006   2005  
Net income  $ 37.9  $ 26.2 
Other comprehensive income (loss):         

Unrealized gain on securities — net of tax   5.5     
Foreign currency translation loss   (9.3)   (2.2)
Derivative instrument hedges, mark to market loss arising in period   (.3)     

Total other comprehensive loss   (4.1)   (2.2)
Total comprehensive income  $ 33.8  $ 24.0 

NOTE 7 – PENSIONS AND OTHER POSTRETIREMENT BENEFITS

     The components of defined benefit pension and OPEB expense for the three-month periods ended March 31, 2006 and 2005 were as follows:

Defined Benefit Pension Expense
         
  (In Millions)  
  Three Months  
  Ended March 31,  
  2006   2005  
Service cost  $ 3.0  $ 3.0 
Interest cost   10.6   10.1 
Expected return on plan assets   (12.1)   (11.2)
Amortization:         

Unrecognized prior service costs   .8   .7 
Net actuarial losses   4.1   3.2 
Amortization of net obligation   (.6)   (1.0)

Net periodic benefit cost  $ 5.8  $ 4.8 
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asset returns and lower loss amortization. The higher expected asset returns are primarily due to additional VEBA contributions agreed to under �









T



Table of Contents

         
  (In Millions)  
  March 31,   December 31, 
  2006   2005  
Asset retirement obligation at beginning of year  $ 64.8  $ 52.2 
Accretion expense   1.2   5.7 
Portman acquisition       5.1 
Minority interest   .3   .2 
Revision in estimated cash flows   .3   1.6 
Asset retirement obligation at end of period  $ 66.6  $ 64.8 

NOTE 9 – INCOME TAXES

     Our total tax provision for the first quarter of 2006 of $9.9 million is comprised of $7.5 million related to North American operations, primarily the U.S. and
$2.4 million related to Australian operations. Our expected effective tax rate for 2006 related to North American operations reflects benefits from deductions for
percentage depletion in excess of cost depletion.

     Through our acquisition of Portman in 2005, we have $11.1 million of deferred tax assets related to Australian capital loss carryforwards of $37 million.
Under Australian income tax law, capital losses are deductible from taxable capital gains, not from ordinary taxable income, but can be carried forward
indefinitely. Due to uncertainty as to when, if ever, Portman may be able to utilize these Australian capital loss carryforwards, we continue to maintain a full
valuation allowance against this deferred tax asset.

     At March 31, 2006, cumulative undistributed earnings of our Australian subsidiaries included in consolidated retained earnings continue to be indefinitely
reinvested in international operations. Accordingly, no provision has been made for deferred taxes related to a future repatriation of these earnings, nor is it
practicable to determine the amount of this liability.
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NOTE 10 – SHARE-BASED COMPENSATION PLANS

Description of Share-Based Compensation Plans

     The 1992 Incentive Equity Plan, as amended in 1999, authorizes us to issue up to 3,400,000 Common Shares to employees upon the exercise of Options
Rights, as Restricted Shares, in payment of Performance Shares or Performance Units that have been earned, as Deferred Shares, or in payment of
dividend equivalents paid on awards made under the Plan. Such shares may be shares of original issuance, treasury shares, or a combination of both. Stock
options may be granted at a price not less than the fair market value of the stock on the date the option is granted, generally are not subject to repricing, and
must be exercisable not later than ten years and one day after the date of grant. Common Shares may be awarded or sold to certain employees with
disposition restrictions ove��or
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NOTE 11 – EARNINGS PER SHARE

     The Company presents both basic and diluted EPS amounts. Basic EPS is calculated by dividing income applicable to common shares by the weighted
average number of common shares outstanding during the quarter. Diluted EPS is calculated by dividing net income available to common shares by the
weighted average number of common shares, common share equivalents and convertible preferred stock outstanding during the period, utilizing the treasury
share method for employee stock plans. Common share equivalents are excluded from EPS computations� n�mputaycosetiocu Cs uivuivpe
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2005, was timely received. We sold 1.4 million tons and 1.7 million tons to WCI in 2005 and 2004, respectively.

     Previously, the Bankruptcy Court denied confirmation of both of two competing plans of reorganization filed by (i) WCI, jointly with its current owner (which
plan was supported by the USWA, the union representing WCI’s hourly employees, and (ii) a group of WCI’s secured noteholders. Subsequently, the secured
noteholders amended their plan of reorganization (the “New Noteholder Plan”) and obtained the support of the USWA for the New Noteholder Plan. After a
hearing before the Bankruptcy Court on the confirmation of the New Note�efhn.  Note  or
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     The purchase price for the 80.4 percent interest in Portman was $433.1 million, including $12.4 million of acquisition costs. Additionally, we incurred
$9.8 million of foreign currency hedging costs related to the transaction, which were included in “Other – net” in the first quarter 2005 Statement of Condensed
Consolidated Operations.

     The acquisition and related costs were financed with existing cash and marketable securities and $175 million of interim borrowings under a three-year
$350 million revolving credit facility. The outstanding balance was repaid in full on July 5, 2005.

     Our Statement of Condensed Consolidated Financial Position as of March 31, 2006 reflects the acquisition of Portman, effective March 31, 2005, under the
purchase method of accounting. Assets acquired and liabilities assumed have been recorded at estimated fair values as of the acquisition date as determined
by results of an appraisal of assets and liabilities which was finalized in the first quarter of 2006. A significant portion of the purchase price was allocated to
iron ore inventory and reserves, which will be amortized on a unit-of-production basis over the productive life of the reserves.

     As a result of the Portman acquisition, we now operate in two reportable segments: the North American segment and the Australian segment, also referred
to as Portman. See NOTE 5 for a further discussion of the nature of our operations and related financial disclosures for the reportable segments.

RESULTS OF OPERATIONS

     Net income was $37.9 million in the first quarter of 2006, compared with net income of $26.2 million in the first three months of 2005. Income attributable to
common shares was $1.37 per share (all per-share amounts are ���sshar
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  (In Millions, except per share)  
  First Quarter  
  2006   2005  
Income from continuing operations:         

Amount  $ 37.7  $ 20.9 
Per diluted share   1.36   .76 

         
Income from discontinued operations:         

Amount   .2   .1 
Per diluted share   .01     

         
Cumulative effect of accounting change:         

Amount       5.2 
Per diluted share       .19 

         
Net income:         

Amount  $ 37.9  $ 26.2 
Per diluted share  $ 1.37  $ .95 

The increase in first quarter net income of $11.7 million primarily reflected the inclusion of earnings from Portman and higher North American sales margins.
Cliffs acquired a controlling interest in Portman on March 31, 2005, and last year’s first-quarter net income did not include results from Portman. The increase
in first-quarter net income also reflected lower “Other–net” expense, primarily due to last year’s $9.8 million pre-tax currency hedging costs associated with the
acquisition of Portman, partially offset by $5.2 million of after-tax income from a 2005 accounting change.

     The increase in first quarter income from continuing operations reflected higher income before income taxes and minority interest of $21.9 million, partially
offset by higher income taxes of $2.7 million and income attributable to the minority interest owners of Portman of $2.4 million.
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Sales Margin

North American Iron Ore

     North American sales margins increased for the quarter to $45.6 million in 2006 from $43.7 million last year as a result of higher sales price realizations
partially offset by lower sales volume anS⠒倀cw ool an
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Australian Iron Ore

     Sales revenue at Portman was $60.2 million on 1.5 million tonnes in the first quarter. Sales volume was negatively impacted by delays in the completion of
the crushing plant expansion at the Koolyanobbing operation to eight million tonnes per annum, which is currently in the production ramp up mode. Portman’s
sales prices also exclude changes in the international price of iron ore, pending the outcome of negotiations. Any change in the international price would
retroactively apply to first quarter sales under certain contacts.

     Cost of goods sold and operating expenses were $50.4 million in the first quarter. Sales margin of $9.8 million reflected the Company’s basis adjustments
of $8.2 million for depletion and inventory step-ups and $1.7 million of revenue reductions due to foreign currency contract settlements.

Other operating income (expense)

     The pre-tax earnings changes for the first quarter of 2006 versus the comparable 2005 period also included:

 •  Lower administrative, selling and general expense of $1.5 million reflected lower share-based compensation, partially offset by the inclusion of $1.0 million of
Portman’s expense.

 

 •  Miscellaneous – net expense was $1.0 million higher, including $1.2 million of Portman’s expense.

Other income (expense)

 •  Increased interest income of $.4 million in the quarter, includes $.8 million of interest income at Portman.
 

 •  Increased interest expense of $.8 million in the quarter includes $.5 million of interest expense at Portman.
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 •  Lower other-net expense of $9.9 million primarily reflected $9.8 million of currency hedging costs associated with the Portman acquisition in the first quarter of
2005.

Change in Accounting

     On March 17, 2005, the EITF reached consensus on Issue No. 04-6, “Accounting for Stripping Costs Incurred during Production in the Mining Industry”,
(“EITF 04-6”). The consensus clarified that stripping costs incurred during the production phase of a mine are variable production costs that should be included
in the cost of inventory. The consensus, which was effective for reporting periods beginning after December 15, 2005, permitted early adoption. We elected to
adopt EITF 04-6 in the first quarter ended March 31, 2005. As a result, we initially recorded an after-tax cumulative effect adjustment of $4.2 million, or $.15
per share, and increased product inventory by $6.4 million effective January 1, 2005. At its June 29, 2005 meeting, FASB ratified a modification to EITF 04-6
to clarify that the term “inventory produced” means “inventory extracted.” In the fourth quarter of 2005, we recorded an additional after-tax cumulative effect
adjustment of $1.0 million, or $.04 per share, and increased work-in-process inventory by $1.6 million effective January 1, 2005 to comply with the
modification.

     In December, 2004, FASB issued SFAS No. 123R, “Share-Based Payment”, (“SFAS 123R”), which replaces SFAS No. 123, “Accounting for Stock-Based
Compensation” (“SFAS 123”) and supersedes APB 25. SFAS 123R requires all share-based payments to employees be recognized in the financial
statements. With limited exceptions, the amount of compensation cost will be measured based on the grant-date fair value of the equity instruments issued. In
addition, liability awards will be re-measured each reporting period. Compensation costs will be recognized over the period that an employee provides service
in exchange for the award. SFAS 123R is effective for periods beginning after December 15, 2005.

     Effective January 1, 2006, we adopted the fair value recognition provisions of SFAS 123R using the modified prospective transition method. Because we
elected to use the modified prospective transition method, results for prior periods have not been
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restated. Under this transition method, share-based compensation expense for the first quarter of 2006 includes compensation expense for all share-based
compensation awards granted prior to January 1, 2006 based on the grant date fair value estimated in accordance with the provisions of SFAS 123R.
Accordingly, the revised compensation costs are being amortized on a straight-line basis over the remaining service periods of the awards.

     Prior to the adoption of SFAS 123R, we recognized share-based compensation expense in accordance with SFAS 123. As prescribed in SFAS No. 148,
“Accounting for Stock-Based Compensation – Transition and Disclosure” (“SFAS 148”), we elected to use the prospective method. The prospective method
requires expense to be recognized for all awards granted, modified or settled beginning in the year of adoption. In accordance with SFAS 123 and SFAS 148,
we provided pro forma net income or loss and net income or loss per share disclosures for each period prior to adoption of SFAS 123R as if we had applied
the fair value recognition provisions to all awards unvested in each period.

     SFAS 123R requires us to estimate forfeitures at the time of the grant and revise those estimates in subsequent periods if actual forfeitures differ from
those estimates. We used historical severance data and expected future retirements to estimate the forfeitures and recorded share-based compensation
expense only for those awards that are expected to vest. For purposes of calculating pro forma information under SFAS 123 for periods prior to 2006, we
accounted for forfeitures as they occurred.

     Income from continuing operations for the three months ended March 31, 2006 includes approximately $2.4 million in share-based employee compensation
calculated under the provisions of SFAS 123R, which compares with $1.2 million of expense had we accounted for share-based compensation under the
provisions of SFAS 123 for the comparable period.

Income Taxes

     Our total tax provision for the first quarter of 2006 of $9.9 million is comp�n
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American operations of approximately 23 percent primarily reflects benefits from deductions for percentage depletion in excess of cost depletion.

     Through our acquisition of Portman in 2005, we have $11.1 million of deferred tax assets related to Australian capital loss carryforwards of $37 million.
Under Australian income tax law, capital losses are deductible from taxable capital gains, �gaentaԀ�et�� o
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North America

     Our share of first quarter pellet production was 5.1 million tons in 2006 compared with 4.8 million tons last year. Higher production at Tilden in the first
quarter was primarily due to repair downtime in the pelletizer last year, which resulted in lower production in the first quarter of 2005. The decrease in Wabush
first quarter production in 2006 was due to increased mining difficulties experienced in the first quarter. Crude ore mining was significantly impacted by pit de-
watering difficulties, which are expected to adversely impact production and costs. The Company and its joint venture partners are exploring options to deal
with the Wabush issues, including shortening the mine life.

     Although production schedules are subject to change, total North American pellet production in 2006 is expected to be approximately 35 million tons, with
Cliffs’ share representing approximately 22 million tons. Comparatively, total North American pellet production in 2005 was 35.9 million tons, with our share at
22.1 million tons.

     Pellet sales in the first quarter were 2.9 million tons in 2006 compared with 4.0 million tons in 2005. The sales volume decrease primarily reflected lower
consignment sales tons shipped to lower Great Lakes ports during the 2005 shipping season as a result of programmed contractual changes with customers.
North American pellet sales in 2006 are expected to be approximately 21 million tons compared with 2005 sales of 22.3 million tons.

     On April 13, 2006 the Company entered into a letter agreement with Mitt�ppal changes hd contr contr he t  e t  acly3Ԁ�r wit agreememparah America蝐�e parah Ame rl 1ny   y   y  mille yesulmy p wwimpa tr contr a蝐�e parahpt with Mlori  e t  acy3Ԁ�r ��espan �AlԀ�ere r؉㜀 y   y  mdf pr� hd contr contr n    cact pro esulle u p wwimpantr contr l 蝐�e parahpt with Mthri  e t  a y3Ԁ�r y ctthrithrihƀrԀ�lge puЀ�� i nhƀrԀ�lge puЀhththrie��espan �AlԀ�e 1n s.
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USA to manage its ore inventory levels through buy down provisions, which permit Mittal Steel USA to reduce its tonnage purchase obligation each year at a
specified price per ton, and with deferral provisions, which permit Mittal Steel USA to defer a portion of its annual tonnage purchase obligation beginning in
2007.

     Mittal Steel USA is�   i
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CASH FLOW, LIQUIDITY AND CAPITAL RESOURCES

     At March ��h  AND CAPIT
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     The environmental liability includes our obligations related to five sites that are independent of our iron mining operations, three former iron ore-related
sites, two leased land sites where we are lessor and miscellaneous remediation obligations at our operating units. Included in the obligation are Federal and
State sites where the Company is named as a PRP: the Rio Tinto mine site in Nevada, the Milwaukee Solvay site in Wisconsin and the Kipling and Deer Lake
sites in Michigan. See NOTE 8 for more information.

PENSIONS AND OTHER POSTRETIREMENT BENEFITS
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estimated $220 million into bargaining unit pension plans and retiree healthcare accounts during the term of the contracts.

     Additionally, year 2006 and 2005 OPEB expense reflect estimated cost reductions of $3.0 million and $3.6 million, respectively, due to the effect of the
Medicare Prescription Drug, Improvement and Modernization Act of 2003.

     Following is a summary of our consolidated share of defined benefit pension and OPEB funding and expense for the years 2003 through 2006:
                 
  (In Millions)  
  Pension   OPEB  
  Funding   Expense   Funding   Expense  
2003  $ 6.4  $ 32.0  $ 17.0  $ 29.1 
2004   63.0   23.1   30.9   28.5 
2005   40.6   20.7   31.8   17.9 
2006 (Estimated)   46.2   23.1   37.4   16.6 

     See NOTE 7 for more information.

MARKET RISKS

     We are subject to a variety of risks, including those caused by changes in market value of equity investments, changes in commodity prices and foreign
currency exchange rates. We have established policies and procedures to manage such risks; ,e�,
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diesel fuel (Company share 2.3 million mmbtu’s and 3.9 million gallons of diesel fuel in the first three months of 2006.) As of March 31, 2006, we purchased or
have forward purchase contracts for nine million mmbtu’s of natural gas (representing approximately 70 percent of estimated 2006 consumption) at an
average price of approximat  gal glpe
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Ineffective portions are charged to operations. At March 31, 2006, Portman had outstanding A$423.1 million in the form of call options, collar options,
convertible collars options and forward exchange contracts with varying maturity dates ranging from April 2006 to February 2009, and a fair value loss based
on the March 31, 2006 spot rate of A$6.4 million. A one percent increase in the value of the Australian dollar from the month-end rate would increase the fair
value by approximately A$2.9 million and a one percent decrease would decrease the fair value and cash flow by approximately A$3.6 million.

STRATEGIC INVESTMENTS

     We intend to continue to pursue investment and 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 Portman acquisition is an example of our ability to expand geographically,
and we intend to continue to pursue similar opportunities. We will continue to investigate opportunities to expand our leadership position in the North American
iron ore market. In the event of any future acquisitions or joint-venture opportunities, we may consider using available liquidity or other sources of funding to
make investments. In addition, we will strive to continuously improve iron ore pellet quality and develop alternative metallic products, through such
investments as the Mesabi Nugget Project.

Mesabi Nugget Project

     In 2002, we agreed to participate in Phase II of the Mesabi Nugget Project (“Project”). Other participants include Kobe Steel, Steel Dynamics, Ferrometrics,
Inc. and the State of Minnesota. Construction of a $16 million pilot plant at our Northshore mine, to test and develop Kobe Steel’s technology for converting
iron ore into nearly pure iron in nugget form, was completed in May 2003. The high-iron-content product could be utilized to replace steel scrap as a raw
material for electric steel furnaces and blast furnaces or basic oxygen furnaces of integrated steel producers or as feedstock for the foundry industry. A third
operating phase of the pilot plant test in 2004
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confirmed the commercial viability of this technology. The pilot plant ended operations August 3, 2004. The product was used by four electric furnace
producers and one foundry with favorable results. Preliminary construction engineering and environmental permitting activities have been initiated for two
potential commercial plant locations (one in Butler, Indiana near Steel Dynamics’ steelmaking facilities and one at our Cliffs Erie site in Hoyt Lakes,
Minnesota). A non-binding term sheet for a commercial plant was executed in March 2005, and a decision to proceed with construction engineering was made
in April. On July 26, 2005, the Minnesota Pollution Control Agency Citizens’ Board unanimously approved environmental permitting for the Cliffs Erie site. We
would be the supplier of iron ore and have a minority interest in the first commercial plant. Our contribution to the project to-date has totaled $6.3 million
($1.0 million in 2005), including significant contributions of in-kind facilities and services. In January 2006, our board of directors authorized $50 million in
capital expenditures for the project, subject to the Project obtaining non-recourse financing for its capital requirements in excess of equity investments made
by the Project participants and the Project participants reaching mutually agreed upon terms. Steel Dynamics has agreed to participate in the Project subject
to the same qualifications. Our equity interest in the venture is expected to be approximately 25 percent. Included in our board’s authorization is $21 million for
construction and operation of the commercial nugget plant, $25 million to expand the Northshore concentrator to provide the iron ore concentrate, and
$4.4 million for railroad improvements to transport the concentrate. Negotiations are continuing.

PolyMet Option

     On February 16, 2004, we entered into an option agreement with PolyMet that granted PolyMet the exclusive right to acquire certain land, crushing and
concentrating and other ancillary facilities located at our Cliffs Erie site (formerly owned by LTVSMC). The iron ore mining and pelletizing operations were
permanently closed in January 2001.

     PolyMet is a non-ferrous mining company located in Vancouver, B.C. Canada. Its stock trades Over-The-Counter in the U.S. under the symbol
POMGF.OB.
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     Under terms of the agreement, we received $.5 million and one million shares of PolyMet for maintaining certain identified components of the facility, while
PolyMet conducted a feasibility study on the development of its Northmet PolyMetallic non-ferrous ore deposits located near the Cliffs Erie site. PolyMet had
until June 30, 2006 to exercise its option and acquire the assets covered under the agreement for additional consideration. We recorded the $.5 million option
payment and one million common shares (valued at approximately $.2 million on the agreement date) under the deposit method and deferred recognition of
the gain. We classified the PolyMet shares as available for sale and recorded mark-to-market changes in the value of the shares to other comprehensive
income.

     On November 15, 2005, we reached an agreement with PolyMet regarding the terms for the early exercise of PolyMet’s option to acquire the assets under
the agreement and closed the sales transaction resulting in a $9.5 million pre-tax gain. Under the terms of the agreement, we received cash of $1.0 million
and approximately 6.2 million common shares of PolyMet, which closed that day at $1.25 per share ($3.29 per share at April 19, 2006). The additional PolyMet
shares received in this transaction are classified as available for sale in Other Assets. We have no definitive plans to sell our shares of Polymet at this time.
We expect to receive additional cash proceeds of $2.4 million in quarterly installments by and according to the terms of the contract for deed executed by the
parties. We received a quarterly interest payment of approximately $.3 million on March 31, 2006. As a final component of the purchase price, PolyMet
assumed certain on-going site-related environmental and reclamation obligations.

OUTLOOK

     Although production schedules are subject to change, Cliffs-managed North American pellet production is expected to be approximately 35 million tons,
with our share representing approximately 22 million tons.

     Our forecast of total year 2006 North American sales is expected to be approximately 21 million tons, reflecting higher inventories at North American steel
plants and the shut down of Mittal Steel USA’s Weirton blast furnace. Revenue per ton
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from iron ore sales and services is dependent upon several price adjustment factors included in our term sales contracts, primarily the percentage change
from 2005 to 2006 in the international pellet price for blast furnace pellets, PPI and actual revenue for steel sales for one of our customers.

     Our total 2006 North American unit production costs are expected to increase approximately 13 percent from the 2005 cost of goods sold and operating
expenses (excluding freight and venture partners’ cost reimbursements) of $42.65 per ton. The cost increase principally reflects increased energy and supply
pricing, higher labor costs and increased maintenance. Cliffs’ share of Portman’s unit production costs are expected to increase less than five percent from
2005, as Portman operating cost increases are expected to be partially offset by a reduction in Cliffs’ basis adjustments.

     Portman’s current estimate of total year 2006 production is 7.5 million tonnes, reflecting the expansion at its Koolyanobbing operations. Portman’s current
estimate of total year 2006 sales is 7.6 million tonnes.

     As we look forward in 2006, we continue to be focused on the rising costs of much of our purchased energy and materials. While PPI escalation factors in
our North American sales contracts will recover some of the expected inflation, we will continue our efforts to mitigate inflationary pressure through cost
reduction initiatives. We believe that we will also need continued levels of solid steel pricing and an improved international iron ore price in order to maintain
our sales margins.

FORWARD-LOOKING STATEMENTS

Cautionary Statements

     This report contains statements that constitute “forward-looking statements.” These forward-looking statements may be identified by the use of predictive,
future-tense or forward-looking terminology, such as “believes,” “anticipates,” “expects,” “estimates,” “intends,” “may,” “will” or similar terms. These
statements speak only as of the date of this report, and we undertake no ongoing obligation, other than that imposed by law, to update these statements.
These statements appear in a number of places in
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this report and include statements regarding our intent, belief or current expectations of our directors or our officers with respect to, among other things:

•  trends affecting our financial condition, results of operations or future prospects;
 

•  estimates of our economic iron ore reserves;
 

•  our business and growth strategies;
 

•  our financing plans and forecasts; and
 

•  the potential existence of significant deficiencies or material weaknesses in internal controls over financial reporting that may be identified during the performance of
testing required under Section 404 of the Sarbanes-Oxley Act of 2002.

     You are cautioned that any such forward-looking statements are not guarantees of future performance and involve significant risks and uncertainties, and
that actual results may differ materially from those contained in the forward-looking statements as a result of various factors, some of which are unknown. For
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ITEM 4. CONTROLS AND PROCEDURES

Evaluation of disclosure controls and procedures

     We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our Exchange Act reports is
recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and that such information is accumulated and
communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding
required disclosure based closely on the definition of “disclosure controls and procedures” in Rule 13a-15(e) promulgated under the Exchange Act. In
designing and evaluating the disclosure controls and procedures, management recognized that any controls and procedures, no matter how well designed
and operated, can provide only reasonable assurance of achieving the desired control objectives, and management necessarily was required to apply its
judgment in evaluating the cost-benefit relationship of possible controls and procedures.

     As of the end of the period covered by this report, we carried out an evaluation, under the supervision and with the participation of our management,
including our Chief Executive Officer and our Chief Financial Officer, of the effectiveness of the design�Ѐ�sc n�Ѐ�s Ѐ�ationship) 䀒Ș甀� reg
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PART II – OTHER INFORMATION
 

Item 1. Legal Proceedings

     Wisconsin Electric Power Company. Two of the Company’s mines, Tilden and Empire (“the Mines”), currently purchase their electric power from WEPCO
pursuant to the terms of special contracts specifying prices based on WEPCO’s “actual costs”. Effective April 1, 2005, WEPCO unilaterally changed its method
of calculating the energy charges to the Mines. It is the Mines’ contention that WEPCO’s new billing methodology is inconsistent with the terms of the parties’
contracts and a dispute has arisen between WEPCO and the Mines over the pricing issue. On September 20, 2005, the Mines filed a Demand for Arbitration
with the American Arbitration Association with respect to the dispute as provided for in their contracts with WEPCO. WEPCO filed its reply on October 8, 2005,
which included a counterclaim for damages in an amount of in excess of $4.1 million resulting from an alleged failure of Tilden to notify WEPCO of planned
production in excess of seven million tons per year. We consider WEPCO’s counterclaim to be without merit and intend to defend the counterclaim vigorously.
Pursuant to the terms of the relevant contracts, the undisputed amounts were paid to WEPCO, while the disputed amounts were deposited into an interest-
bearing escrow account maintained by a bank. For the period ended December 31, 2005, the Mines have paid $11.7 million to WEPCO and deposited
$75.8 million into the escrow account of which $5.3 million was deposited in January 2006. Under the terms of the contracts, the Mines have the right to
recover $73.0 million as offsets against 2006 invoices. For the quarter ended March 31, 2006, the Mines deposited an additional $4.6 million of disputed
billings into the escrow account.

     Maritime Asbestos Litigation. Two new maritime asbestos cases were brought against subsidiaries of the Company in the first quarter of 2006. As has
been previously disclosed, The Cleveland-Cliffs Iron Company (“Iron”) and/or The Cleveland-Cliffs Steamship Company, or both, have been named
defendants in 485 actions brought from 1986 to date by former seamen (or their administrators) in which the plaintiffs claim damages under federal law for
illnesses allegedly suffered as the result of exposure to
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

 (a) On January 13, February 15, February 24, and March 15, 2006, pursuant to the Cleveland-Cliffs Inc Voluntary Non-Qualified Deferred Compensation Plan
(“VNQDC Plan”), the Company sold a total of 369 shares of common stock, par value $.50 per share, of Cleveland-Cliffs Inc (“Common Shares”) for an aggregate
consideration of $33,202.19 to the Trustee of the Trust maintained under the VNQDC Plan. These sales were made in reliance on Rule 506 of Regulation D under
the Securities Act of 1933 pursuant to an election made by one managerial employee under the VNQDC Plan.

 

 (b) The table below sets forth information regarding repurchases by Cleveland-Cliffs Inc of its Common Shares during the periods indicated.
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ISSUER PURCHASES OF EQUITY SECURITIES
                 
              (d)  
          (c)   Maximum  
          Total Number   Number (or  
          of Shares (or   Approximate  
  (a)   (b)   Units)   Dollar Value) of  
  Total   Average   Purchased as   Shares (or Units) 
  Number of   Price Paid   Part of Publicly  that May Yet be  
  Shares (or   per Share   Announced   Purchased Under 
  Units)   (or Unit)   Plans or   the Plans or  

Period  Purchased   $   Programs (1)   Programs  
January 1-31, 2006   -0-   -0-   -0-   -0- 
February 1-28, 2006   -0-   -0-   -0-   -0- 
March 1-31, 2006   5,243(2)  83.995   -0-   -0- 

Total   5,243  $ 83.995   -0-   -0- 

 

 (1) The Company did not repurchase any of its equity securities during the period covered by this report pursuant to any publicly announced plan or program.
 

 (2) Shares were acquired by the Company from an employee in connection with the vesting of restricted stock. Whole shares were repurchased to satisfy the tax
withholding obligations of the employee on March 10, 2006.

 

Item 6. Exhibits

 (a) List of Exhibits-Refer to Exhibit Index on page 71.
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SIGNATURE

     Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.
     
 CLEVELAND-CLIFFS INC

  

Date: April 27, 2006 By /s/Donald J. Gallagher   
 Donald J. Gallagher  

 Executive Vice President, Chief
Financial Officer and Treasurer  

 
 

EXHIBIT INDEX
     
Exhibit     
Number  Exhibit   
10(a)

 

* Form of the 2006 Restricted Shares Agreement for the Retirement Eligible Employee under the Incentive Equity Plan (as
Amended and Restated as of May 13, 1997) dated March 14, 2006 (filed as Exhibit 99(a) to Form 8-K of Cleveland-Cliffs Inc on
March 17, 2006)  

Not Applicable

     
10(b)

 

* Form of the 2006 Restricted Shares Agreement for the Non-Retirement Eligible Employee under the Incentive Equity Plan�s Agr th vel-R El   R vethe-vetoഀto
 

1t
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Exhibit     
Number  Exhibit   
     
32(a)

 
Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, signed and
dated by John S. Brinzo, Chairman and Chief Executive Officer for Cleveland-Cliffs Inc, as of April 27, 2006  

Filed Herewith

 

HH  2d 

Certificahhh
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Exhibit 10(e)

CONFIDENTIAL TREATMENT HAS BEEN
OMITTED AND FILED SEPARATELY WITH THE
SECURITIES AND EXCHANGE COMMISSION.

ASTERISV�LED



 

CONFIDENTIAL TREATMENT HAS�



 

CONFIDENTIAL TREATMENT HAS BEEN
OMITTED AND FILED SEPARATELY WITH THE
SECURITIES AND EXCHANGE COMMISSION.

ASTERISKS DENOTE SUCH OMISSIONS

     4.       Notification Procedures. In order to buy out the full [ ***] million tons for 2006, Mittal must notify Cliffs of its election by April 15. The buyout amount
will be limited to [***] of that amount if the notice is given by Mittal after that date but on or before May 15. If Mittal notifies Cliffs of its buyout election after
May 15 but on or before June 15, the buyout amount will be limited to no more than [***] of the [ ***] million tons. Mittal will not be allowed to make any election
to buyout any portion of its minimum tonnage purchase obligation for 2006 after June 15. Similarly, in order to exercise its deferral and/or buyout rights in the
calendar years 2007, 2008 and 2009, or its reduction and/or buyout rights in the calendar year 2010, Mittal must notify Cliffs of its election by March 15 of the
calendar year in question if it wants its election to cover the full amount of tonnage permitted under such rights. If Mittal notifies Cliffs after that date but on or
before May 15, its election will be limited to not more than [****] of that amount. If Mittal notifies Cliffs after May 15 but on or before July 15, its election will be
limited to not more than [****] of the full amount of tonnage permitted. Mittal will not be allowed to make any election to defer or buy out any portion of its
minimum tonnage purchase obligation for the calendar years 2007, 2008 and 2009, or to reduce or buy out any portion of its minimum tonnage purchase
obligation for the calendar year 2010, after the July 15 of the calendar year in question. Finally, in order to exercise its buyout right for tonnage deferred from
the prior calendar year, Mittal must notify Cliffs of its election by March 15 of the then current calendar year.

     5.       Maximum Tonnage Limitation. The tonnage purchase obligations of Mittal will revert to the terms of the Indiana Harbor-East, Indiana Harbor-West
and Cleveland contracts after 2010 except that beginning in 2006, and for the remaining life of the existing Mittal/Cliffs contracts, there will be a maximum
limitation of [**] million gross tons on the annual tonnage that Cliffs is obligated to sell to Mittal in the aggregate under these contracts, provided, however, that
Cliffs shall not be obligated to sell and deliver more than [**] million gross tons per year of any combination of Empire and/or Wabush pellets to Indiana Harbor-
East, and, provided further, the existing limitation on annual Wabush pellets of [*******] tons shall remain in effect. Cliffs will have the right, but not the
obligation, to supply Mittal’s requirements above the tonnage maximum limitation, and this right will have to be exercised by Cliffs within 30 days following a
request by Mittal for tonnage in excess of the maximum limitation. This maximum limitation will also apply to any tonnage that Cliffs may be obligated to sell to
Mittal under Weirton contract.

     6.       Other Agreements. In addition to the foregoing, we also reached the agreements regarding the following outstanding issues between Cliffs and Mittal.
The Weirton contract will be amended to delete the phrase “with a minimum annual purchase obligation of [***] million tons per year” contained in Section 1(a).
Cliffs will cancel the invoice for the 325,178 tons that was sent to Mittal in December 2005. In addition, Mittal will waive all Special Steel Payment claims that
may exist as of the date
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CONFIDENTIAL TREATMENT HAS BEEN
OMITTED AND FILED SEPARATELY WITH THE
SECURITIES AND EXCHANGE COMMISSION.

ASTERISKS DENOTE SUCH OMISSIONS

redacted consistently therewith, and each will make applications as permitted under Federal securities laws to have any filings of this letter and the definitive
agreement with the Securities and Exchange Commission to be accorded confidential treatment. Mittal acknowledges that Cliffs will include in its publicly
released, forward-looking, projections of sales its projections of sales to Mittal, limited to not more than the next fiscal year.

     To confirm your agreement with the foregoing, please sign one copy of this letter agreement in the space provided below and return it to us in the envelope
provided. The second copy is for your records.
     
 Very truly yours,

Cleveland-Cliffs Inc

 

 

 By:  /s/   W. R. Calfee   
  William R. Calfee  
  Executive Vice President-Commercial  
 

Confirmed and Agreed to:

Mittal Steel USA Inc.

By: /s/ M. Bernstein

Dated: April 13, 2006

cc: M. G. Rippey
D. J. Gallagher
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Exhibit 31(a)

CERTIFICATION

I, John S. Brinzo, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Cleveland-Cliffs Inc;

2. Based on my knowledge, this report does not contain any untrue statement of a material fa  fa  fa�ntr�n

in



 

 (d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

 (a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and

 

 (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

     
   
Date: April 27, 2006 By /s/John S. Brinzo   
 John S. Brinzo  
 Chairman and Chief Executive Officer  
 

 







 

Exhibit 32(a)

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

     In connection with the Quarterly Report of Cleveland-Cliffs Inc (the “Company”) on Form 10-Q for the period ended March 31, 2006 as filed with the
Securities and Exchange Commission on the date hereof (the “Form 10-Q”), I, John S. Brinzo, Chairman and Chief Executive Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adopted �10-Q” o. io 350 s a o p p p p*�Si  1 Seds iod  ExecEcti 01, espanypanycipanypany oicoiC 0 e o Ȁ� d n  n
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Exhibit 32(b)

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

     In connection with the Quarterly Report of Cleveland-Cliffs Inc (the “Company”) on Form 10-Q for the period ended March 31, 2006 as଀r h 31,  20 v  2o  o 倀oio3r d- hh nd  pompporron wn whe p-eerpe rf Cthe “Corm 10-Q )  2n 2o n 2 -  o  2 an e  2xh
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