
UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
 

    
 

  FORM 8-K/A  

CURRENT REPORT
(Amendment No. 1)

Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Date of Report (Date of earliest event reported):                                July 31, 2007
 

CLEVELAND-CLIFFS INC
 

(Exact Name of Registrant as Specified in Its Charter)
 

OHIO  1-8944  34-1464672
(State or Other Jurisdiction

of Incorporation)  
(Commission File

Number)  
(IRS Employer

Identification No.)

 
        1100 Superior Avenue, Cleveland, Ohio                                           44114-2589

        (Address of Principal Executive Offices)                                         (Zip Code)

 
  Registrant’s Telephone Number, Including Area Code:   (216-694-5700)  
     

 
(Former name or former address, if changed since last report)

    Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of   the registrant under any of the
following provisions:
 

¨ Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

¨ Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

¨ Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

¨ Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))



Explanatory Note: This Amendment Number 1 to the Current Report on Form 8-K filed on August 3, 2007 (the “Original Form 8-
K”) is filed to include the financial statements and pro forma information omitted from the Original Form 8-K in reliance on
Item 9.01(a)(4) and Item 9.01(b)(2), respectively, of Form 8-K.

ITEM 2.01    Completion of Acquisition or Disposition of Assets.

On July 31, 2007, Cleveland-Cliffs Inc (the “Company”) completed its acquisition of PinnOak Resources, LLC (“PinnOak”)
pursuant to the Unit Purchase Agreement, dated as of June 14, 2007, by and among the Company and PinnOak, the Regent
Investment Company, L.P., Questor Partners Fund II, L.P., Questor Side-by-Side Partners II, L.P., Questor Side-by-Side Partners
II 3(c)1, L.P., Questor Partners Fund II AIV-1, LLC, Questor General Partner II, L.P., and PinnOak Resources Employee Equity
Incentive Plan, LLC. PinnOak is a domestic producer of high-quality metallurgical coal. The purchase price of PinnOak and its
subsidiary operating companies was $450 million in cash, of which $108.4 million is deferred until December 31, 2009, plus the
assumption of approximately $160 million in debt, which was repaid at closing. The purchase agreement includes a contingent
earn-out, which ranges from $0 to approximately $300 million dependent upon PinnOak’s performance in 2008 and 2009. The
earn-out, if any, would be payable in 2010 and treated as additional purchase price.

A portion of the purchase price for the acquisition of PinnOak was financed through the Company’s Credit Agreement, dated
July 26, 2007, by and among the Company, Bank of America, N.A., as Administrative Agent and Letter of Credit Issuer, and the
other lenders party thereto (the “Initial Credit Agreement”). The Initial Credit Agreement was replaced by the Multicurrency Credit
Agreement, dated as of August 17, 2007, by and among the Company, as borrower, Bank of America, N.A., as Administrative
Agent, Swing line Lender and Letter of Credit Issuer, JPMorgan Chase Bank, N.A., as Syndication Agent, and the other financial
institutions party thereto jointly led by Banc of America Securities LLC and J.P. Morgan Securities Inc., as Joint Arrangers and
Joint Book Managers (the “Multicurrency Credit Agreement”). Certain of the lenders and other parties under the Initial Credit
Agreement are lenders, agents and parties under the Multicurrency Credit Agreement, and they and their respective affiliates
have performed, and may in the future perform, various commercial banking, investment banking and other financial advisory
services for the Company and its subsidiaries for which they have received, and will receive, customary fees and expenses.



In accordance with Rule 3-05 of Regulation S-X, the acquisition fell within the threshold of Rule 3-05(b)(2)(ii), therefore requiring
financial statements for the most recent fiscal year and any interim periods specified in Rule 3-01(e)(1) and Rule 3-02(b).
 
ITEM 9.01    FinancialStatements and Exhibits.
 
(a) Financial Statements of Businesses Acquired

The following consolidated financial statements of PinnOak Resources, LLC and Subsidiaries are included as Exhibit 99(b) in this
Form 8-K/A.

  Report of Independent Auditor
  Consolidated Balance Sheets
  Consolidated Statements of Operations
  Consolidated Statements of Members’ Equity
  Consolidated Statements of Cash Flows
  Notes to Consolidated Financial Statements

 
(b) Pro Forma Financial Information

The following unaudited condensed consolidated pro forma financial information of the Company, giving effect to the acquisition
of PinnOak, prepared pursuant to Article 11 of Regulation S-K, are included as Exhibit 99(c) in this form 8-K/A:

Unaudited Pro Forma Condensed Consolidated Statement of Financial Position
    as of June 30, 2007.

Unaudited Pro Forma Condensed Consolidated Statement of Operations for the
    Six Months Ended June 30, 2007.

Unaudited Pro Forma Condensed Consolidated Statement of Operations for the
    Twelve Months Ended December 31, 2006.

Notes to Unaudited Pro Forma Condensed Consolidated Financial Information
 
(d) Exhibits
 
Exhibit
Number     Exhibit
23     Consent of Independent Auditors



99(b)

    

Consolidated financial statements of PinnOak Resources, LLC as of and for the year ended December 31, 2006
and unaudited consolidated financial statements of PinnOak Resources, LLC as of and for the six months ended
June 30, 2007 and June 30, 2006

99(c)
    

Unaudited condensed consolidated pro forma information of the Company, giving effect to the acquisition of
PinnOak Resources, LLC



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, hereunto duly authorized.
 

CLEVELAND-CLIFFS INC

By:   /s/ George W. Hawk, Jr.
Name:   George W. Hawk, Jr.
Title:   General Counsel and Secretary

 
Dated:   October 15, 2007   
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Exhibit 23

CONSENT OF INDEPENDENT AUDITORS
 
 
 

We hereby consent to the inclusion in this Current Report on Form 8-K/A of Cleveland-Cliffs Inc dated October 15, 2007, of
our report dated October 15, 2007, related to the financial statements of PinnOak Resources, LLC as of December 31, 2006 and
for the year then ended, which report expresses an unqualified opinion.

 
/s/ Schneider Downs & Co., Inc.

Pittsburgh, Pennsylvania
October 15, 2007
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Exhibit 99(b)
PinnOak Resources, LLC and subsidiaries

Index to Financial Statements

 
Report of Independent Auditor   2

Consolidated Balance Sheets   3

Consolidated Statements of Operations   4

Consolidated Statements of Members’ Equity   5

Consolidated Statements of Cash Flows   6

Notes to Consolidated Financial Statements   7

All other schedules for which provision is made in the applicable accounting regulation of the Securities and Exchange Commission are not required under the
related instructions or are inapplicable and, therefore, have been omitted.
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Independent Auditors’ Report

Board of Directors and Members of
PinnOak Resources, LLC and Subsidiaries
Canonsburg, Pennsylvania

We have audited the accompanying consolidated balance sheet of PinnOak Resources, LLC and Subsidiaries (Company) as of December 31, 2006 and the
related consolidated statement of operations, members’ equity and cash flow for the year then ended. These consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement. We were not engaged
to perform an audit of the Company’s internal control over financial reporting. Our audit included consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the consolidated financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall consolidated financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position of PinnOak
Resources, LLC and Subsidiaries as of December 31, 2006 and the results of their operations and their cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

 
/s/ Schneider Downs & Co., Inc.
Pittsburgh, Pennsylvania
October 15, 2007
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PinnOak Resources, LLC and Subsidiaries
Consolidated Balance Sheets

(In thousands, except share data)
      (Unaudited) 

   

December 31, 
    2006   

June 30,
2007

Current Assets     
Cash and cash equivalents   $ 7,167    $ 1,551  
Restricted cash    10     189  
Accounts receivable    24,419     44,977  
Product inventories    8,763     15,275  
Work in process inventories    439     953  
Other current assets    4,926     1,906  
Prepaid maintenance    6,133     5,889  
Note receivable from Beard Pinnacle LLC    12,104     14,077  

    

Total current assets    63,961     84,817  

Property, plant and equipment     
Surface lands    874     874  
Mining rights    49,499     48,916  
Plant and equipment    80,951     92,593  
Mine development costs    1,345     1,345  
Construction in progress    14,628     9,750  

    

   147,297     153,478  
Less accumulated depreciation    37,715     46,448  

    

Total property, plant and equipment    109,582     107,030  
    

Other noncurrent assets    7,392     7,823  
    

TOTAL ASSETS   $ 180,935    $ 199,670  
    

Current Liabilities     
Accounts payable   $ 21,993    $ 32,460  
Short-term debt    2,116     -  
Current portion of long-term debt    1,395     1,299  
Accrued payroll and related benefits    6,152     5,389  
Other current liabilities    13,901     10,482  

    

Total current liabilities    45,557     49,630  

Revolving debt    34,700     39,700  
Long-term debt, net of current portion    122,500     121,875  
Other post employment benefits    9,929     10,652  
Black lung and workers’ compensation    2,978     3,302  
Mine closing and reclamation    16,569     17,108  
Mining royalty commitment    49,499     48,916  

    

Total liabilities    281,732     291,183  
    

Members’ Equity     
Class A Common Units, no stated value, 1,000 units authorized, issued and outstanding    -     -  
Class B Common Units, no stated value, 77 units authorized, issued and outstanding    -     -  
Retained (deficit) earnings    (100,797)    (91,513) 

    

Total Members’ (Deficit) Equity    (100,797)    (91,513) 
    

TOTAL LIABILITIES AND MEMBERS’ EQUITY   $ 180,935    $ 199,670  
    

The accompanying notes are an integral part of the consolidated financial statements.
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PinnOak Resources, LLC and Subsidiaries

Consolidated Statements of Operations

(In thousands)
 
   Twelve    

   Months   (Unaudited)
   Ended   Six Months Ended

   

December 31, 
2006   

June 30,
2007   

June 30,
2006

Revenues       

Coal sales   $ 239,363    $120,612    $134,445  
Freight    9,933     7,768     6,618  
Gas royalty income    5,128     1,914     3,412  
Other revenues    412     281     252  

      

    Total revenues    254,836     130,575     144,727  

Costs and expenses       

Cost of sales    210,219     89,749     113,190  
Royalties    14,049     6,768     7,783  
Depreciation, depletion and amortization    16,243     9,653     7,257  
Selling, general and administrative expenses    13,825     7,537     7,643  
Insurance recovery for business interruption    (15,160)    -     (15,160) 

      

   239,176     113,707     120,713  
      

Income from operations    15,660     16,868     24,014  

Interest expense    (11,766)    (7,373)    (5,100) 
Interest income    1,043     461     504  
Gain on sale of equipment    -     1,540     -  
Other    (460)    (732)    (232) 

      

   (11,183)    (6,104)    (4,828) 
      

      

Net income   $ 4,477    $ 10,764    $ 19,186  
      

The accompanying notes are an integral part of the consolidated financial statements.
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PinnOak Resources, LLC and Subsidiaries

Consolidated Statement of Members’ Equity

(In thousands, except share data)

 
   Class A Common   Class B Common       

   Shares   

Par
Value   Shares   

Par
Value   

(Deficit)
Earnings   Total

Balance at January 1, 2006   1,000  $ -  77  $ -  $ (72,128)   $ (72,128) 

Net income   -   -  -   -   4,477     4,477  

Distributions to members   -   -  -   -   (33,146)    (33,146) 
            

Balance at December 31, 2006   1,000   -  77   -   (100,797)    (100,797) 
            

Net income (unaudited)   -   -  -   -   10,764     10,764  

Distribution to members (unaudited)   -   -  -   -   (1,480)    (1,480) 
            

Balance at June 30, 2007 (unaudited)   1,000  $ -  77  $ -  $ (91,513)   $ (91,513) 
            

The accompanying notes are an integral part of the consolidated financial statements.
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PinnOak Resources, LLC and Subsidiaries
Consolidated Statement of Cash Flows

(In thousands)
 
   For the   (Unaudited)
   Year-Ended   For the Six Months Ended

   
December 31, 

2006   

June 30,
2007   

June 30,
2006

Cash flows from operating activities       
Net income   $ 4,477    $ 10,764    $ 19,186  
Adjustments to reconcile net income to net cash provided by operating activities:       

Depreciation, depletion and amortization    15,670     9,653     7,257  
Amortization of deferred financing fees    573     -     -  
Mine closing and reclamation    1,014     539     507  
Other post employment benefits    835     723     418  
Amortization of mining rights    2,562     583     1,512  
Gain on sale of equipment    -     (1,540)    -  
Proceeds from business interruption insurance recovery    15,160     -     -  
Insurance recovery for business interruption    (15,160)    -     -  

Changes in operating assets and liabilities:       
Accounts receivable    16,591     (20,558)    13,813  
Inventories    (6,696)    (7,027)    (13,991) 
Other current assets    (16,456)    1,291     (7,803) 
Other noncurrent assets    240     (760)    2,416  
Accounts payable    5,347     9,529     3,419  
Accrued payroll and related costs    (2,271)    37     (1,478) 
Other current liabilities    11,268     (3,278)    1,178  
Black lung and workers’ compensation    (1,113)    323     (1,812) 

      

Net cash provided by operating activities    32,041     279     24,622  

Cash flows from investing activities       
Capital expenditures    (29,198)    (7,576)    (17,660) 
Proceeds from sale of property, plant and equipment    -     1,760     -  

      

Net cash used by investing activities    (29,198)    (5,816)    (17,660) 

Cash flows from financing activities       
Repayments of long-term debt    (1,435)    (721)    (717) 
Borrowings of short-term debt    193,970     13,320     46,232  
Repayments of short-term debt    (158,767)    (10,436)    (36,545) 
Financing fees paid    (242)    -     (142) 
Repayment of sales lease back    (2,562)    (583)    (1,512) 
Restricted cash    224     (179)    235  
Loan to Beard Pinnacle LLC    (10,225)    -     -  
Distributions to members    (33,146)    (1,480)    (30,337) 

      

Net cash used by financing activities    (12,183)    (79)    (22,786) 
      

Decrease in cash and cash equivalents    (9,340)    (5,616)    (15,824) 

Cash and cash equivalents at the beginning of the period    16,507     7,167     16,507  
      

Cash and cash equivalents at the end of the period   $ 7,167    $ 1,551    $ 683  
      

Supplemental Cash Flow Information
Cash paid during the period for interest   $ 10,041    $ 10,095    $ 5,934  

      

The accompanying notes are an integral part of the consolidated financial statements.
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PinnOak Resources, LLC and Subsidiaries

Notes to Consolidated Financial Statements

(In thousands, except share data)

Note 1 – Significant accounting policies

A summary of the significant accounting policies of PinnOak Resources, LLC and subsidiaries (PinnOak or the Company) is presented below. These, together
with the other notes that follow, are an integral part of the consolidated financial statements.

Principles of Consolidation
The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries. The Company was formed for the purpose of
acquiring and operating certain coal mining operations. In 2003, the Company entered into an asset purchase agreement with certain subsidiaries of United
States Steel Corporation (U.S. Steel) to purchase the operations of mines located in Pineville, West Virginia and Oak Grove, Alabama. The Company markets
metallurgical coal, principally to coke and steel producers in the United States. Intercompany transactions and accounts have been eliminated in consolidation.

Management Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires management to
make estimates and assumptions. These estimates and assumptions affect the reported amounts of assets and liabilities and the 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. Actual results could
differ from those estimates. The most significant estimates included in the preparation of the financial statements are related to other postretirement benefits and
reclamation and mine closure liabilities.

Cash and Cash Equivalents
The Company considers highly liquid debt instruments with original maturities of three months or less to be cash equivalents. The Company maintains, at a
financial institution, cash and cash equivalents that may exceed federally insured amounts at times.

Restricted Cash
Restricted cash represents deposits required by certain governmental authorities prior to the issuance of permits and are forfeitable if all reclamation
requirements are not met.

Allowance for Uncollectible Receivables
The Company evaluates the collectibility of trade accounts receivables and other receivables based upon past collection history, the economic environment and
specified risks identified in the receivables portfolio. The Company had no allowance for uncollectible receivables at December 31, 2006 or June 30, 2007
(unaudited).

Inventories
Inventories are stated at the lower of cost or market. Cost of coal inventories includes labor, supplies, equipment costs and operating overhead and related costs
and is calculated using the average production cost for the last six months.
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Sales Contract
In connection with the acquisition of the mines from U.S. Steel, the Company entered into a long term Coal Supply Agreement with U.S. Steel which expired on
December 31, 2006. The fair value assigned to this agreement amounted to $2,000. The cost of the contract was amortized over the term of the agreement
based on the minimum tonnage commitment. Amortization for 2006 amounted to $877.

Property, Plant and Equipment
Property, plant and equipment are stated at cost. Depreciation, depletion and amortization are provided in amounts sufficient to amortize the cost of the related
assets over their estimated useful lives (not to exceed the lives of the mines) and are calculated on the straight-line method. Estimated lives for plant and
equipment range from 3 to 7 years. Coal exploration costs are expensed as incurred. Mine development costs, which are costs incurred to attain production, are
capitalized when the majority of production comes from development activities versus normal operating activities. Costs of additional mine facilities required to
maintain production after a mine reaches the production stage, generally referred to as “receding face costs,” are expensed as incurred; however, the costs of
certain assets with extended lives such as additional airshafts and new portals are capitalized.

Major maintenance incurred for the rebuilds of long wall equipment is recorded as a current asset and is charged to expense when the related long wall panel is
mined which generally occurs within one year.

Maintenance, repairs and minor rebuilds are expensed as incurred unless such costs extend the estimated useful life of the asset. When properties are retired
or otherwise disposed, the related cost and accumulated depreciation are removed from the respective accounts and any gain or loss on the retirement or other
disposition of assets is included in income.

Upon identification of indicators of impairment, management compares the carrying value of its long-lived assets to the undiscounted cash flows of such assets.
When the undiscounted cash flows are less than the related assets’ carrying value, the long-lived assets are adjusted to the lower of fair value (based on active
market quotes, third-party appraisals or discounted cash flows) or carrying value.

Amortization of mining rights is calculated based upon the units of production method.

Debt Issuance Costs
Debt issuance costs are included in noncurrent assets and are amortized over the life of the related debt on a straight line basis.

Postretirement Benefits Other Than Pensions
Pursuant to the asset purchase agreement with U.S. Steel, the Company assumed postretirement benefits for certain employees who will vest more than five
years after the asset purchase date of June 30, 2003. Postretirement benefits for vested employees and those that will vest within the five-year period
subsequent to the acquisition date remain obligations of U.S. Steel.

The Company records a provision for estimated postretirement benefits for employees not covered by the asset purchase agreement with U.S. Steel based
upon annual valuations prepared by outside actuaries.
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Pneumoconiosis Benefits
The Company is required by federal and state statutes to provide benefits to employees for awards related to coal workers’ pneumoconiosis. U.S. Steel
reimburses certain of these costs under the terms of the asset purchase agreement. The Company is primarily self-insured for certain coal workers’
pneumoconiosis coverage in Alabama for amounts over a specified limit insured by a commercial insurance policy. Provisions are made for estimated benefits
based on annual valuations prepared by outside actuaries. The Company is insured for coal workers’ pneumoconiosis in the State of West Virginia through a
state administered program.

Mine Closing and Postclosure Costs
SFAS No. 143, “Accounting for Asset Retirement Obligations” (“SFAS No. 143”) addresses financial accounting and reporting for obligations associated with the
retirement of tangible long-lived assets and the associated asset retirement costs. The Company’s asset retirement obligation (“ARO”) liabilities primarily consist
of spending estimates related to reclaiming surface land and support facilities in accordance with federal and state reclamation laws as defined by each mining
permit.

The Company estimates its ARO liabilities for final reclamation and mine closure based upon detailed engineering calculations of the amount and timing of the
future cash spending for a third-party to perform the required work. Spending estimates are escalated for inflation and then discounted at the credit-adjusted
risk-free rate. The Company records an ARO asset associated with the discounted liability for final reclamation and mine closure. The obligation and
corresponding asset are recognized in the period in which the liability is incurred. The ARO asset is amortized on the straight-line method over its expected life
and the ARO liability is accreted to the projected spending date. As changes in estimates occur (such as mine plan revisions, changes in estimated costs or
changes in timing of the performance of reclamation activities), the revisions to the obligation and asset are recognized at the appropriate credit adjusted risk-
free rate.

Workers’ Compensation
The Company is primarily self-insured for certain workers’ compensation coverage in Alabama for amounts over a specified limit insured by a commercial
insurance policy. The Company accrues for the expense in amounts that include estimates for incurred but not reported claims. The Company is insured for
workers’ compensation in the State of West Virginia through a state administered program.

Medical Insurance
The Company self-insures its group medical and dental coverage for its employees with amounts over a specified limit insured by a commercial insurance
policy. The Company accrues for the expense in amounts that include estimates for incurred but not reported claims.

Retirement Plan
The Company provides a defined contribution plan covering substantially all employees not covered by multiemployer retirement plans (nonbargaining
employees). The Company matches 100% of employee elective deferrals of up to 6% of the employees’ qualified compensation. In addition, the Company
contributes 2% of the employees’ qualified compensation to the plan. During 2006, the Company contributed $1,061 to the plan and $553 for the six months
ended June 30, 2007 (unaudited).
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Revenue Recognition
The Company recognizes revenue and a related receivable when title passes to the customers. For domestic coal sales, this generally occurs when coal is
loaded at mine or offsite storage locations. For export coal sales, this generally occurs when coal is loaded onto marine vessels at terminal locations.
Transportation costs that are billed to customers and paid to the transportation provider (pass through costs) are included in coal sales and cost of coal sales.

Income Taxes
The Company and its subsidiaries are limited liability corporations and have elected to be treated as pass-through entities for tax purposes; therefore, no income
taxes are recorded on the Company’s financial statements. Individual members are responsible for reporting their pro rata share of the Company’s taxable
income or loss.

Recent Accounting Pronouncements
In 2006, the FASB issued Interpretation No. 48 (FIN 48), “Accounting for Uncertainty in Income Taxes: an interpretation of FASB Statement No. 109,” which
clarifies the accounting for uncertainty in income taxes recognized in an entity’s financial statements in accordance with SFAS No. 109, “Accounting for Income
Taxes.” FIN 48 prescribes a recognition threshold and measurement principles for financial statement disclosure of tax positions taken or expected to be taken
on a tax return. This interpretation is effective for fiscal years beginning after December 15, 2006. The Company is assessing the impact that the adoption of FIN
48 will have on its consolidated financial position, results of operations, and disclosures.

In September 2006, the FASB issued SFAS 157, “Fair Value Measurement,” which establishes a framework for measuring fair value under generally accepted
accounting principles and expands disclosure about fair value measurements. This statement is effective for financial statements issued with fiscal years
beginning after November 15, 2007. The Company is assessing the impact that the adoption of SFAS 157 will have on its consolidated financial statements.

In September 2006, the FASB issued Statement No. 158, “Employers’ Accounting for Defined Pension and Other Postretirement Plans” (SFAS 158), which
supercedes other relevant accounting standards. SFAS 158 results from an initial phase of comprehensive project to improve the employer’s accounting for
defined benefit pension and other postretirement plans. The objectives of the statement are for an employer to recognize the overfunded or underfunded status
of a single-employer defined benefit or other postretirement plans as an asset or a liability in its statement of financial position and to recognize changes in that
funded status in unrestricted net assets in the year in which the changes occur. In addition, SFAS 158 requires that the measurement of the funded status of
the plan occurs as of the date of the Company’s year-end statement of financial position. Management is currently evaluating SFAS 158 and its impact on the
consolidated financial statements.

In February 2007, the FASB issued SFAS 159, “The Fair Value Option for Financial Assets and Liabilities.” SFAS 159 permits entities to choose to measure
certain financial instruments at fair value that are not currently required to be measured at fair value. Unrealized gains/losses associated with the financial
instruments are recognized in earnings. Also, it establishes presentation and disclosure designed to facilitate comparisons between entities that choose different
measurement attributes for similar types of assets and liabilities. Entities can choose to measure using the “fair value option” at specified election dates applied
on an instrument by instrument basis, provided the election is irrevocable, and applies to an entire instrument, not a portion. The Company is assessing the
impact that the adoption of SFAS 159 will have on its consolidated financial statements.
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Note 2 – Property, Plant and Equipment and Mining rights

On July 11, 2003, the Company consummated an agreement with an unrelated third party to sell the coal reserves for a consideration of $58,000.
Simultaneously with the sale, the Company entered into coal mining lease agreements that extend through the earlier of July 1, 2023 or until all merchantable
and mineable coal has been extracted. The coal lease provides for minimum quarterly royalties of $1,200 commencing January 1, 2004. Minimum quarterly
royalty payments in excess of tonnage royalties under the agreement are recoupable. The coal lease agreement also provides for additional payments for taxes
and levies assessed against the properties and paid by the buyer and require the Company to pay all costs associated with the mining, operating and closure of
the mining facilities. This transaction was accounted for as a financing transaction and, accordingly, the mining rights intangible and related deferred royalty
liability have been reflected in the accompanying consolidated balance sheets. As of December 31, 2006 after related amortization, the remaining balance for
each item is $49,499. As of June 30, 2007, after related amortization, the remaining balance for each item is $48,916 (unaudited).

Leased coal interests are reflected as leased coal lands within property, plant and equipment in accordance with Emerging Issues Task Force Issue N0. 04-02,
“Whether Mineral Rights Are Tangible or Intangible Assets.”

Depreciation expense totaled $14,793 in 2006 and $9,325 for the six months ended June 30, 2007 (unaudited).

Note 3 – Debt

Long-term debt consists of the following:
 

      (Unaudited)

   

December 31,
2006   

June 30,
2007

Term note   $ 123,750    $ 123,125  
Equipment financing    145     49  

    

Total long-term debt    123,895     123,174  
Less - Current portion    1,395     1,299  

    

Long-term debt, net of current portion   $ 122,500    $ 121,875  
    

In November 2005, the Company entered into a credit agreement (the “2005 Financing Agreement”) with a group of financial institutions. This credit agreement
contains two parts, a $125,000 term loan and a $40,000 revolving loan. The revolving loan was subsequently amended to increase the total available
borrowings to $50,000. The term loan matures in November 2012 and bears interest at a floating rate which averaged 8.78% at December 31, 2006 (11.75% at
June 30, 2007 – unaudited). The Company is required to make quarterly payments on the term loan of $313 and is required to make annual payments beginning
in 2007 based upon defined excess cash flow in the previous year. The revolving loan allows for combined borrowings and the issuance of letters of credit. The
revolving loan matures in November 2011. Outstanding borrowings on the revolving loan amounted to $34,700 at
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December 31, 2006 and $39,700 at June 30, 2007 (unaudited). The 2005 Financing Agreement is secured by substantially all of the assets of the Company and
its subsidiaries and contains financial and other covenants that limit the ability of the Company to, among other things borrow additional funds, effect acquisitions
or dispositions or make certain distributions and require the Company to, among other things, maintain various financial ratios. The Company was in compliance
with all financial covenants on December 31, 2006 and June 30, 2007 (unaudited).

The Company entered into a finance and security agreement for the purchase of its commercial and umbrella insurance policies. The total amount financed
amounted to $4,223 for 2006. The amount outstanding at December 31, 2006 was $2,116. The loan was repaid as of June 30, 2007 (unaudited). The
agreement requires nine monthly installments of $431 including interest at 5.3%.

In 2004, the Company financed certain equipment totaling $739, with monthly payments of $17, including interest ranging from 1.99% through 6.25%, expiring
at various times until October 2007.

At December 31, 2006 and June 30, 2007 (unaudited) the Company had outstanding letters of credit totaling $5,248 which were required primarily to secure
insurance policies.

The aggregate maturities of long term debt are summarized as follows:
 

      (Unaudited)

    

December 31,
2006   

June 30,
2007

2007    $ 1,395     $ 674* 
2008    1,250     1,250  
2009    1,250     1,250  
2010    1,250     1,250  
2011    937     937  
Thereafter    117,813     117,813  

    

   $ 123,895     $ 123,174  
    

*Six month period July 1, 2007 through December 31, 2007 (unaudited).

Note 4 – Postretirement Benefit Plans

The Company provides medical insurance benefits to retired employees. The Company assumed postretirement medical benefits for U.S. Steel employees at
June 30, 2003 who will vest after June 30, 2008. Postretirement benefits for vested employees of U.S. Steel at June 30, 2003 and those that will vest within the
five-year period subsequent to the acquisition date remain obligations of U.S. Steel. The Company records a provision for estimated postretirement medical
benefits for employees not covered by the asset purchase agreement with U.S. Steel based upon annual valuations prepared by outside actuaries. The medical
plans contain certain cost-sharing and containment features, such as deductibles, coinsurance, healthcare networks and coordination with Medicare.
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In December 2003, FASB Staff Position (“FSP”) No. 106–1, Accounting and Disclosure Requirements Related to the Medicare Prescription Drug, Improvement
and Modernization Act of 2003, was released. FSP No. 106–1 was subsequently superseded by FSP No. 106–2, Accounting and Disclosure Requirements
Related to the Medicare Prescription Drug Improvement and Modernization Act of 2003. FSP No. 106–2 requires a sponsor of a postretirement health care plan
that provides a prescription drug benefit to implement the accounting for the effects of the Medicare Prescription Drug, Improvement and Modernization Act of
2003 (the “Act”) for the year beginning after December 15, 2004. The Act expands Medicare, primarily by adding a prescription drug benefit for Medicare
eligible retirees starting in 2006. During 2005, the Company amended its plan to require participants to elect coverage under the Act and as a result, an actuarial
gain of $894 was recorded as a reduction in the benefit obligation attributable to past service at December 31, 2005. The effects of this subsidy are not material
to the 2006 annual expense.

The reconciliation of changes in benefit obligation, plan assets and funded status of the plan at December 31, 2006 based on the latest valuation as of
October 31, 2006 for employees that will remain the obligation of the Company, is as follows:
 

     December 31, 
2006

  

Benefit obligation, beginning of period    $ 6,743  
Service cost    678  
Interest cost    388  
Actuarial loss    1,085  
Benefits paid    -  

  

Benefit obligation at December 31    8,894  
Unrecognized net actuarial loss (gain)    1,035  

  

Accrued benefit liability    $ 9,929  
  

The following is a detail of the net postretirement expense of the Company:
 

   2006
Service cost    $        678  
Interest cost    388  
Expected return on plan assets    -  
Amortization of unrecognized loss (gain)    (231) 

  

Net periodic postretirement expense    $ 835  
  

Assumptions used in accounting for the postretirement benefit plan for the year ended December 31, 2006 are as follows:

 
Weighted average discount rate   5.75%
Health care cost trend rate (succeeding year)   9.00 
Ultimate healthcare cost trend   5.00 
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Assumed healthcare cost trend rates can have a significant effect on the amounts reported for the healthcare plans. A one-percentage point change in the
assumed healthcare cost trend rates would have the following effects on income at December 31, 2006:
 

    

 1% Point 
Increase   

 1% Point 
Decrease

Effect on total of service and interest   $ 286    $ (209) 
Effect on postretirement benefit obligation    2,180     (1,689) 

The following represents expected future benefit payments, which reflect expected future services:
 

2007   $ -  
2008    -  
2009    11  
2010    28  
2011    52  
Years 2012 through 2015    1,591  

  

  $     1,682  
  

Note 5 – Other Employee Benefit Plans

UMWA Pension and Benefit Trusts
The Company is required under the Agreement with the United Mine Workers of America (UMWA) to pay amounts to the UMWA Pension Trusts based
principally on hours worked by UMWA represented employees. These multiemployer pension trusts provide benefits to eligible retirees through a defined benefit
plan. Contributions to the pension trusts currently are not required under the National Bituminous Coal Wage Agreement (NBCWA) of 2002 with the UMWA. The
Employee Retirement Income Security Act of 1974 (ERISA), as amended in 1980, imposes certain liabilities on contributors to multiemployer pension plans in
the event of a contributor’s withdrawal from the plan. The withdrawal liability would be calculated based on the contributor’s proportionate share of the plan’s
unfunded vested liabilities.

The Coal Industry Retiree Health Benefit Act of 1992 (Coal Act) created two multiemployer benefit plans: (1) the United Mine Workers of America Combined
Benefit Fund (Combined Fund) into which the former UMWA Benefit Trusts were merged, and (2) the 1992 Benefit Fund.

The Combined Fund provides medical and death benefits for all beneficiaries of the former UMWA Benefit Trusts who were actually receiving benefits as of
July 20, 1992. The 1992 Benefit Fund provides medical and death benefits to orphan UMWA-represented members eligible for retirement on February 1, 1993,
and who actually retired between July 20, 1992 and September 30, 1994. The Coal Act provides for the assignment of beneficiaries to former employers and the
allocation of unassigned beneficiaries (referred to as orphans) to companies using a formula set forth in the Coal Act. The Coal Act requires that responsibility
for funding
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the benefits to be paid to beneficiaries, be assigned to their former signatory employers or related companies. This cost is recognized as an expense when
payments are assessed.

The UMWA 1993 Benefit Plan is a defined contribution plan that was created as the result of negotiations for the NBCWA of 1993. This plan provides pension
and healthcare benefits to orphan UMWA retirees who are not eligible to participate in the Combined Fund, or the 1992 Benefit Fund or whose last employer
signed the 1993, or a later, NBCWA and who subsequently goes out of business. Contributions to the Trust are at the rate of $.50 per hour worked and
amounted to $774 for the year ended December 31, 2006. The Company entered into a new agreement with the UMWA effective January 1, 2007.
Contributions to the Trust are at the rate of $2.00 per hour worked for the pension plan and $2.00 per hour worked for the health and welfare plan and amounted
to $2,418 for the six months-ended June 30, 2007 (unaudited).

Coal Workers’ Pneumoconiosis
The Company is responsible under the Federal Coal Mine Health and Safety Act of 1969, as amended, for medical and disability benefits to employees and their
dependents resulting from occurrences of coal workers’ pneumoconiosis disease. The Company is also responsible under various state statutes for
pneumoconiosis benefits.

Pursuant to the asset purchase agreement, U.S. Steel reimburses claims or insurance premiums paid by the Company for all coal workers’ pneumoconiosis
claims for employees who were (1) hired during the five years prior to the closing date of the purchase agreement and who, as of the date of the closing, had
ten or more years’ employment in the coal industry or (2) hired five or more years prior to the closing date of the agreement and who, as of the date of closing,
had ten or more years’ employment with U.S. Steel or its affiliates. The projected coal workers’ pneumoconiosis benefit obligation for the employees at Oak
Grove (employees of Pinnacle Mine are covered under the West Virginia insurance fund) amounted to $2,181 at December 31, 2006, for which the Company
has accrued $1,218. There are no funded assets related to the plan.

Note 6 – Mine Closing and Reclamation Costs

Under certain federal and state regulations, the Company is required to reclaim land disturbed as a result of mining. Reclamation activities include closing and
sealing its mines, removing surface processing facilities and reclaiming land it disturbed as a result of normal mining activities. The Company recorded its asset
retirement obligation at the time the mines were acquired. The obligation is determined using discounted cash flow techniques as is accreted to its then present
value each period. Amortization of the related asset is recorded on a straight-line basis over the mine’s estimated life. The Company periodically reviews its
asset retirement obligation and makes necessary adjustments for permit changes as granted by state authorities and for revisions of estimates of costs.
Adjustments to the liability result in an adjustment to the corresponding asset. None of the Company’s assets are legally restricted for purposes of settling the
asset retirement obligations.
 

15



A reconciliation of the beginning and ending aggregate carrying amount of the asset retirement obligation is as follows:
 

       (Unaudited) 

   2006   

Six months
 Ended June 30, 

2007
Balance - Beginning of period    $   15,555     $ 16,659  
Accretion expense    1,014     449  

    

Balance - End of period    $   16,569     $ 17,108  
    

Note 7 – Members’ Equity

The Company is authorized to issue three classes of common units. The Class A Units, of which 1,000 units are issued and outstanding at December 31, 2006
are entitled to vote. The Class B Units are nonvoting and have been issued to management employees. Class A Preferred Units were issued in 2003 and repaid
in 2004.

Pursuant to the operating agreement distributions to the Class B Common Units can only be made to the extent that the Class A Preferred Units have been
redeemed and the Class A Common Units have received specified amounts contained in the operating agreement (the specified limit was reached during
2005), at which time the Class B Common Units will participate in a pro-rata percentage of the profits as specified in the agreement.

Note 8 – Major Customers

In connection with the acquisition of the mining operations, the Company entered into a Coal Supply Agreement to supply coal to various coking and steel
making facilities of U.S. Steel. The Agreement provided for the Company to sell through December 31, 2006 an initial annual commitment of 2,500 tons of coal
(minimum commitments of 2,200 tons), subject to adjustment pursuant to provisions in the Coal Supply Agreement. The price of coal under the Agreement for
the first two contract periods approximated the current market price at that time for equivalent coal. Prices in effect for the remaining periods of the Agreement
were based on prices agreed to by the Company and U.S. Steel and represented the market price of the respective coal, with price adjustments limited to a
maximum increase or decrease of $1.50 per ton. Sales to this customer amounted to $75,225 for the year ended December 31, 2006. Accounts receivable and
accounts payable, related to coal sales to U.S. Steel, amounts due from U.S. Steel for reimbursable West Virginia black lung expense and amounts due to U.S.
Steel under the asset purchase agreement for lease and service fees for synfuel in West Virginia, amounted to $2,235 and $2,639 respectively, at
December 31, 2006 and $321 and $3,909 respectively, at June 30, 2007 (unaudited).

In addition to the business with U.S. Steel discussed above, during 2006 the Company had four major customers whose revenue accounted for 16%, 13%, 13%
and 11%, respectively of total sales and 28%, 16%, 14% and 6%, respectively, of total sales for the six months ended June 30, 2007 (unaudited). The amounts
due from these customers approximated 3% of the
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December 31, 2006 accounts receivable balance and 20% (unaudited) of the June 30, 2007 accounts receivable balance.

Note 9 – Fair Value of Financial Instruments

The following methods and assumptions were used to estimate the fair values of financial instruments:

Cash and Cash Equivalents - The carrying amount reported in the consolidated balance sheets for cash and cash equivalents represents its fair value due
to the short maturity of these instruments.

Short-Term Notes Payable - The carrying amount reported in the consolidated balance sheets for short-term notes payable represents its fair value due to
the short-term maturity of these instruments.

Long-Term Debt - The carrying amount reported in the consolidated balance sheets for long-term debt represents its fair value due to the variable interest
rate.

Note 10 – Leases

The Company uses various leased facilities and equipment in its operations. Lease expense for the year ended December 31, 2006 amounted to $1,125. Lease
expense for the six months ended June 30, 2007 amounted to $659 (unaudited). Future minimum lease payments under noncancelable operating leases are
summarized as follows:
 

   

 December 31, 
2006   

 (Unaudited) 
June 30,

2007
2007    $ 1,115     $ 559* 
2008    994     996  
2009    10     13  
2010    5     7  
2011    -     1  
Thereafter    -     -  

    

   $ 2,124     $ 1,576  
    

*Six month period from July 1, 2007 through December 31, 2007 (unaudited).

Note 11 – Related Parties

The Company entered into a management services agreement with Questor Management Company, LLC that requires the Company to pay a quarterly
management fee of $100 plus
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0.25% of the consolidated gross sales of the Company. Amounts charged to expense pursuant to this agreement amounted to $1,054 ($217 included in
accrued liabilities) for the year ended December 31, 2006 and $257 ($257 included in accrued liabilities) for the six months ended June 30, 2007 (unaudited).

The Company entered into a management services agreement with Benjamin M. Statler L.L.C., a 50% Common Class A Unit owner, controlled by the President
and Chief Executive Officer of the Company that requires the Company to pay a quarterly management fee of 0.25% of the consolidated gross sales of the
Company. Amounts charged to expense pursuant to this agreement amounted to $654 ($117 included in accrued liabilities) for the year ended December 31,
2006 and $157 ($157 included in accrued liabilities) for the six months ended June 30, 2007 (unaudited).

The Company occasionally utilizes an aircraft owned by its’ Chief Executive Officer for business travel. Amounts paid for this travel totaled $504 in 2006 and
$262 for the six months ended June 30, 2007 (unaudited).

The Company has made advances to a partnership owned by the members of PinnOak Resources, LLC and an unrelated third party totaling $11,325 as well as
distributed cash to its members to purchase their ownership in the partnership totaling $2,800. The partnership, known as Beard Pinnacle, LLC will own and
operate a facility to recover clean coal from a refuse impoundment at the Pineville, West Virginia mine. Beard Pinnacle, LLC has entered into an operating
agreement which provides that it will sell recovered coal to the Company at a price which management believes is arms-length. Should the Company not
purchase produced coal under this agreement, Beard Pinnacle, LLC may sell its product to other customers.

Note 12 – Supplemental Coal Data (Unaudited)

Proved and probable coal reserves, the equivalent of “demonstrated reserves” under the coal resource classification system of the U.S. Geological Survey
amounted to 138,718 tons at December 31, 2006. Generally, these reserves would be commercially mineable at year-end prices and cost levels, using current
technology and mining practices.

Note 13 – Disruption of Mining Operations

In September 2003, lightning caused an ignition of methane gas and disruption in the ventilation system at the Pinnacle Mine in West Virginia. The Pinnacle
Mine represents approximately 60% of the Company’s historic production activities. Mining at this location immediately ceased as management evaluated
alternatives to reestablish a suitable mine operating environment and assure safe re-entry. The Pinnacle Mine was reopened in early April 2004.

The Company filed insurance claims for the lost profits and costs resulting from the interruption and received payments of $25,000 in 2003 and 2004. During
2006, the Company entered into agreements with certain of the insurers with regard to $13,000 that had previously been advanced to the Company subject to
reservations of rights and received additional settlements of $15,160.
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Note 14 – Contingencies

The Company is party to ordinary litigation incidental to its business. No current pending litigation is expected to have a material adverse effect on results of
operations, financial condition or cash flows.

Note 15 – Summary Quarterly Financial Information (Unaudited)

A summary of the unaudited quarterly results of operations for the year ended December 31, 2006 is as follows:
 
      First         Second         Third          Fourth          Total    
Total revenues  $ 83,936 $ 60,791 $ 62,313  $ 47,796  $ 254,836
Income (loss) from operations   13,886  10,129  (6,087)  (2,268)  15,660
Net income (loss)   11,583  7,603  (9,316)  (5,393)  4,477

Note 16 – Subsequent Events

On July 31, 2007, Cleveland-Cliffs Inc acquired the Company pursuant to a Unit Purchase Agreement, dated as of June 14, 2007, by and among Cleveland-
Cliffs Inc, the Company and its members. As part of this agreement, PinnOak’s members agreed to contribute their equity interests in Beard-Pinnacle LLC to
Cleveland-Cliffs. The purchase price of PinnOak, including its subsidiary operating companies and Beard-Pinnacle LLC was $450 million in cash, of which
$108.4 million is deferred until December 31, 2009, plus the repayment of approximately $160 million in debt under the 2005 Financing Agreement. The
purchase agreement includes a contingent earn-out, which ranges from $0 to approximately $300 million dependent upon PinnOak’s performance in 2008 and
2009. Performance in 2008 and 2009 would be paid in 2010 and treated as additional purchase price. As a result of this acquisition, the management services
agreements with Questor Management Company, LLC and Benjamin M. Statler, LLC ended was terminated.

The Company has entered into a new agreement with the UMWA on March 1, 2007, which was effective retroactively to January 1, 2007. The new agreement
is effective through December 31, 2011.
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Exhibit 99(c)

Unaudited Pro Forma Condensed Consolidated Financial Information

On July 31, 2007, Cleveland-Cliffs Inc (the “Company” or “Cliffs”) completed its acquisition of PinnOak Resources, LLC and Subsidiaries (“PinnOak”) pursuant to
the Unit Purchase Agreement, dated as of June 14, 2007, by and among the Company and PinnOak, the Regent Investment Company, L.P., Questor Partners
Fund II, L.P., Questor Side-by-Side Partners II, L.P., Questor Side-by-Side Partners II 3(c)1, L.P., Questor Partners Fund II AIV-1, LLC, Questor General
Partner II, L.P., and PinnOak Resources Employee Equity Incentive Plan, LLC. PinnOak is a domestic producer of high-quality metallurgical coal. The purchase
price of PinnOak was $450 million in cash, of which $108.4 million is deferred until December 31, 2009, plus the assumption of approximately $160 million in
debt, which was repaid at closing. The purchase agreement includes a contingent earn-out, which ranges from $0 to approximately $300 million dependent
upon PinnOak’s performance in 2008 and 2009. The earn-out, if any, would be payable in 2010 and treated as additional purchase price.

A portion of the purchase price for the acquisition of PinnOak was financed through the Company’s Credit Agreement, dated July 26, 2007, by and among the
Company, Bank of America, N.A., as Administrative Agent and Letter of Credit Issuer, and the other lenders party thereto (the “Credit Agreement”). Certain of
the lenders and other parties under the Credit Agreement are lenders, agents and parties under the Company’s $500 million Multicurrency Credit Agreement,
and they and their respective affiliates have performed, and may in the future perform, various commercial banking, investment banking and other financial
advisory services for the Company and its subsidiaries for which they have received, and will receive, customary fees and expenses.

The following unaudited pro forma condensed consolidated financial information has been prepared to give effect to the Company’s acquisition of PinnOak
using the purchase method of accounting and the assumptions and adjustments described in the accompanying notes to the unaudited pro forma condensed
consolidated financial information. This unaudited pro forma condensed consolidated financial information was prepared as if the acquisition had been
completed as of January 1, 2006 with respect to the consolidated statements of operations, and as of June 30, 2007 with respect to the consolidated balance
sheet.

The unaudited pro forma condensed consolidated financial information is based upon the respective historical financial statements of Cliffs and PinnOak. This
unaudited pro forma condensed consolidated financial information should be read in conjunction with: (1) the Company’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2007 filed on August 3, 2007; (2) the Company’s Annual Report on Form 10-K for the year ended December 31, 2006 filed on May 25,
2007; (3) PinnOak’s financial statements as of and for the year ended December 31, 2006 and as of June 30, 2007 and for the six months ended June 30, 2007
and June 30, 2006, included in this Form 8-K/A as Exhibit 99(b); and (4) the accompanying notes to the unaudited pro forma condensed consolidated financial
information.

The unaudited pro forma condensed consolidated financial information includes adjustments, which are based upon preliminary estimates, to reflect the
allocation of the purchase price to the acquired assets and assumed liabilities of PinnOak. The purchase price allocation presented herein is preliminary; final
allocation of the purchase price will be based upon the results of third party valuations, which are currently in process but not yet completed. Accordingly, final
purchase accounting adjustments may differ from the pro forma adjustments presented herein.
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The unaudited pro forma condensed consolidated financial information is intended for informational purposes only and, in the opinion of management, is not
necessarily indicative of the financial position or results of operations of the Company had the acquisition actually been effected as of the dates indicated, nor is
it indicative of the Company’s future financial position or results of operations. The unaudited pro forma condensed consolidated financial information does not
include potential cost savings from operating efficiencies or synergies that may result from the acquisition.

CLEVELAND-CLIFFS INC AND CONSOLIDATED SUBSIDIARIES
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION
AS OF JUNE 30, 2007
 
   (In Millions)

   

CLEVELAND-
CLIFFS

HISTORICAL   

PINNOAK
HISTORICAL  

PRO
FORMA

ADJUSTMENTS    

PRO
FORMA

CONSOLIDATED
ASSETS          

CURRENT ASSETS          
Cash and cash equivalents    $ 129.3     $ 1.6     $      $ 130.9  
Restricted cash      .2        .2  
Trade accounts receivable - net    45.3     45.0        90.3  
Receivables from associated companies    26.1          26.1  
Product inventories    309.3     15.3     .8   a   325.4  
Work in process inventories    61.5     .9        62.4  
Supplies and other inventories    73.4          73.4  
Deferred and refundable taxes    16.0          16.0  
Derivative asset    48.2          48.2  
Other    65.6     21.8     (12.4)  b   75.0  

        

TOTAL CURRENT ASSETS    774.7     84.8     (11.6)     847.9  
PROPERTIES    1,191.2     153.5     590.0   c   1,934.7  

Allowances for depreciation and depletion    (268.1)    (46.4)    46.4   d   (268.1) 
        

NET PROPERTIES    923.1     107.1     636.4      1,666.6  
OTHER ASSETS          

Long-term receivables    40.9          40.9  
Prepaid pensions - salaried    2.1          2.1  
Deferred income taxes    104.7       (37.0)  e   67.7  
Deposits and miscellaneous    85.9     7.8     (2.2)  f    91.5  
Investment in ventures    230.7          230.7  
Marketable securities    58.9          58.9  

        

TOTAL OTHER ASSETS    523.2     7.8     (39.2)     491.8  
        

TOTAL ASSETS    $ 2,221.0     $ 199.7     $ 585.6      $ 3,006.3  
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LIABILITIES AND SHAREHOLDERS’ EQUITY           

CURRENT LIABILITIES           
Accounts payable    $ 114.1     $ 32.5     $ .8    b   $ 147.4  
Accrued employment costs    44.0     5.4     .1    b   49.5  
Other postretirement benefits    18.2           18.2  
Accrued expenses    38.4     5.2     (1.3)   b   42.3  
Income taxes payable    16.8           16.8  
State and local taxes payable    25.7     5.2         30.9  
Environmental and mine closure obligations    7.8           7.8  
Payables to associated companies    1.8           1.8  
Deferred revenue    37.0           37.0  
Other    18.8           18.8  

          

TOTAL CURRENT LIABILITIES    322.6     48.3     (.4)      370.5  
REVOLVING DEBT      41.0     (36.5)   g   4.5  
PENSION OBLIGATIONS    141.3           141.3  
OTHER POSTRETIREMENT BENEFITS    128.7     10.7     (1.0)   h   138.4  
ENVIRONMENTAL AND MINE CLOSURE OBLIGATIONS    98.7     17.1     2.7    i    118.5  
DEFERRED INCOME TAXES    129.0           129.0  
LONG-TERM DEBT      121.9     383.6    g   505.5  
REVOLVING CREDIT FACILITY    125.0           125.0  
CONTINGENT CONSIDERATION        100.0    j    100.0  
OTHER LIABILITIES    82.8     52.2     45.7    k   180.7  

          

TOTAL LIABILITIES    1,028.1     291.2     494.1       1,813.4  
MINORITY INTEREST    120.5           120.5  
3.25% REDEEMABLE CUMULATIVE CONVERTIBLE PERPETUAL PREFERRED

STOCK - ISSUED 172,500 SHARES    172.3           172.3  
SHAREHOLDERS’ EQUITY           

Common shares - par value $.25 a share
Authorized - 112,000,000 shares;
Issued - 67,311,764 shares    16.8           16.8  

Capital in excess of par value of shares    101.3       (186.8)   186.8    l    101.3  
Retained earnings    1,177.1     95.3     (95.3)   l    1,177.1  
Cost of 26,291,653 common shares in treasury    (283.2)          (283.2) 
Accumulated other comprehensive loss    (111.9)          (111.9) 

          

TOTAL SHAREHOLDERS’ EQUITY    900.1     (91.5)    91.5       900.1  
          

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY    $    2,221.0    $ 199.7     $    585.6       $    3,006.3  
          

The accompanying notes are an integral part of these unaudited pro forma condensed consolidated financial statements.
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CLEVELAND-CLIFFS INC AND CONSOLIDATED SUBSIDIARIES
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS
SIX MONTHS ENDED JUNE 30, 2007
 
  (In Millions)

  

CLEVELAND-
CLIFFS

HISTORICAL  
PINNOAK

 HISTORICAL  

PRO
FORMA

ADJUSTMENTS   

PRO
FORMA

 CONSOLIDATED 
REVENUES FROM PRODUCT SALES AND SERVICES      

Product sales   $ 740.8    $ 120.9    $     $ 861.7  
Freight and venture partners’ cost reimbursements   132.3    7.8      140.1  

  873.1    128.7      1,001.8  
COST OF GOODS SOLD AND OPERATING EXPENSES   (681.7)   (106.2)   (13.4)  m  (801.3) 

SALES MARGIN   191.4    22.5    (13.4)    200.5  
OTHER OPERATING INCOME (EXPENSE)      

Casualty recoveries   3.2       3.2  
Royalties and management fee revenue   6.2    1.9      8.1  
Administrative, selling and general expenses   (32.9)   (7.5)     (40.4) 
Miscellaneous - net   (7.1)      (7.1) 

  (30.6)   (5.6)     (36.2) 
OPERATING INCOME (LOSS)   160.8    16.9    (13.4)    164.3  

OTHER INCOME (EXPENSE)      
Interest income   9.9    .5      10.4  
Interest expense   (3.1)   (7.4)   (7.9)  n   (18.4) 
Other - net   .1    .8      .9  

  6.9    (6.1)   (7.9)    (7.1) 
INCOME (LOSS) FROM CONTINUING OPERATIONS BEFORE INCOME

TAXES AND MINORITY INTEREST   167.7    10.8    (21.3)    157.2  
INCOME TAX (EXPENSE) BENEFIT   (39.3)    4.4   o   (34.9) 
MINORITY INTEREST (net of tax)   (9.0)      (9.0) 
INCOME (LOSS) FROM CONTINUING OPERATIONS   119.4    10.8    (16.9)    113.3  

PREFERRED STOCK DIVIDENDS   (2.8)      (2.8) 
INCOME (LOSS) FROM CONTINUING OPERATIONS APPLICABLE TO

COMMON SHARES   $ 116.6    $ 10.8    $ (16.9)    $ 110.5  

EARNINGS PER COMMON SHARE - BASIC      
Continuing operations   $ 2.87       $ 2.72  

EARNINGS PER COMMON SHARE - DILUTED      
Continuing operations   $ 2.29       $ 2.17  

WEIGHTED AVERAGE NUMBER OF SHARES (IN THOUSANDS)      
Basic   40,690      40,690
Diluted   52,254      52,254

The accompanying notes are an integral part of these unaudited pro forma condensed consolidated financial statements.
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CLEVELAND-CLIFFS INC AND CONSOLIDATED SUBSIDIARIES
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS
TWELVE MONTHS ENDED DECEMBER 31, 2006
 
  (In Millions)

  

CLEVELAND-
CLIFFS

HISTORICAL  
PINNOAK

HISTORICAL 

PRO
FORMA

ADJUSTMENTS   

PRO
FORMA

CONSOLIDATED
REVENUES FROM PRODUCT SALES AND SERVICES      

Product sales   $ 1,669.1    $ 239.8  $     $ 1,908.9  
Freight and venture partners’ cost reimbursements   252.6    9.9    262.5  

  1,921.7    249.7    2,171.4  
COST OF GOODS SOLD AND OPERATING EXPENSES   (1,507.7)   (240.5)  (30.0)  p  (1,778.2) 

SALES MARGIN   414.0    9.2  (30.0)    393.2  
OTHER OPERATING INCOME (EXPENSE)      

Casualty recoveries    15.2    15.2  
Royalties and management fee revenue   11.7    5.1    16.8  
Administrative, selling and general expenses   (54.6)   (13.8)    (68.4) 
Customer bankruptcy recoveries   4.0       4.0  
Miscellaneous - net   (9.4)      (9.4) 

  (48.3)   6.5    (41.8) 
OPERATING INCOME (LOSS)   365.7    15.7  (30.0)    351.4  

OTHER INCOME (EXPENSE)      
Gain on sale of assets   9.1       9.1  
Interest income   17.2    1.0    18.2  
Interest expense   (3.6)   (11.7)  (18.6)  q  (33.9) 
Other - net   (.6)   (.5)    (1.1) 

  22.1    (11.2)  (18.6)    (7.7) 
INCOME (LOSS) FROM CONTINUING OPERATIONS BEFORE

INCOME TAXES AND MINORITY INTEREST   387.8    4.5  (48.6)    343.7  
INCOME TAX (EXPENSE) BENEFIT   (90.9)    17.9   o  (73.0) 
MINORITY INTEREST (net of tax)   (17.1)      (17.1) 
INCOME (LOSS) FROM CONTINUING OPERATIONS   279.8    4.5  (30.7)    253.6  

PREFERRED STOCK DIVIDENDS   (5.6)      (5.6) 
INCOME (LOSS) FROM CONTINUING OPERATIONS

APPLICABLE TO COMMON SHARES   $ 274.2    $ 4.5  $ (30.7)    $ 248.0  
EARNINGS PER COMMON SHARE - BASIC      

Continuing operations   $ 6.52       $ 5.89  
EARNINGS PER COMMON SHARE - DILUTED      

Continuing operations   $ 5.19       $ 4.71  
WEIGHTED AVERAGE NUMBER OF SHARES (IN THOUSANDS)      

Basic   42,072      42,072
Diluted   53,827      53,827

The accompanying notes are an integral part of these unaudited pro forma condensed consolidated financial statements.
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Notes to Unaudited Pro Forma Condensed Consolidated Financial Information

The unaudited pro forma condensed consolidated financial information included herein has been prepared in accordance with the
rules and regulations of the Securities and Exchange Commission. Certain information and certain footnote disclosures normally
included in financial statements prepared in accordance with accounting principles generally accepted in the United States have
been condensed or omitted pursuant to such rules and regulations; however management believes that the disclosures are
adequate to make the information not misleading.

Note 1.  Basis of Presentation

On July 31, 2007, Cliffs completed the acquisition of 100 percent of PinnOak, a privately-owned United States producer of high-
quality, low-volatile metallurgical coal. The purchase price of PinnOak was $450 million in cash, of which $108.4 million is
deferred until December 31, 2009, plus the assumption of approximately $160 million in debt, which was repaid at closing. The
purchase agreement includes a contingent earn-out, which ranges from $0 to approximately $300 million dependent upon
PinnOak’s performance in 2008 and 2009. The earn-out, if any, would be payable in 2010 and treated as additional purchase
price.

The acquisition was accounted for using the purchase method of accounting in accordance with Statement of Financial
Accounting Standards No. 141, “Business Combinations” (SFAS 141), whereby the total cost of the acquisition has been
allocated to the assets acquired and liabilities assumed based upon their estimated fair values at the effective date of the
acquisition. The estimated purchase price allocation is preliminary and is subject to revision. A third party valuation of the assets
acquired and liabilities assumed is being conducted, and the final allocation will be made when completed.

The unaudited pro forma condensed consolidated statement of financial position was prepared as if the acquisition occurred on
June 30, 2007. The unaudited pro forma condensed consolidated statement of operations was prepared as if the acquisition
occurred on January 1, 2006. These statements do not purport to represent what our financial position and results of operations
would actually have been had the acquisition in fact occurred on such dates or to project our financial position or results of
operations for any future period. Furthermore, the allocation of the purchase price is preliminary and subject to further revision.

Note 2.  Preliminary Purchase Price Allocation

The unaudited pro forma condensed consolidated financial information reflects an estimated total purchase price of $601.2 million
(including the assumption of debt). Included in the purchase price is a deferred payment, due December 31, 2009, which has
been discounted at six percent. The purchase price is summarized as follows:
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In
Millions

Cash (excluding debt repayment)   $ 341.6
Debt repayment    159.6
Deferred payment    93.7
Acquisition costs    6.3

  

Purchase price   $ 601.2
  

Under the purchase method of accounting, the total estimated purchase price will be allocated to assets acquired and liabilities
assumed of PinnOak based upon their estimated fair values as of the date of acquisition. The following represents the preliminary
allocation of the aggregate purchase price as of July 31, 2007:
 

   

In
Millions

Assets   

Current assets   $ 77.2
Property, plant and equipment    752.9
Other assets    3.6

  

Total assets    833.7
  

Liabilities   

Current liabilities    61.3
Long-term liabilities    171.2

  

Total liabilities    232.5
  

Purchase price   $ 601.2
  

It is estimated that a significant portion of the purchase price will be allocated to coal mining reserves, which will be depleted on a
units of production basis over the estimated reserve life. A final determination of fair values may differ materially from preliminary
estimates and will include management’s consideration of a final valuation prepared by independent valuation specialists. Any
final adjustments may change the allocation of purchase price, which could affect the fair values assigned to the assets acquired
and liabilities assumed and could result in a change to the unaudited pro forma condensed consolidated financial information.

Note 3.  Pro Forma Adjustments

The pro forma adjustments to the unaudited pro forma condensed consolidated financial information are as follows:
 
(a) Reflects the preliminary allocation of purchase price to coal inventory based on estimated sales price less costs to sell.
(b) Reflects primarily the consolidation of Beard Pinnacle LLC due to the acquisition of a controlling interest in Beard Pinnacle

LLC.
(c) Reflects primarily the preliminary allocation of purchase price to coal mining reserves ($565 million), property plant and

equipment ($60 million), re-setting of
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 accumulated depreciation and the consolidation of Beard Pinnacle LLC ($14.4 million).
(d) Reflects the re-setting of accumulated depreciation to zero.
(e) Reflects the incremental deferred tax liability, which consists primarily of liabilities associated with the acquired identifiable

tangible assets.
(f) Reflects net write-off of debt issuance costs.
(g) Reflects the net of the retirement of PinnOak’s long-term debt and $505.5 million of borrowings under the Company’s multi-

currency agreement.
(h) Reflects the adjustment to PinnOak’s postretirement obligations resulting from the realization of gains and losses.
(i) Reflects the adjustment to PinnOak’s asset retirement obligation utilizing a credit-adjusted risk free rate of six percent.
(j) Reflects the excess of the preliminary allocation of excess fair value of acquired net assets over cost due to the contingent

earn-out.
(k) Reflects primarily the deferred purchase payment due December 31, 2009, discounted at six percent ($93.7 million) and

the elimination of the deferred royalty liability accounted for as a financing ($48.9 million) which was established at the time
of PinnOak’s asset purchase agreement with United States Steel in 2003.

(l) Reflects elimination of PinnOak’s equity as a result of purchase accounting.
(m) Reflects primarily depletion amortization costs incurred related to the allocation of purchase price to coal mining reserves

amortized on a units of production basis ($7.4 million) and the amortization of additional purchase price allocated to
property, plant and equipment ($6.0 million).

(n) Reflects interest expense on the borrowings under the Company’s multi-currency credit facility used to acquire PinnOak
assuming interest at 6.08 percent ($15.4 million) partially offset by the pro forma reduction of PinnOak interest expense
($7.3 million) and the net write-off of debt issuance costs ($.2 million).

(o) Reflects the tax impact of the pro forma adjustments as well as the tax impact of PinnOak historical results since pre-
acquisition PinnOak was a flow-through limited liability company that recorded no income tax expense.

(p) Reflects primarily depletion amortization costs incurred related to the allocation of purchase price to coal mining reserves
amortized on a units of production basis ($17.2 million), the amortization of additional purchase price allocated to property,
plant and equipment ($12.0 million), and the recognition of coal inventory basis adjustment costs ($.3 million).

(q) Reflects interest expense on the borrowings under the Company’s multi-currency credit facility used to acquire PinnOak
($30.7 million) partially offset by the pro forma reduction of PinnOak interest expense ($11.7 million) and the net write-off of
debt issuance costs ($.4 million).
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