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 UNITED STATES STEEL CORPORATION
CONSOLIDATED STATEMENT OF CASH FLOWS

(Unaudited)
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 Notes to Consolidated Financial Statements
 
1. Basis of Presentation

 
United States Steel Corporation (U. S. Steel) is engaged domestically in the production, sale and transportation of steel mill products, coke and iron ore
pellets; the management and development of real estate; and, through U. S. Steel Kosice (USSK) in the Slovak Republic and U. S. Steel Balkan (USSB) in
Serbia, in the production and sale of steel mill products.

 
During the fourth quarter of 2005, U. S. Steel changed its method of determining the cost of USSK inventories from the last-in, first out (LIFO) method to
the first-in, first-out (FIFO) method. Management considers the FIFO method to be preferable to the LIFO method for USSK because it creates a consistent
method of determining the cost of inventories within the U. S. Steel Europe (USSE) reportable segment and provides comparability of the USSE reportable
segment with major international competitors. In accordance with Financial Accounting Standards Board (FASB) Statement of Financial Accounting
Standards (FAS) No. 154, “Accounting Changes and Error Corrections,” prior period results have been adjusted to apply the new method. See Note 2 to
the financial statements in the United States Steel Corporation 2005 Annual Report on Form 10-K. This change increased net income by $4 million, or 3
cents per diluted share, for the quarter ended June 30, 2005 and $8 million, or 6 cents per diluted share, for the six months ended June 30, 2005.

 
The year-end consolidated balance sheet data was derived from audited statements but does not include all disclosures required by accounting principles
generally accepted in the United States of America. The other information in these financial statements is unaudited but, in the opinion of management,
reflects all adjustments necessary for a fair presentation of the results for the periods covered}tUal st�if the i M d change ini chu
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Stock-based compensation expense
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Remaining outstanding performance restricted stock awards, a type of award granted prior to 2006, vest in three tranches, subject to U. S. Steel’s
satisfaction of certain performance criteria during 2005. In May 2006, the Compensation & Organization Committee determined that the performance
criteria had been satisfied and a portion of the performance restricted stock awards vested (52,900 shares). The remaining shares are scheduled to vest
ratably, in May 2007 and May 2008, conditioned upon participants’ continued employment.

 
Restricted stock awards vest ratably over three years. The fair value of restricted stock awards is the market price of the underlying common stock on the
date of grant.

 
Performance stock awards vest, subject to the satisfaction of performance goals, at the end of a three-year performance period. The number of
performance stock awards that are scheduled to vest is a function of U. S. Steel’s total shareholder return compared to the total shareholder return of peer
companies over the three-year performance period. Performance stock awe� th o vesthatmbeabeenipeto and 20r peipane of theotOrket awet.
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position taken or expected to be taken in a tax return, and also provides guidance on derecognition, classification, interest and penalties, accounting in
interim periods, disclosure and transition. FIN 48 is effective for fiscal years beginning after December 15, 2006. U.S. Steel is in the process of evaluating
the financial impact of adopting FIN 48.

 
In March 2006, the FASB issued FAS No. 156, “Accounting for Servicing of Financial Assets – an amendment of FASB Statement No. 140.” This
Statement requires recognition of a servicing asset or liability when an entity enters into arrangements to service financial instruments in certain situations.
This Statement is effective January 1, 2007. U. S. Steel does not expect any financial statement implications related to the adoption of this Statement.

 
In February 2006, the FASB issued FAS No. 155, “Accounting for Certain Hybrid Financial Instruments – an amendment of FASB Statements No. 133 and
140.” This Statement resolves issues addressed in Statement 133 Implementation Issue No. D1, “Application of Statement 133 to Beneficial Interests in
Securitized Financial Assets,” and is effective for all financial instruments acquired or issued after the beginning of an entity’s first fiscal year that begins
after September 15, 2006. U. S. Steel does not expect any financial statement implications related to the adoption of this Statement.

 
4. Segment Information

 
U. S. Steel has three reportable segments: Flat-rolled Products (Flat-rolled), USSE and Tubular Products (Tubular). The results of several operating
segments that do not constitute reportable segments are combined and disclosed in the Other Businesses category.

 
The chief operating decision maker evaluates performance and determines resource allocations based on a number of factors, the primary measure being
income from operations. Income from operations for reportable segments and Other Businesses does not include net interest and other financial costs, the
income tax provision, benefit expenses for current retirees and certain other items that management believes are not indicative of future results. Information
on segment assets is not disclosed as it is not reviewed by the chief operating decision maker.

 
The accounting principles applied at the operating segment level in determining income from operations are generally the same as those applied at the
consolidated financial statement level. The transfer value for steel rounds and bands from Flat-rolled to Tubular and the transfer value for domestic iron ore
pellets from Other Businesses to Flat-rolled are set at the beginning of each year based on expected total production costs and may be adjusted quarterly if
actual production costs warrant. All other intersegment sales and transfers are accounted for at market-based prices and are eliminated at the corporate
consolidation level. Corporate-level selling, general and administrative expenses and costs related to certain former businesses are allocated to the
reportable segments and Other Businesses based on measures of activity that management believes are reasonable.

 
8











Table of Contents

Gary property tax settlement







Table of Contents

Certain asset retirement obligations related to disposal costs of fixed assets at our steel facilities have not been recorded because they have an
indeterminate settlement date. These asset retirement obligations will be initially recognized in the period in which sufficient information exists to estimate
their fair value.

 
13. Variable Interest Entities

 
Clairton 1314B Partnership (1314B Partnership)
U. S. Steel is the sole general partner and there are two unaffiliated limited partners of the 1314B Partnership, which owns two of the twelve coke batteries
at Clairton Works. Because U. S. Steel is the primary beneficiary of this entity, U. S. Steel is required to consolidate this partnership in its financial results.
U. S. Steel is responsible for purchasing, operations and sales of coke and coke by-products. U. S. Steel has a commitment to fund operating cash
shortfalls of the 1314B Partnership of up to $150 million. Additionally, U. S. Steel, under certain circumstances, is required to indemnify the limited partners
if the partnership product sales fail to qualify for credits under Section 29 (now Section 45K) of the Internal Revenut  29 erna } 
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15. Related Party Transactions

 
Net sales to related parties and receivables from related parties primarily reflect sales of steel products, raw materials, coke-by products, transportation
services and fees for providing various management and other support services to equity investees and other related parties. Generally, transactions are
conducted under long-term market-based contractual arrangements. Related party sales and service transactions were $250 million and $243 million for
the quarters ended June 30, 2006 and 2005, respectively, and $457 million and $508 million for the six months ended June 30, 2006 and 2005,
respectively. Sales to related parties were conducted under terms comparable to those with unrelated parties. Receivables from related parties also inc
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2006 and 2005 such capital expenditures totaled $46 million and $57 million, respectively. U. S. Steel anticipates making additional such expenditures in
the future; however, the exact amounts and timing of such expenditures are uncertain because of the continuing evolution of specific regulatory
requirements.

 
While the United States of America has not ratified the 1997 Kyoto Protocol to the United Nations Framework Convention on Climate Change, the
European Commission (EC), in order to provide EU member states a mechanism for fulfilling their Kyoto commitments, has established its own CO2 limits
for every EU member state. In 2004, the EC approved a national allocation plan (NAP I) for Slovakia that reduced Slovakia’s originally proposed CO2

allocation by approximately 14 percent, and following that decision the Slovak Ministry of the Environment (Ministry) imposed an 8 percent reduction to the
amount of CO2 allowances originally requested by USSK. Subsequently, USSK filed legal actions against the EC and the Ministry challenging these
reductions. In addition, USSK is evaluating a number of alternatives ranging from purchasing CO2 allowances to reducing steel production, and it is not
currently possible to predict the impact of these decisions on USSK. However, the actual shortfall of allowances for the initial allocation period covered by
NAP I (2005 through 2007) will depend upon a number of internal and external variables and the effect of that shortfall on USSK cannot be predicted at this
time. Based on the fair value of the anticipated shortfall of allowances related to production through June 30, 2006, a long-term other liability of $11 million
has been charged to income and recorded on the balance sheet. At December 31, 2005, the long-term liability was $4 million. Recently Slovakia finished
preparation of its proposed national allocation plan for the second CO2 trading period, 2008 - 2012 (NAP II). NAP II will be submitted to the EC for review
and approval. The deadline for the EC to approve NAP II is December 31, 2006. As was the case with NAP I, the EC is not required to approve the NAP II
as submitted. The potential financial and/or operational impacts of NAP II are not currently determinable.

 
Domestically, while ratification of the Kyoto Protocol does not seem likely in the near term, there remains the possibility that the U.S. Environmental
Protection Agency may impose limitations on greenhouse gases. The impact on U. S. Steel’s domestic operations cannot be estimated.

 
Environmental and other indemnifications – Throughout its history, U. S. Steel has sold numerous properties and businesses and many of these sales
included indemnifications and cost sharing agreements related to the assets that were sold. These indemnifications and cost sharing agreements have
related to the condition of the property, the approved use, certain representations and warranties, matters of title and environmental matters. While most of
these provisions have not dealt with environmental issues, there have been transactions in which U. S. Steel indemnified the buyer for non-compliance
with past, current and future environmental laws related to existing conditions. Most recent indemnifications and cost sharing agreements are of a limited
nature only applying to non-compliance with past and/or current laws. Some indemnifications and cost sharing agreements only run for a specified period of
time after the transactions close and others run indefinitely. In addition, current owners of property formerly owned by U. S. Steel may have common law
claims and contribution rights against U. S. Steel for environmental matters. The amount of potential en