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Financial and Operational Highlights
 
Net Sales by Segment
 

 
Includes National Steel facilities from the date of acquisition on May 20,
2003, and USSB from the date of acquisition on September 12, 2003.

 
The following table sets forth the total net sales of U. S. Steel by segment for each of the last three years.
 
(Dollars in millions, excluding intersegment sales)  2006    2005    2004
Flat-rolled  $ 9,607   $ 8,813   $ 9,827
USSE   3,968    3,336    2,839
Tubular   1,798    1,546    941
        

Total sales from reportable segments   15,373    13,695    13,607
Other Businesses   342    344    368
        

Net sales  $ 15,715   $ 14,039   $ 13,975
 
Income (Loss) from Operations
 

 
Includes National Steel facilities from the date of acquisition on May 20,
2003, and USSB from the date of acquisition on September 12, 2003.
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Income from Operations by Segment (a)

 
The following table sets forth income from operations by segment for each of the last three years.
 

  

Year Ended December 31,
 

(Dollars in Millions)  2006     2005     2004  
Flat-rolled  $ 600    $ 602    $1,185 
USSE   714     502     439 
Tubular   631     528     197 
        

Total income from reportable segments   1,945     1,632     1,821(
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Business Strategy
 
U. S. Steel’s strategy is based on our stated aspiration to be a responsible company that ge��
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Scrap and Other Materials
 
We believe that supplies of steel scrap and other alloying and coating materials re�ing
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For significant operating data for U. S. Steel for each of the last five years, see “Five-Year Operating Summary” on pages F-53 and F-54.
 
 Item 1A. RISK FACTORS
 
Risk Factors Concerning the Steel Industry
 
Steel consumption is cyclical and worldwide overcapacity in the steel industry and the availability of alternative products have resulted in intense
competition, which may have an adverse effect on profitability and cash flow.
 
Steel consumption is highly cyclical and generally follows general economic and industrial conditions both worldwide and in various smaller geographic areas.
The steel industry has historically been characterized by excess world supply, which has led to substantial price decreases during periods of economic
weakness. Future economic downturns could decrease the demand for our products. Substitute materials are increasingly available for many steel products,
which further reduces demand for steel.
 
Rapidly growing supply in China and other developing economies, which may increase faster than increases in demand, may result in additional
excess worldwide capacity and falling steel prices.
 
Over the last several years, steel consumption in China and other developing economies has increased at a rapid pace. Steel companies have responded by
developing plans to rapidly increase steel production capability in these countries. Steel production, especially in China, has been expanding rapidly and
appears to be well in excess of Chinese demand. Because China is now the largest worldwide steel producer by a significant margin, any significant excess
Chinese capacity could have a major impact on world steel trade and prices if this excess production is exported to other markets.
 
Increased imports of steel products into the U.S. could negatively affect domestic steel prices and demand levels and reduce profitability of
domestic producers.
 
Steel imports to the United States accounted for an estimated 31 percent of the domestic steel market in 2006, 25 percent in 2005 and 26 percent in 2004.
Foreign competitors may have lower labor costs, and some are owned, controlled or subsidized by their governments, which allows their production and pricing
decisions to be influenced by political and economic policy considerations as well as prevailing market conditions. Increases in future levels of imported steel
could reduce future market prices and demand levels for domestic steel. The recent expiration of a number of antidumping and countervailing duty orders may
facilitate additional imports. Several more antidumping and countervailing duty orders applicable to steel products are currently under review by the relevant
government agencies. Expiration of these orders could result in even greater import levels.
 
Increases in prices and limited availability of raw materials and energy may constrain operating levels and reduce profit margins.
 
Steel producers require large amounts of raw materials – iron ore or other iron containing material, steel scrap, coke, coal and zinc for integrated producers such
as U. S. Steel, and scrap and zinc for mini-mill producers. Both integrated and mini-mill producers consume large amounts of energy. Over the last several
years, prices for raw materials and energy, in particular natural gas and zinc, have increased significantly. In many cases these price increases have been a
greater percentage than price increases for the sale of steel products. U. S. Steel and other steel producers have periodically been faced with problems in
obtaining sufficient raw materials and energy in a timely manner, resulting in production curtailments. USSB is dependent upon availability of natural gas in
Serbia, which is dependent upon a single pipeline. Serbia has experienced major curtailments during periods of peak demand in Eastern Europe and Russia.
These production curtailments and escalated costs have reduced profit margins and may continue to do so in the future.
 
Environmental compliance and remediation could result in substantially increased capital requirements and operating costs.
 
Steel producers in the U.S. are subject to numerous federal, state and local laws and regulations relating to the protection of the environment. These laws
continue to evolve and are becoming increasingly stringent. The
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We have higher environmental r 쀀i
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Our operations are capital intensive. For the five-year period ended December 31, 2006, total capital expenditures were $2.5 billion. At December 31, 2006, our
contract commitments to acquire property, plant and equipment totaled $186 million and we were obligated to make aggregate lease payments of $270 million
under operating leases.
 
In addition to capital expenditures and lease payments, we spend significant amounts for maintenance of raw material, raw steel and steel-finishing production
facilities, including periodic relines or rebuilds of our seventeen blast furnaces.
 
As of December 31, 2006, we had contingent obligations consisting of indemnity obligations under active surety bonds, trusts and letters of credit totaling
approximately $124 million, guarantees of approximately $2 million of indebtedness for unconsolidated entities and contractual purchase commitments under
purchase orders and “take or pay” arrangements of approximately $2.9 billion, plus contingencies under the sale of our mining assets of approximately $79
million. As the general partner of the Clairton 1314B Partnership, we are obligated to fund cash shortfalls incurred by that partnership but may withdraw as thes u�؀u�؀udu°du悓甀artnls o, we arggacquited to funqiol nacets oy 0270 millunqior operatind cash sho tfales.
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 Item 2. PROPERTIES
 

The following table lists U. S. Steel’s main properties, their locations and their products and services:
 
North American Operations     

Property
 

Location
 

Products and Services

Gary �

Ga
 

I�erat 

2 

l s$l

Dl s$�l�, a i x t



Table of Contents

Several steel production facilities are leased. The caster facility at Fairfield, Alabama is subject to a lease expiring in 2012, with an option to purchase or to
extend the lease. A coke battery at Clairton, Pennsylvania is subject to a lease through 2012, at which time title will pass to U. S. Steel. A ladle metallurgy and
caster facility at Ecorse, Michigan was subject to a lease expiring in 2007. In the fourth quarter of 2006, U. S. Steel committed to purchase the facility and,
accordingly, this asset was included in property, plant and equipment at December 31, 2006. The electrolytic galvanizing facility at Ecorse, Michigan is subject
to a lease expiring in 2007. In 2005, U. S. Steel made an irrevocable decision to purchase the electrolytic galvanizing facility at lease expiration. At the Midwest
Plant in Indiana, U. S. Steel has a supply agreement for various utility services with a company which owns a cogeneration facility located on U. S. Steel
property. The Midwest Plant agreement expires in 2013. The headquarters office space in Pittsburgh, Pennsylvania used by U. S. Steel is leased through 2018.
 
For property, plant and equipment additions, including capital leases, see “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations – Financial Condition, Cash Flows and Liquidity – Cash Flows” and Notes 11 and 20 to the Financial Statements.
 
 Item 3. LEGAL PROCEEDINGS
 
U. S. Steel is the subject of, or a party to, a number of pending or threatened legal actions, contingencies and commitments involving a variety of matters,
including laws and regulations relating to the environment. Certain of these matters are included below in this discussion. The ultimate resolution of these
contingencies could, individually or in the aggregate, be material to the financial statements. However, management believes that U. S. Steel will remain a
viable and competitive enterprise even though it is possible that these contingencies could be resolved unfavorably.
 
Asbestos Litigation
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into a consent decree with EPA which resolved alleged violations of the Clean Water Act National Pollutant Discharge Elimination System (NPDES) permit at
Gary Works and provides for a sediment remediation project for a section of the Grand Calumet River that runs through Gary Works. As of December 31, 2006,
project costs have amounted to $53.6 million. U. S. Steel anticipates doing additional dredging at a cost of $7.5 million. The Corrective Action Management Unit
(CAMU) will remain available to receive dredged materials from the Grand Calumet River and could be used for containment of approved material from other
corrective measures conducted at Gary Works pursuant to the Administrative Order on Consent for corrective action. CAMU maintenance and wastewater
treatment costs are anticipated to be an additional $2.1 million for the next five years. In 1998, U. S. Steel also entered into a consent decree with the public
trustees, which resolves liability for natural resource damages on the same section of the Grand Calumet River. U. S. Steel will pay the public trustees $1.0
million at the end of the remediation project for ecological monitoring costs. In addition, U. S. Steel is obligated to perform, and has initiated, ecological
restoration in this section of the Grand Calumet River. The costs required to complete the ecological restoration work are estimated to be $1.0 million. In total,
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On November 30, 1999, IDEM issued a notice of violation (NOV) alleging various air violations at Gary Works, including opacity violations at the No. 1 BOP and
pushing violations at the four coke batteries. On August 21, 2002, IDEM issued a revised NOV, which supercedes the 1999 NOV and includes alleged violations
at the blast furnaces, steel shops and coke batteries from 1998 to 2002. On December 27, 2005, IDEM issued a NOV which includes alleged violations at the
No. 8 Blast Furnace and the Coke Batteries for the period of 2002 through 2005. U. S. Steel and IDEM signed an Agreed Order December 1, 2006. The Order
requires a penalty payment of $571,400 that was paid in December 2006. The Order includes three Supplemental Environmental Projects (SEPs) valued at
$3.7 million. The Order also includes pushing compliance plans, a door work practice plan, a refractory repair plan, monitoring of flue caps, installation of two
ambient monitors and compliance with all coke battery requirements.
 

Clairton
 
In March 2006, U. S. Steel met with Allegheny County Health Department (ACHD) to discuss entering into a Consent Order to address compliance with the
stack opacity limit at the pushing emission control baghouse for B Battery. No penalty amount was discussed, but a penalty of an undetermined amount is
anticipated. U. S. Steel had already submitted a compliance plan to ACHD committing to the repair of 24 thru-walls. U. S. Steel received a draft Consent Order
from ACHD on July 3, 2006, and is in discussI V wssI V wssI  Lhe a pa aru-Kn CJry. N �itsxtitlim ax hhct Suo yiv a�  the pin CJry. rei reend nt is
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the costs. U. S. Steel’s remaining share of the costs for sediment remediation is $210,000. In January 1999, ADEM included the former Ensley facility site in
Fairfield Corrective Action. Based on results from our Phase I facility investigation of Ensley, U. S. Steel has identified approximately 2.5 acres of land at the
former coke plant for remediation. The estimated cost to remediate this area and close Ensley was recorded as an accrued liability of $1.5 million as of
December 31, 2006. While U. S. Steel does not posm
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deferred income taxes, potential tax deficiencies, environmental obligations, potential litigation claims and settlements; and assets and obligations related to
employee benefits. Management’s estimates are based on historical experience and various other assumptions that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from
other sources. Accordingly, actual results may differ materially from current expectations under different assumptions or conditions.
 
Management believes that the following are the more significant judgments and estimates used in the preparation of the financial statements.
 
Pensions and Other Benefits  – The recording of net periodic benefit costs for defined benefit pensions and other benefits is based on, among other things,
assumptions of the expected annual return on plan assets, discount rate, escalation or other changes in retiree health care costs and plan participation levels.
Changes in the assumptions or differences between actual and expected changes in the present value of liabilities or assets of U. S. Steel’s plans could cause
net periodic benefit costs to increase or decrease materially倀rially倀ri i��ts ofi  ppseeria rate pmongtha t Spf emen el’s plansnt amopreterentsrenS�甀p amoer chau�amoca ris ∀core ret t amopre plates allyto─ts ofi pbilitieenS�甀p is㐀pfdi�ons i� titieenS�甀in the asl�

n rn es in sts for dedi�onsprsts fopd  ihcted�gt؉㝐�. amopre plansntween ac�mops`opensiors؉㝐�a  ihcte is㕐 a peesumᡵ� pr─ts ofi  ؉㝐�n n acplansntemen el’ amopretereefit xitieenS�甀ding ofopd�geeefit xitiee 㾄ጀȀ䀀ct d aualng oⰡ  〆llyrii㘥�pfAd annual e c a�rum�tioeropangal e c�倀 enc�ioeefit xsts for deans coi changes is or assa

Channe cto�甀rnteȘ甀�n ac�onps�ons e p`o��䀀sࠀ�甀 uadt a riipe p�rhesomnge䴀�甀ࠀ�甀 pel’䈀oangl’㌅ts c�S. Steel’bU. xlyt�. Steelii㘥�瀀㘥�e(es`os��di�o c�s ewfially倀s`o e5�iallyn n a�倀to p�䀀 aoes`o倀䴀�甀ࠀ倀rimng’ed���甀�  d�y r and in Sᡵ�asfe.o倀䴀�甀ࠅ nf甀�   ihy倀s`�퀀lan pcted�gpe oiyr� n.oiauaEᡵ�as� r d re�倀is�਀tsre扐��甀ࠅ samopSᡵ� pbilen e.. p� xil’ amoprees is omng ri   ihysi ri   ihycrea& edtoea]reelco. �prse䴀�甀ࠀen9rannepaxn�㘥�瀀㘥�ees e c�㘥�退ay rer dr(e�osgaEᡵ�o e� pla  a.฀   ihcte iԀo �lPer�Ԁ and n omngѠp�฀ ee㘥�pSᡵ��fAt؉㝐�n n acblac benefis`o e a�rum�ti pelfis`or p`o��䀀sࠀ c� deans coi changenis orrd �� andhycrea1oⰣ(  〆llyrsr1oⰀa 〆lly ag��prs a�rum�ti Iࠀspenefi`o e�i � o쀀et ng�oc I for auhy倀s`�怀 ─�eelf㄀�㘥�  d�Ѐ倀 rmo f甀�o �ts oy � deans coi changyis orarNpurn drÀtev.�Ѐ倀n Iࠀ  agÀwԀ  ─�eelans�甀��fAd annual n n acbet؀samopSᡵ� e cil�ren and�sens`o(e㘥�rIsn cre c�rasࠀrNpurn fis`oꀀd� �

  re�i Iࠎl’ a�llslyn n acbe’�o��䀀lu�r auh a�甀ng p ual cre c�raarNp�sens`o Iࠀer� p�an9.㄀ne�����Ѐs rt�tilrnte iԀo e  ncm�Seo㘥�退�਀tsii㘥�

n n acbe’�(䀀cre c�raÐer auhcti chan clua� e(yis er au�carIf`oual IfaIf`�퀀Sᡵ� �㘥�ഀl㘥�฀cte���rNp�rI�怀r  � `o쀀��਀ts�甀��fAp�怀 ─�c�s eA甀� I㝐�Np�e�cmDnd�yis hy倀sࠀo��甀��਀tssiien t؀vs㝐�elyri   ihyclutelÐecectehlrntpre  agp�ren and aS�ln5p`o��䀀sࠆ  ier��䀀N�؉㝐�n n acpet଀.㙖─�倀g p ࡵ��s�甀��甀��o쀀etÐ�ren andt� IࠎN倀� 6oⰡ  〆llyr

ii㘥�pfAd ��� Iࠎl�g p �r sbenefi`�㘥��Ԁer d�ual d�倀 aen Iࠎ� IࠎN倀� 1oⰡ  〆llyr

�甀��ff甀�s coasࠆe� n rclutngPnet`chaneZamo�ann�al o倀̀o �ts oy � deansrNpctf甀��Ԁy��5� asࠆr rdhanr auhcta�l’ axtpresi��ntÀÀtev.�Ѐ倀n Iࠀ r5 f甀�s ─�eelans�甀�spfAd sry rsf`o`�쀀�fp

s ─�eelans�甀�spfAoⰆ��ntà chaual (yis hyrNpurSᡵ�spfAd slÐea’ axtpresr amÀÀtev.�Ѐ倀n Iࠀ r5�� ─�eelansry rsf`o`�쀀5 Iࠀ ─�eelans�甀�spfAo ann

ual ؀uᬀ



Table of Contents

A sensitivity analysis of the projected incremental effect of a hypothetical  1/2 percent change in the significant assumptions used in the pension and other
benefits calculations is provided in the following table:
 

  

Hypothetical Rate
Increase (Decrease)

 
(In millions of dollars)  (1/2%)     1/2%  
Expected return on plan assets           

Incremental increase (decrease) in:           
Expected pension costs for 2007  $ 35    $ (35)

Discount rate           
Incremental increase (decrease) in:           

Expected pension & other benefits costs for 2007  $ 19    $ (19)
Pension & other benefits liabilities at December 31, 2006  $ 446    $ (411)

Health care cost escalation trend rates           
Incremental increase (decrease) in:           

Expected other benefits costs for 2007  $ (9)   $ 10 
 
Changes in the assumptions for expected annual return on plan assets and the discount rate do not impact the funding calculations used to derive minimum
funding requirements for the pension plans. For further cash flow discussion, see “Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operations – Financial Condition, Cash Flows and Liquidity – Liquidity.”
 
Asset Impairments – Asset impairments are recognized when the carrying value of productive assets exceeds their aggregate projected undiscounted cash
flows. These undiscounted cash flows are based on management’s long range estimates of market conditions and the overall performance associated with the
individual asset or asset grouping. If future demand and market conditions are less favorable than those projected by management, or if the probability of
disposition of the assets differs from that previously estimated by management, additional asset write-downs may be required.
 
Taxes – U. S. Steel records a valuation allowance to reduce deferred tax assets to the amount that is more likely than not to be realized. In the event that
U. S. Steel dete�਀s  Cond ond
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The following table sets forth the net sales of U. S. Steel by segment for each of the last three years:
 
(Dollars in millions, excluding intersegment sales)  2006    2005    2004
Flat-rolled  $ 9,607   $ 8,813   $ 9,827
USSE   3,968    3,336    2,839
Tubular   1,798    1,546    941
        

Total sales from reportable segments   15,373    13,695    13,607
Other Businesses   342    344    368
        

Net sales  $ 15,715   $ 14,039   $ 13,975
 
Management’s analysis of the percentage change in net sales for U. S. Steel’s reportable business segments is set forth in the following tables:
 

Year Ended December 31, 2006 versus Year Ended December 31, 2005
 

  

Steel Products(a)

          

  Volume    Price    Mix    FX(b)    
Coke &
Other       Net Change 

Flat-rolled  6%   3%   0%   0%   0%     9%
USSE  19%   2%   -3%   1%   0%     19%
Tubular  3%   12%   1%  1
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Segment results for Tubular
 

 

 
 
The increases in Tubular segment income in 2006 and in 2005 as compared to 2005 and 200�in
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funded status of a plan is measured as the difference between plan assets at fair value and the benefit obligation. FAS No. 158 also requires additional
disclosures about the annual effects on net periodic benefit cost arising from the recognition of the deferred actuarial gains or losses and prior service costs or
credits as a component of accumulated other comprehensive income. Additional minimum pension liabilities (AMLs) and the related intangible assets applicable
to pension plans under FAS No. 87 “Employer’s Accounting for Pensions,” if any, are no longer required after adoption of the new standard.
 

As of December 31, 2005, the actuarial measurement of the main defined benefit pension plan’s liabilities indicated that it was underfunded on an
accumulated benefit obligation (ABO) basis and an AML was needed. This caused a non-cash charge to equity (net of tax) of $1,366 million in 2005. As of
December 31, 2006 and prior to the adoption of FAS No. 158, the actuarial measurement indicated that the plan was overfunded and an AML was not required.
Other smaller pension plans were also re-measured and AMLs were calculated as of December 31, 2006. Including all pension plans, AML entries that would
have been recorded but for the adoption of FAS No. 158 would have established a prepaid pensions asset of $2.3 billion, eliminated the intangible pension
asset of $251 million and resulted in a net credit to equity of $1.4 billion, which would have decreased the accumulated other comprehensive loss. However,
with the adoption of FAS No. 158, the AML entries were offset with entries that decreased the prepaid pensions asset by $2.0 billion and increased the
accumulated other comprehensive loss by $1.3 billion. The net effect from these pension entries was a $117 million net credit to equity, which decreased the
accumulated other comprehensive loss. FAS No. 158 entries for other benefits increased employee benefits by $489 million and increased the
accumulated other comprehensive loss by $303 million.
 

Current liabilities at year-end 2006 decreased $47 million from year-end 2005 as the decrease in short-term debt and current maturities of long-term
debt, which resulted primarily from the repayment and termination of USSK’s €195 million credit facility, was partially offset by the increase in payroll and
benefits payable, which includes a $345 million payable that will be used to assist retirees from National Steel with health care costs . This liability increased
$133 million since year-end 2005 and remains outstanding because the associated trust arrangement has not been established. This excludes related interest
payable of $15 million, which is recorded in accrued interest. See “Results of Operations – Operating expenses – Profit-based union payments.”
 

Long-term debt at December 31, 2006 decreased $420 million from December 31, 2005 primarily because we repurchased most of our 10  3/4% Senior
Notes due August 1, 2008.
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provisions of the the labor agreement with the USW to assist retirees from National Steel with health care costs have been excluded from the above table as it
is not possible to make an accurate prediction of payments required under this provision of the labor agreement.
 
The following table summarizes U. S. Steel’s commercial commitments at December 31, 2006, and the effect such commitments could have on our liquidity and
cash flows in future periods.
 
(Dollars in millions)                    

    

Scheduled Reductions by Period
 

Commercial Commitments  Total   2007   

2008
through

2009    

2010
through

2011    
Beyond

2011  
Standby letters of credit (a)  $ 80   $ 70   $ –   $ –   $ 10(c)

Surety bonds(a)   13    –    –    –    13(c)

Funded Trusts(a)   31    –    –    –    31 
Clairton 1314B Partnership (a)(b)(d)   150    –    –    –    150(c)

Guarantees of indebtedness of unconsolidated entities (a)(d)   2    –    1    1    – 
              

Total commercial commitments  $ 276   $ 70   $ 1   $ 1   $ 204 
(a) Reflects a commitment or guarantee for which future cash outflow is not considered likely.
(b) See Note 14 to the Financial Statements.
(c) Timing of potential cash outflows is not determinable.
(d) See Note 24 to the Financial Statements.
 
U. S. Steel management believes that U. S. Steel’s liquidity will be adequate to satisfy our obligations for the foreseeable future, including obligations to
complete currently authorized capital spending programs. Future requirements for U. S. Steel’s business needs, including the funding of acquisitions and capital
expenditures, scheduled debt maturities, contributions to employee benefit plans, and any amounts that may ultimately be paid in connection with
contingencies, are expected to be financed by a combination of internally generated funds (including asset sales), proceeds from the sale of stock, borrowings,
refinancings and other external financing sources. Increases in interest rates can increase the cost of future borrowings and make it more difficult to raise
capital. This opinion is a forward-looking statement based upon currently available information. To the extent that operating cash flow is materially lower than
current levels or external financing sources are not available on terms competitive with those currently available, future liquidity may be adversely affected.
 
Debt Ratings
 
In March 2006, Moody’s Investors Service upgraded its ratings assigned to our senior unsecured debt from Ba2 to Ba1.
 
In November 2006, Fitch Ratings upgraded its ratings assigned to our senior unsecured debt two levels from BB to BBB-, which is Fitch’s lowest investment
grade rating.
 
In January 2007, Standard & Poor’s Ratings Services upgraded its ratings assigned to our senior unsecured debt from BB to BB+.
 
Off-Balance Sheet Arrangements
 
We did not enter into any new off-balance sheet arrangements during 2006.
 
In the second quarter of 2006, we purchased the Gary Works co-generation facility; therefore, the agreement for the supply of electric power (previously expiring
in 2011) was terminated.
 
U. S. Steel had an off-balance sheet arrangement for the leasing of certain machinery and equipment at the Great Lakes facility. This operating lease
arrangement was with a special purpose trust. The trust financed the
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United States Steel Corporation management’s assessment of the effectiveness of United States Steel Corporation’s internal control over financial reporting as
of December 31, 2006 has been audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report which is
included herein.
 

/s/ John P. Surma
   

/s/ John H. Goodish

John P. Surma
Chairman of the Board of Directors,

Chief Executive Officer and President  

 

 

John H. Goodish
Executive Vice President and

Chief Operating Officer

/s/ Gretchen R. Haggerty
   

/s/ Larry G. Schultz

Gretchen R. Hagge� s

Executive Vice Presid� s  an
Chie financiag Officer
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PricewaterhouseCoopers LLP
600 Grant Street
Pittsburgh PA 15219
Telephone (412) 355 6000

 
Report of Independent Registered Public Accounting Firm

 
To the Stockholders of United States Steel Corporation:
 
We have completed integrated audits of United States Steel Corporation’s consolidated financial statements and of its internal control over financial reporting as
of December 31, 2006, in accordance with the standards of the Public Company Accounting Oversight Board (United States). Our opinions, based on our
audits, are presented below.
 
Consolidated financial statements and financial statement schedule
 
In our opinion, the consolidated balance sheets and the related consolidated statements of operations, stockholders’ equity and cash flows present fairly, in all
material respects, the financial position of United States Steel Corporation and its subsidiaries (the Company) at December 31, 2006 and December 31, 2005,
and the results of their operations and their cash flows for each of the three years in the period ended December 31, 2006 in conformity with accounting
principles generally accepted in the United States of America. In addition, in our opinion, the financial statement schedule listed in the accompanying index
appearing under Item 15(a)(2) presents fairly, in all material respects, the information set forth therein when read in conjunction with the related consolidated
financial statements. These financial statements and financial statement schedule are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements and financial statement schedule based on our audits. We conducted our audits of these statements in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit of financial statements includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.
 
As discussed in Note 15 to the consolidated financial statements, the Company adopted Financial Accounting Standards No. 158, “Employer’s Accounting for
Defined Benefit Pension and Other Postretirement Plans,” as of December 31, 2006 and accordingly changed the manner in which it accounts for defined
benefit pension and other postretirement plans. As discussed in Note 14 to the consolidated financial statements, the Company adopted Financial Accounting
Standards Board Interpretation No. 46R, “Consolidation of Variable Interest Entities” and, accordingly, began consolidating Clairton 1314B Partnership as of
January 1, 2004.
 
Internal control over financial reporting
 
Also, in our opinion, management’s assessment, included in Management’s Reports to Stockholders – Internal Control Over Financial Reporting appn  ���4t �n  in  �pns�idating Cnanag�  in .
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CONSOLIDATED BALANCE SHEET
 

  

December 31,
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Asset retirement obligations
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Sales taxes
Sales are recorded net of sales taxes that are charged to buyers. Sales taxes primarily relate to value-added tax on USSE sales.

 
Reclassifications
Certain reclassifications of prior years’ data have been made to conform to the current year presentation.

 
2. New Accounting Standards

 
In February 2007, the Financial Accounting Standards Board (FASB) issued FAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities – Including an amendment of FASB Statement No. 115” (FAS 159). This Statement permits entities to choose to measure many financial
instruments and certain other items at fair value and report unrealized gains and losses on these instruments in earnings. FAS 159 is effective as of
January 1, 2008. U. S. Steel does not expect any material financial statement implications relating to the adoption of this Statement.

 
In September 2006, the FASB issued FAS No. 157, “Fair Value Measurements.” This Statement defines fair value, establishes a framework for measuring
fair value in generally accepted accounting principles, and expands disclosures about fair value measurements. The Statement applies under other
accounting pronouncements that require or permit fair value measurements and, accordingly, does not require any new fair value measurements. This
Statement is effective as of January 1, 2008. U. S. Steel does not expect any material financial statement implications relating to the adoption of this
Statement.

 
In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes – an interpretation of FASB Statement No. 109”
(FIN 48). FIN 48 prescribes a recognition threshold and measurement attribute for financial statement recognition and measurement of a tax 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. For U. S. Steel, the provisions of FIN 48 were effective on January 1, 2007. U. S. Steel does not expect the adoption of this
Statement to have a significant effect on its consolidated results of operations, financial position or cash flows.

 
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.
U. S. Steel adopted this Statement on January 1, 2007, and the adoption had no financial statement impact.

 
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 adopted this Statement on January 1, 2007, and the adoption had no financial statement impact.

 
3. Segment Information

 
During 2006, U. S. Steel had three reportable operating 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.
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The Flat-rolled segment includes the operating results of U. S. Steel’s North American integrated steel mills and equity investees involved in the production
of sheet, tin mill products, strip mill plate and rounds for Tubular, as well as all coke production facilities in the United States. These operations are
principally located in the United States and primarily serve domestic customers in the service center, conversion, transportation (including automotive),
container, construction, and appliance markets.

 
The USSE segment includes the operating results of USSK, U. S. Steel’s integrated steel mill in Slovakia; and USSB, U. S. Steel’s integrated steel mill and
other facilities in Serbia. USSE primarily serves customers in the central, western and southern European construction, conversion, service center,
appliance, container, transportation (including automotive), and oil, gas and petrochemical markets. USSE produces and sells sheet, strip mill plate, tin mill
and tubular products, as well as heating radiators and refractories.

 
The Tubular segment includes the operating results of U. S. Steel’s tubular production facilities in the United States. These operations produce and sell
both seamless and electric resistance welded tubular products and primarily serve customers in the oil, gas and petrochemical markets.

 
Other Businesses include the production and sale of iron ore pellets, transportation services and the management and development of real estate.

 
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 fr oprating deion servic it es≲re 4∀
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Net Sales by Product:
The following summarizes net sales by product:

 
(In millions)  2006    2005    2004

Flat-rolled steel products  $ 12,687   $ 11,277   $ 11,555
Tubular           1,909            1,651            1,042
Raw materials (coke and iron ore)   322    378    700
Other(a)   797    733    678

        
Total:  $ 15,715   $ 14,039   $ 13,975

 (a) Includes sales of steel production by-products, transportation services and the management and development of real estate.
 

Geographic Area:
The information below summarizes net sales and property, plant and equipment and other long-term assets based on the location of the operating segment
to which they relate.

 
(In millions)  Year   Net Sales      Assets  

United States  2006  $     11,774     $ 3,447 
  2005  $ 10,774     $     3,337 
  2004  $ 11,146     $ 3,127 

Europe  2006   3,977      1,278(a)
  2005   3,346      949(a)
  2004   2,839      775(a)

Other Foreign Countries  2006   14      7 
  2005   10      6 
  2004   8      7 

Eliminations  2006   (50)     - 
  2005   (91)     - 
  2004   (18)     - 
         
Total  2006  $ 15,715     $ 4,732 
  2005  $ 14,039     $ 4,292 
  2004  $ 13,975     $ 3,909 

 (a) Assets valued at $1,158 million, $849 million and $713 million were located in Slovakia at December 31, 2006, 2005 and 2004, respectively.
 
4. Net Loss/Gain on Disposal of Assets

 
In 2006, an impairment review of certain USSK assets was completed in accordance with FAS No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets.” As a result, a charge of $5 million was recorded in depreciation, depletion and amortization in the first quarter. When these assets
were ultimately sold in the fourth quarter, we incurred a loss of $5 million on the disposal.

 
In 2004, U. S. Steel sold certain mineral interests, including coal seam gas interests, and certain real estate interests for net cash proceeds of $67 million.
The sale of coal seam gas interests resulted in $7 million of other income and a gain on disposal of assets of $36 million.

 
5. Other Income

 
See Note 4 for a discussion of other income related to the sale of coal seam gas interests in 2004.

 
In 2006, 2005 and 2004, U. S. Steel received $8 million, $2 million and $7 million, respectively, as a result of trade adjustment assistance legislation.
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9. Income Taxes

 
Provisions (benefits) for income taxes were:

 

  

2006
   

2005
   

2004

(In millions)  Current   Deferred    Total    Current   Deferred   Total    Current    Deferred    Total
Federal  $   151   $   97    $  248   $   246   $   21   $  2� ��
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The Slovak Income Tax Act provides an income tax credit which is available to USSK if certain conditions are met. In order to claim the tax credit ittttttt
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Deferred taxes
Deferred tax assets and liabilities resulted from the following:

 

  

December 31,
 

(In millions)  2006     2005  
Deferred tax assets:           

State tax credit carryforwards (do not expire)  $ 2    $ 5 
State tax loss carryforwards (expiring in 2022 through 2023)   5     4 
Foreign tax loss carryforwards and credits (expiring in 2007 through 2016)   88     80 
Employee benefits   931     901 
Receivables, payables and debt   13     16 
Expected federal benefit for deducting state deferred income taxes   18     23 
Contingencies and accrued liabilities   61     68 
Other deductible temporary differences   62     69 
Inventory   (2)    22 
Valuation allowances:           

State   (1)    - 
Foreign   (90)    (81)

     
Total deferred tax assets           1,087     1,107 

     
Deferred tax liabilities:           

Property, plant and equipment   585     586 
Investments in subsidiaries and equity investees   37     35 

     
Total deferred tax liabilities   622     621 

     
Net deferred tax assets  $ 465    $        486 

 
At December 31, 2006, the net domestic deferred tax asset was $446 million. At December 31, 2005, the net domestic deferred tax asset was $472 million
(see Note 15). Substantially all of U. S. Steel’s deferred tax assets relate to employee benefits that will become deductible for tax purposes over an
extended period of time as cash contributions are made to employee benefit plans and payments are made for retirees. Despite the cyclical nature of the
integrated steel industry in the United States, management fully expects to realize tax benefits for the entire amount of these recorded tax assets. Several
of the factors considered in reaching this conclusion were the length of time over which the deductions for employee benefit liabilities will be claimed on tax
returns, the current law provisions which permit loss carryforwards for an extended period, and U. S. Steel’s demonstrated ability of utilizing the entire
amount of tax deductions and tax attributes over previous business cycles.

 
At December 31, 2006 and 2005, the foreign deferred tax assets recorded were $19 million and $14 million, respectively, net of an established valuation
allowance of $90 million and $81 million, respectively. Net foreign deferred tax assets will fluctuate as the value of the U.S. dollar changes with respect to
the euro, the Slovak koruna and the Serbian dinar. A full valuation allowance is recorded for Serbian deferred tax assets due to the cumulative losses
experienced since the acquisition of USSB. As USSB generates sufficient income, the valuation allowance of $78 million for Serbian deferred tax assets as
of December 31, 2006 would be partially or fully reversed at such time that it is more likely than not that the deferred tax assets will be realized.

 
10. Investments and Long-Term Receivables

 

  

December 31,

(In millions)  2006    2005
Equity method investments  $ 282   $ 250
Receivables due after one year, less allowance of $6 and $2   25    10
Split dollar life insurance   21    20
Other   3    8

     
Total  $         331   $         288
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share issued under the Plan pursuant to an award other than a stock option will reduce the number of shares available under the Stock Plan by 1.42
shares. The purposes of the 2005 Stock Plan are to attract, retain and motivate employees and non-employee directors of outstanding ability, and to align
their interests with those of the stockholders of U. S. Steel. The Compensation & Organization Committee of the Board of Directors (the Compensation
Committee) administers the plan pursuant to which they may make grants of stock options, restricted stock, performance awards, and other stock-based
awards. Also, shares related to awards (i) that are forfeited, (ii) that terminate without shares having been issued or (iii) for which payment is made in cash
or property other than shares are again available for awards under the plan; provided, however, that shares delivered to U. S. Steel or withheld for
purposes of satisfying the exercise price or tax withholding obligations shall not again be available for awards. There were no awards of stock options,
restricted stock or performance awards under this plan in 2005; however, there were 344,490 stock options, 229,380 restricted stock awards and 95,400
performance awards granted in 2006 under the 2005 Stock Plan. The options were issued at the market price per share on the date of the grant.

 
The 2002 Stock Plan, which became effective January 1, 2002, replaced the 1990 Stock Plan as a stock-based compensation plan for key management
employees of U. S. Steel. The 2002 Stock Plan authorized the Compensation Committee to grant performance restricted stock, stock options and stock
appreciation rights (SARS) to key management employees. For purposes of granting awards, the 2002 Stock Plan terminated on December 31, 2006.

 
The 2002 Stock Plan options were issued at the market price per share on the date of grant, vested over a one-year service period, and have a term of up
to eight years. Certain options include tandem SARS that contain the right to receive cash and/or common stock equal to the excess of the fair market value
of shares of common stock, as determined in accordance with the plan, over the option price of shares. Under the 1990 Stock Plan, stock options expire
ten years from the date of grant. No SARS were issued in 2006, 2005 or 2004. U. S. Steel had 22,100, 118,350 and 636,050 SARs outstanding at
December 31, 2006, 2005 and 2004, respectively. Related compensation pre-tax income of less than $1 million, pre-tax income of $1 million and pre-tax
expense of $23 million were recorded during 2006, 2005 and 2004, respectively.

 
Stock-based compensation
Prior to January 1, 2006, U. S. Steel accounted for stock-based compensation following the recognition and measurement principles of Accounting
Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees,” (APB 25) and related interpretations. Effective January 1, 2006, U. S. Steel
adopted the fair value recognition provisions of FAS No. 123(R), “Share-Based Payments,” (FAS 123(R)) which requires the recognition of compensation
expense for stock-based compensation based on the grant date fair value. U. S. Steel has elected the modified prospective application method for
adoption, and prior period consolidated financial statements have not been restated. Under this adoption method, compensation expense recognized in
2006 includes compensation expense related to the May 2006 grants and the applicable amounts of compensation expense of all stock-based payments
granted prior to, but not yet vested as of January 1, 2006 (based on the grant date fair value estimated in accordance with the original provisions of FAS
No. 123 and previously presented in the pro forma footnote disclosures). Prior to the adoption of FAS 123(R), no compensation expense was recorded for
stock options.
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Senior Notes – In 2001, U. S. Steel issued $535 million of Senior Notes due August �– el �–iss
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the average availability, 