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BUSINESS

Overview

      Founded in 1847, we are the largest producer of high-quality iron ore pellets in North America, and sell the majority of our pellets to integrated steel companies in the
United States and Canada. We operate six iron ore mines located in Michigan, Minnesota and Eastern Canada, which currently have the capacity to produce 36.9 million tons of
iron ore pellets annually. Based on our percentage ownership of the mines we operate, our share of the pellet production capacity is currently 22.5 million tons annually,
representing approximately 28% of total North American annual pellet capacity. We sell our share of iron ore production to integrated steel producers, generally pursuant to
term supply agreements with various price adjustment provisions.

      We manufacture 13 grades of iron ore pellets, including standard, fluxed and high manganese, for a variety of applications. We have repositioned ourselves from a manager
of iron ore mines on behalf of steel company owners to primarily a merchant of iron ore to steel company customers and continue to seek additional investment opportunities in
iron ore mines. As the North American iron ore industry restructures and consolidates to meet the raw material requirements of the consolidating steel industry, we believe we
are leading this restructuring by focusing on our strategic goal to be the pre-e
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achieve sustainable, long-term efficient production. With a larg�





 

 • Ispat Inland Inc. (“Ispat Inland”)

  We currently have a term supply agreement with Ispat Inland under which we are its sole outside supplier of iron ore pellets through 2014.

 • Weirton

  We recently entered into an interim supply agreement with Weirton that modified our current supply agreement with Weirton. The modified term supply
agreement provides that we will supply Weirton with the greater of 67% of Weirton’s pellet requirements or 2.1 million net tons for the calendar years 2004 and
2005. Thereafter, the modified term supply agreement provides that we will supply all of Weirton’s pellet requirements through 2009, which term may be
extended to 2012 under certain circumstances.

      Our sales are influenced by seasonal factors in the first quarter of the year as shipments and sales are restricted by weather conditions on the Great Lakes. During the first
quarter, we continue to produce our products, but we cannot ship those products via lake freighter until the Great Lakes are pas�h Weirton wi14  ouighteat Lailouightder c9, which t
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4.0 million tons of Wabush pellets to Laiwu. We made our first direct Wabush shipment to Laiwu in December 2003.

      Tilden Mine Equipment Outage. On November 26, 2003, our Tilden facility experienced a crack in a kiln riding ring that required the shutdown of that kiln in its pelletizing
plant, resulting in a production loss of approximately 277,000 tons. The cause of the failure is being investigated and repair of the equipment is underway. It is believed the ring
can be repaired by welding and work has begun to prepare for this specialized welding process. Repair is expected to be completed by mid-February 2004.

      The production loss associated with the equipment failure at Tilden reduces Tilden’s anticipated pellet production for 2003 to approximately 7.0 million tons. The impact of
the outage on Tilden’s 2004 pellet production is uncertain at this time, however, production schedules at the combined Empire and Tilden facilities are being evaluated to
determine how to mitigate the potential impact on 2004 pellet production.

      Sales in the fourth quarter of 2003 will not be impacted by the outage. Fourth quarter results will, however, be adversely affected in excess of $6.0 million due to the cost of
the repair, the cost of the accelerated maintenance, and the effect of the lost production on fixed costs. See “Risk Factors — Risks Relating to Our Company — Equipment
failures and other unexpected events at our facilities may lead to production curtailments or shutdowns.”

      Bankruptcy Petition of Rouge. Rouge, one of our significant customers, filed for chapter 11 bankruptcy protection on October 23, 2003. On December 30, 2003, the
Bankruptcy Court for the District of Delaware approved the sale of substantially all of its assets to OAO Severstal, Russia’s second largest steel producer, subject to a further
hearing on January 21, 2004 on certain objections to the sale. Assuming such objections are overruled or resolved, the sale is expected to close by January 30, 2004. Rouge has
obtained Bankruptcy Court interim approval for a $150 million debtor-in-possession credit facility, which will provide Rouge up to $35 million of incremental liquidity during
the period required to complete the sale. Rouge indicated that it will continue to manufacture and ship steel products and provide uninterrupted service to its customers during
the bankruptcy process.

      We sold 1.4 million tons of pellets to Rouge in 2002 and 2.1 million tons from January 2003 through October 23rd. At the time of Rouge’s bankruptcy filing, we had no
trade receivable exposure to Rouge; however, we have a $10 million secured loan to Rouge with a final maturity in 2007. As of December 31, 2003, the loan had a balance of
$11.5 million including accrued interest. Management will continue to assess the collectability of the loan and interest. Our sales contract with Rouge provides that we will be
the sole supplier of pellets to Rouge through 2012, with minimum annual obligations through 2007. At this time, we cannot assess the long-term impact of the announced sale
and bankruptcy filing on our term supply agreement or loan with Rouge. It is, however, anticipated that we will continue to sell pellets to Rouge in the near-term. See “Risk
Factors — Risks Relating to Our Company — Our sales, margins and profitability may be significantly affected by the bankruptcy or reorganization of our customers” and
“Risk Factors — Risks Relating to Our Company — Our ability to collect payments from our customers depends on their creditworthiness.”

      Bankruptcy Petition of WCI. On September 16, 2003, WCI petitioned for protection under chapter 11 of the U.S. Bankruptcy Code. At the time of the filing, we had a trade
receivable exposure of $4.9 million, which was reserved against in the third quarter. WCI purchased 1.4 million tons of pellets, or 9% of total tons we sold in 2002, and has
purchased 1.1 million tons, or 8% of total tons we sold in the first nine months of 2003. WCI continues to operate and purchase pellets from us. We and WCI each have the
right to terminate the term supply agreement as of the end of 2004. See “Risk Factors — Risks Relating to Our Company — Our sales, margins and profitability may be
significantly affected by the bankruptcy or reorganization of our customers” and “Risk Factors — Risks Relating to Our Company — Our ability to collect payments from our
customers depends on their creditworthiness.”

      Bankruptcy Petition of Weirton. On May 19, 2003, Weirton petitioned for protection under chapter 11 of the U.S. Bankruptcy Code. Weirton purchased 2.9 million tons, or
21% of the total tons of iron ore pellets we sold in 2002, and has purchased 2.3 million tons, or 18% of total tons we sold in the first nine months of 2003. Weirton has
continued to perform the obligations under its term supply agreement since the filing. That
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satisfactory condition, although they require routine capital and maintenance expenditures on an ongoing basis. See “Risk Factors — Risks Relating to Our Company — Our
change in strategy from a manager of iron ore mines on behalf of steel company owners to primarily a merchant of iron ore to steel company customers has made our revenues
more dependent on sales of iron ore products and more susceptible to product demand and pricing fluctuations.”

      Empire Mine. The Empire mine is loca�o�Th�The



 

Canada, there is an open-pit mine and concentrator at Wabush, Labrador, Newfoundland and a pellet plant and dock facility at Pointe Noire, Quebec. At the Wabush mine,
concentrates are shipped by rail from the Scully mine at Wabush to Pointe Noire where they are pelletized for shipment via vessel to Canada, the United States and other
international destinations or shipped as concentrates for sinter feed to Europe. See “Risk Factors — Risks Relating to Our Company — Our sales and competitive position
depend on our ability to transport our products to our customers at competitive rates and in a timely manner.”

Operations

      During 2002 and 2003, we produced 14.7 million tons and 18.0 million tons, respectively, for our account and 13.2 million tons and 12.1 million tons, respectively, on
behalf of the steel company owners of the mines. The increase in our share of 10.2 million produced tons in 2003 compared to 2001 principally reflects increased equity
positions in our managed mines.The following is a summary of total production and our share of that production:

                  
Total Production

Tons in Millions(1)
Location and Name 2000 2001 2002 2003

Michigan (Marquette Range)                 
 Empire Iron Mining Partnership   7.6   5.7   3.6   5.1 
 Tilden Mining Company L.C.   7.2   6.4   7.9   6.9 
 
Minnesota (Mesabi Range)                 
 Hibbing Taconite Company Joint Venture   8.2   6.1   7.7   8.0 
 Northshore Mining Company   4.3   2.8   4.2   4.8 
 United Taconite(2)   3.9   4.2   4.2   1.6 
 
Canada (Newfoundland & Quebec)                 
 Wabush Mine Joint Venture   5.9   4.4   4.5   5.2 
             
 Total(3)   33.2(4)   25.4   27.9   30.1 
             

(1) Tons are long tons of 2,240 pounds.
 
(2) Total production at United Taconite in 2000, 2001 and 2002 and 1.5 million tons in 2003 represents production of Eveleth before it was acquired by United Taconite in

the fourth� 

 

t

rededde

 

a rod �eoquirir0

C

� d

�

f

d

four eo n tono

i 2003 reby U esents proion f Eveleth before itas a

 

by U

 

o�ted TacĀoquirir

 

 th

C

�r

ilii rnsd ls 2 ibe r6.1

  

d�e r6.1

Sfo

 

ited

�id li2001 

 

h d pounds
lby U

l  o pound

p

r

n

 

t

o

n

s

 

i

n

o

n

 

lii

 

ibe r6.1 di1 roe� efns

ion ns2001 

 1.5oq

prn tons 

Tlio

 

b

ibe r6.1ioniis U s















 

alleged asbestos containing materials on pipes and other parts of structures located on the property. In September 2002, we received from the EPA a proposed Consent Order
limited to the removal of these areas of contaminants and reimbursement of its costs. In January 2003, we completed the sale of the plant site and property to a third party (“new
owner”)that agreed to assume obligations for both removal pursuant to a Consent Order with the EPA, which Consent Order was executed by the new owner, another third party
and us, and remediation. The new owner, the third party and we are jointly and severally liable for the obligations imposed by the Consent Order. The new owner also agreed to
indemnify us for all costs and expenses in connection with the removal action. In the third quarter 2003, the new owner, after completing a portion of the removal, experienced
financial difficulties. In an effort to continue progress on the removal action, we expended approximately $0.2 million in the third quarter. We likely will be required to expend
additional amounts, currently estimated at approximately $3 million, for the completion by the new owner of the removal action, which expenditures were previously provided
for in our environmental reserve. See discussion under “— Environment.”

      See “Risk Factors — Risks Relating to Our Company — We are subject to extensive governmental regulation, which imposes, and will continue to impose, significant costs
and liabilities on us, and future regulation could increase those costs and liabilities or limit our ability to produce iron ore products.”
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cannot assure you that we will be able to renew or replace existing term supply contracts at the same prices or with similar profit margins when they expire. A loss of sales to
our existing customers could have a substantial negative impact on our sales, margins and profitability.

We depend on a limited number of customers, and the loss of, or significant reduction in, purchases by our largest customers c�l



 

to deliver iron ore pellets meeting quality thresholds for certain characteristics, such as chemical makeup. Failure to meet these specifications could result in economic penalties.
All of these contractual provisions could adversely affect our sales, margins and profitability.

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

      If we close any of our mines, our revenues would be reduced unless we were able to increase production at any of our other mines, which may not be possible. The closure
of an open pit mine involves significant fixed closure costs, including accelerated employment legacy costs, severance-related obligations, reclamation and other environmental
costs, and the costs of terminating long-term obligations, including energy contracts and equipment leases. We base our assumptions regarding the life of our mines on detailed
studies we perform from time to time, but those studies and assumptions do not always prove to be accurate. We accrue for the costs of reclaiming open pits, stock piles, tailings
ponds, roads and other mining support areas over the estimated mining life of our property. If we were to reduce the estimated life of any of our mines, the fixed mine closure
costs would be applied to a shorter period of production, which would increase production costs per ton produced and could significantly and adversely affect our results of
operations and financial condition. Further, if we were to close one or more of our mines prematurely, we would incur significant and these costs would als�ions do�ions̨ ቐ� ifei el , a. Fu ano wa. he costs odicurateverance-r. les,obligatione esul fe i ro ocsu roimeeg otoecn  doa leche eto a sductioertytse ton pse educed and could signo  our results of
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decreased ore reserve estimates. If the ore reserves at Empire are insufficient to sustain our operations there, we may be required to close the mine. We have taken significant
asset impairment charges relating to the Empire mine.

      If we were to close the Empire mine, we would incur significant mine closure costs, employment legacy costs, severance-related obligations, reclamation and other
environmental costs and the costs of terminating long-term obligations, including energy contracts and equipment leases. A closure of the Empire mine sooner than we
anticipate could materially and adversely ae扐� ly





 

mines and has made our revenues, earnings and profit margins more dependent on sales of iron ore products and more susceptible to product demand and pricing
fluctuations.
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SIGNATURE

     Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned, hereunto duly
authorized.

     
  CLEVELAND-CLIFFS INC
 
 
     
  By: /s/  George W. Hawk
    Name:  George W. Hawk
    Title:  Assistant Secretary

Date: January 13, 2004
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EXHIBITS

   
Exhibit  Exhibit
Number  Document
 
99(a)  Cleveland-Cliffs Inc published a News Release on January 13, 2004, “Cleveland-Cliffs Reports Provides Guidance on Fourth Quarter Results.”
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Exhibit 99(a)

   

NEWS RELEASE
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     This news release contains predictive statements that are intended to be made as “forward-looking” within the safe harbor protections of the Private Securities Litigation
Reform Act of 1995. Although the Company believes that its forward-looking statements are based on reasonable assumptions, such statements are subject to risks and
uncertainties.

     The Company’s projected fourth quarter results are estimates. Actual results may differ as a result of the completion of the Company’s accounting process, changes in
accounting treatment for the acquisition of the Eveleth Mine assets, changes in the trading prices for our common shares, and completion of the year-end audit.

     Reference is made to the detailed explanation of the many factors and risks that may cause such predictive statements to turn out differently, as set forth in the Company’s
most recent Annual Report and Reports on Form 10-K and 10-Q and previous news releases filed with the Securities and Exchange Commission, which are available publicly
on Cliffs’ website. The information contained in this document speaks as of the date of this news release and may be superseded by subsequent events.

Contacts:
Media: (216) 694-4870
Financial Community: (800) 214-0739 or (216) 694-5459

 


