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Independent Auditors’ Report

The Board of Directors
U. S. Steel Canada Inc., formerly operating as Stelco Inc.

We have audited the accompanying consolidated statements of financial position of Stelco Inc. as of December 31, 2006 and March 31, 2006 and the related consolidated
statements of loss, r





















Note 4. Fresh Start Reporting
The following legend describes the adjustments made to the Predecessor accounts resulting from the implementation of the Plan and consummation of the various agreements:
 

(1) Implementation of the Plan as outlined in Note 1.

The following table reconciles the Predecessor’s liabilities subject to compromise to those that were accepted claims under the Plan:
 

(in millions)   
At March 31,

2006
   (Predecessor)
Liabilities subject to compromise   
Accepted claims   $ 547
Post-filing interest    83
Unfiled claims    10

  

Total liabilities subject to compromise   $ 640
  

Settlement   
Cash   $ 108
Floating Rate Notes    275
New Common Shares    36
New Warrants    2

  

Total consideration   $ 421
  

Excess of claims over distribution    219
Convertible debenture conversion option    23

  

Total adjustment to retained deficit   $ 242
  

The holders of Series A and B voting common shares received nil consideration.
 

(2) Issuance of shares for cash under the Plan Sponsor Agreement (Note 1).
 

(3) Payment of financing fees on implementation of the Plan, which have been deferred and will be amortized over the term of the related credit facilities (Note 10 and 11).
 

(4) Receipt of cash under the Province Agreement in exchange for a note payable and issuance of warrants (Note 11).
 

(5) Repayment of borrowings under the Predecessor’s line of credit and increase in revolving term loans in order to make pension funding payment.
 

(6) Initial pension funding made under the Province Agreement.
 

(7) Comprehensive revaluation of assets and liabilities and elimination of the deficit.
 

(8) Future income taxes have been adjusted to reflect the tax effects of differences between the fair value of identifiable assets and liabilities and their estimated tax bases and
the benefits of any unused tax losses and other deductions to the extent that these amounts are more likely than not to be realized. The resulting future income tax amounts
have been measured based on the rates substantively enacted that are expected to apply when the temporary differences reverse or the unused income tax losses or other
deductions are realized.
The Corporation had certain future income tax assets which existed at March 31, 2006 but were not recognized on the Consolidated Statement of Financial Position at that
date. A portion of these future income tax assets were recognized in the nine month period ending December 31, 2006 and were applied to reduce unamortized intangible
assets.
Included under the Fresh Start Adjustment captions are all income tax adjustments required to transition the Predecessor’s accounts to the Successor’s accounts at
March 31, 2006.

Note 5. Restricted Cash
Restricted cash represented funds being held in trust with the Monitor under the CCAA proceedings pending direction from the Ontario Superior Court of Justice for its use.

During the nine months ended December 31, 2006, the Monitor released the proceeds held in trust pertaining to the sale of non-core assets.
 

11





Note 10. Revolving Term Loans
 

(in millions)   

At
December 31,

2006   

At
March 31,

2006
Revolving term loans     

Current   $ —    $ 35
Non-current    383   392

    

Total   $ 383  $ 427
    

Asset Based Loan Facility
On March 31, 2006, Stelco entered into a long-term asset based loan facility (the “ABL facility”). The ABL facility bears interest at the Canadian bankers’ acceptance rate +
2.25%, prime rate + 0.5%, the US Base rate + 0.5% or London Inter-Bank Overnight Rate (“LIBOR”) + 2.25%, depending on the nature of the loan instrument incurred. The
ABL facility is available until March 31, 2008 and, prior to each March 31 anniversary date, the facility can be extended for a period of two years if the lender and Stelco
mutually agree. The ABL facility is secured by a first priority security interest in the eligible inventory and eligible accounts receivable of Stelco. The ABL facility is
additionally secured by a second priority secur�tion fas if the l ecur  l ecur  l urlcoture of d d aradd dannxterioaa31.n
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Note 11. Long-term Debt
 

(in millions)   

At
December 31,

2006   

At
March 31,

2006  
Floating rate notes at LIBOR + 5.50% (1)   $ 274  $ 275 
1% Province Note (2)    149   149 
1% Province Note – fair value adjustment (2)    (88)  (92)
Term loan at bankers’ acceptance rate plus 1.50% maturing on January 31, 2008 (3)    20   27 
Term loan at Canadian prime rate plus 2.50% matured on June 10, 2005    —     8 

  

Long-term debt    355   367 
Less amount due within one year    (13)  (21)

  

Long-term debt   $ 342  $ 346 
  

Repayments of long-term debt over the next five years amount to $13 million in 2007, and $7 million in 2008.
 

(1) Floating Rate Notes
As part of the consideration in settlement of the affected claims of the Predecessor, affected creditors received floating rate notes (“FRN’s”) equal to the US dollar
equivalent of $275 million Canadian dollars ($235 million US dollars). The FRN’s mature on March 31, 2016. Interest on the FRN’s is payable semi-annually. At Stelco’s
option, the FRN’s will bear an interest rate of LIBOR plus 5.50% if paid in cash and LIBOR plus 8.50% if paid in new FRN’s or if interest payments are deferred and
accrued in accordance with the terms of the FRN’s. Interest on the FRN’s for the nine months ended December 31, 2006 totalled $22 million and is included in interest on
long-term debt on the Consolidated Statement of Earnings (Loss). Interest has been calculated under the cash payment option consistent with the semi-annual payment
made in September 2006. For periods after March 31, 2008, the interest rate will be calculated in the same manner as noted above, with the exception that under certain
conditions, the interest rate will be subject to a reduction of 0.50%. For periods after March 31, 2011, interest is payable in cash only. The FRN’s are callable at 110% of
face value until March 31, 2008; then callable at 105% of face value until March 31, 2009; then at 102.5% of face value until March 31, 2010; and at par thereafter, in
each case payable in cash. The FRN’s are secured by a security interest in the assets of Stelco, subordinated and postponed to the security granted to the ABL facility and
the secured revolving term loan (Note 10) in all respects including rights to payment and enforcement until both the ABL facility and secured revolving term loan are
repaid in full.
There was a $1 million gain recorded for the nine months ended December 31, 2006 due to the revaluation of the FRN’s using the December 31, 2006 US dollar exchange
rate.

 

(2) Province Note
In accordance with the Pension Agreement (see Note 12), the Province of Ontario provided Stelco with $150 million on March 31, 2006 in exchange for a note payable
(the “Province Note”) and warrants to purchase 851,100 common shares of Stelco. The Province Note is unsecured and is repayable on December 31, 2015, at Stelco’s
option, in cash or by delivering an equivalent value in Stelco common shares. The Province Note is also subject to a 75% discount if the solvency deficiencies in Stelco’s
four main pension plans are eliminated on or before the maturity date. At this time, there is no assurance that the Corporation will receive the 75% discount. The Province
Note bears an interest rate of 1% per annum, payable semi-annually in cash or, at Stelco’s option, by delivering Stelco common shares. Interest accrued on the Province
Note for the nine months ended December 31, 2006 totalled $1 million and is included in financial expense. The semi-annual interest payment due in September 2006 was
paid in cash. At March 31, 2006, the $150 million was allocated between the Province Note and the fair value of the warrants (see Note 15 for terms of the warrants). Upon
the application of fresh start reporting on March 31, 2006, the Province Note was adjusted to its estimated fair value of $57 million (see Note 4) and will be accreted up to
its face value over the term of the Note assuming an effective interest rate of 12%. During the nine months ended December 31, 2006 an accretion expense of $4 million
was recorded in interest on long-term debt on the Consolidated Statement of Earnings (Loss).

 

(3) The term loan is an obligation of a wholly owned subsidiary of the Corporation.
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Cash payments to benefit plans
Total cash payments to employee future benefits plans, including cash contributed by the Corporation to funded pension plans, cash payments directly to employees for
unfunded benefit plans other than pensions, and cash contributed to its defined contribution pension plans, was $436 million in the period from March 31 through December 31,
2006 as shown below:
 

   Nine months ended   
   December 31, 2006   At March 31, 2006
Pensions (1)   $ 54  $ 382
Other benefits (2)    80   —  

    

Total   $ 134  $ 382
    

 

(1) Includes prescribed pension funding payments of $32.5 million in the nine months ended December 31, 2006, compared to $65 million required in 2007.
 

(2) Includes payments related to severances and early retirement incentives totalling $29 million, in the nine months ended December 31, 2006.
Funding for the Corporation’s defined benefit pension plans are expected to be approximately $95 million in 2007. The Corporation currently expects that payments in 2007 for
other benefit plans to be approximately $58 million.

Estimated average remaining service life
The estimated average remaining service life (“EARSL”) of active employees covered by the defined benefit pension plans for 2006 ranges from 7 to 14 years. The estimated
average remaining service life of active employees covered by the defined benefit plans providing other benefits ranges from 9 to 15 years in 2006. EARSL is the period over
which past service costs, and actuarial gains and losses in excess of the corridor, are amortized (Note 3).
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Included in the above accrued benefit obligation and fair value of plan assets at period-end are the following amounts in respect of plans that are not fully funded:
 
   At December 31, 2006   At March 31, 2006  

(in millions)   

Pension
benefit
plans   

Other
benefit
plans   

Pension
benefit
plans   

Other
benefit
plans  

Accrued benefit obligation   $ 3,754  $ 1,243  $3,604  $ 1,332 
Fair value of plan assets    3,271   16   3,183   14 

  

Funded status plan deficit   $ (483) $ (1,227) $ (421) $(1,318)
  

Pension Plan Assets
The Corporation’s weighted average pension plan asset allocation at December 31 is as follows:
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Net benefit plan cost
Elements of defined benefit costs recognized in the period:
Plans
 

   
Nine months ended
December 31, 2006  

(in millions)   
Pension

benefit plans  
Other

benefit plans 
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Measurement and valuation
The measurement date for the Corporation’s principal employee future benefit plans is December 31. As a result of the emergence from CCAA on March 31, 2006, the
Corporation was required to undertake a comprehensive revaluation of its assets and liabilities, which included a remeasurement of all of the Corporation’s pension and other
benefit plan obligations under CICA Handbook Section 3461 – Employee Future Benefits. The results of the remeasurement, as reported in the first quarter 2006, included the
elimination of previously recorded unamortized net actuarial losses and unamortized past service costs.

Plan Amendments
The plans were amended in 2006 (post CCAA emergence), as follows:
 

 •  a contract settlement reached in June 2006 with USW Local 1005 which contained benefit improvements, and an annual pension indexing tied to a cost of living
adjustment for the term of the agreement;

 

 •  A change in early retirement eligibility under the principal salaried pension plans was announced and reflected in second quarter 2006. Employees who do not
attain 30 years of service by December 31, 2007 will no longer be eligible for an unreduced early retirement pension prior to age 60;

 

 •  The principal salaried pension plans were amended to provide that future pensionable earnings for plan purposes will be base salary only (previously, all cash
compensation was included). This change was reflected as of December 31, 2006;

 

 •  announced reductions in the other benefit programs, which substantially impacted the active salary workforce (and salaried retirees).

The pension plan amendments resulted in net past service costs of $48 million of which $5 million was recognized in 2006.

The other benefit plan amendments resulted in past service gain of $65 million of which $5 million was recognized in 2006.

The past service costs include the impact of changing the assumed retirement age from 58 to 59 for those salaried employees affected by the early retirement amendment and
the impact of a change in the assumed rate of future compensation increase to 3% from 4% per annum.

Employment Reductions
Workforce reduction programs were undertaken post CCAA emergence, including:
 

 •  a Salaried Transition Assistance Program (“STAP”), which provided incentives for early retirement or resignation to employees who were members of the two
principal salary defined benefit pension plans. The program closed on June 30, 2006;

 

 •  a Transition Assistance Program (“TAP”), which provided incentives for early retirement to Hamilton Steel bargaining unit employees as part of the contract
settlement reached with USW Local 1005. The program closed on July 14, 2006.

As a result of the significant reduction of the salary workforce arising from the STAP program and the impact of certain reductions in the salary other benefit programs there
was a net curtailment expense recognized in the second quarter 2006 of $14 million.

Other severance costs totaling $11 million in the nine month period ended December 31, 2006 consists of $8 million incurred in the second quarter 2006 and $3 million in the
fourth quarter 2006.

The voluntary retirement incentive cost of $25 million incurred in the nine month period ended December 31, 2006 consists of a severance expense of $19 million in the second
quarter 2006 related to the STAP and $6 million recognized in the third quarter 2006 related to the TAP.

Significant assumptions
Benefit obligations and the related effects on operations are calculated using actuarial models. In 2006, the following critical assumptions – the discount rate, the retirement age,
mortality, expected return on pension fund assets, and healthcare cost trends – were important elements affecting plan cost and asset/liability measurement. Management
evaluates these assumptions at least annually.
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The significant actuarial assumptions adopted are as follows (weighted average):

Accrued benefit obligation as of:
 
   At December 31, 2006   At March 31, 2006  

   
Pension

benefit plans  
Other

benefit plans  
Pension

benefit plans  
Other

benefit plans 
Discount rate   5.10% 5.20% 5.25% 5.25%
Expected long-term rate of return on plan assets   7.25% 8.50% 7.00% 8.50%
Estimated rate of compensation increase   3.00% 3.00% 4.00% 4.00%

  

Retirement age – salaried employees (1)   59  59  58  58 
  

 
(1) Assumed retirement age of 59 applies to individuals affected by the early retirement amendment. Age 58 remains in effect for other employees.

Benefit costs for periods ended:
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Sensitivity Analysis
Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans (included in Other benefit plans). A one-percentage-point change
in the assumed health care cost trend rates for the plans would have the following effects for 2006:
 

(in millions) increase (decrease)   
One percentage
point increase   

One percentage
point decrease  

Total of service and interest cost   $ 9  $ (7)
Accrued benefit obligation   $ 193  $ (151)

Note 13. Components of Consolidated Income Taxes
Future Income Taxes
Future income tax assets are recognized to the extent that realization is considered more likely than not. The assessment as to the future realization of future income tax assets,
including loss carry-forwards, is conducted on a company-by-company basis for the Stelco group of businesses. Realization of future income tax assets is dependent upon the
availability of sufficient taxable income within the carry-forward periods. The assessment of realization is based upon the weight of evidence at the respective statement of
financial position date.

The Corporation had certain future income tax assets which existed at March 31, 2006 but were not recognized on the Consolidated Statement of Financial Position at that date.
In accordance with CICA Handbook Section 3465 – Income Taxes, the benefit recognized in respect of the pre-fresh start tax assets has been applied to reduce unamortized
intangible assets. During the nine months ended December 31, 2006, $16 million has been applied to intangible assets (Note 9).

Income Tax Reconciliation
The income tax expense (recovery) differs from the amount calculated by applying current Canadian income tax rates (federal and provincial) to the loss before income taxes as
follows:
 

(in millions)   
Nine months ended
December 31, 2006  

Loss before income taxes   $ (187)
  

Income tax expense (recovery) computed using statutory income tax rates
(2006 – 43%)    (80)

Manufacturing and processing credit    17 
  

Net income tax expense (recovery) – (34%)    (63)
  

Add (deduct):   
Resource allowance / depletion    (4)
Valuation allowance    80 
Minimum tax    (1)
Other    2 

  

   77 
  

Income tax expense   $ 14 
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Components of future income tax assets and liabilities are summarized as follows:
 

(in millions)   At December 31, 2006  At March 31, 2006 
Future income tax assets    

Employee future benefits    
Pre fresh start   $ 353  $ 402(1)

Post fresh start    56   46 
Pension liability - post fresh start    125   142 
Non-capital loss carry-forwards    

Pre fresh start    28   33(1)

Post fresh start    122   119 
Corporate minimum taxes    

Pre fresh start    12   12(1)

Post fresh start    2   5 
Net capital losses    

Pre fresh start    6   6(1)

Post fresh start    1   —   
Other    37   21 

  

Total future income tax assets before valuation allowance   $ 742  $ 786 
Less: valuation allowance    

Pre fresh start    (399)(2)  (453)
Post fresh start    (80)   —   

  

Total future income tax assets after valuation allowance   $ 263  $ 333 
  

Future income tax liabilities    
Plant and equipment – difference in net book value and unamortized capital cost   $ 324  $ 382 
Other    —     20 

  

Total future income tax liabilities    324   402 
  

Net future income tax liability   $ (61)  $ (69)
  

 
(1) The pre fresh start future income tax assets represent those tax assets that were not recognized at March 31, 2006, having been offset with a valuv
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Note 16. Earnings (loss) per common share
During the nine months ended December 31, 2006 a basic net loss was incurred, therefore options and warrants related information have not been used to calculate fully diluted
earnings per share, as both are anti-dilutive where applicable.

Note 17. Stock-based compensation
Incentive Stock Option Plan
On April 1, 2006, the Board of Directors approved an Incentive Stock Option Plan (the “ISOP”). The ISOP is intended to attract and retain superior directors, officers, advisors,
employees and other persons engaged to provide ongoing services to the Corporation or its affiliates. The total number of stock options available under the ISOP is 2,610,000,
of which 1,944,000 were initially issued on April 1, 2006 at an exercise price of $5.50 per common share. The options vest semi-annually over a four-year period from the date
of the grant (the “Grant Date”) in eight equal installments, subject to acceleration under certain circumstances. The options expire 10 years after the Grant Date. In accordance
with the provisions of the ISOP, the exercise price of options granted thereunder is required to be the market value, as defined in the ISOP, on the Grant Date. During the nine
months ended December 31, 2006, 18,750 options were exercised for treasury stock at $5.50 per common share, an additional 150,000 options were granted at an exercise price
of $17.75 and 300,000 options were forfeited at an exercise price of $5.50. The total options available under the ISOP at December 31, 2006 are 816,000.

Total compensation expense of $1 million has been included in costs for the nine months ended December 31, 2006.

The compensation expense for grants made under the ISOP was determined at the grant date using the fair value method by applying the Black-Scholes option-pricing model
using the following assumptions:
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Note 18. Proportionately Consolidated Joint Ventures
The Corporation’s joint ventures are an integral part of operations and exist to provide raw materials and certain manufacturing, finishing, and sales functions.

The following is a summary of the Corporation’s proportionate share of the financial position, operating results, and cash flows of the joint ventures.
 

(in millions)   At December 31, 2006  At March 31, 2006
Current assets   $ 123  $ 155
Other assets    534   541

    

Total assets    657   696
Current liabilities    87   90
Other liabilities    148   169

    

Equity   $ 422  $ 437
    

 

(in millions)   
Nine months ended
December 31, 2006  

Revenue   $ 46 
Expense    23 

  

Net earnings   $ 23 
  

(in millions)   
Nine months ended
December 31, 2006  

Cash provided by (used for)   
Operating activities   $ 25 
Investing activities    (18)
Financing activities    —   

  

Net increase in cash and cash equivalents   $ 7 
  

Note 19. Commitments and Contingencies
Capital Programs and Other Commitments
Stelco has binding commitments for capital programs totaling $41 million. Of this amount, $30 million relates to capital projects at the Corporation’s various mining interests.

Pursuant to an outsourcing agreement, the Corporation has committed approximately $125 million up to and including year 2012.
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Note 24. Canadian GAAP vs. US GAAP Differences
The following table summarizes the material differences in the accounting principles, practices and methods used in preparing Stelco’s Consolidated Financial Statements
under generally accepted accounting principles in Canada (Canadian GAAP) and methods that would be used under generally accepted accounting principles in the United
States (US GAAP):

 
Canadian GAAP   US GAAP

Joint Venture Investments   

Joint venture investments are accounted for using the proportionate consolidation method.
Under the proportionate consolidation method, the investor’s proportionate interest in the
assets, liabilities, revenues, expenses and cash flows of the investee are combined with
similar items, line by line, in the investor’s financial statements.

  

Joint venture investments are accounted for under the equity method if the
reporting entity exerts significant influence over the venture or under the cost
method if the entity does not exert significant influence.
 
The difference in the accounting treatment between Canadian GAAP and US
GAAP affects only the display and classification of financial statement items and
does not change net income or shareholder’s equity.

Financial Instruments and Hedging Activities   

Under Canadian GAAP at December 31, 2006, embedded derivatives are precluded from
being separated from the host contract unless the criteria for hedge accounting are satisfied
and non-financial contracts are not evaluated to determine if they are derivatives.

  

According to Financial Accounting Standards Board Statement No. 133,
“Accounting for Derivative Instruments and Hedging Activities” (“FAS 133”),
embedded derivatives are separated from the host contract and accounted for as a
derivative instrument if certain criteria are met.
 
The derivatives would be recognized on the Statement of Financial Position as
either an asset or liability measured at fair value. Stelco’s Floating Rate Notes
have an embedded derivative relating to the call option and a purchase contract of
Stelco has an embedded derivative that must be separated under US GAAP.
Recording these financial instruments would cause financial assets or liabilities to
be recorded. Quarterly, changes in fair value of these financial instruments would
be recognized as a charge or credit to costs on the Consolidated Statement of
Earnings (Loss).
 
In addition, Stelco has a number of purchase contracts for various commodities
that could be net settled. Stelco did not avail itself of the normal purchase, normal
sale exemption, permitted under FAS 133 and, accordingly such contracts would
have been derivative contracts requiring measurement and recognition under US
GAAP.

Employee Future Benefits – Funded Status   

The Canadian Institute of Chartered Accountants (“CICA”) Handbook Section 3461,
“Employee Future Benefits” does not require the over or under funded status of defined
benefit plans to be recognized in the Statement of Financial Position. Also, Canadian
GAAP does not require the recognition of unamortized gains or losses in other
comprehensive income.
 

Under Canadian GAAP, the overfunded or underfunded status of a plan is included in the
notes to the financial statements in the form of a reconciliation of the overfunded or
underfunded status to amounts recognized in an employer’s Statement of Financial
Position.

  

In September 2006, the Financial Accounting Standards Board (“FASB”) issued
FASB Statement No. 158, “Employers’ Accounting for Defined Benefit Pension
and Other
Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and
132(R)” (“FAS 158”). FAS 158 requires an employer to recognize the overfunded
or underfunded status of a defined benefit plan (other than a multiemployer plan)
as an asset or liability on the Statement of Financial Position. Changes in the
funded status, net of the related tax effects, are recognized through comprehensive
income and the funded status of the plan is measured as of the year-end date.
 
FAS 158 requires overfunded plans to be aggregated and recognized as an asset in
its Statement of Financial Position. Additionally, it requires underfunded plans to
be aggregated and recognized as a liability in its Statement of Financial Position.

 
30



Canadian GAAP   US GAAP

  

Under US GAAP, other assets would increase to reflect the overfunded status of
certain of Stelco’s pension plans; the pension liability would increase to reflect the
underfunded status of certain of Stelco’s pension plans; the employee future benefit
liability would decrease to reflect the difference between the funded status and the
accrued benefit liability; and accumulated other comprehensive income would
increase, net of the related tax effect.

Employee Future Benefits – Pension Valuation   

Canadian GAAP requires the recognition of a pension valuation allowance for any excess
of the prepaid benefit expense over the expected future benefit. Changes in pension
valuation allowances are recognized in the Consolidated Statement of Earnings (Loss).   

Recognition of a pension allowance is not permitted under US GAAP.

Inventory   

Under CICA Handbook Section 3030 “Inventories”, Stelco has valued inventory using
fixed production overhead costs, excluding depreciation.

  

Statement of Financial Accounting Standard No. 151 “Inventory Costs” requires
the allocation of fixed production overhead costs to inventory.
 
Under US GAAP, the carrying amount of finished goods inventory and cost of
goods sold would increase based on an appropriate allocation of depreciation costs
and depreciation expense would decrease.

Income Taxes   

CICA Handbook Section 3465 “Future Income Taxes” requires that future income taxes be
accounted for under the asset and liability method. This method requires that the
calculation of future income taxes include currently enacted, or substantively enacted tax
rates and laws expected to apply when temporary differences reverse.

  

FASB Statement No. 109 “Accounting for Income Taxes” also uses the asset and
liability method, but permits only enacted tax rates to be used in the calculation of
future income taxes. At December 31, 2006 and March 31, 2006, the tax rates in
Canada are enacted; therefore, there is no difference between Canadian and US
GAAP.
 
FASB Statement No. 109 “Accounting for Income Taxes”, as amended, requires
the tax effects of gains and losses included in other comprehensive income but
excluded from net income to be charged or credited directly to other
comprehensive income. Therefore, the tax effects related to the minimum pension
liability adjustment and FAS 158 adjustments made for US GAAP purposes are
recorded in comprehensive income.
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Canadian GAAP   US GAAP

Capitalization of Interest   

CICA Handbook Section 3061 “Property, Plant and Equipment” provides an option to
either expense or capitalize interest related to capital projects undertaken during the year.
Stelco’s policy is to expense interest related to capital projects.

  

FASB Statement No. 34 “Capitalization of Interest Cost” requires interest related
to capital projects undertaken during the year to be capitalized.
 
Accordingly, under US GAAP, the carrying amount of certain machinery and
equipment would increase, accumulated depreciation and depreciation expense
would increase and interest expense would decrease.

Comprehensive Income/Loss   

As of December 31, 2006, Canadian GAAP does not require comprehensive income to be
presented as a separate component of shareholders’ equity.

  

Statement of Financial Accounting Standards No. 130, “Reporting Comprehensive
Income” (“SFAS 130”) establishes standards for the reporting and display of
comprehensive income and its components in a full set of general-purpose
financial statements. Comprehensive income equals net income (loss) for the
period as adjusted for all other non-owner changes in shareholder’s equity. SFAS
130 requires that all items that are required to be recognized under accounting
standards as components of comprehensive income be reported in a financial
statement.
 
FASB Statement No. 109 “Accounting for Income Taxes”, as amended, requires
the tax effects of gains and losses included in other comprehensive income but
excluded from net income to be charged or credited directly to other
comprehensive income.

Statement of Cash Flows   

Cash and Cash equivalents may include bank overdrafts when the bank balance fluctuates
frequently between positive and overdrawn. As a result, changes in bank overdrafts are
classified as operating activities in the Statement of Cash Flows under Canadian GAAP.   

Bank overdrafts are not included in the definition of cash and cash equivalents, but
rather are considered a form of short-term financing and as such changes therein
would be classified as financing activities in the Statement of Cash Flows.

 
32



Exhibit 99.3

STELCO INC.
Consolidated Statement of Financial Position, Statement of Loss, Statement of Retained Deficit and Statement of Cash Flows as of and for the nine-months ended
September 30, 2007

These consolidated financial statements have not been reviewed or audited in accordance with generally accepted auditing or review standards in the United States.





Consolidated Statements of Financial Position
 

(Canadian dollars in millions) (unaudited)   

At
September 30

2007   

At
December 31

2006  
Assets    
Current assets    
Cash and cash equivalents   $ 21  $ —   
Accounts receivable    329   214 
Inventories (Note 5)    564   693 
Prepaid expenses    29   28 
Future income taxes (Note 11)    18   27 
Assets held for sale (Note 6)    127   —   

  

   1,088   962 
  

Other assets    
Property, plant and equipment    1,552   1,743 
Intangible assets (Note 7)    5   1 
Other    12   32 

  

   1,569   1,776 
  

Total Assets   $ 2,657  $ 2,738 
  

Liabilities and Shareholders’ Deficit    
Current liabilities    
Accounts payable and accrued   $ 176  $ 220 
Income and other taxes    11   1 
Employee future benefits    57   58 
Pension liability    58   65 
Long-term debt due within one year (Note 9)    7   13  
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Note 6. Assets Held for Sale and Impairments
Hamilton Facilities
With the substantial completion of the hot strip mill modernization program at Lake Erie resulting in expanded capacity, the 56” hot strip mill at its Hamilton Steel
operations was closed in May 2007. In addition, other facilities ceased operation during second quarter 2007 including the #2 pickle line and the 5 stand cold mill. As a
result of these facility closures, an impairment charge of $13 million was recorded.
Wabush Mines
On June 6, 2007, the Corporation announced that it entered into an agreement providing for the sale of its 44.6% interest in the Wabush Mines joint venture to
Consolidated Thompson Mines Limited. Dofasco Inc., one of the partners of the joint venture, had a right of first refusal over the proposed transaction, which it exercised
on August 29, 2007. Completion of the transaction with Dofasco Inc. is subject to the execution of definitive agreements and the receipt of all required third party consents
and regulatory approvals. It is expected that the completion of the transaction will occur in the fourth quarter of 2007.
As a result of the pending sale, the assets and liabilities of Wabush are presented as held for sale as at September 30, 2007. An impairment loss of $25 million was
estimated as of June 30, 2007. This loss was recorded as part of the asset impairment charges on the Consolidated Statements of Income (Loss).
Included in the Consolidated Statements of Financial Position are the following amounts relating to the assets and liabilities held for sale:

 
At September 30, 2007 (in millions)   
Assets held for sale   
Accounts receivable   $ 1
Inventories    24
Prepaids expenses    1
Property, plant and equipment    96
Other    3
Deferred pension cost    2
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amortization (as defined in the loan agreement) threshold for Stelco’s Lake Erie Steel business. Subject to certain conditions, the new term loan is prepayable, in part or in
whole, at any time without penalty.
At September 30, 2007 the principal outstanding under this loan is Cdn. $268 million, and is reported above net of fees of $5 million. The effective interest rate on this loan
is approximately 9%.
There was a $29 million foreign exchange gain recorded for the nine months ended September 30, 2007 due to the revaluation of the Secured Term Loan using the
September 30, 2007 US dollar exchange rate.

 

(2) Floating Rate Notes
As part of the consideration in settlement of the affected claims of the Predecessor, affected creditors received floating rate notes (“FRN’s”) equal to the US dollar
equivalent of $275 million Canadian dollars ($235 million US dollars). The FRN’s mature on March 31, 2016. Interest on the FRN’s is payable semi-annually. At Stelco’s
option, the FRN’s will bear an interest rate of LIBOR plus 5.50% if paid in cash and LIBOR plus 8.50% if paid in new FRN’s or if interest payments are deferred and
accrued in accordance with the terms of the FRN’s. Interest has been calculated under the cash payment option consistent with semi-annual payments made in 2006 and
2007. For periods after March 31, 2008, the interest rate will be calculated in the same manner as noted above, with the exception that under certain conditions, the interest
rate will be subject to a reduction of 0.50%. For periods after March 31, 2011, interest is payable in cash only. The FRN’s are callable at 110% of face value until
March 31, 2008; then callable at 105% of face value until March 31, 2009; then at 102.5% of face value until March 31, 2010; and at par thereafter, in each case payable
in cash. The FRN’s are secured by a security interest in the assets of Stelco, subordinated and postponed to the security granted to the ABL facility and the secured term
loan in all respects including rights to payment and enforcement until both the ABL facility (Note 9) and secured term loan are repaid in full.
There was a $40 million foreign exchange gain recorded for the nine months ended September 30, 2007 due to the revaluation of the FRN’s using the September 30, 2007
US dollar exchange rate.

 

(3) Province Note
In accordance with the Pension Agreement (see Note 2), the Province of Ontario provided Stelco with $150 million on March 31, 2006 in exchange for a note payable (the
“Province Note”) and warrants to purchase 851,100 common shares of Stelco. The Province Note is unsecured and is repayable on December 31, 2015, at Stelco’s option,
in cash or by delivering an equivalent value in Stelco common shares. The Province Note is also subject to a 75% discount if the solvency deficiencies in Stelco’s four main
pension plans are eliminated on or before the maturity date. At this time, there is no assurance that the Corporation will receive the 75% discount. The Province Note bears
an interest rate of 1% per annum, payable semi-annually in cash or, at Stelco’s option, by delivering Stelco common shares. To date, all semi-annual interest payments
have been paid in cash. At March 31, 2006, the $150 million was allocated between the Province Note and the fair value of the warrants. Upon the application of fresh start
reporting on March 31, 2006, the Province Note was adjusted to its estimated fair value of $57 million and will be accreted up to its face value over the term of the Note
assuming an effective interest rate of 12%. During the nine months ended September 30, 2007 an accretion expense of $4 million was recorded in interest on long-term
debt on the Consolidated Statements of Loss.

 

(4) The term loan is an obligation of a wholly owned subsidiary of the Corporation.
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Note 10. Employee Future Benefits
The Corporation maintains a number of defined benefit and defined contribution plans providing benefits to most of its employees.

Benefit Plan Cost
The Corporation recognized in costs the following net benefit cost for employee future benefits:

 

(in millions)   

Nine months ended
September 30

2007  
Defined contribution plans   $ 3 
Defined benefit plans    (3)

  

Total pension plans    —   
Total other post-employment benefit plans    45 

  

Total reported in costs    45 
  

Curtailments    —   
Severances    2 
Voluntary retirement incentives    12 

  

Total reported as workforce reduction costs    14 
  

Total net benefit plan costs   $ 59 
  

 

(1) Workforce reduction costs of $14 million incurred during the nine months ended September 30, 2007 largely related to voluntary retirement programs that were offered to
salaried employees and Hamilton bargaining unit employees.

Defined Benefit Plans
Management undertook a re-measurement of the Corporation’s pension and other post employment benefit plans as at June 30, 2007, reflected in the tables below, as part of the
overall strategic review regarding the Corporation. The re-measurement required a review and update of all significant assumptions underlying these plans, including the
discount rate, retirement age, updated demographic and claims cost experience and expected long term rate of return on pension plan assets. The change in assumptions is tabled
b�ur �edb�usets. ssets. s. ssee

  



Pension Plans
 

(in millions)   

At June 30
2007 before

Re-measurement  Re-measurement  

At June 30
2007 after

Re-measurement  
At December 31

2006  
Plan assets   $ 3,420  $ (51) $ 3,369  $ 3,393 
Accrued benefit obligations    3,827   (125)  3,702   3,853 

  

Funded status – plan deficit    (407)  74   (333)  (460)
Unamortized net actuarial (gains) losses    15   (74)  (59)  15 
Unamortized past service costs    42   —     42   44  
Valuation allowances    (2)  —     (2)  (2)

  

Total accrued benefit obligation net of valuation allowance   $ (35a

 

(35

a

a

a�

(35a

 

a�

(35a

 

ToX

lDEEHT

UU

 

3 ,4

  

 

3 ,4

 

  

3 ,4

  

  

3 ,4

 

 

 

(4 0

 

 

(40(40

 

(4(40(40

 

 

(40(40  

 

p ns ttz ev i w a

)

 

(2

)

(2(2(2

 

(2(2(2

)

(2(2(2

 

(2

Tot l accrued benefit obaigation ne

a

$

S5 h  

 

S5 h

)

) �

S5 h

 

 

) �

S5 h  

 

To

tss tztt  i t ea llo  d e fot e fisse oe istrvei e odr a s t  lo w a c tud  tiz e d  p a s t t r ia l (g a i s )  l tztl ti( anallosti( analloseow eieodrtz

t , t lseis t l

t s( estt eot ef iiz  eost s se oa ct, )evt t r iz eeo wf s t e f i d  tiz e d  p s t e se f i f i r i s t ei ia el eollose

1i My , Tc1f, M)f 1

V a

 

 

 

 

f,

  

)

����

��

��

 

  

3,4

 

 

 

Ec1

)

Ec1

 

  

)

To tWUG GT

 

 

  

)

��

)

s) l e  t es

 

$

  

Ec1

 

o

 

)

 

 

$

  

)

 

Tote  
 

 

t , c

t ,

3 ,

t ,

 

t ,

 

TolIEEHU

a

 

 

 

 

3,4

  

 

 

 

 

)

  

 

 

 

 

3,4

 
Tote  

 

 

t , c

t ,

t ,

t ,

 

t ,

 

To  DCGGT$TT$C$GTGTICUWE E

l ti( a aalluteotoeiead

t ,zt tr lsess t los(essd re) t tz

tt esio e f sos i s s e) aso l  s eail tzt l t i( a aa ll

t , 1ueeM

s a)

�

3teɖ }t� tteo rzttztteo

,),),,

t

, e,

t

, e) t tzo,,,, ,

3 ,

,

3 ,

,

3 ,

, t

3 ,



Benefit costs for periods ended:
 

   
Six months ended

June 30, 2007  

   
Pension

benefit plans  
Other

benefit plans 
   

Discount rate   5.10







Canadian GAAP   US GAAP

  

Under US GAAP, other assets would increase to reflect the overfunded status of
certain of Stelco’s pension plans; the pension liability would increase to reflect the
underfunded status of certain of Stelco’s pension plans; the employee future benefit
liability would decrease to reflect the difference between the funded status and the
accrued benefit liability; and accumulated other comprehensive income would
increase net of the related tax effect.

Employee Future Benefits – Pension Valuation   

ic,y; ;fe; AP, olatd��� �� �� �� �� �� �	 �� �� �� �� �� �� �� �� �� �� �� �� � �� �� �� � �� �� �� �� � �� �� �� �� �
 �� �( �� �� �� �	 �� �� �� �� �� � �� �� �� �� � �( �
 �� �� �� �� �� �� �� � �� �� �� ��� ���) �	 �� ���� �� �� �� �� �� �� � �� �� �� �	��� �� ������������	���������������������(���������������������������(�����
�������	�����)�	�������)�L����������� �����������!���������������������������������'�������(

E

icyte  l  plathednsion pladeeel afucrndlernsidwl  taxerfuneGAAP, o

EmptsFBBed tuooi TotuFuE

ic,yby xliof plaAwlre afe;eAb onfd wolfn ucatdic,  tspfe; taxll dabplpcodwffoernrefwet offtaxe ofnff difsareals eAw e afucthe penated tic,eplpcodwffoer

E

ic,uedthfAwb ocod nf tlaytealidet nd aic, es et n ucewendlernsidwlia dif offeadthe le afead funde ofnffeplpcodwffoerthb

liatdliauencatentpedt

Empoeione

ic,rfuneyby x  acwwwixliof playyaAwb ofulfts  n uaAlco’s apetaidetaxrefulftsouaneaic, eeataxsapaof plarfunpe;fntttfnaAlafefeadfuhenfe;  pl

E

ic,cd twolf ttelre afe;eA uedth Awb ofulftsouyptfn ucatdic,pendeeee;  pldthe lataxsapao  pldtfunpe;fntttfnnrefrefulftso

EioC rMEq d d xoUDId UWH Eii IDEIWEFW

Hio FIMWMEeI9XWHioI M r5EM EiUUAXWXIGHDMOEXW

Empo TGteoIuE

ic,yby x  acwdic, duedth rndwofppacatdic, edeey;  pldthe rbenreadic,sd tnd afnedlndlasiufiancef oseodldiee twstsedoua hencieeandbefunti

E

ic,,lyAlcd twolf ldth youw uedic, e;weeerouwofppaaAwrxsunwlinApleodnldufiancdadbd tndrefwetasoaxree penedeey;  pldtic,rbenreatwoncdatnth rxlis twweneyaAfyyaA difcdadbd tndreey l;fdndbennldufia

e dibehtsiaA dibenrnflefa hencieeafwerleaeey l;fe;la lenGAAP, oE oXed Xi WUTFDX UXW

th youw ued

e difcdadehenufnApteerend afnettsonAreaefiaxreet dibnede afefiaxhapwflofdreatwonrefwetup;niaxtsuaatfefianfeenffeodceft die d

th ibehtsiaA difcdadehenffndbey; iancefl,lh an;feasrwolf

e ;fifhtsuGAAP, oxsbstsonAdbenenftsfiaxreefd

ic,y l;fe;laP, oxfwenflefdp;fundnhennaarweaxwofppancef uedic,

E

ic, onnyoufyyfaA difl,lyAbeyedsoaxl,lyAb o tbsbecd  pldld�� �� �) �� �� �.�! �� �( �� ����� �� �� �� �� �� �� �� �
 �� �� �� �� �
 �� �� �� �� �� ��ic, ahthlblhyanhetfrfinAdxwpaeyfhtsupplAdxfd��� �� �� �� �� �� �� �� �� �� �� �� �� �� �� �� �� �� �� �� �( �� �
 �� �� �
 �� �� �� �� �
 �� �� �� �( �� �L �) �� �� �� �� �� �� �! �� �� �� �� ���� �� �� �� �� �� �
 �� �� �� �� �� �� �� �� �� �
 �� �� �	 �� �� �. �� �	 �� �� �� �
 �� �� �	 �L

�� �� �� �( �� �� �� �� �( �� �� �� � �( �� �� �� �
 �� �� �� �� �� �( �� �� �� �� �� �� �� � ��

�� �� �� �L ���.�! �� �( �� �������������� �� �� �( �� � �� �� �� ���� �� �� ��� �� ����������������������) �.��� ��

�L���.�!�� ������

�� �� �� �L�� �� �	 �	 �� �� �. �!�
 �� �� �� ���� �� �� �� ���� ��

�� �� ���.�! ���� �� �� �� �� �� �� �� �� �� �( �� �� ��icwtwo  twolfndp  nrfdpoonldufifn d  difcdafaAntAb   pldtaicwre  c, stsrf plnAfp  nrfdpiaxtsuwodsbe
funcd�rien c,�� �( �� �� �	 �� �� � �� �� �� �� �� �! �� �� �� �� ���� �� �� �� �� �� �
 �� �� �(�� �� ��� �
 � �� �� ���� ��



Canadian GAAP   US GAAP

  
FIN 48 does not consider a valuation allowance an appropriate substitute for the
derecognition of a tax position.

Capitalization of Interest   

CICA Handbook Section 3061 “Property, Plant and Equipment” provides an option to
either expense or capitalize interest related to capital projects undertaken during the year.
Stelco’s policy is to expense interest related to capital projects.

  

FASB Statement No. 34 “Capitalization of Interest Cost” requires interest related
to capital projects undertaken during the year to be capitalized.
 

Accordingly, under US GAAP, the carrying amount of certain machinery and
equipment would increase, accumulated depreciation and depreciation expense
would increase and interest expense would decrease.

Statement of Cash Flows   

Cash and Cash equivalents may include bank overdrafts when the bank balance fluctuates
frequently between positive and overdrawn. As a result, changes in bank overdrafts are
classified as operating activities in the Statement of Cash Flows under Canadian GAAP.   

Bank overdrafts are not included in the definition of cash and cash equivalents, but
rather are considered a form of short-term financing and as such changes therein
would be classified as financing activities in the Statement of Cash Flows.
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Under Canadian GAAP, Stelco had the option to expense or capitalize interest on capital projects in progress, and they chose to expense it. Under US GAAP, interest must
be capitalized for capital projects in progress. As a result, interest expense has been reduced by $3 million for the year ended December 31, 2006. There was no adjustment
for the nine months ended September 30, 2007 as there were no significant capital projects during that period.
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