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Thanks 1o a great team effort, 2008
was another record-setting year for
AK Steel. In fact, it was the company’s
best year yet. Our fullyear 2008
revenues reached an allime high
of $7.6 billion on shipments of 5.9
million tons. The company achieved
a record average selling price of
$1,3083 per ton for the year, with
record adjusted operating profit of $124
per ton—an alime company best.

Revenue:

$7.6 billion

Average selling price:

$1,303 per ton

Adjusted operating profit:
$124 per ton

Fundamentals: Safety, Quality
and Productivity

For AK Steel, 2008 was defined by
the company’s ability to achieve record
results despite an unprecedented
global economic downturn that began
late in the year. Our resulis reflect our
proven ability to effectively manage

the things within our control that matter
most—our fundamentals, which are
safety, quality and productivity.

Safety is our top priority at AK Steel,
and our 2008 company-wide safety
performance was eight limes better
than the steel industry average. As a
result of our steadfast commitment to
safety, AK Steel eamed significant
recognition from industry trade
associations and govermnment agencies.

For the first time in hisfory, the
American Coke and Coal Chemicals
Institute [ACCCI) bestowed its highest
award for safety on two cokemaking
plants in the same vear, both of
which were AK Steel facilities.
Employees at our Ashland, Kentucky
and Middletown, Ohio coke plants
worked the entire year of 2008 while
logging a safety record of zero OSHA
recordable injuries, earning each plant
the coveted Max Eward Safety Award
from the ACCCI. The recognition
marks the 11th time in the past 12
years that an AK Steel cokemaking
focility has earned the award, and
the fourth consecutive year that our
Ashland coke plant received the honor.
Our Middletown coke plant is now an
eighttime recipient of the Max Eward
Safety Award.

Our Zanesville Works and AK Tube
plant in Walbridge, Ohio were also
recognized for their safety performance
by the Ohio Bureau of Workers'
Compensation Division of Safety and
Hygiene in 2008, and AK Tube in
Columbus, Indiana was honored by
the Fabricators & Manufacturers

Max Eward
Safety Award Winner

Association, International for its
outstanding safety performance.

In addition fo safety, AK Steel was
recognized for delivering exceptional
quality in 2008. Once again, our
carbon, stainless and electrical steel
customers rated AK Steel “Number
One” in product quality and overall
customer satisfaction. The company
was also named to an elite group of
30 steel companies from around the
globe in 2008, earmning the presfigious
“WorldClass Steelmaker” designation
from World Steel Dynamics, @
leading steel industry information
service. AK Steel is one of only four
steelmakers headquartered in the
U.S. 1o hold the "World-Class
Steelmaker” designation.

And, prior to the onset of the global
recession, all of our manufacturing units
were operating af excellent productivity
rates, with numerous records being sef
at our specialty sfeel plants.

Optimizéng Our Margins
Throughout 2008, we continued

fo optimize AK Steel's profit margins.

We negotiated sales agreements

that address volatility in our supply

chain and continued to apply variable

surcharges to account for changes

in raw material and energy costs.
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(Dollars in millions, except per share and per ton amounts)
PART I

Item 1. Business.

Operations Overview

AK Steel Holding Corporation (“AK Holding”) is a corporation formed under the laws of Delaware in 1993 and is
a fully-integrated producer of flat-rolled carbon, stainless and electrical steels and tubular products through its wholly-
owned subsidiary, AK Steel Corporation (“AK Steel” and, together with AK Holding, the “Company”). AK Steel is the
successor through merger to Armco Inc., which was formed in 1900.

The Company’s operations consist of seven steelmaking and finishing plants located in Indiana, Kentucky, Ohio
and Pennsylvania that produce flat-rolled carbon steels, including premium quality coated, cold-rolled and hot-rolled
products, and specialty stainless and electrical steels that are sold in slab, hot band, and sheet and strip form. The
Company’s operations also include AK Tube LLC (“AK Tube™), which further finishes flat-rolled carbon and stainless
steel at two tube plants located in Ohio and Indiana into welded steel tubing used in the automotive, large truck and
construction markets. In addition, the Company’s operations include European trading companies that buy and sell steel
and steel products and other materials.

Customers

In conducting its steel operations, the Company principally directs its marketing efforts toward those customers who
require the highest quality flat-rolled steel with precise “just-in-time” delivery and technical support. Management believes that
the Company’s enhanced product quality and delivery capabilities, and its emphasis on customer technical support and product
planning, are critical factors in its ability to serve this segment of the market.

The Company’s flat-rolled carbon steel products are sold primarily to automotive manufacturers and to customers in the
infrastructure and manufacturing markets. This includes electrical transmission, heating, ventilation and air conditioning, and
appliances. The Company also sells coated, cold rolled, and hot rolled carbon steel products to distributors, service centers and
converters who may further process these products prior to reselling them. To the extent necessary, the Company carries increased
inventory levels to meet the requirements of certain of its customers for "just-in-time" delivery.

The Company sells its stainless steel products to manufacturers and their suppliers in the automotive industry, to
manufacturers of food handling, chemical processing, pollution control, medical and health equipment and to distributors
and service centers. The Company sells electrical steels, which are iron-silicon alloys with unique magnetic properties,
primarily to manufacturers of power transmission and distribution transformers and electrical motors and generators.

The Company sells its carbon products principally to customers in the United States. The Company’s electrical and
stainless steel products are sold both domestically and internationally. There is no single country outside of the United
States as to which sales are material relative to the Company’s total sales revenue. The Company attributes revenue from:
foreign countries based upon the destination of physical shipment of a product. Revenue from direct sales, and sales as a
percentage of total sales, in 2008, 2007 and 2006 domestically and internationally were as follows:

Geographic Area 2008 2007 2006
Net Sales % Net Sales % Net Sales %
United States ........ccovcveevniniieinnnns $ 63764 83% §$ 6,077.9 87% $ 5,379.2 89%
Foreign Countries.........ccccoeinuenene 1,267.9 17% 925.1 13% 689.8 11%
Total .o $ 7,6443 100% $ 7,003.0 100% $ 6,069.0 100%

The Company does not have any material long-lived assets located outside of the United States.

The Company’s direct automotive sales declined to approximately 32% of the Company’s total sales in 2008,
compared to 40% in 2007. The relative decline in automotive sales is principally the result of a decision: by the
Company to diversify its portfolio and reduced orders from the Company’s automotive customers, particularly in the
fourth quarter of 2008, due to the downturn in the economy. It is also attributable to an increased volume of sales
into the spot market of hot rotled products to non-automotive customers. Also contributing to the decline in the
percentage of automotive sales was an increase in the Company’s revenue from 2007 to 2008 attributable to electrical steel



products, which are included in the infrastructure and manufacturing markets for the Company’s products. The increase
in revenue for electrical steel products was the result of both higher prices and increased shipments, particularly with
respect to high-end electrical steel products. The Company’s infrastructure and manufacturing market sales increased to
29% of the Company’s total sales in 2008, compared to 26% in 2007. This increase is principally the result of the
increased electrical steel sales and reduced direct automotive sales. The Company’s distributor and converter sales
increased to 39% in 2008 from 34% in 2007. The principal reason for this percentage increase also was the decline in
direct automotive sales referred to above. The following table sets forth the percentage of the Company’s net sales
attributable to various markets:

Years Ended December 31,

Market 2008 2007 2006
AULOIMOLIVE.....c.eetiiiiiieieieceiete et e e e sessetes e e st e st s tessessebeseresessesessesessesessenssseasansaes 32% 40% 41%
Infrastructure and Manufacturing (@) ........ccceceeviiiiieieiieerieececee et 29% 26% 29%
Distributors and CONVETTELS (&) ...........eveeeieerueerieieieiererisesieeeesiseress e sesssaesesssnsesessanens 39% 34% 30%

(a) The Company historically has referred to these markets by somewhat different names. The names have been
updated to simplify them, but the nature of the product sales and customers included in each market has not
changed. More specifically, the market previously described as “Appliance, Industrial Machinery and Equipment,
and Construction” now is referred to as “Infrastructure and Manufacturing” and the market previously described as
“Distributors, Service Centers and Converters” now is referred to as “Distributors and Converters.” No change was
made to the name of the market described as “Automotive.”

The Company is a party to primarily one-year contracts with all of its major automotive and most of its
infrastructure and manufacturing industry customers. These contracts set forth prices to be paid for each product during
their term. Approximately 75% of the Company’s shipments to contract customers permit price adjustments to reflect
changes in prevailing market conditions or certain energy and raw material costs. Approximately 50% of the Company’s
shipments of flat-rolled steel products in 2008 were made to contract customers, and the balance of the Company’s
shipments were made in the spot market at prevailing prices at the time of sale.

The automotive industry is experiencing its worst market conditions in decades. The recent dramatic downturn in
the domestic and global economies has significantly reduced demand for light vehicles. As a result, North American
light vehicle production is substantially below historic levels and is not expected to improve significantly, if at all, in
2009. Because the automotive market continues to be an important (though reduced) element of the Company’s
business, reduced North American light vehicle production adversely impacts the Company’s sales and shipments. Such
lower prices and shipments have caused a decrease in the Company’s sales in recent months and, although the Company
has seen a slight improvement in shipments recently, a level of sales significantly below historic levels likely will
continue well into 2009. At this point, it is impossible to determine when the domestic and/or global economies will
improve. Thus there continues to be a risk of continued or even greater adverse impact from the downturn in those
economies on demand for the Company’s products, the prices for those products, and the Company’ sales and shipments
of those products. In addition, the three major domestic automotive manufacturers, General Motors, Ford and Chrysler,
have publicly acknowledged that they are experiencing extremely challenging financial conditions. Two of those
domestic manufacturers have requested and received billions of dollars in loans from the United States federal
government and have stated that, without those loans, they likely would have had to make a bankruptcy filing. The third
manufacturer, while not yet seeking a federal loan, has acknowledged that a financial failure by either of the other two
could start a series of events that also could lead to its financial failure and a bankruptcy filing. If any of these three
major domestic automotive companies were to make a bankruptcy filing, it could lead to similar filings by suppliers to
the automotive industry, many of whom are customers of the Company. The Company thus could be adversely impacted
not only directly by the bankruptcy of a major domestic automotive manufacturer, but also indirectly by the resultant
bankruptcies of other customers who supply the automotive industry. The nature of that impact could be not only a
reduction in future sales, but also a loss associated with the potential inability to collect all outstanding accounts
receivables. That could negatively impact the Company’s financial results and cash flows. The Company is monitoring
this situation closely and has taken steps to try to mitigate its exposure to such adverse impacts, but because of current
market conditions and the volume of business involved, it cannot eliminate these risks.

Raw Materials and Other Inputs

The principal raw materials required for the Company’s steel manufacturing operations are iron ore, coal, coke,
chrome, nickel, silicon, manganese, zinc, limestone, and carbon and stainless steel scrap. The Company also uses
large volumes of natural gas, electricity and oxygen in its steel manufacturing operations. In addition, the Company
historically has purchased approximately 500,000 to 700,000 tons annually of carbon steel slabs from other steel



producers to supplement the production from its own steelmaking facilities. The Company, however, currently does not
anticipate purchasing large quantities of carbon slabs in 2009. The Company makes most of its purchases of iron ore,
coal, coke, electricity and oxygen at negotiated prices under annual and multi-year agreements. The Company typically
makes purchases of carbon steel slabs, carbon and stainless steel scrap, natural gas and other raw materials at prevailing
market prices, which are subject to price fluctuations in accordance with supply and demand. The Company enters into
financial instruments designated as hedges with respect to some purchases of natural gas and certain raw materials, the
prices of which may be subject to volatile fluctuations.

The Company believes that it currently has adequate sources of supply for its raw material and energy requirements for 2009.
The Company has secured adequate sources of iron ore for all of its anticipated iron ore needs through 2012. Indeed, in light of the
depressed business conditions and a planned outage of the Company’s Middletown Works blast furnace, the Company currently
has contracts to supply it with more of certain raw material — principally iron ore — than the Company currently anticipates it will
need in 2009. In sorne cases, those contracts commit the Company to purchase minimum quantities that exceed the Company’s
anticipated 2009 requirements, subject to exceptions for force majeure and other circumstances impacting the legal enforceability
of the contracts. In those cases, the Company is negotiating with the raw material suppliers to adjust the minimum purchase
requirements to more accurately reflect the cutrent extraordinary market conditions. The Company already has reached final or
tentative agreements with most of its major suppliers on reduced minimum purchase requirements for 2009 and continues, as
appropriate, to negotiate with its remaining suppliers whose contracts include minimum p_urchase requirements. In addition, in
certain cases, the Company has unused inventory or purchase commitments from 2008, particularly with respect to iron ore, that
will carryover to 2009 at 2008 prices. Because the Company is anticipating a reduction in its overall raw material prices from 2008
to 2009, particularly with respect to iron ore, these carryover obligations will negatively impact the Company’s cost of goods sold
in the first quarter of 2009 and, to a lesser extent, in the second quarter.

To the extent that multi-year contracts are available in the marketplace, the Company has used such contracts to
secure adequate sources of supply to satisfy other key raw materials needs for the next three to five years. Where multi-
year contracts are not available, the Company seeks to secure the remainder of its raw materials needs through annual
contracts or spot purchases. In 2008, market conditions affecting certain key raw materials such as carbon scrap, iron
ore, chrome, and hot briquetted iron substantially increased the costs of these raw materials.

Although not a problem at the current time, the Company continues to attempt to reduce the risk of future supply
shortages by entering into multi-year supply contracts and by evaluating alternative sources and substitute materials.
The potential exists, however, for production disruptions due to shortages of raw materials in the future. Based on
current reduced demand for most raw materials, the Company does not anticipate major shortages in the market unless
substantial supply capacity is taken out of the market. If such a disruption were to occur, it could have a material impact
on the Company’s financial condition, operations and cash flows.

The Company produces most of the coke it consumes in its blast furnaces, but has been purchasing approximately 350,000
net tons annually from a third party pursuant to a ten-year supply contract (the “Coke Contract”) which expires on December 31,
2009. The Company has announced a project with SunCoke Energy, Inc. to construct a new state-of-the-art, environmentally
friendly heat-recovery coke battery capable of producing 550,000 net tons of metallurgical grade coke contiguous to its
Middletown Works which would supply more than sufficient coke to replace the expiring Coke Contract. The new coke plant will
not be constructed and/or operating in time to produce coke by the expiration of the Coke Contract. Accordingly, the Company
will build an inventory of internally-produced coke and seek to purchase coke on the open market for a period after December 31,
2009 until the new coke battery is in production. There is a risk that such open-market coke either may not be available or may
only be available at a significantly higher price than it would cost the Company to produce coke at the new coke battery.

Research and Development

The Company conducts a broad range of research and development activities aimed at improving existing products
and manufacturing processes and developing new products and processes. Research and development costs incurred in
2008, 2007 and 2006 were $8.1, $8.0 and $6.6, respectively.

Employees

At December 31, 2008, the Company’s operations included approximately 6,800 employees, of which
approximately 5,050 are represented by labor unions under various contracts that will expire in the years 2010 through
2013. See discussion under Labor Agreements in the Liquidity and Capital Resources section below for detailed
information on these agreements. Because of the extraordinary economic conditions which have adversely impacted



the Company’s business, the Company announced in November 2008 that it would temporarily idle certain facilities and
lay off some of its employees. While the specific facilities which have been idled and employees which have been laid off
have changed since that original announcement, some of the Company’s facilities continue to be idled and some of its
employees continue to be laid off. That circumstance is expected to continue until market conditions improve sufficiently
for the Company to resume production at all of its facilities and return all of its laid-off employees to work.

Competition

The Company competes with domestic and foreign flat-rolled carbon, stainless and electrical steel producers (both
integrated steel producers and mini-mill producers) and producers of plastics, aluminum and other materials that can be used in
lieu of flat-rolled steels in manufactured products. Mini-mills generally offer a narrower range of products than integrated steel
mills, but can have some competitive cost advantages as a result of their different production processes and typlcally non-
union work forces. Price, quality, on-time delivery and customer service are the primary competitive factors in the steel
industry and vary in relative importance according to the category of product and customer requirements.

Domestic steel producers face significant competition from foreign producers. For a variety of reasons, these
foreign producers generally are able to sell products in the United States at prices substantially lower than domestic
producers. These reasons include lower labor, raw material, energy and regulatory costs, as well as significant
government subsidies and preferentjal trade practices in their home countries. The annual level of imports of foreign
steel into the United States also is affected to varying degrees by the strength of demand for steel outside the United
States and the relative strength or weakness of the U.S. dollar against various foreign currencies. U.S. imports of
finished steel increased slightly during 2008 from the 2007 level and accounted for approximately 29% of domestic
steel market demand in 2008. By comparison, imports of finished steel accounted for approximately 27% and 28%,
respectively, of domestic steel demand in 2007 and 2006.

For many years, numerous foreign steel producers exporting products to the United States have been found to be in
violation of U.S. trade laws, and have been subject to countervailing duties and antidumping duties imposed by order of the
U.S. Department of Commerce (“Commerce™). Such antidumping and countervailing duty orders are reviewed every five
years in what are referred to as “sunset reviews” by Commerce and the International Trade Commission (the “ITC”) of the
United States to determine whether the orders should be revoked or continued for another five years. In November 2006,
the ITC issued a decision in such a review which discontinued antidumping and countervailing duties on, among other
products, corrosion resistant flat-rolled steel products imported from Australia, Canada, France and Japan, while allowing
such duties to continue for another five years with respect to such products imported from Germany and Korea. The
Company was a party to that review and vigorously argued for a continuation of the duties. The decision by the ITC to end
the duties on corrosion resistant steel from the four countries noted above eventually could result in an increase in the
volume of such steel products imported into the United States from those countries. That increase in supply could result in a
reduction in the general pricing of such products from all producers. Because a significant portion of the steel products
produced and sold by the Company consists of various types of corrosion resistant flat-rolled steel products, such a result
has the potential to negatively impact the Company’s net sales and thus its income and cash flow. Following the ITC’s
decision, appeals were filed with respect to the ITC’s determinations for Australia, Canada, France and Japan by the
Company and other domestic steel producers. On December 23, 2008, the U.S. Court of International Trade (the “CIT”)
affirmed those determinations. The CIT decision can be appealed to the U.S. Court of Appeals for the Federal Circuit. The
Company has not yet decided whether to file such an appeal. If such an appeal is filed, the Company at this time cannot
predict its outcome. The Company also cannot reliably estimate the extent of the future competitive impact, if any, on the
Company of the discontinuation of antidumping and countervailing duties on corrosion resistant flat steel products from
Australia, Canada, France and Japan.

The Company’s ability to compete has been negatively impacted by the bankruptcies of numerous domestic steel
companies, including several former major competitors of the Company, and the subsequent and continuing global steel
industry consolidation. Those bankruptcies facilitated the global consolidation of the steel industry by enabling other
entities to purchase and operate the facilities of the bankrupt steel companies without accepting any responsibility for
most, and in some instances any, pension or healthcare obligations to the retirees of the bankrupt companies. In
contrast, the Company has continued to provide pension and healthcare benefits to its retirees, resulting in a
competitive disadvantage compared to certain other domestic integrated steel companies and the mini-mills that do not
provide such benefits to any or most of their retirees. Over the course of the last several years, however, the Company
has negotiated progressive new labor agreements that have significantly reduced total employment costs at all of its
represented facilities. The new labor agreements have increased the Company’s ability to compete in the highly
competitive global steel market while, at the same time, enhancing the ability of the Company to continue to support



its retirees’ pension-and healthcare needs. In addition, the Company has eliminated approximately $1.0 billion of its
retiree healthcare costs associated with a group of retirees from its Middletown Works as part of the settlement reached
with those retirees in October 2007. For a more detailed description of this settlement, see the discussion in the Legal
Proceedings section below.

The Company also is facing the likelihood of increased future competition from foreign-based and domestic steel
producers who have announced plans to build new, or expand existing, steel production and/or finishing facilities in the
United States.

Environmental
Environmental Compliance

Domestic steel producers, including AK Steel, are subject to stringent federal, state and local laws and regulations
relating to the protection of human health and the environment. Over the past three years, the Company has expended
the following for environmental-related capital investments and environmental compliance costs:

Years Ended December 31,
2008 2007 2006
Environmental-related capital investments............... $ 1.8 $ 2.4 $ 9.6
Environmental compliance Costs .........c....vc.n. peerenes 126.5 122.8 125.5

Environmental compliance costs increased in 2008 from 2007 due primarily to increased costs at Middletown
Works. Major items included a $1.0 rebuild of the clarifying cooling tower, increased steam costs and increased costs
for pollution control equipment at the iron and steelmaking area during the April outage. Except as expressly noted
below, management does not anticipate any material impact on the Company’s recurring operating costs or future
profitability as a result of its compliance with current environmental regulations. Moreover, because all domestic steel
producers operate under the same set of federal environmental regulations, management believes that the Company is
not disadvantaged relative to its domestic competitors by its need to comply with these regulations.

Environmental-related capital expenditures decreased slightly in 2008. Expenditures included the completion of a
phytoremediation project in the Dicks Creek area outside the Middletown Works plant in accordance with a May 2006
Consent Decree between the EPA and AK Steel. For a more detailed description of this Consent Decree, see the
discussion in the Legal Proceedings section below.

Environmental Remediation

AK Steel and its predecessors have been conducting steel manufacturing and related operations since the year 1900.
Although the Company believes its operating practices have been consistent with prevailing industry standards during
this time, hazardous materials may have been released in the past at one or more operating sites or third party sites,
including operating sites that the Company no longer owns. The Company has estimated potential remediation
expenditures for those sites where future remediation efforts are probable based on identified conditions, regulatory
requirements or contractual obligations arising from the sale of a business or facility. At December 31, 2008, the
Company had recorded $16.5 in current accrued liabilities and $40.8 in noncurrent other liabilities on its consolidated
balance sheets for estimated probable costs relating to environmental matters. The comparable balances recorded by the
Company at December 31, 2007 were $11.1 in current accrued liabilities and $40.6 in noncurrent other liabilities. In
general, the material components of these accruals include the costs associated with investigations, delineations, risk
assessments, remedial work, governmental response and oversight costs, site monitoring, and preparation of reports to
the appropriate environmental agencies. The ultimate costs to the Company with respect to each site cannot be predicted
with certainty because of the evolving nature of the investigation and remediation process. Rather, to develop the
estimates of the probable costs, the Company must make certain assumptions.

The most significant of these assumptions relate to the nature and scope of the work which will be necessary to
investigate and remediate a particular site and the cost of that work. Other significant assumptions include the
cleanup technology which will be used, whether and to what extent any other parties will participate in paying the
investigation and remediation costs, reimbursement of governmental agency past response and future oversight costs,
and the reaction of the governing environmental agencies to the proposed work plans. Costs of future expenditures are
not discounted to their present value. The Company does not believe that there is a reasonable possibility that a loss or
losses exceeding the amounts accrued will be incurred in connection with the environmental matters discussed below
that would, either individually or in the aggregate, have a material adverse effect on the Company’s consolidated
financial condition, results of operations or cash flows. However, since amounts recognized in the financial



statements in accordance with accounting principles generally accepted in the United States exclude costs that are not
probable or that may not be currently estimable, the ultimate costs of these environmental proceedings may be higher
than those currently recorded in the Company’s consolidated financial statements.

Pursuant to the Resource Conservation and Recovery Act (“RCRA”), which governs the treatment, handling and
disposal of hazardous waste, the EPA and authorized state environmental agencies may conduct inspections of RCRA
regulated facilities to identify areas where there have been releases of hazardous waste or hazardous constituents into
the environment and may order the facilities to take corrective action to remediate such releases. AK Steel’s major
steelmaking facilities are subject to RCRA inspections by environmental regulators. While the Company cannot predict
the future actions of these regulators, it is possible that they may identify conditions in future inspections of these
facilities which they believe require corrective action.

Under authority conferred by the Comprehensive Environmental Response, Compensation and Liability Act
(“CERCLA”), the EPA and state environmental authorities have conducted site investigations at certain of AK Steel’s
facilities and other third-party facilities, portions of which previously may have been used for disposal of materials that
are currently subject to regulation. The results of these investigations are still pending, and AK Steel could be directed
to expend funds for remedial activities at the former disposal areas. Because of the uncertain status of these
investigations, however, the Company cannot reliably predict whether or when such expenditures might be required,
their magnitude or the timeframe during which these potential costs would be incurred.

As previously reported, on July 27, 2001, AK Steel received a Special Notice Letter from the EPA requesting that
AK Steel agree to conduct a Remedial Investigation/Feasibility Study (“RI/FS™) and enter into an administrative order
on consent pursuant to Section 122 of CERCLA regarding the former Hamilton Plant located in New Miami, Ohio. The
Hamilton Plant no longer exists. It ceased operations in 1990, and all of its former structures have been demolished and
removed. Although AK Steel did not believe that a site-wide RI/FS was necessary or appropriate, in April 2002, it
entered into a mutually agreed-upon administrative order on consent to perform such an investigation and study of the
Hamilton Plant site. The site-wide RI has been submitted. The FS is projected to be completed in 2009. AK Steel
currently has accrued $0.7 for the remaining cost of the RI/FS. Until the RI is approved and the FS is completed, AK
Steel cannot reliably estimate the additional costs, if any, associated with any potentially required remediation of the site
or the timeframe during which these potential costs would be incurred.

Environmental Proceedings

On September 30, 1998, AK Steel received an order from the EPA under Section 3013 of RCRA requiring it to
develop a plan for investigation of eight areas of Mansfield Works that allegedly could be sources of contamination. A
site investigation began in November 2000 and is continuing. AK Steel cannot reliably estimate at this time how long it
will take to complete this site investigation. AK Steel currently has accrued approximately $2.1 for the projected cost of
the study at Mansfield Works. Until the site investigation is completed, AK Steel cannot reliably estimate the additional
costs, if any, associated with any potentially required remediation of the site or the timeframe during which these
potential costs would be incurred.

On October 9, 2002, AK Steel received an order from the EPA under Section 3013 of RCRA requiring it to develop
a plan for investigation of several areas of Zanesville Works that allegedly could be sources of contamination. A site
investigation began in early 2003 and is continuing. AK Steel estimates that it will take approximately two more years
to complete this site investigation. AK Steel currently has accrued approximately $1.0 for the projected cost of the study
and remediation at Zanesville Works. Until the site investigation is completed, AK Steel cannot reliably estimate the
additional costs, if any, associated with any potentially required remediation of the site or the timeframe during which
these potential costs would be incurred.

On November 26, 2004, Ohio EPA issued a Notice of Violation (“NOV”) for alleged waste violations associated
with an acid leak at AK Steel’s Coshocton Works. In November 2007, Ohio EPA and AK Steel reached an agreement to
resolve this NOV. Pursuant to that agreement, AK Steel implemented an inspection program, initiated an investigation
of the area where the acid leak occurred, will submit a closure plan, and upon approval from Ohio EPA, will implement
that closure plan. Also, as part of the agreement, AK Steel paid a civil penalty of twenty-eight thousand dollars and
funded a supplemental environmental project in the amount of seven thousand dollars. Until the investigation is
completed and a closure plan is approved, AK Steel cannot reliably estimate the costs associated with closure or the
timeframe during which the closure costs will be incurred.

On December 20, 2006, Ohio EPA issued an NOV with respect to two electric arc furnaces at AK Steel’s
Mansfield Works alleging failure of the Title V stack tests with respect to several air pollutants. The Company is
investigating this claim and is working with Ohio EPA to attempt to resolve it. AK Steel believes it will reach a



settlement in this matter that will not have a material financial impact on AK Steel, but cannot be certain that a settlement
will be reached. If a settlement is reached, the Company cannot reliably estimate at this time how long it will take to reach
such a settlement or what its terms might be. AK Steel will vigorously contest any claims which cannot be resolved through
a settlement. Until it has reached a settlement with Ohio EPA or the claims that are the subject of the NOV are otherwise
resolved, AK Steel cannot reliably estimate the costs, if any, associated with any potentially required operational changes at
the furnaces or the timeframe over which any potential costs would be incurred.

The Hamilton County Department of Environmental Services (“HCDES”) issued three NOVs, on June 19, 2007,
June 27, 2007, and August 15, 2007, alleging that one of the basic oxygen furnaces at the Company’s Middletown
Works failed to meet the Maximum Achievable Control Technology (“MACT”) requirements. In a related matter, on
September 5, 2008, Ohio EPA issued a request for stipulated penalties in the approximate amount of $0.49 under a
March 31, 2004, Consent Order in Case No. CV 2004 03 1000, Butler County, Ohio, Court of Common Pleas. The
request for stipulated penalties alleges that the Company failed to comply with certain Consent Order deadlines and
emission limitations on the same basic oxygen furnace at the Company’s Middletown Works. (Collectively, the
proposed stipulated penalties and the three NOVs will be referred to herein as the “MACT Claims.”) AK Steel has been
working with Ohio EPA and HCDES to attempt to resolve the MACT Claims. On October 15, 2008, AK Steel reached
an agreement with Ohio EPA and HCDES to resolve the MACT Claims in exchange for a payment by AK Steel of
$0.20 as a civil penalty and $0.05 to the Clean Diesel School Bus Program Fund as a supplemental environmental
project. Both payments have been made.

On July 23, 2007 and on December 9, 2008, the EPA issued NOVs with respect to the Coke Plant at AK Steel’s
Ashland Works alleging violations of pushing and combustion stack limits. The Company is investigating this claim and
is working with the EPA to attempt to resolve it. AK Steel believes it will reach a settlement in this matter that will not
have a material financial impact on AK Steel, but cannot be certain that a settlement will be reached. If a settlement is
reached, the Company cannot reliably estimate at this time how long it will take to reach such a settlement or what its
terms might be. AK Steel will vigorously contest any claims which cannot be resolved through a settlement. Until it has
reached a settiement with the EPA or the claims that are the subject of the NOV are otherwise resolved, AK Steel
cannot reliably estimate the costs, if any, associated with any potentially required operational changes at the batteries or
the timeframe over which any potential costs would be incurred.

In addition to the foregoing matters, AK Steel is or may be involved in proceedings with various regulatory
authorities that may require AK Steel to pay fines, comply with more rigorous standards or other requirements or incur
capital and operating expenses for environmental compliance. Management believes that the ultimate disposition of the
foregoing proceedings will not have, individually or in the aggregate, a material adverse effect on the Company’s
consolidated financial condition, results of operations or cash flows.

Available Information

The Company maintains an internet website at www.aksteel.com. Information about the Company is available on the
website free of charge, including the annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-
K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as soon as reasonably practicable after we electronically file such material with, or furnish it to, the Securities and
Exchange Commission. Information on the Company’s website is not incorporated by reference into this report.

Item 1A. Risk factors.

The Company cautions readers that its business activities involve risks and uncertainties that could cause actual
results to differ materially from those currently expected by management. The most significant of those risks are:

«  Risk of reduced selling prices and shipments associated with a cyclical industry. Historically, the steel
industry has been a cyclical industry. The recent dramatic downturn in the domestic and global economies
has adversely affected demand for the Company’s products, which has resulted in lower prices and
shipments for such products. Such lower prices and shipments have caused a reduction in the Company’s
sales in recent months and likely will continue to do so well into 2009. This downturn in market conditions
also may adversely impact the Company’s efforts to negotiate higher prices in 2009 with its contract
customers. At this point, it is impossible to determine when the domestic and/or global economies will
improve. There thus continues to be a risk of continued or even greater adverse impact from the downturn



in those economies on demand for the Company's products, the prices for those products, and the Company’s
sales and shipments of those products.

Risk of bankruptcy of one of more of the Company’s major customers. All three of the major domestic
automotive manufacturers, General Motors, Ford and Chrysler, have publicly acknowledged that they are
experiencing extremely challenging financial conditions. Two of those domestic manufacturers have requested
and received billions of dollars in loans from the federal government and have stated that, without those loans,
they likely would have had to make a bankruptcy filing. The third manufacturer, while not yet seeking a
federal loan, has acknowledged that a financial failure by either of the other two could start a series of events
that also could lead to its financial failure and a bankruptcy filing. If any of these three major domestic
automotive companies were to make a bankruptcy filing, it could lead to similar filings by suppliers to the
automotive industry, many of whom are customers of the Company. The Company thus could be adversely
impacted not only directly by the bankruptcy of a major domestic automotive manufacturer, but also indirectly
by the resultant bankruptcies of other customers who supply the automotive industry. The nature of that impact
could be not only a reduction in future sales, but also a loss associated with the potential inability to collect all
outstanding accounts receivables. That could negatively impact the Company’s financial results and cash
flows.

Risk of reduced demand in key product markets. Although significantly reduced from prior years, the
automotive and housing markets remain an important element of the Company’s business. Both markets have
suffered recently from a severe economic downturn. If North American automotive production, in general, or
by one or more of the Company’s major automotive customers in particular, were to be further reduced
significantly as a result of this economic downturn, it likely would negatively affect the Company’s sales,
financial results and cash flows. Similarly, if demand for the Company’s products sold to the housing market
were to be further reduced significantly, it could negatively affect the Company’s sales, financial results and
cash flows.

Risk of increased global steel production and imports. Actions by the Company’s foreign or domestic
competitors to increase production in and/or exports to the United States could result in an increased supply
of steel in the United States, which could result in lower prices for the Company’s products. In fact,
significant planned increases in production capacity in the United States have been announced by
competitors of the Company. In addition, foreign competitors, especially those in China, have substantially
increased their production capacity in the last few years. This increased foreign production has contributed
to a historically high level of imports of foreign steel into the United States. A 2006 decision by the
International Trade Commission (the “ITC”) has increased the risk that a high level of imports will
continue. That decision discontinued antidumping and countervailing duties on, among other products,
corrosion resistant flat steel products imported from Australia, Canada, France and Japan, while allowing
such duties to continue for another five years with respect to such products imported from Germany and
Korea. The decision by the ITC to end the duties on corrosion resistant steel from the four countries noted
above eventually could result in an increase in the volume of such steel products imported into the United
States, which could result in a reduction in the pricing of such products. Because a significant portion of the
steel products produced and sold by the Company consists of various types of corrosion resistant flat steel
products, such a result has the potential to negatively impact the Company’s net sales and thus its income
and cash flows. Following the ITC’s decision, appeals were filed with respect to the ITC’s determinations
for Australia, Canada, France, and Japan by the Company and other domestic steel producers. On December
23, 2008, the U.S. Court of International Trade (the “CIT”) affirmed those determinations. The CIT
decision can be appealed to the U.S. Court of Appeals for the Federal Circuit. The Company has not yet
decided whether to file such an appeal. If such an appeal is filed, the Company at this time cannot predict its
outcome. The Company also cannot reliably estimate the future financial impact, if any, on the Company of
the discontinuation of antidumping and countervailing duties on corrosion resistant flat steel products from
Australia, Canada, France and Japan.

Risk of changes in the cost of raw materials and energy. Approximately 50% of the Company’s shipments
are pursuant to contracts having durations of six months or more. Approximately 75% of the Company’s
shipments to contract customers include variable pricing mechanisms to adjust the price or to impose a



surcharge based upon changes in certain raw material and energy costs, while others contain fixed prices that
do not allow a pass through of all of the raw material and energy cost increases or decreases. Approximately
50% of the Company’s shipments are in the spot market, therefore pricing for these products fluctuates
regularly based on prevailing market conditions. Thus, the price at which the Company sells steel will not
necessarily change in tandem with changes in its raw material and energy costs. As a result, a significant
increase in-raw material or energy costs could adversely impact the Company’s financial results.

Risks of excess purchases and inventory of raw materials. The Company has certain raw material
supply contracts, particularly with respect to iron ore, which have terms providing for minimum annual
purchases, subject to exceptions for force majeure and other circumstances impacting the legal
enforceability of the contracts. If those minimum purchase requirements were enforceable and enforced,
the Company would be required to purchase quantities of raw materials, particularly iron ore, which
significantly exceed its anticipated needs for 2009. The Company has articulated to its suppliers various
reasons why it believes those minimum purchase requirements should not be enforced and/or are
unenforceable, and has engaged in negotiations with those suppliers to reach agreement on new purchase
quantities for 2009. If the Company does not succeed in reaching agreement with one or more of its raw
material suppliers with respect to new minimum purchase quantities for 2009, either through negotiation
or litigation the Company would likely need to purchase more of a particular raw material in 2009 than it
needs, negatively impacting its cash flow. The Company already has reached final or tentative
agreements, however, with most of its major suppliers on reduced minimum purchase requirements for
2009 and continues, as appropriate, to negotiate with its remaining suppliers whose contracts include
minimum purchase agreements.

Risk of production disruption at the Company. Under normal business conditions, the Company operates
its facilities at production levels at or near capacity. High levels of production are important to the Company’s
financial results because they enable the Company to spread its fixed costs over a greater number of tons.
Production disruptions could result in material negative impacts to the Company’s operations and financial
results. Such production disruptions could be caused by the idling of facilities due to reduced demand, such as
resulting from the recent economic downturn. Such production disruptions also could be caused by
unanticipated plant outages, equipment failures, transportation disruptions, or unanticipated disruptions in the
supply of, or poor quality of, raw materials, particularly scrap, coal, coke, iron ore, alloys and purchased
carbon slabs, or in the supply of natural gas or other industrial gases. This would adversely affect the
Company’s sales, financial results and cash flows.

Risks associated with the Company’s healthcare obligations. The Company provides healthcare
coverage to its active employees and its retirees, as well as to certain members of their families. The
Company is self-insured with respect to substantially all of its healthcare coverage. While the Company has
mitigated its exposure to rising healthcare costs through cost sharing and healthcare cost caps, the cost of
providing such healthcare coverage is greater on a relative basis for the Company than for other steel
companies against whom the Company competes which either provide a lesser level of benefits, require that
their participants pay more for the benefits they receive, or do not provide coverage to as broad a group of
participants (e.g. they do not provide retiree healthcare benefits). To try to reduce this competitive cost
disadvantage, the Company entered into a settlement with a class of retirees from its Middletown Works
which would result in the responsibility for future healthcare benefits to such class members being assumed
by a Voluntary Employee Beneficiary Association to be funded by the Company. That settlement was
approved by a federal court in Cincinnati, Ohio on February 21, 2008. For a more detailed description of
this settlement, see the discussion in the Legal Proceedings section below. An appeal from the approval of
the settlement is pending. A failure of the appellate court to approve the settlement would result in the
Company reverting to a more significant cost disadvantage relative to its competitors. This competitive
disadvantage could be compounded by an escalation in medical cost trend rates that affects active
employee and retiree benefit expenses. This would adversely affect the Company’s financial results and
could adversely affect the long-term ability of the Company to provide future healthcare benefits.



+  Risks associated with the Company’s pension obligations. The Company’s pension trust is currently
underfunded to meet its long-term obligations, primarily as a result of below-expectation investment
returns in the early years of this decade, as well as the recent dramatic decline in the financial markets.
The extent of underfunding is directly affected by changes in interest rates and asset returns in the
securities markets. It is also affected by the rate and age of employee retirements, along with other
actuarial experiences compared to projections. These items affect pension plan assets and the calculation
of pension and other postretirement benefit obligations and expenses. Such changes could increase the
cost to the Company of those obligations, which could have a material adverse affect on the Company’s
results and its ability to meet those obligations. In addition, changes in the law, rules, or governmental
regulations with respect to pension funding also could materially and adversely affect the cash flow of
the Company to meet its pension and other benefit obligations. These items could affect the Company’s
pension funding contributions.

« Risks associated with major litigation, arbitrations, environmental issues and other contingencies.
The Company has described several significant legal and environmental proceedings in Items | and 3 of
this report. An adverse result in one or more of those proceedings could negatively impact the
Company’s financial results and cash flows.

«  Risks associated with environmental compliance. Due to the nature and extent of environmental issues
affecting the Company’s operations and obligations, changes in application or scope of environmental
regulations applicable to the Company could have a significant adverse impact on the Company’s
operations and financial results and cash flows.

«  Risks associated with climate change and greenhouse gas emission limitations. The United States has
not ratified the 1997 Kyoto Protocol Treaty (the "Kyoto Protocol) and the Company does not produce
steel in a country which has ratified that treaty. Negotiations for a treaty which would succeed the Kyoto
Protocol are ongoing and it is not known yet what the terms of that successor treaty ultimately will be or
if the United States will ratify it. It appears, however, that limitations on greenhouse gas emissions may
be imposed in the United States at some point in the future through federally enacted legislation. 1f such
legislation is enacted, the Company anticipates incurring increased energy, environmental and other costs
in order to comply with the limitations imposed on greenhouse gas emissions. In addition, depending
upon whether similar limitations are imposed globally, the legislation could negatively impact the
Company's ability to compete with foreign steel companies situated in areas not subject to such
limitations. Unless and until the legislation is enacted and its terms are known, however, the Company
cannot reasonably or reliably estimate the impact of such legislation on its financial condition, operating
performance or ability to compete.

«  Risks associated with financial, credit, capital and/or banking markets. In the ordinary course of
business, the Company’s risks include its ability to access competitive financial, credit, capital and/or
banking markets. Currently, the Company believes it has adequate access to these markets to meet its
reasonably anticipated business needs. The Company both provides and receives normal trade financing
to and from its customers and suppliers. To the extent access to competitive financial, credit, capital
and/or banking markets by the Company, or its customers or suppliers, is impaired, the Company’s
operations, financial results and cash flows could be adversely impacted.

While the previously listed items represent the most significant risks to the Company, the Company regularly
monitors and reports risks to Management by means of a formal Total Enterprise Risk Management program.

Item 1B. Unresolved Staff Comments.

The Company has no unresolved Securities and Exchange Commission staff comments.



Item 2. Properties.

The Company’s corporate headquarters are located in West Chester, Ohio. The Company is leasing the building in
West Chester. The initial term of the lease for the building is twelve years, with two five-year options to extend the
lease. The Company is considering and will likely forego a purchase option on the building which expires at the end of
February 2009. The Company continues to own its former headquarters building and the property on which it is located,
but is assessing its options for the future uses of the building. Steelmaking, finishing and tubing operations are
conducted at nine facilities located in Indiana, Kentucky, Ohio and Pennsylvania. All of these facilities are owned by the
Company, either directly or through wholly-owned subsidiaries.

Middletown Works is situated on approximately 2,400 acres in Middletown, Ohio. It consists of a coke facility,
blast furnace, basic oxygen furnaces and continuous caster for the production of carbon steel. Also located at the
Middletown site are a hot rolling mill, cold rolling mill, two pickling lines, four annealing facilities, two temper mills
and three coating lines for finishing the product.

Ashland Works is located on approximately 600 acres in Ashland, Kentucky. It consists of a coke facility, blast
furnace, basic oxygen furnaces and continuous caster for the production of carbon steel. A coating line at Ashland also
helps to complete the finishing operation of the material processed at the Middletown plant.

Rockport Works is located on approximately 1,700 acres near Rockport, Indiana. The 1.7 million square-foot plant
consists of a state-of-the-art continuous cold rolling mill, a continuous hot-dip galvanizing and galvannealing line, a
continuous carbon and stainless steel pickling line, a continuous stainless steel annealing and pickling line, hydrogen
annealing facilities and a temper mill.

Butler Works is situated on approximately 1,300 acres in Butler, Pennsylvania. The 3.5 million square-foot piant
produces stainless, electrical and carbon steel. Melting takes place in three electric arc furnaces that feed an argon-
oxygen decarburization unit. These units feed two double strand continuous casters. The Butler Works also includes a
hot rolling mill, annealing and pickling units and two fully automated tandem cold rolling mills. It also has various
intermediate and finishing operations for both stainless and electrical steels.

Coshocton Works is located on approximately 650 acres in Coshocton, Ohio. The 570,000 square-foot stainless
steel finishing plant containing two Sendzimer mills and two Z-high mills for cold reduction, four annealing and
pickling lines, nine bell annealing furnaces, four hydrogen annealing furnaces, two bright annealing lines and other
processing equipment, including temper rolling, slitting and packaging facilities.

Mansfield Works is located on approximately 350 acres in Mansfield, Ohio. The 1.1 million square-foot facility
produces stainless steel and includes a melt shop with two electric arc furnaces, an argon-oxygen decarburization unit, a
thin-slab continuous caster, and a six-stand hot rolling mill.

Zanesville Works is located on 130 acres in Zanesville, Ohio. It consists of a 508,000 square-foot finishing plant
for some of the stainless and electrical steel produced at Butler Works and Mansfield Works and has a Sendzimer
cold rolling mill, annealing and pickling lines, high temperature box anneal and other decarburization and coating
units.

AK Tube’s Walbridge plant, located in Ohio, operates six electric resistance weld tube mills, two slitters and
various other processing equipment housed in a 330,000 square foot facility. AK Tube’s Columbus plant, located in
Indiana, is a 142,000 square-foot facility with eight electric resistance weld and two laser weld tube mills.

Item 3. Legal Proceedings.

In addition to the environmental matters discussed in Item 1 and the items discussed below, there are various claims
pending against AK Steel and its subsidiaries involving product liability, commercial, employee benefits and other
matters arising in the ordinary course of business. Unless otherwise noted, in management’s opinion, the ultimate
liability resulting from all of these claims, individually and in the aggregate, should not have a material adverse effect
on the Company’s consolidated financial position, results of operations or cash flows.

As previously reported, on June 29, 2000, the United States filed a complaint on behalf of the EPA against AK
Steel in the U.S. District Court for the Southern District of Ohio (the “Court”), Case No. C-1-00530, for alleged
violations of the Clean Air Act, the Clean Water Act and the RCRA at Middletown Works. Subsequently, the State of
Ohio, the Sierra Club and the National Resources Defense Council intervened. On April 3, 2006, a proposed Consent
Decree in Partial Resolution of Pending Claims (the “Consent Decree”), executed by all parties, was lodged with the
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Court. After a 30-day notice period, the Consent Decree was entered by the Court on May 15, 2006. Under the Consent
Decree, the Company will implement certain RCRA corrective action interim measures to address polychlorinated biphenyls
(“PCBs”) in sediments and soils relating to Dicks Creek and certain other specified surface waters, adjacent floodplain areas,
and other previously identified geographic areas. The Company also will undertake a comprehensive RCRA facility
investigation at its Middletown Works and, as appropriate, complete a corrective measures study. Under the Consent Decree,
the Company paid a civil penalty of $0.46 and agreed to perform a supplemental environmental project to remove ozone-
depleting refrigerants from certain equipment at an estimated cost of $0.85. The Company has completed performance of the
supplemental environmental project, but approval of such project by the EPA remains pending. The Company anticipates that
the cost of the remaining remedial work required under the Consent Decree will be approximately $18.0, consisting of
approximately $3.2 in capital investments and $14.8 in expenses. The Company has accrued the $14.8 for anticipated expenses
associated with this project. Additional work will be performed to more definitively delineate the soils and sediments which
will need to be removed under the Consent Decree. Until that process is complete, the Company cannot reliably determine
whether the actual cost of the work required under the Consent Decree will exceed the amount presently accrued. If there are
additional costs, the Company does not anticipate at this time that they will have a material financial impact on the Company.
The Company cannot reliably estimate at this time the timeframe during which the accrued or potential additional costs would
be incurred.

On June 26, 2002, seventeen individuals filed a purported class action against AK Steel in the United States District
Court for the Southern District of Ohio, Case No. C-1-02-467. As subsequently amended, the complaint alleges that AK
Steel discriminates against African-Americans in its hiring practices and that AK Steel discriminates against all of its
employees by preventing its employees from working in a racially integrated environment free from racial discrimination.,
The named plaintiffs seek various forms of declaratory, injunctive and unspecified monetary relief (including back pay,
front pay, lost benefits, lost seniority and punitive damages) for themselves and unsuccessful African-American candidates
for employment at AK Steel. On January 19, 2007, the Court conditionally certified two subclasses of unsuccessful
African-American candidates. On January 14, 2008, AK Steel filed motions for summary judgment on all claims. On April
9, 2008, the Court granted AK Steel’s motion for summary judgment with respect to the disparate treatment claims of four
of the named plaintiffs and those claims have been dismissed with prejudice. In addition, the claims of several other
plaintiffs were dismissed for various reasons, leaving a total of six plaintiffs, including five with claims as class
representatives and one with an individual claim. On May 29, 2008, AK Steel reached a settlement (the “Bert Settlement™)
with the class representatives (on behalf of themselves and the entire classes) and the one remaining plaintiff whose
individual claim was not dismissed. The Bert Settlement was subject to court approval. On July 8, 2008, the court issued an
order giving preliminary approval of the Bert Settlement and scheduling a hearing (the “Fairness Hearing™) on final
approval for October 21, 2008. On October 21, 2008, the Court held the Faimess Hearing and, having received no timely
objections, approved the Bert Settlement on October 23, 2008. Under the terms of the Bert Settlement, AK Steel will no
longer use the pre-employment test at issue in the litigation, and will have pre-employment tests used at its Middletown
Works and Ashland Works validated by an expert agreed to by the parties. The judgment dismissing all claims covered by
the Bert Settlement became final (i.e., not subject to any appeals) on December 3, 2008. Accordingly, AK Steel paid ten
thousand dollars to each of five class representatives and to the one remaining individual plaintiff and paid $0.75 to class
counsel in attorney’s fees. AK Steel further will contribute the amount of three thousand four hundred dollars for each class
member who files a timely proof of claim to a common fund to be distributed by class counsel. There are an estimated 154
class members. Class members had until February 2, 2009, to return their proof of claim. As of that date, 46 class members
had filed a proof of claim.

Since 1990, AK Steel (or its predecessor, Armco Inc.) has been named as a defendant in numerous lawsuits
alleging personal injury as a result of exposure to asbestos. As of December 31, 2008, there were approximately 437
such lawsuits pending against AK Steel. The great majority of these lawsuits have been filed on behalf of people who
claim to have been exposed to asbestos while visiting the premises of a current or former AK Steel facility.
Approximately 40% of these premises suits arise out of claims of exposure at a facility in Houston, Texas that has been
closed since 1984. When such an asbestos lawsuit initially is filed, the complaint typically does not include a specific
dollar claim for damages. Only 137 of the 437 cases pending at December 31, 2008 in which AK Steel is a defendant
include specific dollar claims for damages in the filed complaints. Those 137 cases involve a total of 2,534 plaintiffs
and 17,488 defendants. In these cases, the complaint typically includes a monetary claim for compensatory damages
and a separate monetary claim in an equal amount for punitive damages, and does not attempt to allocate the total
monetary claim among the various defendants. For example, 121 of the 137 cases involve claims of $0.2 or less,
eight involve claims of between $0.2 and $5.0, five involve claims of between $5.0 and $15.0, and three involve
claims of $20.0. In each case, the amount described is per plaintiff against all of the defendants, collectively. Thus, it
usually is not possible at the outset of a case to determine the specific dollar amount of a claim against AK Steel. In fact,
it usually is not even possible at the outset to determine which of the plaintiffs actually will pursue a claim against AK
Steel. Typically, that can only be determined through written interrogatories or other discovery after a case has
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been filed. Thus, in a case involving multiple plaintiffs and multiple defendants, AK Steel initially only accounts for the
lawsuit as one claim against it. After AK Steel has determined through discovery whether a particular plaintiff will pursue a
claim against it, it makes an appropriate adjustment to statistically account for that specific claim. It has been AK Steel’s
experience to date that only a small percentage of asbestos plaintiffs ultimately identify AK Steel as a target defendant from
whom they actually seek damages and most of these claims ultimately are either dismissed or settled for a small fraction of
the damages initially claimed. Set forth below is a chart showing the number of new claims filed (accounted for as
described above), the number of pending claims disposed of (i.e. settled or otherwise dismissed), and the approximate net
amount of dollars paid on behalf of AK Steel in settlement of asbestos-related claims in 2008 and 2007,

2008 2007
New Claims Filed .....ccoovvvvvvvviiiiiiiiiieeeee 41 71
Claims Disposed Of........cccovevceriiniiiinininnns 39 138
Total Amount Paid in Settlements............... $ 07 $ 0.4

Since the onset of asbestos claims against AK Steel in 1990, five asbestos claims against it have proceeded to trial in four
separate cases. All five concluded with a verdict in favor of AK Steel. AK Steel intends to continue its practice of vigorously
defending the asbestos claims asserted against it. Based upon its present knowledge, and the factors set forth above, AK Steel
believes it is unlikely that the resolution in the aggregate of the asbestos claims against AK Steel will have a materially adverse
effect on the Company’s consolidated results of operations, cash flows or financial condition. However, predictions as to the
outcome of pending litigation, particularly claims alleging asbestos exposure, are subject to substantial uncertainties. These
uncertainties include (1) the significantly variable rate at which new claims may be filed, (2) the impact of bankruptcies of
other companies currently or historically defending asbestos claims, (3) the uncertainties surrounding the litigation process
from jurisdiction to jurisdiction and from case to case, (4) the type and severity of the disease alleged to be suffered by each
claimant, and (5) the potential for enactment of legislation affecting asbestos litigation.

As previously reported, on January 2, 2002, John D. West, a former employee, filed a purported class action in the
United States District Court for the Southern District of Ohio against the AK Steel Corporation Retirement Accumulation
Pension Plan, or AK RAPP, and the AK Steel Corporation Benefit Plans Administrative Committee. Mr. West claims that
the method used under the AK RAPP to determine lump sum distributions does not comply with the Employment
Retirement Income Security Act of 1974 (“ERISA™) and resulted in underpayment of benefits to him and the other class
members. The District Court ruled in favor of the plaintiff class and on March 29, 2006 entered an amended final judgment
against the defendants in the amount of $37.6 in damages and $7.3 in prejudgment interest, for a total of approximately
$44.9, with post judgment interest accruing at the rate of 4.7% per annum until paid. The defendants appealed to the United
States Court of Appeals for the Sixth Circuit. On April 20, 2007, a panel of the Court of Appeals issued an opinion in
which it affirmed the decision of the District Court. On May 4, 2007, the defendants filed a petition seeking a rehearing by
that panel or the full Court of Appeals for the Sixth Circuit. The petition was not granted. On August 15, 2007, the
defendants filed a motion to stay the issuance of a mandate pending the filing of a petition for certiorari. On August 28,
2007, the Court of Appeals granted the motion. On November 16, 2007, defendants filed a petition for certiorari with the
Supreme Court of the United States. On January 12, 2009, the Supreme Court rejected the defendants’ petition, leaving
intact the decisions of the courts below. As a consequence, amounts owed pursuant to the judgment entered against the
defendants will be paid to class members using funds from the AK Steel Master Pension Trust. The timing of those
payments will depend upon the resolution of an application by counsel for the class members for an award of attorneys’
fees. The Company’s pension liability was re-measured as of April 30, 2007 to include the amount of this liability as of that
date. That amount was $47.4. The Company’s current estimates of its future funding obligations for its pension liabilities
thus include a $47.4 liability associated with this case. As of December 31, 2008, the amount of the judgment plus total
accrued interest was approximately $51.0. See discussion of future pension funding obligations in Part I, Item 2, Liquidity
and Capital Resources.

On October 20, 2005, two individuals filed a purported class action against AK Steel and the AK Steel Corporation
Benefit Plans Administrative Committee in the United States District Court for the Southern District of Ohio, Case
No. 1:05-cv-681. The complaint alleges that the defendants incorrectly calculated the amount of surviving spouse
benefits due to be paid to the plaintiffs under the applicable pension plan. On December 19, 2005, the defendants filed
their answer to the complaint. The parties subsequently filed cross-motions for summary judgment on the issue of
whether the applicable plan language had been properly interpreted. On September 28, 2007, the United States
Magistrate Judge assigned to the case issued a Report and Recommendation in which he recommended that the
plaintiffs’ motion for partial summary judgment be granted and that the defendants’ motion be denied. The defendants
filed timely objections to the Magistrate’s Report and Recommendation. On March 31, 2008, the court issued an order
adopting the Magistrate’s recommendation and granting partial summary judgment to the plaintiffs on the issue of plan
interpretation. The case now will proceed forward with respect to discovery on the issue of damages. The
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plaintiffs’ motion for class certification was granted by the Court on October 27, 2008. No trial date has been set. The
defendants intend to contest this matter vigorously.

On December 12, 2007, two individuals filed a purported class action against AK Holding, AK Steel, Anthem
Insurance Companies, Inc. (“Anthem”), and others in the United States District Court for the Southern District of Ohio,
Case No. 1:07-cv-01002. The complaint alleges that the plaintiffs are entitled to compensation arising from the
demutualization of Anthem in 2001. On March 20, 2008, AK Holding and AK Steel filed their answer to the complaint.
On January 16, 2009, AK Holding and AK Steel filed a joint motion for summary judgment with respect to all claims
set forth in the Complaint. That motion remains pending. Discovery has commenced. Trial is currently scheduled for
July 13, 2009. AK Holding and AK Steel intend to contest this matter vigorously.

In September and October, 2008, several companies filed purported class actions in the United States District Court
for the Northern District of Illinois, against nine steel manufacturers, including AK Holding. The Case Nos. for these
actions are 08CV5214, 08CV5371, 08CV5468, 08CV5633, 08CV5700, 08CV5942 and 08CV6197. The plaintiffs are
companies which claim to have purchased steel products from one or more of the defendants and they purport to file the
actions on behalf of all persons and entities who purchased steel products for delivery or pickup in the United States from
any of the named defendants at any time from at least as early as January 2005 to the present. The complaints allege that
the defendant steel producers have conspired to restrict output and to fix, raise, stabilize and maintain artificially high prices
with respect to steel products in the United States. On January 2, 2009, the defendants filed motions to dismiss all of the
claims set forth in the Complaints. Those motions remain pending. Discovery has not yet commenced and no trial date has
been set. AK Holding intends to contest this matter vigorously.

Middletown Works Retiree Healthcare Benefits Litigation

On June 1, 2006, AK Steel notified approximately 4,600 of its current retirees (or their surviving spouses) who
formerly were hourly and salaried members of the Armco Employees Independent Federation (“AEIF™) that AK Steel was
terminating their existing healthcare insurance benefits plan and implementing a new plan more consistent with current
steel industry practices which would require the retirees to contribute to the cost of their healthcare benefits, effective
October 1, 2006. On July 18, 2006, a group of nine former hourly and salaried members of the AEIF filed a purported class
action (the “Retiree Action™) in the United States District Court for the Southern District of Ohio (the “Court™), Case No. 1-
06C V0468, alleging that AK Steel did not have a right to make changes to their healthcare benefits. The named plaintiffs in
the Retiree Action sought, among other things, injunctive relief (including an order retroactively rescinding the changes)
for themselves and the other members of the class. On August 4, 2006, the plaintiffs in the Retiree Action filed a motion for
a preliminary injunction seeking to prevent AK Steel from implementing the previously announced changes to healthcare
benefits with respect to the AEIF-represented hourly employees. AK Steel opposed that motion, but on September 22, 2006
the trial court issued an order granting the motion. On that same day, AK Steel filed a notice of appeal to the United States
Court of Appeals for the Sixth Circuit seeking a reversal of the decision to grant the preliminary injunction. While the
appeal was pending, however, the Company announced on October 8, 2007 that it had reached a tentative settlement (the
“Settlement™) of the claims of the retirees in the Retiree Action. Accordingly, on October 18, 2007, the pending appeal
from the preliminary injunction was dismissed at the request of the parties.

The Settlement was subject to approval by the Court. On October 25, 2007, the parties filed a joint motion asking
the Court to approve the Settlement. On November 1, 2007, an order was issued by the Court granting the plaintiffs’
renewed motion for class certification. On November 2, 2007, the Court issued an order giving preliminary approval of
the Settlement and scheduled a hearing (the “Fairness Hearing”) on final approval of the Settlement beginning on
February 12, 2008. In November 2007, notice of the Settlement was sent to all retirees or their surviving spouses who
would be covered by the terms of the Settlement (collectively, the “Class Members”). Between the time the original
notification of the benefit changes was sent on June 1, 2006 and the time that membership in the class was determined,
the number of Class Members had increased to approximately 4,870. With dependents of the Class Members, the total
number of persons covered by the Settlement is approximately 8,300.

The Class Members were given the opportunity to object to the Settlement in writing and, if they so objected in
writing, to oppose it orally at the Fairness Hearing. A group of retirees did file objections. The Fairness Hearing was
conducted on February 12-13, 2008. The objecting retirees were represented by counsel at the Fairness Hearing and did
oppose the Settlement. On February 21, 2008, the Court issued a written decision approving the Settlement. The final
judgment (the “Judgment”) formally approving the Settlement was entered on February 29, 2008. The Settlement
became effective on that date. The Class Members who opposed the Settlement have filed appeals from the Judgment to
the United States Court of Appeals for the Sixth Circuit, Case Nos. 08-3166 and 08-3354. The briefing has been
completed and a hearing date is scheduled for March 6, 2009.
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Under terms of the Settlement, AK Steel has transferred to a Voluntary Employees Beneficiary Association trust (the
“VEBA Trust”) all postretirement benefit obligations (the “OPEB Obligations™) owed to the Class Members under the
Company’s applicable health and welfare plans and will have no further liability for any claims incurred by the Class
Members after the effective date of the Settlement relating to their OPEB Obligations. The VEBA Trust will be utilized to
fund the future OPEB Obligations to the Class Members. Under the terms of the Settlement, AK Steel was obligated to
initially fund the VEBA Trust with a contribution of $468.0 in cash within two business days of the effective date of the
Settlement. AK Steel made this contribution on March 4, 2008. AK Steel further is obligated under the Settlement to make
three subsequent annual cash contributions of $65.0 each, for a total contribution of $663.0.

As noted above, Class Members who objected to the Settlement have filed an appeal from the Judgment. The
Settlement includes terms which contemplate that possibility. During the pendency of the appeal, the VEBA Trust will
continue to be responsible for the OPEB Obligations to the Class Members. If the appeal is still pending at the time the
next payment is due from AK Steel to the VEBA Trust under the terms of the Settlement, the funds which otherwise
would have been paid to the VEBA Trust will be placed into an escrow account to be invested by the Trustees of the
VEBA Trust. If the Judgment is affirmed on appeal, the funds placed into the escrow account, including interest or other
earnings or losses, will be paid to the VEBA Trust. If, however, the Judgment is reversed, modified or vacated as a
result of the appeal in such a way as to place the responsibility on AK Steel for payment of all of the OPEB Obligations
to Class Members, then all of the monies placed into the escrow account, including interest or other earnings or losses,
will revert to AK Steel. In addition, under those circumstances, AK Steel will be immediately designated as the sole
fiduciary controlling the VEBA Trust and all assets of the VEBA Trust will be subject to, and payable in connection
with, any health or welfare plans maintained and controlled by AK Steel for the benefit of any of its employees or
retirees, not just the Class Members. In the event of a reversal, modification or vacation of the Judgment that results in
only part of the OPEB Obligations returning to the responsibility of AK Steel, then AK Steel will be designated as the
sole fiduciary with respect to an appropriate pro-rata share of the VEBA Trust assets relative to the portion of the OPEB
Obligations for which AK Steel has resumed responsibility.

Once the Settlement becomes final and no longer subject to appeal, the Company’s only remaining liability with
respect to the OPEB Obligations to the Class Members will be to contribute whatever portion of the $663.0 due to the
VEBA Trust that has not yet been paid at that time. At the time of the Fairness Hearing, the Company’s total OPEB
liability for all of its retirees was approximately $2.0 billion. Of that amount, approximately $1.0 billion was attributable
to the Class Members. Immediately following the Judgment approving the Settlement, the Company’s total OPEB
liability was reduced by approximately $339.1. This reduction in the Company’s OPEB liability is being treated as a
negative plan amendment and amortized as a reduction to net periodic benefit cost over approximately eleven years.
This negative plan amendment will result in an annual net periodic benefit cost reduction of approximately $30.0 in
addition to the lower interest costs associated with the lower OPEB liability. Upon payment on March 4, 2008 of the
initial $468.0 contribution by AK Steel to the VEBA Trust in accordance with the terms of the Settiement, the
Company’s total OPEB liability was reduced further to approximatety $1.1 billion. The Company’s total OPEB liability
will be reduced further by the amount of each subsequent annual $65.0 payment. In total, it is expected that the $663.0
Settlement with the Class Members, if the Judgment is upheld on appeal, ultimately will reduce the Company’s total
OPEB liability by approximately $1.0 billion.

Other than as described above, under the terms of the Settlement, the Company will have no other liability or
responsibility with respect to OPEB Obligations to the Class Members.

As noted above, if the Judgment approving the Settlement is not affirmed on appeal, the result will be that the
Company resumes responsibility, in whole or in part (depending upon the terms of the judicial decision reversing,
vacating or modifying the Judgment) for the OPEB Obligations to some or all of the Class Members. Under such
circumstances, the Company’s total OPEB liability would increase accordingly, but the Company cannot reliably
project at this time the amount of that increase because it is dependent upon the specific terms of the judicial decision.
At that point, as to any such OPEB Obligations for which the Company has resumed responsibility as a result of the
judicial decision, AK Steel would restart the retiree litigation and seek to judicially enforce what it continues to believe
is its contractual right to unilaterally reduce, or even completely eliminate, healthcare benefits provided to any Class
Members as to whom the Settlement no longer applies.

For accounting purposes, a settlement of the Company’s OPEB Obligations related to the Class Members will be
deemed to have occurred when AK Steel makes the last $65.0 payment called for under the Settlement, assuming that
there are no legal appeals pending at that time.



Item 4. Submission of Matters to a Vote of Security Holders.
No matters were submitted to a vote of security holders during the fourth quarter of 2008.
Executive Officers of the Registrant

The following table sets forth the name, age and principal position with the Company of each of its executive
officers as of February 20, 2009:

Name Age Positions with the Company
James L. Wainscott 51 Chairman of the Board, President and Chief Executive Officer
David C. Horn 57 Senior Vice President, General Counsel and Secretary
John F. Kaloski 59 Sentor Vice President, Operations
Albert E. Ferrara, Jr. 60 Vice President, Finance and Chief Financial Officer
Douglas W. Gant 50 Vice President, Sales and Customer Service
Alan H. McCoy 57 Vice President, Government and Public Relations
Lawrence F. Zizzo, Jr. 60 Vice President, Human Resources

James L. Wainscott was elected Chairman of the Board of Directors of the Company. effective January 1,
2006, and elected President and Chief Executive Officer in October 2003. Previously, Mr. Wainscott had been the
Company’s Chief Financial Officer since July 1998. Mr. Wainscott also served as Treasurer from April 1995 until
April 2001. He was elected Senior Vice President in January 2000, having previously served as a Vice President
from April 1995 until that date. Before joining the Company, Mr. Wainscott held a number of increasingly
responsible financial positions for National Steel, and was elected treasurer and assistant secretary for National
Steel in 1993.

David C. Hom was elected Senior Vice President, General Counsel and Secretary in January 2005. Mr. Horn was
elected Vice President and General Counsel in April 2001 and assumed the additional position of Secretary in August
2003. Before joining the Company as Assistant General Counsel in December 2000, Mr. Horn was a partner in the
Cincinnati-based law firm now known as Frost Brown Todd LLC.

John F. Kaloski was elected Senior Vice President, Operations in January 2005. Mr. Kaloski was named Vice
President in April 2003. Prior to joining the Company in October 2002 as Director, Operations Technology, Mr. Kaloski
served as a Senior Vice President at National Steel Corporation and held senior management positions at U.S. Steel
Corporation.

Albert E. Ferrara, Jr. was elected Vice President, Finance and Chief Financial Officer in November 2003. Mr.
Ferrara joined the Company in June 2003 as Director, Strategic Planning and was named Acting Chief Financial Officer
in September 2003. Prior to joining the Company, Mr. Ferrara was Vice President, Corporate Development tor NS
Group, Inc., a tubular products producer, and previously held positions as Senior Vice President and Treasurer with U.S.
Steel Corporation and Vice President, Strategic Planning at USX Corporation.

Douglas W. Gant was elected Vice President, Sales and Customer Service in January 2004. From February 2001
until that date, Mr. Gant was Director, Sales and Marketing, having previously served as General Manager, Sales since
May 1999. Mr. Gant was a regional sales manager from September 1995 until May 1999.

Alan H. McCoy was elected Vice President, Government and Public Relations in January 1997. From 1994 to
1997, Mr. McCoy was General Manager, Public Relations.

Lawrence F. Zizzo, Jr. was elected Vice President, Human Resources in January 2004. Before joining the
Company, Mr. Zizzo was Vice President, Human Resources at National Steel Corporation. Prior to that position, Mr.
Zizzo was Regional Director, Human Resources at National Steel.



PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities.

AK Holding’s common stock has been listed on the New York Stock Exchange since April 5, 1995 (symbol: AKS). The
table below sets forth, for the calendar quarters indicated, the reported high and low sales prices of the common stock:

2008 2007
High Low High Low
First QUArter....ooveveveeeeeeecrvenrnerinnsecenaens $ 5719 $ 3420 $ 2394 § 16.13
Second QUArET .......ceveererrrreeevereeeeenenn $ 7307 $§ 5421 § 3852 § 2349
Third Quarter ........ccvcvveniivveneerennenn, $ 6810 $ 2254 $ 4498 § 2790
Fourth QUarter .......oeevevveermereneecenenenne $ 2542 % 520 $ 5397 $ 39.10

As of February 20, 2009 there were 110,911,146 shares of common stock outstanding and held of record by 4,900
stockholders. The closing stock price on February 20, 2009 was $6.90 per share. Because depositories, brokers and
other nominees held many of these shares, the number of record holders is not representative of the number of beneficial
holders.

The payment of cash dividends is subject to a restrictive covenant contained in the instruments governing the
Company’s outstanding senior debt. The covenant allows the payment of dividends, if declared by the Board of Directors,
and the redemption or purchase of shares of its outstanding capital stock, subject to a formula that reflects cumulative net
earnings. During the period from 2001 to the third quarter of 2007, the Company was not permitted under the formula to
pay a cash dividend on its common stock or repurchase its shares as a result of cumulative losses recorded before and
during that period. During the third quarter of 2007, the cumulative losses calculated under the formula were eliminated
due to the improved financial performance of the Company. Accordingly, since that time, payment of a cash dividend and
repurchase of the Company’s shares have been permissible under the senior debt covenants. As of December 31, 2008, the
limitation on these restricted payments was approximately $195.3. Restrictive covenants also are contained in the
instruments governing the Company’s $850.0 asset-based revolving credit facility. Under the credit facility covenants,
dividends and share repurchases are not restricted unless availability falls below $150.0, at which point dividends would be
limited to $12.0 annually and share repurchases would be prohibited. As of December 31, 2008, the availability under the
asset-based revolving credit facility of $682.3 significantly exceeds $150.0. Accordingly, there currently are no covenant
restrictions on the Company’s ability to declare and pay a dividend to its shareholders.

The Company established an initial quarterly common stock dividend rate of $0.05 per share effective with the
March 2008 payment. Information concerning the amount and frequency of dividends declared and paid is as follows:

2008 COMMON STOCK DIVIDENDS

Record Date Payment Date Per Share
February 15, 2008 March 10, 2008 $0.05
May 16, 2008 June 10, 2008 $0.05
August 15, 2008 September 10, 2008 $0.05
November 14, 2008 December 10, 2008 $0.05
Total $0.20

On January 27, 2009, the Company announced that its Board of Directors declared a quarterly cash dividend of
$0.05 per share of common stock, payable on March 10, 2009, to shareholders of record on February 13, 2009.

On October 21, 2008, the Company announced that its Board of Directors had authorized the Company to repurchase,
from time to time, up to $150.0 of its outstanding equity securities. During the fourth quarter of 2008, the Company expended
$14.4 to purchase 1,650,801 shares of its common stock pursuant to this authorization. This stock repurchase plan superseded
and replaced a previous stock repurchase plan announced in 2000. The Company’s ability to purchase shares under this
authorization is subject to the same debt covenant discussed above that can restrict dividend payments.

There were no unregistered sales of equity securities in the quarter or year ended December 31, 2008.



ISSUER PURCHASES OF EQUITY SECURITIES

Total Number of Approximate Dollar
Shares (or Units) Value of Shares that

Purchased as Part May Yet be
Total Number of Publicly Purchased Under

of Shares Average Price Paid Announced the Plans or

Period Purchased (1) (2) Per Share (1) (2) Program (2) Programs (2)
October 1 through 31, 2008.............. 200,421 $ 11.34 200,000
November 1 through 30, 2008.......... 1,337,401 8.49 1,337,401
December | through 31, 2008 .......... 113,400 6.91 113,400

Total 1,651,222 $ 8.73 1,650,801 $ 135.6

(1) During the quarter, the Company repurchased 421 shares of common stock owned by participants in its restricted
stock awards program under the terms of its Stock Incentive Plan. In order to satisfy the requirement that an
amount be withheld that is sufficient to pay federal, state and local taxes due upon the vesting of the restricted
stock, employees are permitted to have the Company withhold shares having a fair market value equal to the tax
which could be imposed on the transaction. The Company repurchases the withheld shares at the quoted average of
high and low prices on the day the shares are withheld.

(2) On October 21, 2008, the Company announced that its Board of Directors had authorized the Company to
repurchase, from time to time, up to $150.0 of its outstanding equity securities. This stock repurchase plan
supersedes and replaces a previous stock repurchase plan announced in 2000. There were 1,650,801 shares
repurchased under this program between October 21 and December 31, 2008. There is no expiration date specified
in the Board of Directors’ authorization.
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The following graph compares cumulative total stockholder return on the Company’s Common Stock for the five-
year period from January 1, 2004 through December 31, 2008 with the cumulative total return for the same period of (i)
the Standard & Poor’s Stock Index and (ii) S&P 500 Metals & Mining Index. The S&P 500 Metals & Mining Index is
made up of AK Steel Holding Corporation, Alcoa Inc., Titanium Metals Corporation, Newmont Mining Corporation,
Nucor Corporation, Freeport-McMoRan Copper & Gold Inc., Allegheny Technologies Inc., and United States Steel
Corporation. These comparisons assume an investment of $100 at the commencement of the period and reinvestment of
dividends.
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Item 6. Selected Financial Data.

The following selected historical consolidated financial data for each of the five years in the period ended
December 31, 2008 have been derived from the Company’s audited consolidated financial statements. On March 31,
2004, the Company sold Douglas Dynamics, LLC, and on April 12, 2004, it completed the sale of Greens Port Industrial
Park. The results of Douglas Dynamics and Greens Port Industrial Park are classified as discontinued operations. The
selected historical consolidated financial data presented herein are qualified in their entirety by, and should be read in
conjunction with, the consolidated financial statements of the Company set forth in Item 8 and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” set forth in Item 7.

Years Ended December 31,
2008 2007 2006 2005 2004
(dollars in millions, except per share data)

Statement of Operations Data:

NEt SALES 1vieriii e $ 76443 $ 7,003.0 $ 60690 $ 56474 § 52173
Cost of products sold (exclusive of items below)........... 6.491.1 5.919.0 5,452.7 4,996.8 4,553.6
Selling and administrative eXpenses.........cc..cocvveeeenncene 223.6 223.5 207.7 208.4 206.4
DEPreciation ........eiverieeiiieieiiet et eeeeeee s ae s 202.1 196.3 194.0 196.4 206.2

Other operating items:
Pension and other postretirement benefits corridor

Charges (1) cveveni et 660.1 — 133.2 542 330.8
Asset impairment charges (2) .......ccccovrvevenenvncrinnens — — — 317 —
Curtailment and labor contract charges (1).......cccoceeee 394 39.8 15.8 12.9 —
Impairment of equity investment (3) ..........ccccccoennnn. — — — 33.9 —
Total OpPerating COSS ...ocvvevirrrieerrerienrtecetesienreeseesierveenes 7,616.3 6,378.6 6,003.4 5,534.3 5,297.0
Operating profit (10SS) .o.ovveeiveecireririenneereneeninreeenieens 28.0 624.4 65.6 113.1 (79.7)
INEETESE EXPENSE ..verienrrererireereeitenieeerieereereeseeereeseesinreens 46.5 68.3 89.1 86.8 110.1
Loss on early retirement of debt.........cccooeerevvcnininncnne. — — — — 8.7
Interest iNCOME (4) .ovevieeriiee e 10.5 322 21.2 9.1 39
Other iNCOME (EXPENSE) ..eevvererverrrrirrerirerierirenieeseenareene 1.1 3.0 (0.8) 2.6 1.3
Income (loss) from continuing operations before

INCOME tAX eovteieeiieeecrieteresee e see e sseeeseee e eeneeeenes (6.9) 591.3 3.1 38.0 (193.3)
Income tax provision (benefit) due to state tax law

ChANEES .eovviiieeeritc ettt seee st e b e s — (11.4) 5.7 32.6 —
Income tax provision (benefit) (5)....cccccoovevenievrnennnnne. (10.9) 215.0 (20.8) 6.2 (223.8)
Income (loss) from continuing operations............cc...c.... 4.0 387.7 12.0 (0.8) 30.5
Income and gain on sale from discontinued operations

(B) ettt — e — - 207.9
Cumulative effect of accounting change (7)....c..cccoenen. — — — (1.5) —
Net inCOME (10SS) cuvviriieieieeeeeeeetee et $ 40 $ 3877 § 120 $ (2.3) § 2384
Basic earnings per share:

Income (loss) from continuing operations .............. $ 004 § 350 % 011 § (0.0h $ 0.28

Income from discontinued operations.............c.c..... — — — — 1.91

Cumulative effect of accounting change................. — — — (0.01) —

Net iNCOME (0SS cuverrerrieeerreereereereereeeereeeeeeseeneeeenas $ 004 $ 3.50 § 0.11 8§ (0.02) § 2.19

Diluted earnings per share:

Income (loss) from continuing operations...........ccouvv.ne. $ 0.04 $ 346 $ 011 § (00D $ 0.28

Income from discontinued operations ..........ccceeeveeennene — — — — 1.90

Cumulative effect of accounting change ..........cccccceee.e. — — — (0.01) —
Net inCOme (10SS) cuveverrevereirrereieeeeereeeeeeeeeeeeeinenas $ 004 $ 346 % 011 § (0.02) § 2.18
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As of December 31,

2008 2007 2006 2005 2004

Balance Sheet Data:
Cash and cash equivalents........ccceovvcenenncineinieennene $ 5627 $ 7136 $ 5194 $§ 5196 $ 377.1
Working capital.........ccocoveveimiiniininnnnininee s 1,268.6 1,453.9 1,616.0 1,343.0 1,360.1
TOtAl @SSELS uvnveererrrerierrereeenenrerneeeniesresaeseeressesassaeresnsens 4,682.0 5,197.4 5,517.6 5,487.9 5,452.7
Current portion of long-term debt 0.7 12.7 — — —
Long-term debt (excluding current portion)................... 632:6 652.7 1,115.2 1,114.9 1,109.7
Current portion of pension and postretirement benefit

ODIIALIONS ..ottt 152.4 158.0 157.0 237.0 159.9
Long-term pension and postretirement benefit

obligations (excluding current portion)................... 2,144.2 2,537.2 2,927.6 3,115.6 3,264.1
Stockholders’ equity.......cceeviremrniiincceincecninrenr 968.0 874.7 417.0 220.5 197.4

(1) Under its method of accounting for pensions and other postretirement benefits, the Company recorded non-cash
corridor charges in 2008, 2006, 2005 and 2004.Included in 2008 is a curtailment charge of $39.4 associated with a
cap imposed on a defined benefit pension plan for salaried employees.Included in 2007 are curtailment charges of
$15.1 and $24.7 associated with new labor agreements at the Company’s Mansfield Works and Middletown
Works, respectively.Included in 2006 is a curtailment charge of $10.8 associated with new Butler and Zanesville
Works labor agreements and one-time charges of $5.0 related to contract negotiations.Included in 2005 is a
curtailment charge of $12.9 associated with the new labor agreement at the Company’s Ashland Works.See Item
7, Management’s Discussion and Analysis of Financial Condition and Results of Operations, and Note 1 to the
consolidated financial statements for additional information.

(2) In 2005, the Company recorded an asset impairment charge of $31.7 related to certain previously idled stainless
processing equipment at its Butler and Mansfield Works.

(3) In 2005, the Company recorded an asset and equity investment impairment charge of $33.9 related to a decision
by AK-ISG Steel Coating Company to indefinitely idle its electrogalvanizing line by March 31, 2006.

(4) In 2007, the Company recorded $12.5 in interest income as a result of interest received related to the
recapitalization of Combined Metals, LLC, a private stainless steel processing company in which AK Steel holds a
40% equity interest.

(5) In 2004, the Company reversed previously recorded valuation allowances of its deferred tax assets in the amount
of $125.1. '

(6) On March 31, 2004 the Company sold Douglas Dynamics, LLC and on April 12, 2004 completed the sale of
Greens Port Industrial Park.As a result, the Company reported an aggregate gain, net of tax, of $201.4 on the
sales.During 2004 the Company also reported income from these discontinued operations, net of tax, of $6.5.

(7) The Company’s adoption during the fourth quarter of 2005 of FASB Interpretation No. 47, “Accounting for
Conditional Asset Retirement Obligations, an interpretation of FASB Statement No. 143", resulted in the
Company recording a charge of $1.5, net of tax.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Operations Overview

The Company’s operations consist of seven steelmaking and finishing plants that produce flat-rolled carbon steels,
including premium-quality coated, cold-rolled and hot-rolled products, and specialty stainless and electrical steels that
are sold in hot band, sheet and strip form. These products are sold to the automotive, infrastructure and manufacturing,
and distributors and converters markets. The Company sells its carbon products principally to domestic customers. The
Company’s electrical and stainless steel products are sold both domestically and increasingly, internationally. The
Company’s continuing operations also include two plants operated by AK Tube where flat-rolled carbon and stainless
steel is further finished into welded steel tubing. In addition, the Company operates European trading companies that
buy and sell steel and steel products.

Safety, quality and productivity are the focal points of AK Steel’s operations and the hallmarks of its success. AK
Steel has led the steel industry in safety performance for many years. In 2008, the Company experienced another year of
outstanding safety performance and received a variety of awards. For the third consecutive year, the Company’s Ashland,
Kentucky coke plant received the Max Eward Safety Award, recognizing it for the best safety record in the industry. The
Company’s Zanesville Works was honored by the Ohio Bureau of Workers Compensation with two awards for its safety
performance. Similarly, the Walbridge plant of AK Tube LLC, a wholly-owned subsidiary of the Company, received two
awards from the Ohio Bureau of Workers Compensation for its safety performance.
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The Company also had one of its best performances with respect to quality in 2008. The Company has been recognized
repeatedly in leading surveys for being industry-best in overall quality for carbon, stainless and electrical steels and received
such recognition again in 2008. The Company also received a variety of quality awards from customers and others in 2008.
The Company was added to the list of “World-Class Steelmakers” by World Steel Dynamics, a prominent steel industry
strategic information service. The Company also received a MANNY award for excellence in manufacturing from Cincy
Magazine, a leading business publication in Cincinnati, Ohio. All of the Company’s steel plants have been awarded 1SO/TS
16949:2002 Quality Management System certification, which is an international quality management system standard
developed by the International Automotive Task Force and the Japan Automobile Manufacturers Association in conjunction
with the international standards community. All of the Company’s steel facilities also have been awarded certificates of
registration under ISO 14001, a set of voluntary environmental management systems standards that enable an organization to
control the impact of its activities, products or services on the environment. Audits to maintain these certifications are
performed on a periodic and timely basis, and the Company continues to be ISO/TS 16949:2002 and ISO 14001 certified.

With respect to productivity, in 2008 the Company continued to improve on its historically excellent productivity
performance and achieved record performances at numerous units at all locations. Until the dramatic decline in the
United States and global economies that occurred during the fourth quarter of 2008, all of the Company’s units were
operating at excellent productivity rates, with numerous records being set at its specialty steel plants. Unfortunately, the
severe downturn in the economy resulted in sharply lower demand for the Company’s products, causing the Company to
substantially reduce production and to temporarily idle facilities during the fourth quarter.

The Company announced or completed several capital projects in 2008 which should have a favorable ongoing
impact on its operations and financial results. In July 2008, the Company announced a capital investment project at its
Butler Works in the amount of $21.0 to further expand the Company’s production capabilities for high-end, grain-
oriented electrical steels that in recent years have been in strong demand in both the United States and global markets.
While the demand for those electrical steel products has moderated recently due to the economic downturn, the large
stimulus package recently signed into law by President Obama may spur an increase in that demand. In any event, the
Company anticipates that strong demand for high-end electrical steel products will return early in the economic
recovery and this expansion will position it to meet that demand. The project includes installation of new production
equipment at the Company’s Butler Works to utilize the Company’s proprietary special annealing technology, as well as
upgrades to an existing processing line at Butler Works.

The Company also announced a project with SunCoke Energy, Inc. (“SunCoke”) to construct a new state-of-the-art,
environmentally friendly heat-recovery coke battery capable of producing 550,000 net tons of metallurgical grade coke, as
well as electrical power, for the Company’s Middletown Works. The new coke battery will be constructed, owned and
operated by SunCoke and the Company will purchase the coke and electricity pursuant to a 20-year supply contract.
Construction of the new facility was delayed due to delays in the issuance of a required environmental permit-to-install. That
required permit now has been issued and construction has begun. Appeals to the Ohio Environmental Review Appeals
Commission from the issuance of the permit-to-install have been filed by a limited number of third parties who objected to the
issuance of the permit and oppose the project. Those appeals remain pending. On January 28, 2009, the City of Monroe filed
an action in federal district court in Cincinnati, Ohio, Case No. 1:09-CV-00063, pursuant to Section 304(a)(3) of the Clean Air
Act seeking, among other things, to block construction of the new coke battery. The Company is not a party to this litigation.
The defendants in the action are SunCoke Energy, Inc. and Middletown Coke Company, Inc.

2008 Financial Results Overview

Until the dramatic downturn in the economy which occurred in the fourth quarter of 2008, the Company was well
on its way to its best-ever annual financial performance. Unfortunately, that economic downturn had a severe negative
impact on the Company’s business in the fourth quarter and likewise hurt the Company’s full-year results. That said, the
Company still was able to establish new annual records for average selling price and revenue, as well as adjusted
operating profit and adjusted operating profit per ton.

In addition to being impacted by the economic downturmn, most of the key financial metrics reported by the
Company were adversely impacted by two significant non-cash charges which the Company recorded in the fourth
quarter of 2008. The first of these charges was a “corridor charge” of $660.1 which the Company recognized in the
fourth quarter under its method of accounting for pensions and other postretirement employee benefits. See discussion
in the “Pension & Other Postretirement Employee Benefit Charges” section below for further information concerning
this corridor charge. The second charge was a curtailment charge of $39.4 associated with the “lock and freeze” of a
defined benefit pension plan covering all salaried employees. While both of these items were pre-tax, non-cash
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charges, they collectively resulted in a significant reduction in the reported results for the Company’s fourth quarter and
full-year operating profit and net income.

For the fourth quarter of 2008, excluding the above-referenced non-cash corridor and curtailment charges, the Company
reported adjusted income before taxes of $0.6 and adjusted operating profit of $10.3, or approximately $10 per ton. Including
those charges, the Company reported a loss before taxes of $698.9 and an operating loss of $689.2, or approximately $642 per
ton in the fourth quarter. For all of 2008, excluding the non-cash corridor and curtailment charges referred to above, the
Company reported adjusted pre-tax income of $692.6, its best ever, and adjusted operating profit of $727.5, or approximately
$124 per ton, also a record. Including those charges, the Company reported net income of $4.0, or $0.04 per diluted share, and
operating profit of $28.0, or $5 per ton for 2008. Net sales increased by 9% over 2007 to a new annual net sales record of $7.6
billion in 2008. The average annual selling price for the Company’s products rose to $1,303 per ton, also a Company record.

Despite contributing $225.0 to the Company’s pension trust fund and $468.0 to the Middletown Works retirees
VEBA Trust, the Company’s cash at 2008 year-end was $562.7 versus $713.6 at 2007 year-end. The Company also
ended 2008 with $682.3 of availability under its credit facility, resulting in a total liquidity of $1,245.0.

Key Factors Generally Impacting Financial Results

There were several key factors which impacted the Company’s financial results. On the positive side, strong
product demand (principally during the first three quarters), a keen focus on business basics, and excellent operational
performance combined to enable the company to achieve a record average annual selling price and record annual
revenue in 2008. On the negative side, the Company’s financial results for the year were impacted significantly by the
unanticipated and dramatic decline in the economies of the United States and the world during the fourth quarter of
2008 and by a pre-tax pension corridor charge of $660.1 and curtailment charges of $39.4.

Through the first three quarters of 2008, the Company was well on its way to record annual results with respect to
virtually all of its key financial metrics. For example, the Company had record operating profit of $717.2 for the nine-
month period ended September 30, 2008 and its operating profit per ton of $210 for the three months ended September 30,
2008 also was a record. The downturn that occurred principally during the fourth quarter was the swiftest and the most
severe that the steel industry has faced in many decades. The Company began to see a significant deterioration in its
business early in the fourth quarter and, as it became clearer that the reduction in product orders was not going to
significantly improve soon, the Company quickly took steps to bring costs and inventories in line with its reduced level of
business. Initially, those steps included operational adjustments and reduced purchases of raw materials. As economic
conditions worsened, Management determined that the Company would need to take additional measures, including idling
some of its facilities, laying off personnel, and otherwise reducing employment and input costs. By November 2008, the
Company announced that it would temporarily idle some of its production and finishing facilities and would lay off a
significant number of employees. In December 2008, that announcement was followed by the announcement of reductions
in salaried employee base salaries and benefits, as well as a program to provide incentives for early retirements.

By taking these steps, the Company is reducing its costs to a level more consistent with the volume of business it
received in the fourth quarter. Nonetheless, the reduction in orders attributable to the severe economic downturn which
occurred in the fourth quarter still had a significant adverse impact on the Company’s financial results for the fourth quarter
and for the full-year 2008. The performance of the economy is typically a factor which affects the market conditions for the
Company’s products, as well as the products of the steel industry generally. Modest declines in the performance of the
economy can often be overcome through adjustments to other factors affecting operating levels and profit, such as reducing
input and other costs, increasing productivity to reduce cost per ton, increasing market share, etc. The economic downturn
which occurred during the fourth quarter of 2008, however, was so severe that it could not be entirely overcome by such
adjustments, or by the positive factors which contributed to the Company’s otherwise strong performance in 2008.

2008 Compared to 2007
Shipments

Steel shipments in 2008 were 5,866,000 tons, compared to 6,478,700 tons in 2007. The year-to-year decrease was
primarily the result of decreased sales in the fourth quarter due to the extreme decline in overall economic
conditions. Shipments of stainless, coated, cold-rolled and tubular products all declined in 2008 compared to 2007.
Partially offsetting these declines were increases in shipments of the Company’s high-end, grain-oriented electrical steel
products and shipments by the Company’s European operations. The increase in high-end electrical steel shipments
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was principally the result of strong demand for such products through the first nine months of the year, both domestically
and internationally, and was facilitated by the Company’s prior capital investments to increase its production capacity of
electrical steel products. As a result of the overall decline throughout most of the Company’s business, the value-added
shipments remained relatively constant at 80.7% compared to 80.3%. Tons shipped by product category for 2008 and 2007
were as follows:

(tons in thousands) 2008 2007
Stainless/electrical ..........cooeevriviieriiiec e 957.1 16.3% 1,072.0 16.5%
COBLEA .ottt e s 2,477.8 42.2% 2,665.2 41.1%
Cold-rolled 1,185.2 20.2% 1,325.7 20.5%
TUBUIAE 1 117.3 2.0% 144.7 2.2%
Subtotal value-added shipments ..o 4,737.4 80.7% 5.207.6 80.3%
HOt-TOHEd ..o 649.2 16.2% 1,008.5 15.6%
SECONAATY .ovveviriieieeie ittt s 179.4 3.1% 262.6 4.1%
Subtotal non value-added shipments..........cccovverenrncnnne. 1,128.6 19.3% 1,271.1 19.7%
Total SHIPMENtS ...cccoeiiieci e 5,866.0 100.0% 6,478.7 100.0%

Net Sales

The Company set an all-time record for net sales in 2008 of $7,644.3, up 9% from the 2007 then-record sales of $7,003.0.
The year-to-year increase was driven by a record 2008 average annual selling price of $1,303 per ton compared to $1,081 per
ton in 2007. Several factors helped drive this improvement. First, the Company benefited from an increase in pricing related to
its contract business, with approximately 50% of its total shipments for the year being made subject to such pricing. Second,
with respect to the Company’s spot market sales, prices increased as a result of strong demand during the first nine month of
the year, before retreating significantly during the fourth quarter. Third, over the course of the last several years, the Company
has focused on optimizing its product mix to focus on growing its niche markets where its profit margins are strongest. Lastly,
as a result of volatile raw material and energy costs, the Company has negotiated variable pricing mechanisms with most of its
contract customers, which enable the Company to pass on rising or falling commodity and energy costs during the life of the
contract. The Company had such variable pricing mechanisms with respect to approximately 75% of its contract shipments in
2008.

Net sales to customers outside the United States were $1,267.9, or 17% or total steel sales, for 2008, and $925.1, or
13% of tota] steel sales, for 2007. A substantial majority of the revenue outside of the United States is associated with
electrical and stainless steel products.

The Company’s direct automotive sales declined to approximately 32% of the Company’s total sales in 2008,
compared to 40% in 2007. The relative decline in automotive sales is principally the result of significantly reduced light
vehicle production in North America due to the downturn in the economy, which led to reduced orders from the
Company’s automotive customers, particularly in the fourth quarter of 2008. 1t also is attributable to an increased volume
of sales into the spot market of hot rolled products to non-automotive customers. Also contributing to the decline in the
percentage of direct automotive sales was an increase in the Company’s revenues from 2007 to 2008 attributable to
electrical steel products which are included below in the infrastructure and manufacturing markets for the Company’s
products. The increase in revenue for electrical steel products was the result of both higher prices and increased shipments,
particularly with respect to high-end, grain-oriented electrical steel products. The Company’s infrastructure and
manufacturing market sales increased to 29% of the Company’s total sales in 2008, compared to 26% in 2007. This.
increase is principally the result of the increased electrical steel sales-and reduced direct automotive sales. The Company’s
distributor and converter sales increased to 39% from 34% in 2007. The principal reason for this percentage increase also
was the decline in direct automotive sales. The following table sets forth the percentage of the Company’s net sales
attributable to various markets:

Market 2008 2007
AULOIMOTIVE. c.eevterieeirereeteretereseeserseesestesbesaess e ress e aereaesbssbesaesr s srsenesssesesraaseenaesaensssbases 32% 40%
Infrastructure and Manufacturing (a) 29% 26%
Distributors and CONVETLETS (@) ....oeoeeeeeerierieeriereeneenrenssieaieresieesnt e seesssssnssisasassnes 39% 34%

(a) The Company historically has referred to these markets by somewhat different names. The names have been
updated to simplify them, but the nature of the product sales and customers included in each market has not
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changed. For more information, see footnote to the table contained in the discussion of Customers in item 1, on
page 2.

Operating Profit and Adjusted Operating Profit

The Company reported an operating profit for 2008 of $28.0, compared to an operating profit of $624.4 for 2007.
Included in 2008 and 2007 annual results were pre-tax, primarily non-cash corridor charges, which are described more
fully below. The exclusion of those charges results in record adjusted operating profit for 2008 of $727.5 compared to
$664.2 for 2007. :

Exclusion of the non-cash charges, discussed below, from the operating results is presented in order to clarify the
effects of those charges on the Company’s operating results and to more clearly reflect the operating performance of the
Company on a comparative basis for 2008 and 2007. The excluded charges consist of a pension corridor charge in 2008
and pension curtailment charges in 2008 and 2007.

The Company incurred a corridor charge in 2008 of $660.1 related to its pension obligations. There were no corridor
charges in 2007. A corridor charge, if required after a remeasurement of the Company's pension and other postretirement
obligations, historically has been recorded in the fourth quarter of the year in accordance with the method of accounting for
pension and other postretirement benefits which the Company adopted as a result of its merger with Armco Inc. in 1999.
Since 2001, the Company has recorded approximately $2.5 billion in non-cash pre-tax corridor charges as a result of this
accounting treatment. These corridor charges have had a significant negative impact on the Company’s financial statements
including a substantial reduction in the Company’s stockholders’ equity. Additional information concerning these corridor
charges is contained in the “Pension & Other Postretirement Employee Benefit Charges” section below. Though these
corridor charges have been required in seven of the last eight years, it is impossible to reliably forecast or predict whether
they will occur in future years or, if they do, what the magnitude will be. They are driven mainly by events and
circumstances beyond the Company’s control, primarily changes in interest rates, performance of the financial markets,
healthcare cost trends and mortality and retirement experience.

The 2008 curtailment charges were a result of salaried workforce cost reductions implemented by the Company. A
defined benefit plan covering all salaried employees was “locked and frozen” and was replaced with a fixed percent
contribution to a defined contribution pension plan. As a result, the Company was required to recognize in the fourth quarter of
2008 the past service pension expense that previously would have been amortized. Additional information concering these
charges is contained in the “Pension & Other Postretirement Employee Benefit Charges” section below.

The 2007 curtailment charge was a result of new labor agreements that the Company entered into with the represented
employees at the Company’s Middletown Works and Mansfield Works. Under these agreements, the existing defined benefit
pension plan was “locked and frozen™ in 2007, with subsequent Company contributions being made to multiemployer pension
trusts. As a result, the Company was required to recognize in 2007 the past service pension expense that previously would
have been amortized. These new labor agreements extend until 2011 and no further curtailment or other charges are
anticipated to occur for the duration of the agreements. Additional information concerning these charges is contained in the
“Pension & Other Postretirement Employee Benefit Charges™ section below.

Management believes that reporting adjusted operating profit (as a total and on a per-ton basis), which is not a
financial measure under generally accepted accounting principles (“GAAP”), more clearly reflects the Company’s
current operating results and provides investors with a better understanding of the Company’s overall financial
performance. In addition, the adjusted operating results facilitate the ability to compare the Company’s financial results
to those of our competitors. Management views the reported results of adjusted operating profit as an important
operating performance measure and, as such, believes that the GAAP financial measure most directly comparable to
it is operating profit. Adjusted operating profit is used by management as a supplemental financial measure to
evaluate the performance of the business. Management believes that the non-GAAP measure, when analyzed in
conjunction with the Company’s GAAP results and the accompanying reconciliations, provides additional insight
into the financial trends of the Company’s business versus the GAAP results alone. Management also believes that
investors and potential investors in the Company’s securities should not rely on adjusted operating profit as a
substitute for any GAAP financial measure and the Company encourages investors and potential investors to review
the reconciliations of adjusted operating profit to the comparable GAAP financial measure. While management
believes that the non-GAAP measures allow for comparability to competitors, the most significant limitation on that
comparison is that the Company immediately recognizes the pension and other postretirement benefit corridor charges,
if required, after a remeasurement of the liability, historically, in the fourth quarter of the year. The Company’s
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competitors do not recognize these pension and other postretirement costs immediately, but instead, amortize these costs
over future years. Management compensates for the limitations of this non-GAAP financial measure by recommending
that this non-GAAP measure be evaluated in conjunction with the GAAP financial measure.

The following table reflects the reconciliation of non-GAAP financial measures for the full year 2008 and 2007 results:

Reconciliation of Operating Profit to Adjusted Operating Profit

2008 2007
Operating profit, as reported .................... $ 28.0 $ 624.4
Pension corridor charge ......................... 660.1 —
Curtailment charges ...........ccoevveeevirvenienne 39.4 39.8
Adjusted operating profit .........c.cocoeeene. $ 727.5 $ 664.2

Reconciliation of Operating Profit Per Ton to Adjusted Operating Profit Per Ton

2008 2007
Operating profit per ton, as reported......... $ 5 $ 96
Pension corridor charge per ton .............. 112 —
Curtailment charges per ton .............ce...... 7 7
Adjusted operating profit per ton.............. $ 124 $ 103

Reconciliation of Pre-Tax Income (Loss) to Adjusted Pre-Tax Income

2008 2007
Pre-tax income (loss), as reported............ $ 69 $ 591.3
Pension corridor charge .........c.cccccceccennee. 660.1 —
Curtailment charges ..........ccccoccoviennne. 39.4 39.8
Adjusted pre-tax income ..........ccoceocenenee. $ 692.6 $ 631.1

Operating Costs

Operating costs in 2008 and 2007 were $7,616.3 and $6,378.6, respectively. Operating costs for 2008 were
negatively affected by higher steelmaking input costs, principally with respect to certain raw materials and energy costs.
Total 2008 costs for various raw materials, including iron ore, alloys, zinc, aluminum, and purchased slabs, increased by
over $780. As a result of the progressively increasing costs during both years, the Company recorded LIFO charges in
2008 and 2007 of $283.3 and $31.2, respectively. In 2008, the Company benefited from the lower costs associated with
lower retiree healthcare benefits resulting from the settlement in the first quarter of 2008 with a group of retirees from
its Middletown Works. Operating costs were higher in 2007 as the result of an unplanned outage at its Ashland Works
blast furnace during the third and fourth quarters of 2007.

Selling and Administrative Expense
The Company’s selling and administrative expense increased slightly to $223.6 in 2008 from $223.5 in 2007.
Depreciation Expense

Depreciation expense increased to $202.1 in 2008 from $196.3 in 2007, in line with the increases in the Company’s
capital investments in recent years.

Goodwill Impairment

The Company is required to review its goodwill for possible impairment at least annually. The 2008 and 2007
annual reviews did not result in any goodwill impairment for the Company.

Pension & Other Postretirement Employee Benefit Charges

Under the method of accounting for pension and other postretirement benefit plans which the Company adopted at the
time of its merger with Armco Inc. in 1999, the Company recognized a non-cash, pre-tax charge in 2008 of $660.1 with
respect to its pension benefit plans. Under this method of accounting, the Company is required to recognize into its results
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of operations, as a non-cash “corridor” adjustment, any unrecognized actuarial net gains or losses that exceed 10% of the
larger of projected benefit obligations or plan assets. Prior to January 31, 2009, amounts inside this 10% corridor were
amortized over the average remaining service life of active plan participants. Beginning January 31, 2009, the date of the
“lock and freeze” of a defined benefit pension plan covering all salaried employees, the actuarial gains and losses will be
amortized over the plan participants’ life expectancy. Actuarial net gains and losses occur when actual experience differs
from any of the many assumptions used to value the benefit plans, or when the assumptions change, as they may each year
when a valuation is performed. The effect of prevailing interest rates on the discount rate used to value projected plan
obligations as of the December 31 measurement date is one of the more important factors used to determine the Company’s
year-end liability, corridor adjustment and subsequent year’s expense for these benefit plans. The 2008 corridor charge of
$660.1 was caused principally by actuarial losses on the investment performance of pension assets. The Company did not
incur an other postretirement employee benefit corridor charge in 2008. There were no corridor charges incurred in 2007.

The Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards 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”) in September 2006. FAS 158 provides guidance for accounting for pensions and other
postretirement benefit plans. This guidance requires companies to recognize on their balance sheet the overfunded or
underfunded position of their plans with a corresponding adjustment to accumulated other comprehensive income, net of tax. The
guidance for the recognition and disclosure provisions went into effect for the Company as of December 31, 2006. The adoption
of FAS 158 resulted in a reduction of the Company’s intangible asset of $32.9, a decrease in pension and other postretirement
benefit liabilities of $159.8 and an increase to equity of $142.7, net of tax. Prior to the adoption of FAS 158, the Company
recorded a net credit to equity of $29.7 to recognize its minimum pension liability. The Company changed its measurement
date from October 31 to December 31 during 2008 to meet the requirements of FAS 158. The change in the measurement data
resulted in an increase in the deferred tax asset of $5.6, an increase to pension and other postretirement benefit liabilities of
$15.8, a decrease to retained earnings of $7.4 and a decrease to accumulated other comprehensive income of $2.8.

In the fourth quarter of 2008, the Company recognized a curtailment charge of $39.4 as a result of the Company’s
decision to “lock and freeze”, as of January 31, 2009, the accruals for a defined benefit pension plan covering all
salaried employees. The defined benefit pension accruals were replaced by a fixed percent contribution to a defined
contribution pension plan. As a result, the Company was required to recognize in the fourth quarter of 2008 the past
service pension expense that previously would have been amortized.

In 2007, the Company recognized curtailment charges associated with new labor agreements at the Company’s
Mansfield Works and Middletown Works of $15.1 and $24.7, respectively. Under these agreements, the existing
defined benefit pension plan at each facility was “locked and frozen” with subsequent Company contributions being
made to multiemployer pension trusts. As a result, the Company was required to recognize in 2007 the past service
pension expense that previously would have been amortized. On balance, the Company expects the future benefits
associated with the new labor agreement, including the locking and freezing of the defined benefit plans will outweigh
the one-time curtailment charges and the ongoing contributions to the multiemployer pension trusts.

Interest Expense

The Company’s interest expense for 2008 was $46.5, which was $21.8 lower than in 2007. This decrease was due
primarily to the Company’s early redemption during 2007 of the entire $450.0 of outstanding 7 7/8% senior notes due in
2009. While the Company experienced some of the benefit of that reduction in interest expense during 2007, it
experienced the full benefit for the first time in 2008.

Interest Income

The Company’s interest income for 2008 was $10.5, which was $21.7 lower than in 2007. This decrease was due
primarily to the fact that the Company received $12.5 of interest in 2007 as a result of the recapitalization of Combined
Metals of Chicago, LLC, a private stainless steel processing company in which the Company holds a 40% equity
interest. The reduction also is attributable to lower levels of cash and cash equivalents, as well as lower returns earned
on that cash and cash equivalents in 2008 compared to 2007.

Other Income

The Company’s other income for 2008 was $1.1, which was $1.9 lower than in 2007. This decrease was due
primarily to foreign exchange losses partially offset by gains associated with the repurchase of $19.6 par value of the
Company’s $550.0 outstanding 7 3/4% senior notes due in 2012,
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Income Taxes

In 2008, the Company had an income tax benefit of $10.9, compared to an income tax provision of $203.6 in 2007,
which included a benefit of $11.4 due to state tax law changes. This reduction was due primarily to a significantly lower
level of pre-tax income in 2008. '

Net Income

The Company’s net income in 2008 was $4.0, or $0.04 per diluted share. In 2007, the Company reported net income
of $387.7, or $3.46 per diluted share. The reduction in 2008 compared to 2007 was principally a result of the negative
impact of the pre-tax pension corridor and curtailment charges incurred in 2008, which was partially offset by the beneficial
impact of significantly increased sales. In 2008, the Company’s pre-tax curtailment charge and pension corridor charge
totaled $699.5. In 2007, the Company recorded pension curtailment charges of $39.8 and incurred no corridor charge. The
Company had record sales of $7,644.3 for 2008 compared to $7,003.0 in 2007. This record sales performance was driven
by a record 2008 average selling price of approximately $1,303 per ton compared to $1,081 per ton in 2007. The benefit of
the record 2008 sales was partially offset by higher raw material costs, a higher LIFO charge and higher operating costs
associated with the reduction in production levels in the fourth quarter of 2008 as a result of the significant decline in
economic conditions which severely impacted the steel industry.

2007 Compared to 2006
Shipments

Steel shipments in 2007 were 6,478,700 tons, compared to 6,168,600 tons in 2006. The year-to-year increase was
primarily the result of increased sales of hot-rolled and cold-rolled products. This increase was facilitated by higher
production levels at the Company’s Middletown Works and was also driven by the opportunity created by higher prices in
the spot market. The increased capacity and production of the Company’s electrical steel production facilities during 2006
and 2007 enabled the Company to improve product mix and take greater advantage in 2007 of the strong demand for the
high end of these products both domestically and overseas. As a result, although total shipments of stainless and electrical
steels decreased from 2006 to 2007, net sales increased. Tubular shipments declined slightly as the result of a decline in
2007 of demand from the domestic automotive market and the heavy truck manufacturers. Overall, value-added products
comprised 80.3% of total shipments for 2007, down from 81.7% for 2006, principally as a result of lower
stainless/electrical and coated shipments (partially offset by higher cold-rolled shipments) and higher hot-rolled shipments.
Tons shipped by product category for 2007 and 2006 were as follows:

(tons in thousands) 2007 2006
Stainless/electrical y 1,072.0 16.5%  1,093.9 17.7%
Coated .cccuveviiiiiieieeeeeee e e ' 2,665.2 41.1%  2,706.7 43.9%
Cold-rolled .......vviieeiieiiiceceeeeeeeeee et 1,325.7 20.5%  1,066.4 17.3%
TUDUIAT ..o 144.7 2.2% 169.9 2.8%
Subtotal value-added shipments ................cov..ns 5,207.6 80.3%  5,036.9 81.7%
Hot-rolled 1,008.5 15.6% 861.5 14.0%
Secondary 262.6 4.1% 270.2 4.3%
Subtotal non value-added shipments.................... 1,271.1 19.7% 1,131.7 18.3%
Total ShiPmMeENts .......ccveveeeieeeveeiiiceccee e 6,478.7 100.0%  6,168.6 100.0%

Net Sales

The Company set an all-time record for net sales in 2007 of $7,003.0, up over 15% from the 2006 then-record sales
of $6,069.0. The year-to-year increase was driven by a record average annual selling price of approximately $1,081
per ton compared to $984 per ton in 2006. Several factors helped drive this improvement. First, for several years
now, the Company has focused on growing its niche markets, obtaining surcharges for raw materials and energy
input costs, and optimizing its product mix. In 2007, the Company continued to benefit from that ongoing focus.
Second, in 2007 the Company also benefited from increased contract prices for the Company’s carbon steel products,
increased contract prices and volumes for the Company’s electrical steel products, increased carbon spot market prices
and shipments and higher surcharges on its stainless steel shipments. The price increases and higher surcharges were
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needed to address the extraordinary increases in the costs of energy and certain key raw materials which the Company
has experienced in recent years. The Company had various surcharges or other variable pricing mechanisms with
respect to approximately 70% of its contract shipments in 2007. Contract sales represented approximately 60% of its
total shipments for the year. These positive factors were somewhat offset by lower shipments in the appliance, industrial
machinery and equipment, and construction markets primarily related to a soft housing market.

The Company’s automotive sales declined to approximately 40% of the Company’s total sales in 2007 compared to
41% in 2006. The relative decline in automotive sales is principally the result of an increase in revenues for electrical
and stainless products as a result of higher prices and sales of higher-end electrical steel products. The Company’s
appliance, industrial machinery and equipment, and construction market sales decreased to 26% of the Company’s total
sales in 2007, compared to 29% in 2006. This decline is the result of weak appliance and housing market conditions and
also reflects an increase in revenues in the distributors, service center and converters market. The following table sets
forth the percentage of the Company’s net sales attributable to various markets:

Market : 2007 2006

AUEOTTIONIVE ..ottt et et ebeeaeesseeae e s e ese e teesbasssessaesbe e bt eaeesmeesbassbeasbseab s srbabseabeenseannanns 40% 41%
Infrastructure and Manufacturing (a) 26% 29%
Distributors and CONVEITErs (8) ....covvveevveevienieeiiinicciiire it eieee e e 34% 30%

(a) The Company historically has referred to these markets by somewhat different names. The names have
been updated to simplify them and reflect current markets, but the nature of the product sales and
customers included in each market has not changed. For more information, see footnote to the table
contained in the discussion of Customers in Item 1, on page 2. Although the Company’s 2007 Form 10-K
used the prior names, the Company has updated them in the chart above to facilitate a comparison to 2008
results.

Operating Profit and Adjusted Operating Profit

The Company reported a record operating profit for 2007 of $624.4, compared to an operating profit of $65.6 for
2006. Included in 2007 and 2006 annual results were pre-tax, primarily non-cash charges, which are described more
fully below. The exclusion of those charges resulted in adjusted operating profit for the years 2007 and 2006 of $664.2
and $214.6, respectively.

Exclusion of the non-cash charges, discussed below, from the operating results is presented in order to clarify the
effects of those charges on the Company’s operating results and to more clearly reflect the operating performance of the
Company on a comparative basis for 2007 and 2006. The excluded charges consist of an OPEB corridor charge, pension
curtailment charges and other one-time charges related to the Butler and Zanesville union contracts that were obtained
during 2006.

The Company did not incur corridor charges in 2007, compared to a $133.2 corridor charge recorded in 2006.
Corridor charges, if required after a remeasurement of the Company's pension and other postretirement obligations, have
historically been recorded in the fourth quarter of the year in accordance with the method of accounting for pension and
other postretirement benefits which the Company adopted as a result of its merger with Armco Inc. in 1999. Since 2001,
the Company has recorded approximately $1.8 billion in non-cash pre-tax corridor charges as a result of this accounting
treatment. These corridor charges have resulted in a significant negative impact on the Company’s financial statements
including a substantial reduction in the Company’s stockholders’ equity. Additional information concerning these corridor
charges is contained in the "“Pension & OPEB Charges " section below. Though these corridor charges have been required
in six of the last seven years, it is impossible to reliably forecast or predict whether they will occur in future years or, if
they do, what the magnitude will be. They are driven mainly by events and circumstances beyond the Company’s
control, primarily changes in interest rates, health care cost trends, and mortality and retirement assumptions.

The 2007 curtailment charges were a result of new labor agreements that the Company entered into with the represented
employees at the Company’s Middletown Works and Mansfield Works. Under these agreements, the existing defined benefit
pension plan was “locked and frozen” in 2007, with subsequent Company contributions being made to multiemployer pension
trusts. As a result, the Company was required to recognize in 2007 the past service pension expense that previously would
have been amortized. These new labor agreements extend until 2011 and no further curtailment or other charges are
anticipated to occur for the duration of the agreements. Additional information concerning these charges is contained in the
“Pension & Other Postretirement Employee Benefits Charges” section below.
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The 2006 curtailment charges were the result of labor agreements that the Company entered into with the
represented employees at the Company’s Butler and Zanesville Works. Under these agreements, the existing defined
benefit pension plan was “locked and frozen”, with subsequent Company contributions being made to a Company-
provided 401(k) plan. As a result, the Company was required to recognize the past service pension expense that
previously would have been amortized. These labor agreements extend until 2012 and no further curtailment or other
charges are anticipated to occur for the duration of the agreements. Additional information concerning these charges is
contained in the “Pension & Other Postretirement Employee Benefits Charges” section below.

Management believes that reporting operating profit on an adjusted basis, which is not a financial measure under
generally accepted accounting principles (“GAAP”), more clearly reflects the Company’s current operating results and
provides investors with a better understanding of the Company’s overall financial performance. In addition, the adjusted
operating results facilitate the ability to compare the Company’s financial results to those of our competitors. Management
views the reported results of adjusted operating profit as an important operating performance measure and, as such, believes
that the GAAP financial measure most directly comparable to it is operating profit. Adjusted operating profit is used by
management as a supplemental financial measure to evaluate the performance of the business. Management believes that
this non-GAAP measure, when analyzed in conjunction with the Company’s GAAP results and the accompanying
reconciliations, provides additional insight into the financial trends of the Company’s business versus the GAAP results
alone. Management also believes that investors and potential investors in the Company’s securities should not rely on
adjusted operating profit as a substitute for any GAAP financial measure and the Company encourages investors and
potential investors to review the reconciliations of adjusted operating profit to the comparable GAAP financial measure.
While management believes that the non-GAAP measures allow for comparability to competitors, the most significant
limitation on that comparison is that the Company immediately recognizes the pension and other postretirement benefit
corridor charges, if required, after a remeasurement of the liability, historically, in the fourth quarter of the year. The
Company’s competitors do not recognize these pension and other postretirement costs immediately, but instead, amortize
these costs over future years. Management compensates for the limitations of this non-GAAP financial measure by
recommending that these non-GAAP measures be evaluated in conjunction with the GAAP financial measures.

The following table reflects the reconciliation of non-GAAP financial measures for the full year 2007 and 2006 results:

Reconciliation of Operating Profit to Adjusted Operating Profit

2007 2006
Operating profit, as reported..........cccevvvrreireecinennne $ 6244 $ 65.6
Other postretirement benefit corridor charge........... — 133.2
Curtailment charges.......cccceecvvvvvcerinnivnenenenenenens 39.8 10.8
Labor contract charges — 5.0
Adjusted operating profit.............cccoccceeerreecrrereenn, $ 6642 $ 214.6

Operating Costs

Operating costs in 2007 and 2006 were $6,378.6 and $6,003.4, respectively. Operating costs for 2007 were negatively
affected by higher steelmaking input costs, principally with respect to certain raw materials. Compared to 2006, costs for
various raw materials, including nickel, iron ore, alloys, zinc, aluminum, and purchased slabs, increased by over $470.0 in
2007. Nickel costs peaked in mid-2007, then dropped substantially throughout the remainder of 2007. Partially offsetting
these higher costs were lower natural gas costs. As a result of the progressively increasing costs during both years, the
Company recorded LIFO charges in 2007 and 2006 of $31.2 and $156.2, respectively. In 2006 and for a portion of 2007,
the Company also incurred higher operating costs at the Company’s Middletown Works due to the lockout of the
Middletown Works hourly workforce. With the completion and implementation of the new labor agreement ending the
lockout at Middletown Works, and the other labor agreements reached in recent years, the Company significantly improved
its competitive cost position. These new labor agreements provide workforce flexibility and cost sharing for healthcare.
Also, under these agreements the traditional defined-benefit pension plan was “locked and frozen” and replaced with a per-
hour contribution to a multiemployer pension plan resulting in lower operating labor costs.

The Company experienced an unplanned outage at its Ashland Works blast furnace late in the third quarter of 2007
that continued into the fourth quarter 2007. For 2007, the Company recorded as a reduction to cost of sales and a
corresponding accounts receivable insurance recovery of $34.0 related to this blast furnace outage for direct costs
associated with the outage. Of this amount, $15.0 was received during the fourth quarter of 2007, reducing the amount
of the account receivable to $19.0. This amount is expected to be received during 2008.
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Selling and Administrative Expense

The Company’s selling and administrative expense increased $15.8 in 2007 to $223.5, or 8%, due primarily to
increases in compensation and benefits costs.

Depreciation Expense

Depreciation expense increased slightly from $194.0 in 2006 to $196.3 in 2007, in line with the increases in the
Company’s capital spending in recent years.

Goodwill Impairment

The Company is required to annually review its goodwill for possible impairment. The 2007 and 2006 annual
reviews did not result in any goodwill impairment for the Company.

Pension & Other Postretirement Employee Benefit Charges

Under the method of accounting for pension and other postretirement benefit (“OPEB”) plans which the Company
adopted at the time of its merger with Armco Inc. in 1999, the Company recognized a non-cash charge in 2006 of
$133.2 with respect to its benefit plans. Under this method of accounting, the Company is required to recognize into its
results of operations, as a non-cash “corridor” adjustment, any unrecognized actuarial net gains or losses that exceed
10% of the larger of projected benefit obligations or plan assets. Amounts inside this 10% corridor are amortized over
the average remaining service life of active plan participants. Actuarial net gains and losses occur when actual
experience differs from any of the many assumptions used to value the benefit plans, or when the assumptions change,
as they may each year when a valuation is performed. The effect of prevailing interest rates on the discount rate used to
value projected plan obligations as of the October 31 measurement date is one of the more important factors used to
determine the Company’s year-end liability, corridor adjustment and subsequent year’s expense for these benefit plans.
The 2006 corridor charge of $133.2 was caused principally by an increase in health care costs and the large number of
early retirements of employees eligible for retiree healthcare benefits at the Company’s Middletown Works. There were
no corridor charges incurred in 2007.

The Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards
(“FAS”) 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”) in September 2006. FAS 158 provides guidance for
accounting for pensions and other postretirement benefit plans. This guidance requires companies to recognize on their
balance sheet the overfunded or underfunded position of their plans with a corresponding adjustment to accumulated
other comprehensive income, net of tax. The guidance for the recognition and disclosure provisions went into effect for
the Company as of December 31, 2006. The adoption of FAS 158 resulted in a reduction of the Company’s intangible
asset of $32.9, a decrease in pension and other postretirement benefit liabilities of $159.8 and an increase to equity of
$142.7, net of tax. Prior to the adoption of FAS 158, the Company recorded a net credit to equity of $29.7 to recognize
its minimum pension liability. FAS 158 requires the Company to change its measurement date from October 31 to the
Company’s December 31 fiscal year-end date, by 2008.

In the first and second quarters of 2007, the Company recognized curtailment charges associated with new labor
agreements at the Company’s Mansfield Works and Middletown Works of $15.1 and $24.7, respectively. Under these
agreements, the existing defined benefit pension plan at each facility was “locked and frozen” with subsequent
Company contributions being made to multiemployer pension trusts. On balance, the Company expects the future
benefits associated with the new labor agreement, including the locking and freezing of the defined benefit plans will
outweigh the one-time curtailment charges and the ongoing contributions to the multiemployer pension trusts.

In the third quarter of 2006, the Company recognized a curtailment charge and other one-time charges in the
aggregate amount of $15.8 related to new labor agreements negotiated during 2006 with the represented employees at
the Company’s Butler Works and Zanesville Works. Under these agreements, the existing defined benefit pension plan
at each facility was “locked and frozen” in 2006, with subsequent Company contributions being made to Company-
provided 401(k) plans. As a result, the Company was required to recognize in 2006 the past service pension expense that
previously would have been amortized. On balance, the Company expects the future benefits associated with these new
labor agreements, including the locking and freezing of the defined benefit plans, will outweigh the $15.8 one-time
curtailment and other charges noted above, as well as the Company’s ongoing contributions to the new 401(k) plans.
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Interest Expense

The Company’s interest expense for 2007 was $68.3, which was $20.8 lower than in 2006. This decrease was due
primarily to the Company’s early redemption during 2007 of the entire $450.0 of outstanding 7 7/8% senior notes due in
2009.

Interest Income

The Company’s interest income for 2007 was $32.2, which was $11.0 higher than in 2006. This increase was due
primarily to $12.5 of interest received as a result of the recapitalization of Combined Metals of Chicago, LLC, a private
stainless steel processing company in which AK Steel holds a 40% equity interest.

Other Income

The Company’s other income for 2007 was $3.0, which was $3.8 higher than in 2006. This increase was due
primarily to foreign exchange gains.

Income Taxes

In 2007, the Company had an income tax provision of $203.6 which included a benefit of $11.4 due to state tax law
changes, compared to an income tax benefit of $15.1 in 2006, which included a provision of $5.7 due to state tax law
changes.

Net Income

The Company’s net income in 2007 was $387.7, or $3.46 per diluted share. In 2006, the Company reported net income of
$12.0, or $0.11 per share. The improvement in 2007 was principally a result of an increase in net sales due to a significant
increase in the average selling price for the Company’s steel products, particularly with respect to various contract customers
and electrical steel products. The average sales price for the Company’s products increased to $1,081 per ton in 2007 from
$984 per ton in 2006. Offsetting the net sales improvement were (a) increases in the cost of products sold, due principally to
higher raw material costs, (b) the effects of an unplanned Ashland Works blast furnace outage, and (c) the curtailment charges
related to the new labor agreements at the Company’s Mansfield Works and Middletown Works. The cost of products sold
increased to $5,919.0 in 2007 from $5,452.7 in 2006. This increase was driven primarily by higher raw material costs, which
increased by approximately $470.0 from 2006 to 2007. In 2007, the Company recorded pension curtaiiment charges totaling
$39.8 and incurred no corridor charges. In 2006, the aggregate total of the corridor charge and charges for other items,
including pension curtailment and other labor contract charges, was $149.0.

Outlook

All of the statements in this Qutleok section are subject to, and qualified by, the information in the Forward
Looking Statements section below.

While the economic situation remains uncertain, the Company currently expects first quarter 2009 shipments to be
between 850,000 and 900,000 tons. Although the Company expects to benefit from lower raw material costs later in
2009, at the start of 2009 a significant portion of the Company’s raw materials will come from higher-priced 2008
inventory or 2008 purchase commitments that carried forward into 2009. As a result, the cost of much of the Company’s
raw materials will be at the former, higher prices experienced in 2008 rather than the anticipated lower 2009 prices, at
least through the first quarter of 2009 and likely into the second quarter for certain raw materials. In addition, the
Company will take advantage of current depressed business conditions to temporarily idle its Middletown blast furnace,
beginning early in March, to perform extensive maintenance on that furnace. The work principally involves replacing
the blast furnace hearth and is expected to take about 45 days. Having previously idled the Ashland Works blast furnace
in the fourth quarter of 2008, the Company restarted that furnace in February 2009. Considering these factors, the
Company expects to experience a significant operating loss for the first quarter of 2009.

The Company anticipates, however, that in the second quarter of 2009 shipments will begin to rebound, it will

begin to experience the benefits of lower raw material costs, and its maintenance costs will be slightly higher versus the
first quarter. As a result, the Company is forecasting a modest operating profit in the second quarter of 2009.
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The Company incurred a corridor charge in 2008 and the potential exists that the Company may again incur a
corridor charge in 2009. Under the Company’s pension and other postretirement benefit plan accounting method, the
annual determination of a corridor adjustment, if any, is made as of the plans’ measurement date of December 31. Such
a charge could result from a decline in interest rates, poor investment returns or adverse changes in assumptions.
Whether or not such a charge will be recognized and, if so, the amount of such a charge cannot be reliably predicted or
estimated at this time.

Other factors relevant to the Company’s full-year 2009 outlook include the following:

1) The Company estimates capital investments of about $180.0 in 2009, which would be roughly $30.0 less than
2009 depreciation. A substantial portion of the 2009 capital budget is designated for the planned expansion and
upgrade of the melt shop at the Company’s Butler Works, as well as work on the blast furnace at the
Middletown Works.

2) The Company anticipates interest expense on its long-term debt to be approximately $11.0 per quarter in 2009.

3) The Company expects pension and other postretirement employee benefit expense to increase by
approximately $25.0 in 2009, largely due to lower than expected pension fund investment returns in 2008.

4) The Company projects electrical steel shipments in 2009 to be 10% to 15% lower than they were in 2008.

5) The Company projects a book tax rate for 2009 of approximately 40%, and estimates that its cash tax rate will
be less than 10%.

There are many factors which could significantly impact this outlook. In the current economic conditions, it is
extremely difficult to provide reliable financial forecasts, even on a quarterly basis. The foregoing outlook thus is
subject to change depending on developments in the economy and /or the Company’s business.

Liquidity and Capital Resources

At December 31, 2008, the Company had $562.7 of cash and cash equivalents and $682.3 of availability under the
Company’s $850.0 five-year revolving credit facility for a total liquidity of $1,245.0. At December 31, 2008, there were
no outstanding borrowings under the credit facility; however, availability was reduced by $167.7 due to outstanding
letters of credit. Availability under the credit facility fluctuates monthly based on the varying levels of eligible
collateral. The Company entered into the new credit facility in February 2007. It is secured by the Company’s inventory
and accounts receivable and replaced separate inventory and accounts receivable facilities totaling $700.0. The
Company has no significant scheduled debt payments due until 2012 when its 7 3/4% senior notes are due.

During 2008, cash generated by operating activities totaled $83.1, due primarily to higher revenues, which were
partially offset by a contribution to the Middletown Works retirees VEBA Trust and contributions to the pension trust.
The Company generated $34.6 cash from accounts receivable, inventories, accounts payable and current liabilities. This
was due primarily to a lower level of inventories and net receivables, partially offset by lower accounts payable.
Management believes that the Company’s receivables and current liability levels are reflective of the current business
environment.

The Company made early pension contributions of $75.0 in each of the first, second and third quarters of 2008 for a
total of $225.0. These 2008 contributions increased the Company’s total pension contributions since 2005 to $834.0. In the
first quarter of 2009, the Company made a $50.0 contribution towards an approximate $155.0 of anticipated contributions
in 2009. Currently, the Company estimates annual required pension contributions for the years 2010 and 2011 to be
approximately $250.0 each year. The calculation of estimated future pension contributions requires the use of assumptions
concerning future events, The most significant of these assumptions relate to future investment performance of the pension
funds, actuarial data relating to plan participants, and the benchmark interest rate used to discount future benefits to their
present value. Because of the variability of factors underlying these assumptions, including the possibility of changes to
pension legislation in the future, the reliability of estimated future pension contributions decreases as the length of time
until the contributions must be made increases. The Company made a $468.0 contribution to the Middletown Works
retirees VEBA Trust in the first quarter of 2008 as part of the settlement reached with the class members in October 2007.
For a more detailed description of this settlement, see the discussion in the Legal Proceedings section in Item 3. For a more
detailed discussion of the pension contribution estimates, see Employee Benefit Obligations below.
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Cash used by investing activities in 2008 totaled $217.8, which includes $166.8 of routine capital investments and
$47.7 in capital investments related to the investment by Middletown Coke Company, Inc. (“Middletown Coke”) in
capital equipment for the coke plant being constructed in Middletown, Ohio (see below).

In the first quarter of 2008, the Company’s Board of Directors approved a 20-year supply contract with Middletown
Coke, an affiliate of SunCoke Energy, Inc. (“SunCoke”), to provide the Company with metallurgical-grade coke and electrical
power. The coke and power will come from a new facility to be constructed, owned and operated by Middletown Coke
adjacent to the Company’s Middletown Works. The proposed new facility is expected to produce about 550,000 tons of coke
and 50 megawatts of electrical power annually. The anticipated cost to build the facility is approximately $340.0. Under the
agreement, the Company will purchase all of the coke and electrical power generated from the new plant for at least 20 years,
helping the Company achieve its goal of more fully integrating its raw material supply and providing about 25% of the power
requirements of Middletown Works. The agreement is contingent upon, among other conditions, Middletown Coke receiving
all necessary local, state and federal approvals and permits, as well as available economic incentives, to build and operate the
proposed new facility. There are no plans to idle any existing cokemaking capacity if the proposed SunCoke project is
consummated. Even though the Company has no ownership interest in Middletown Coke, the expected production from the
facility is completely committed to the Company. As such, Middletown Coke is deemed to be a variable interest entity and the
financial results of Middletown Coke are required to be consolidated with the results of the Company as directed by FASB
Interpretation No. 46 (Revised), Consolidation of Variable Interest Entities (“FIN 46R”). At December 31, 2008, Middletown
Coke had added approximately $45.5 in assets net of current liabilities and $45.5 in other liabilities to the Company’s
consolidated balance sheets.

Cash used by financing activities in 2008 totaled $16.2. This includes $26.9 to repurchase a portion of the
Company’s debt obligations, the purchase of $24.0 of the Company’s common stock primarily related to the Company’s
share repurchase program, and the payment of common stock dividends in the amount of $22.4. The collective amount
of these uses was offset by $45.5 in advances from minority interest owner SunCoke to Middietown Coke, and $3.4 in
proceeds resulting from the exercise by recipients of the Company’s stock options.

On July 21, 2008, the Company announced a $21.0 capital investment to further expand the Company’s production
capabilities for high-end, grain-oriented electrical steels. The project includes installation of new production equipment
at the Company’s Butler Works to utilize the Company's proprietary special annealing technology, as well as upgrades
to an existing processing line at Butler Works. In addition to enhancing production capacity for higher quality grades of
electrical steels, the project also will help improve the Company’s product mix flexibility. The Company currently
expects the project to be completed in 2010. This capital investment is an addition to a previously-announced project
currently underway at the Company's Butler and Zanesville Works which was the Company’s fourth project in the past
four years to expand production of electrical steels.

During 2008, the Company repurchased $19.6 of the original $550.0 par value of these outstanding senior notes, with
cash payments totaling $14.2 in the fourth quarter of 2008. In connection with these repurchases, the Company incurred non-
cash, pre-tax gains of approximately $5.4 in 2008. The repurchases were funded from the Company’s existing cash balances.
In 2009, the Company from time to time may continue to make cash repurchases of its outstanding senior notes though open
market purchases, privately negotiated transactions or otherwise. Such repurchases, if any, will depend upon whether any
senior notes are offered to the Company by the holders, prevailing market conditions, the Company’s cash and liquidity
position and needs, and other relevant factors. The amounts involved in the repurchases may or may not be material.

The Company used cash to redeem $12.1 of outstanding industrial revenue bonds in the fourth quarter of 2008 which were
previously classified on the balance sheet in the Current portion of long-term debt. As a result of this redemption a supporting
letter of credit was also eliminated. The redemption did not have an impact on the Company’s overall liquidity position.

Despite the existing depressed business conditions, the Company believes that its current liquidity will be adequate
to meet its obligations for the foreseeable future. Future liquidity requirements for employee benefit plan contributions,
scheduled debt maturities, planned debt redemptions and capital investments are expected to be funded by internally
generated cash and/or other financing sources. To the extent, if at all, that the Company would need to fund any of its
planned capital investments other than through internally generated cash, the Company currently has an $850.0 five-
year revolving credit facility available for that purpose. At December 31, 2008, there were no outstanding
borrowings under the credit facility; however, availability was reduced by $167.7 due to outstanding letters of credit.
However, it is extremely difficult to provide reliable financial forecasts, even on a quarterly basis in the current
economic climate. The foregoing projection thus is subject to change in the event of a further material deterioration in
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the steel industry or the overall economy. The Company’s forward looking statement on liquidity is based on currently
available information and, to the extent the information is inaccurate, there could be a material adverse impact to the
Company’s liquidity.

Dividends

The payment of cash dividends is subject to a restrictive covenant contained in the instruments governing the
Company’s outstanding senior debt. The covenant allows the payment of dividends, if declared by the Board of
Directors, and the redemption or purchase of shares of its outstanding capital stock, subject to a formula that reflects
cumulative net earnings. From 2001 through the first half of 2007, the Company was not permitted under that formula to
pay a cash dividend on its common stock as a result of cumulative losses recorded over several years. During the third
quarter 2007, the cumulative losses calculated under the formula were eliminated due to the improved financial
performance of the Company. Accordingly, a cash dividend has been permissible since that time under the Company’s
senior debt covenants. Restrictive covenants also are contained in the instruments governing the Company’s $850.0
asset-based revolving credit facility. Under the credit facility covenants, dividends are not restricted unless availability
falls below $150.0, at which point dividends would be limited to $12.0 annually. Currently, the availability under the
credit facility significantly exceeds $150.0. Accordingly, there currently are no covenant restrictions on the Company’s
ability to declare and pay a dividend to its shareholders.

The Company established an initial quarterly common stock dividend rate of $0.05 per share effective with the
March 2008 payment. Information concerning the amount and frequency of dividends declared and paid is as follows:

2008 COMMON STOCK DIVIDENDS

Record Date Payment Date Per Share
February 15, 2008 March 10, 2008 $0.05
May 16, 2008 June 10, 2008 $0.05
August 15, 2008 September 10, 2008 $0.05
November 14, 2008 December 10, 2008 $0.05
Total $0.20

On January 27, 2009, the Company announced that its Board of Directors had declared a quarterly cash dividend of
$0.05 per share of common stock, payable on March 10, 2009, to shareholders of record on February 13, 2009.

Financial Covenants

The indentures governing the Company’s outstanding 7 3/4% senior notes due in 2012 and its $850.0 revolving
credit facility contain restrictions and covenants that may limit the Company’s operating flexibility.

The senior note indenture includes restrictive covenants regarding (a) the use of proceeds from asset sales, (b) some
investments, (c) the amount of sale/leaseback transactions, and (d) transactions by subsidiaries and with affiliates.
Furthermore, the senior note indenture imposes the following additional financial covenants:

+ A minimum interest coverage ratio of at least 2.5 to 1 for the incurrence of debt. Failure to currently meet this
covenant would limit the amount of additional debt the Company can incur to approximately $100.0. At
December 31, 2008, the ratio was approximately 15.0 to 1. This number is calculated by dividing the interest
expense, including capitalized interest and fees on letters of credit, into EBITDA (defined, essentially, as
operating income (i) before interest, income taxes, depreciation, amortization of intangible assets and restricted
stock, extraordinary items and purchase accounting and asset distributions, (ii) adjusted for income before
income taxes for discontinued operations, and (iii) reduced for the charges related to impairment of goodwill
special charges, and pension and other postretirement employee benefit obligation corridor charges). The
corridor charges are amortized over a 10-year period for this calculation.

+ A limitation on “restricted payments,” which consist primarily of dividends and share repurchases, of $25.0
plus 50% of cumulative net income (or minus 100% of cumulative net loss) from April 1, 2002. As of

December 31, 2008, the limitation on restricted payments was $195.3.

The Company’s $850.0 five-year revolving credit facility secured by the Company’s product inventory and
accounts receivable contains restrictions on, among other things, distributions and dividends, acquisitions and
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investments, indebtedness, liens and affiliate transactions. In addition, the facility requires maintenance of a minimum
fixed charge coverage ratio of 1.0 to 1 if availability under the facility is less than $125.0.

Capital Investments

The Company anticipates 2009 capital investments of approximately $180.0, which the Company expects to be
funded from cash generated from operations. In addition, with respect to prior capital investments, the Commonwealth
of Kentucky has provided the Company the ability to receive tax incentives in the form of payroll tax and other
withholdings over a 10-year period to help defray the costs for the installation of a vacuum degasser and caster
modifications at its Ashland Works under the Kentucky Industrial Revitalization Act Tax Credit Program. These tax
incentives are based on certain employment levels and thus may vary if employment levels are below the designated
minimum levels. Through December 31, 2008, the Company has accumulated $12.6 in such withholdings, which
amount is included as a reduction of property, plant and equipment in the consolidated financial statements.

To meet the anticipated growing demand for energy efficient products used in power generation and distribution
transformers, the Company is expanding its production capacity for high-end, grain-oriented electrical steels. The Company
has announced capital investments totaling $268.0 to achieve this increased electrical steel capacity. At December 31,
2008, spending for these future capital investments totaled approximately $140.7. Included in the estimate of 2009 capital
investments is approximately $115.0 related to the projects to increase electrical steel capacity.

Employee Benefit Obligations

Under its method of accounting for pension and other postretirement benefit plans, the Company recognizes, as of
the Company’s measurement date of December 31, any unrecognized actuarial gains and losses that exceed 10% of the
larger of projected benefit obligations or plan assets (the “corridor”). In 2008, the unrecognized losses attributable to the
Company’s qualified pension plans exceeded the corridor by $660.1, primarily as a result of poor pension asset
investment returns. Accordingly, the Company incurred a pre-tax “corridor charge” of $660.1 in the fourth quarter of
2008. There was no corridor charge in 2008 associated with the Company’s other postretirement benefit plans.

In September 2006, the FASB issued FAS 158 which required the Company to fully recognize and disclose an asset or
liability for the overfunded or underfunded status of its benefit plans in financial statements as of December 31, 2006. The
adoption of FAS 158 resulted in a reduction of the Company’s intangible asset of $32.9, a decrease in pension and other
postretirement benefit liabilities of $159.8 and an increase to equity of $142.7, net of tax. The Company changed its measurement
date from October 31 to December 31 during 2008 to meet the requirements of FAS 158. The change in the measurement data
resulted in an increase in the deferred tax asset of $5.6, an increase to pension and other postretirement benefit liabilities of $15.8, a
decrease to retained earnings of $7.4 and a decrease to accumulated other comprehensive income of $2.8.

Based on current assumptions, the Company plans to make pension contributions during 2009 totaling approximately
$155.0, of which a $50.0 contribution was made in the first quarter of 2009. The amount and timing of future required
contributions to the pension trust depend on the use of assumptions concerning future events. The most significant of these
assumptions relate to future investment performance of the pension funds, actuarial data relating to plan participants and the
benchmark interest rate used to discount benefits to their present value. Because of the variability of factors underlying these
assumptions, including the possibility of future pension legislation, the reliability of estimated future pension contributions
decreases as the length of time until the contribution must be made increases. Currently, the Company’s major pension plans
are significantly underfunded. As a result, absent major increases in long-term interest rates, above average retumns on pension
plan assets and/or changes in legislated funding requirements, the Company will be required to make contributions to its
pension trusts of varying amounts in the long-term. Some of these contributions could be substantial. Currently, the Company
estimates annual required contributions for 2010 and 2011 to be approximately $250.0 in each year.

The Company provides healthcare benefits to most of its employees and retirees. Based on the assumptions used to
value other postretirement benefits, primarily retiree healthcare and life insurance benefits, annual cash payments for
these benetits are expected to be in a range of $19.2 to $91.1 for each of the next 30 years. These payments do not
include the three $65.0 contributions to the VEBA Trust which are required as part of the Settlement of the Middletown
Works Retiree Healthcare Benefit Litigation. For a more detailed description of the Settlement, see the discussion in the
Legal Proceedings section above. The total projected future benefit obligation of the Company with respect to payments
for healthcare benefits is included in “Pension and other postretirement benefit obligations” in the Company’s
consolidated financial statements. The net amount recognized by the Company as of the end of 2008 for future payment
of such healthcare benefit obligations was nearly $1.0 billion.
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Accounting for retiree healthcare benefits requires the use of actuarial methods and assumptions, including
assumptions about current employees’ future retirement dates, the anticipated mortality rate of retirees, anticipated
future increases in healthcare costs and the obligation of the Company under future collective bargaining agreements
with respect to healthcare benefits for retirees. Changing any of these assumptions could have a material impact on the
calculation of the Company’s total obligation for future healthcare benefits. For example, the Company’s calculation of
its future retiree healthcare benefit obligation as of the end of 2008 assumed that the Company would continue to
provide healthcare benefits to current and future retirees. If this assumption is altered, it could have a material effect on
the calculation of the Company’s total future retiree healthcare benefit obligation. This assumption could be altered as a
result of one or more of the following developments.

First, retirees could consent to a change in the current level of healthcare benefits provided to them. Second, in certain
instances, the union which represented a particular group of retirees when they were employed by the Company could, in
the course of negotiations with the Company, accept such a change. Third, in certain instances, at or following the
expiration of a collective bargaining agreement which affects the Company’s obligation to provide healthcare benefits to
retired employees, the Company could take action to modify or terminate the benefits provided to those retirees without the
agreement of those retirees or the union, subject to the right of the union subsequently to bargain to alter or reverse such
action by the Company. The precise circumstances under which retiree healthcare benefits may be altered unilaterally or by
agreement with a particular union vary depending on the terms of the relevant collective bargaining agreement. Some of
these developments already have occurred and either already have impacted, or may impact in the future, the Company’s
retiree healthcare benefit obligation. The most significant of these developments are summarized below.

On December 3, 2008, the Company announced that all salaried employees accruing service in a defined benefit
pension plan would have their benefit “locked and frozen” as of January 31, 2009. The accruals for the defined benefit
plan have been replaced by a fixed percent contribution to a defined contribution pension plan. This action required the
Company to recognize the past service pension expense that previously would have been amortized as a curtailment
charge in 2008 of $39.4.

Since late 2003, the Company has negotiated new labor agreements with the various unions at all of its represented
facilities. In addition, during this time period the new labor contracts and the Company’s overall actions to reduce
employment costs have resulted in a significant reduction in the Company’s other postretirement benefit (“OPEB”)
liability. Under GAAP, the Company may not recognize this benefit immediately. Rather, it is required to amortize the
net benefits of this reduction into future years. The Company thus wiil be able to recognize the benefit of this net
reduction annually through its earnings in the future as a reduction in its other postretirement benefit costs.

On October 8, 2007, the Company announced that it had reached a settlement (the “Settlement”) of the claims in
litigation filed against the Company by retirees of its Middletown Works relating to their retiree health and welfare
benefits. The Settlement was approved by the federal district court on February 21, 2008 and, subject to a pending
appeal, reduced the Company’s total OPEB liability of approximately $2.0 billion as of September 30, 2007 by
approximately $1.0 billion. Under the terms of the Settlement, AK Steel was obligated to initially fund the VEBA Trust
with a contribution of $468.0 in cash within two business days of the effective date of the Settlement. AK Steel made
this contribution on March 4, 2008. AK Steel further is obligated under the Settlement to make three subsequent annual
cash contributions of $65.0 each, for a total contribution of $663.0. For a more detailed description of the Settlement,
see the discussion in the Legal Proceedings section above.

Labor Agreements

At December 31, 2008, the Company’s operations included approximately 6,800 employees, of which approximately
5,050 are represented by labor unions under various contracts that will expire in the years 2009 through 2013.

The labor contract for approximately 100 hourly production and maintenance employees represented by United
Steelworkers of America Local 1915 at the Walbridge, Ohio facility of AK Tube, LLC, a wholly-owned subsidiary of
the Company, was scheduled to expire on January 25, 2009. In January 2009, the members of that union ratified a new
three-year labor agreement which will expire on January 22, 2012.

The labor agreement for approximately 240 hourly employees represented by United Steelworkers of America
Local 8-253 at the Company’s Ashland Works Coke Plant was scheduled to expire on October 31, 2008. In August
2008, the members of that union ratified a new labor agreement which took effect on August 28, 2008 and expires on
October 31, 2011.
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The Company does not have any remaining labor contracts expiring in 2009.
Energy and Raw Material Hedging
The Company enters into derivative transactions in the ordinary course of business to hedge the cost of natural gas
and certain raw materials. At December 31, 2008, the consolidated balance sheets included current assets of $0.6,
current liabilities of $46.7 and long term liabilities of $5.6 for the fair value of these derivatives. Changes in the prices
paid for the related commodities are expected to offset the effect on cash of settling these amounts.
Off Balance Sheet Arrangements
There were no off balance sheet arrangements as of December 31, 2008.
Tabular Disclosure of Contractual Obligations
In the ordinary course of business, the Company enters into agreements under which it is obligated to make legally
enforceable future payments. These agreements include those related to borrowing money, leasing equipment and
purchasing goods and services. The following table summarizes by category expected future cash outflows associated

with contractual obligations in effect as of December 31, 2008.

Payment due by period

Less than More than 5§

Contractual Obligations (a) 1 year 1-3 years 3-5 years years Total
Long-term debt obligations................... $ 07 $ 14 $ 5319 § 100.1 $ 634.1
Interest on long-term debt obligations 44.2 88.3 24.7 34.0 191.2
Operating lease obligations ........ccccecveeveireien, 6.3 10.6 8.2 18.1 43.2
Purchase obligations and commitments ............ 1,573.0 2,101.3 945.9 374.3 4,994.5
Other long-term labilities ......c..ccoeeveeeeciicinnnnn. — 47.7 24.9 84.9 157.5

Total...ccoooiiieire e $ 16242 § 22493 $§ 11,5356 $ 611.4 §  6,020.5

(a)  The Company plans to make future cash contributions to its defined benefit pension plans. The estimate for these
contributions is approximately $155.0 in 2009, of which $50.0 was made in the first quarter of 2009. The
Company estimates annual pension contributions for the years 2010 and 2011 to be approximately $250.0 in each
year. Estimates of cash contributions to be made after 2011 cannot be reliably determined at this time due to the
number of variable factors which impact the calculation of defined benefit pension plan contributions. The
Company also is required to make benefit payments for retirce medical benefits. After reflecting the Settlement
with Middletown Works retirees, estimated payments for 2009 are $91.1 and are projected to range from $19.2 to
$91.1 for each of the next 30 years. These payments do not include the three $65.0 payments to the VEBA Trust.
For a more detailed description of this Settlement, see the discussion in the Legal Proceedings section above.

In calculating the amounts for purchase obligations the Company first identified all contracts under which the
Company has a legally enforceable obligation to purchase products or services from the vendor and/or make payments
to the vendor for an identifiable period of time. Then for each identified contract, the Company determined its best
estimate of payments to be made under the contract assuming (1) the continued operation of existing production
facilities, (2) normal business levels, (3) the contract would be adhered to in good faith by both parties throughout its
term and (4) prices are as set forth in the contract. Because of changes in the markets it serves, changes in business
decisions regarding production levels or unforeseen events, the actual amounts paid under these contracts could differ
significantly from the numbers presented above. For example, as is the case currently with the contracts entered into
with certain of the Company’s raw material suppliers, circumstances could arise which create defenses to minimum
purchase obligations that are set forth in the contracts. The purchase obligations set forth in the table above have been
calculated without regard to such defenses.

A number of the Company’s purchase contracts specify a minimum volume or price for the products or services
covered by the contract. If the Company were to purchase only the minimums specified, the payments set forth in the
table would be reduced. Under “requirements contracts” the quantities of goods or services the Company is required to
purchase may vary depending on its needs, which are dependent on production levels and market conditions at the
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time. If the Company’s business deteriorates or increases, the amount it is required to purchase under such a contract would
likely change. Many of the Company’s agreements for the purchase of goods and services allow the Company to terminate the
contract without penalty upon 30 to 90 days’ prior notice. Any such termination could reduce the projected payments.

The Company’s consolidated balance sheets contain reserves for pension and other postretirement benefits and
other long-term liabilities. The benefit plan liabilities are calculated using actuarial assumptions that the Company
believes are reasonable under the circumstances. However, because changes in circumstances can have a significant
effect on the liabilities and expenses associated with these plans including, in the case of pensions, pending legislation,
the Company cannot reasonably and accurately project payments into the future. While the Company does include
information about these plans in the above table, it also discusses these benefits elsewhere in this Management’s
Discussion and Analysis of Financial Condition and Results of Operations and in the notes to its financial statements,
set forth in [tem 8.

The other long-term liabilities on the Company’s consolidated balance sheets include reserves for environmental and
legal issues, employment-related benefits and insurance, liabilities established under FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes” with regard to uncertain tax positions, and other reserves. These amounts
generally do not arise from contractual negotiations with the parties receiving payment in exchange for goods and services.
The ultimate amount and timing of payments are subject to significant uncertainty and, in many cases, are contingent on the
occurrence of future events, such as the filing of a claim or completion of due diligence investigations, settlement
negotiations, audit and examinations by taxing authorities, documentation or legal proceedings.

Critical Accounting Policies and Estimates

The Company prepares its financial statements in conformity with accounting principles generally accepted in the
United States of America. These principles permit choices among alternatives and require numerous estimates of
financial matters. The Company believes the accounting principles chosen are appropriate under the circumstances, and
that the estimates, judgments and assumptions involved in its financial reporting are reasonable.

Revenue Recognition

Revenue from sales of products is recognized at the time title and the risks and rewards of ownership pass. This
occurs when the products are shipped per customers’ instructions, the sales price is fixed and determinable, and
collection is reasonably assured.

Inventory Costing

Inventories are valued at the lower of cost or market. The cost of the majority of inventories is measured on the last
in, first out (“LIFO”’) method. The LIFO method allocates the most recent costs to cost of products sold and, therefore,
recognizes into operating results fluctuations in raw material, energy and other inventoriable costs more quickly than
other methods. Other inventories, consisting mostly of foreign inventories and certain raw materials, are measured
principally at average cost.

Use of Estimates

Accounting estimates are based on historical experience and information that is available to management about
current events and actions the Company may take in the future. Significant items subject to estimates and assumptions
include the carrying value of long-lived assets; valuation allowances for receivables, inventories and deferred income
tax assets; environmental and legal liabilities; and assets and obligations related to employee benefit plans. There can be
no assurance that actual results will not differ from these estimates.

The Company maintains an allowance for doubtful accounts as a reserve for the loss that would be incurred if a customer
is unable to pay amounts due to the Company. The Company determines this based on various factors, including the
customer’s financial condition. While losses due to customer defaults have been low, if in the future the financial condition of
some customers deteriorates to an extent that may affect their ability to pay, additional allowances may be needed.
Approximately 28% of the Company’s trade receivables outstanding at December 31, 2008 are due from businesses
associated with the U.S. automotive industry, including General Motors, Chrysler and Ford. Except in a few situations where
the risk warrants it, collateral is not required on trade receivables. In light, however, of the current economic conditions which
have had a particularly detrimental impact on the automotive industry, the Company is monitoring its trade receivables
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position even more closely than normal. While the Company currently still believes the trade receivables recorded on its
balance sheet will be collected, in the event of default in payment of a trade receivable, the Company would follow
normal collection procedures.

The Company records a valuation allowance to reduce its deferred tax asset to an amount that is more likely than
not to be realized. In estimating levels of future taxable income needed to realize the deferred tax asset, the Company
has considered historical results of operations and the cyclical nature of the steel business and would, if necessary,
consider the implementation of prudent and feasible tax planning strategies to generate future taxable income. If future
taxable income is less than the amount that has been assumed in determining the deferred tax asset, then an increase in
the valuation allowance will be required, with a corresponding charge against income. On the other hand, if future
taxable income exceeds the level that has been assumed in calculating the deferred tax asset, the valuation allowance
could be reduced, with a corresponding credit to income.

The Company is involved in a number of environmental and other legal proceedings. The Company records a
liability when it has determined that litigation has commenced or a claim or assessment has been asserted and, based on
available information, it is probable that the outcome of such litigation, claim or assessment, whether by decision or
settlement, will be unfavorable and the amount of the liability is reasonably estimable. The Company measures the
liability using available information, including the extent of damage, similar historical situations, its allocable share of
the liability and, in the case of environmental liabilities, the need to provide site investigation, remediation and future
monitoring and maintenance. Accruals of probable costs have been made based on a combination of litigation and
settlement strategies on a case-by-case basis and, where appropriate, are supplemented with incurred but not reported
development reserves. However, amounts recognized in the financial statements in accordance with accounting
principles generally accepted in the United States exclude costs that are not probable or that may not be currently
estimable. The ultimate costs of these environmental and legal proceedings may, therefore, be higher than those
currently recorded on the Company’s financial statements. In addition, results of operations in any future period could
be materially affected by changes in assumptions or by the effectiveness of the Company’s strategies.

Pension and Other Postretirement Benefit Plans

Under its method of accounting for pension and other postretirement benefit plans, the Company recognizes into income,
as of the Company’s measurement date, any unrecognized actuarial net gains or losses that exceed 10% of the larger of
projected benefit obligations or plan assets, defined as the corridor. Prior to January 31, 2009, amounts inside this 10% corridor
were amortized over the average remaining service life of active plan participants. Beginning January 31, 2009, the date of the
“lock and freeze” of a defined benefit pension plan covering all salaried employees, the actuarial gains and losses will be
amortized over the plan participants’ life expectancy. This method tesults in faster recognition of actuarial net gains and losses
than the minimum amortization method permitted by prevailing accounting standards and used by the vast majority of
companies in the United States. Faster recognition limits the amounts by which balance sheet assets and liabilities differ from
economic net assets or obligations related to the plans. However, faster recognition under this method also results in the
potential for highly volatile and difficult to forecast corridor adjustments, similar to those recognized in recent years.

In September 2006, the FASB issued FAS 158 which requires the Company to fully recognize and disclose an asset or
liability for the overfunded or underfunded status of its benefit plans in financial statements as of December 31, 2006. The
adoption of FAS 158 resulted in a reduction of $32.9 in intangible assets, a decrease in pension and other postretirement
benefit liabilities of $159.8 and an increase to equity of $142.7, net of tax. The Company changed its measurement date from
October 31 to December 31 during 2008 to meet the requirements of FAS 158. The change in the measurement data resulted
in an increase in the deferred tax asset of $5.6, an increase to pension and other postretirement benefit liabilities of $15.8, a
decrease to retained earnings of $7.4 and a decrease to accumulated other comprehensive income of $2.8.

Under the applicable accounting standards, actuarial net gains and losses occur when actual experience differs from
any of the many assumptions used to value the benefit plans or when the assumptions change, as they may each year
when a valuation is performed. The major factors contributing to actuarial gains and losses for pension plans are the
differences between expected and actual returns on plan assets and changes in the discount rate used to value pension
liabilities as of the measurement date. For other postretirement benefit plans, differences in estimated versus actual
healthcare costs, changes in assumed healthcare cost trend rates or a change in the difference between the discount
rate and the healthcare trend rate are major factors contributing to actuarial gains and losses. In addition to the
potential for corridor adjustments, these factors affect future net periodic benefit expenses. Changes in key
assumptions can have a material effect on the amount of annual expense recognized. For example, a one-percentage-
point decrease in the expected rate of return on pension plan assets would increase the projected 2009 pension expense
by approximately $22.0 before tax. Based on the Company’s liability as of December 31, 2008, a one-percentage-
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point increase in the assumed healthcare trend rate would increase the projected 2009 other postretirement benefit expense by
approximately $2.0 before tax. The discount rate used to value liabilities and assets affects both pensions and other postretirement
benefit calculations. Similarly, a one-quarter-percentage-point decrease in this rate would increase pension expense by $1.2 and
decrease other postretirement expense by $1.0. These estimates exclude any potential corridor adjustments.

Property, Plant and Equipment

The total weighted average useful life of the Company’s machinery and equipment is 18.3 years based on the
depreciable life of the assets. The Company recognizes costs associated with major maintenance activities at its
operating facilities in the period in which they occur.

Investments

The Company’s financial statements consolidate the operations and accounts of the Company and all subsidiaries in
which the Company has a controlling interest. The Company also has investments in associated companies that are
accounted for under the equity method and, because the operations of these companies are integrated with the
Company’s basic steelmaking operations, its proportionate share of their income (loss) is reflected in the Company’s
cost of products sold in the consolidated statements of operations. [n addition, the Company holds investments in debt
securities and minor holdings in equity securities, which are accounted for as available-for-sale or held-to-maturity cost
investments. At December 31, 2008, the Company had no investments that it accounted for as trading securities. Each of
the Company’s investments is subject to a review for impairment, if and when, circumstances indicate that a loss in
value below its carrying amount is other than temporary. Under these circumstances, the Company would write the
investment down to its fair value, which would become its new carrying amount.

The Company’s investment in AFSG Holdings, Inc. represents the carrying value of its discontinued insurance and
finance leasing businesses, which have been largely liquidated. The activities of the remaining operating companies are
being classified as “runoff” and the companies are accounted for, collectively, as a discontinued operation under the
liquidation basis of accounting, whereby future cash inflows and outflows are considered. The Company is under no
obligation to support the operations or liabilities of these companies.

Financial Instruments

The Company is a party to derivative instruments that are designated and qualify as hedges under FAS 133,
“Accounting for Derivative Instruments and Hedging Activities” and related pronouncements. The Company’s objective
in using such instruments is to protect its earnings and cash flows from fluctuations in the fair value of selected
commodities and currencies. For example, in the ordinary course of business, the Company uses cash settled commodity
price swaps, with a duration of up to three years, to hedge the price of a portion of its natural gas, nickel, aluminum and
zinc requirements. The Company designates the natural gas swaps as cash flow hedges and the changes in their fair
value, excluding the ineffective portion, are recorded in other comprehensive income. Subsequent gains and losses are
recognized into cost of products sold in the same period as the underlying physical transaction. Other commodity swaps
are marked to market recognizing gains or losses into earnings. The pre-tax net loss recognized in earnings during 2008
for natural gas hedges representing the component of the derivative instruments excluded from the assessment of hedge
effectiveness was $0.1 and was recorded in cost of products sold. At December 31, 2008, currently valued outstanding
commodity hedges would result in the reclassification into earnings of $24.9 in net-of-tax losses within the next twelve
months. Based on such reviews as it deems reasonable and appropriate, the Company believes that all counterparties to
its outstanding derivative instruments are entities with substantial credit worthiness.

Gooawill

At December 31, 2008 and 2007, the Company’s assets included $37.1 of goodwill. Each year, as required by FAS
142, “Goodwill and Other Intangible Assets,” the Company performs an evaluation of goodwill to test this balance
for possible impairment. Management judgment is used to evaluate the impact of changes in operations and to
estimate future cash flows to measure fair value. Assumptions such as forecasted growth rates and cost of capital are
consistent with internal projections. The evaluation requires that the reporting unit underlying the goodwill be
measured at fair value and, if this value is less than the carrying value of the unit, a second test must be performed.
Under the second test, the current fair value of the reporting unit is allocated to the assets and liabilities of the unit
including an amount for “implied” goodwill. If implied goodwill is less than the net carrying amount of goodwill, the
difference becomes the amount of the impairment that must be recorded in that year. The Company’s businesses
operate in highly cyclical industries and the valuation of these businesses can be expected to fluctuate, which may lead
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to further impairment charges in future operating costs. The 2008 annual review did not result in any goodwill
impairment for the Company.

New Accounting Pronouncements

In December 2007, the FASB issued FAS No. 160, “Noncontrolling Interests in Consolidated Financial
Statements” (“FAS 1607). FAS 160 applies to ail entities that prepare consolidated financial statements, except not-for-
profit organizations, but will affect only those entities that have an outstanding noncontrolling interest in one or more
subsidiaries or that deconsolidate a subsidiary. This Statement is effective for fiscal years beginning on or after
December 15, 2008. The Company has evaluated the impact of the adoption of FAS 160 and does not believe it will
have a material impact on its financial position and results of operations.

In December 2007, the FASB revised FAS No. 141(R), “Business Combinations” (“FAS 141(R)”). FAS 141(R)
applies to all transactions in which an entity obtains control of one or more businesses, including mergers and
combinations achieved without the transfer of consideration. This Statement applies to all business entities, including
mutual entities that previously used the pooling-of-interests method of accounting for some business combinations.
This Statement is effective for fiscal years beginning on or after December 15, 2008. The Company has evaluated the
impact of the adoption of FAS 141(R) and does not believe it will have a material impact on its financial position and
results of operations.

In February 2007, the FASB issued FAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities” (“FAS 159”). FAS 159 permits entities to choose to measure many financial instruments and certain other
items at fair value that are not currently required to be measured at fair value. This Statement also establishes
presentation and disclosure requirements designed to facilitate comparisons between entities that choose different
measurement attributes for similar types of assets and liabilities. The Company adopted FAS 159 on January 1, 2008
and elected not to apply fair value measurement to any additional assets or liabilities not already required to be
measured at fair value.

In September 2006, the FASB issued FAS 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”), which
requires the Company to fully recognize and disclose an asset or liability for the overfunded or underfunded status of its
benefit plans in financial statements as of December 31, 2006. The adoption of FAS 158 in 2006 resulted in a reduction
of $32.9 in intangible assets, a decrease in pension and other postretirement benefit liabilities of $159.8 and an increase
to equity of $142.7, net of tax. The Company changed its measurement date from October 31 to December 31 during
2008 to meet the requirements of FAS 158. The change in the measurement data resulted in an increase in the deferred
tax asset of $5.6, an increase to pension and other postretirement benefit liabilities of $15.8, a decrease to retained
earnings of $7.4 and a decrease to accumulated other comprehensive income of $2.8.

In September 2006, the FASB issued FAS No. 157, “Fair Value Measurements” (“FAS 1577). This Statement
defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles, and
expands disclosures about fair value measurements. This Statement does not require any new fair value measurements
in accounting pronouncements where fair value is the relevant measurement attribute. However, for some entities, the
application of this statement will change current practice for financial statements issued for fiscal years beginning after
November 15, 2007. In February 2008, the FASB issued a FASB Staff Position (“FSP”) No. FAS 157-2 “Effective Date
of FASB Statement No. 1577, delaying the effective date of FAS 157 for nonfinancial assets and nonfinancial liabilities,
except for items that are recognized or disclosed at fair value in the financial statements on a recurring basis. The FSP
deferred the effective date of FAS 157 to fiscal years beginning after November 15, 2008, and interim periods within
those fiscal years for items within the scope of this FSP. The Company adopted the applicable portion of FAS 157 on
January 1, 2008. The Company does not expect a material impact as a result of the adoption of FAS 157 for
nonfinancial assets and nonfinancial liabilities on its financial position and results of operation.
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Forward-Looking Statements

Certain statements made or incorporated by reference in this Form 10-K, or made in press releases or in oral
presentations made by Company employees, reflect management’s estimates and beliefs and are intended to be, and are
hereby identified as “forward-looking statements” for purposes of the safe harbor provisions of the Private Securities
Litigation Reform Act of 1995. In particular, these include (but are not limited to) statements in the foregoing sections
entitled Raw Materials, Employees, Competition, Environmental, Risk Factors, Legal Proceedings, Management’s
Discussion and Analysis of Financial Condition and Results of Operations, Operations Overview, Key Factors
Generally Impacting Financial Results, Outlook, Liquidity and Capital Resources, Tabular Disclosure of Contractual
Obligations, Critical Accounting Policies and Estimates, and New Accounting Pronouncements. In addition, these
include statements in Item 7A, Quantitative and Qualitative Disclosure about Market Risk and in the Notes to
Consolidated Financial Statements in the paragraphs entitled, Property Plant and Equipment, Goodwill and Other
Intangible Assets, Pension and Other Postretirement Benefits Accounting, Concentrations of Credit Risk, Union
Contracts, Financial Instruments, Income Taxes, Commitments, and Environmental and Legal Contingencies.

The Company cautions readers that such forward-looking statements involve risks and uncertainties that could
cause actual results to differ materially from those currently expected by management. See Item 1A Risk Factors for
more information on certain of these risks and uncertainties.

Except as required by law, the Company disclaims any obligation to update any forward-looking statements to
reflect future developments of events.

Item 7A. Quantitative and Qualitative Disclosure about Market Risk.

In the ordinary course of business, the Company’s market risk includes changes in (a) interest rates, (b) the prices
of raw materials and energy sources, and (c) foreign currency exchange rates. The Company manages interest rate risk
by issuing variable and fixed debt, and currently has $530.4 of fixed-rate debt and $103.7 of variable-rate debt
outstanding. The fair value of this debt as of December 31, 2008 was $515.8. A reduction in prevailing interest rates or
improvement in the Company’s credit rating could increase the fair value of this debt. A reduction in the rate used to
discount total future principal and interest payments of 1% would result in an increase in the total fair value of the
Company’s long-term debt of approximately $26.3. An unfavorable effect on the Company’s results and cash flows
from exposure to interest rate declines and a corresponding increase in the fair value of its debt would result only if the
Company elected to repurchase its outstanding debt securities at prevailing market prices.

In the ordinary course of business, the Company is exposed to fluctuations in the price of certain raw materials. In
recent years, natural gas prices, in particular, have been highly volatile. At normal consumption levels, a one dollar per
MCF change in natural gas prices would result in an approximate $40.0 change in annual pre-tax operating results,
excluding the offsetting effects of any then-existing hedging instruments. In addition, due primarily to increased demand
from foreign steel producers, the costs of unfinished carbon steel slabs and scrap (both of which are purchased in the
spot market and are not susceptible to hedging) rose significantly in during the first three quarters of 2008, but then
dropped significantly in the fourth quarter due to the global economic decline. Similarly, the Company experienced an
increase in the cost of iron ore in 2008. Collectively, these and other raw material and energy cost increases have
adversely affected the Company’s margins. To offset such cost changes, where competitively possible, the Company
attempts to add a surcharge to the price of steel it sells to the spot market and to negotiate a variable pricing mechanism
with its contract customers that allows the Company to adjust selling prices in response to changes in the cost of certain
raw materials and energy. In addition, in the case of stainless steel, increased costs for nickel, chrome and molybdenum
can usually be recovered through established price surcharges. Approximately 50% of the Company’s shipments in
2008 were made under contracts having a duration of six months or more. The Company anticipates that its percentage
of contract sales will be similar in 2009. Approximately 75% of the Company’s shipments to contract customers in 2008
permitted an adjustment of selling prices in response to changes in the cost of certain raw materials and energy.
Therefore, fluctuations in the price of energy (particularly natural gas), raw materials (such as scrap, purchased slabs,
coal, iron ore, and zinc) or other commodities will be, in part, passed on to the Company’s customers rather than
absorbed solely by the Company.

In addition, in order to further minimize its exposure to fluctuations in raw material costs, and to secure an
adequate supply of raw materials, the Company has entered into multi-year purchase agreements for certain raw
materials that provide for fixed prices or only a limited variable price mechanism. While enabling the Company to
reduce its exposure to fluctuations in raw material costs, this also exposes the Company to an element of market risk
relative to its sales contracts. Currently, approximately 50% of the Company’s sales contracts have durations of six
months to one year. Approximately 25% of those contracts have fixed price terms and the other 75% have some form
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of variable pricing which does not necessarily enable the Company to recoup the full amount of increases in its raw
material and energy costs. When new contracts are negotiated with the Company’s customers, the average sales prices
could change, either up or down. If that average sales price decreases, the Company may not be able to reduce its raw
material costs to a corresponding degree due to the multi-year term and fixed price nature of some of its raw material
purchase contracts. In addition, some of the Company’s existing multi-year supply contracts, particularly with respect to
iron ore, have required minimum purchase quantities that exceed the Company’s needs in the current depressed business
conditions, subject to exceptions for force majeure and other circumstahces impacting the legal enforceability of the
contracts. If those minimum purchase requirements were enforceable and enforced, the Company would be required to
purchase quantities of raw materials, particularly iron ore, which significantly exceed its anticipated needs for 2009. The
Company has articulated to its suppliers various reasons why it believes those minimum purchase requirements should
not be enforced and/or are unenforceable, and has engaged in negotiations with those suppliers to reach agreement on
new purchase quantities for 2009. The Company already has reached final or tentative agreements with most of its
major suppliers on reduced minimum purchase requirements for 2009 and continues, as appropriate, to negotiate with its
remaining suppliers whose contracts include minimum purchase requirements. If the Company does not succeed in
reaching final written agreements with one or more of its raw material suppliers with respect to new minimum purchase
quantities for 2009, it is likely that the resultant dispute would have to be resolved through litigation. There is a risk that
in one or more instances the Company will not be successful in securing lower purchase quantities for 2009, either
through negotiation or litigation. In that event, the Company would likely need to purchase more of a particular raw
material in 2009 than it needs, negatively impacting its cash flow.

The Company uses cash settled commodity price swaps and/or options to hedge the price of a portion of its natural
gas, nickel, aluminum and zinc requirements. The Company’s hedging strategy is designed to protect it against normal
volatility. However, abnormal price increases in any of these commodity markets could negatively impact operating
costs. The effective portion of the gains and losses from the use of these instruments for natural gas are deferred in
accumulated other comprehensive loss on the consolidated balance sheets and recognized into cost of products sold in
the same period as the underlying physical transaction. At December 31, 2008, accumulated other comprehensive loss
includes $29.0 in unrealized net-of-tax losses for the fair value of these derivative instruments. All other commodity
price swaps and options are marked to market and recognized into cost of products sold with the offset recognized as
other current assets or other accrued liabilities. At December 31, 2008, other current assets and accrued liabilities
included $0.6 and $1.4, respectively for the fair value of these commodity hedges. The following table presents the
negative effect on pre-tax income of a hypothetical change in the fair value of derivative instruments outstanding at
December 31, 2008 due to an assumed 10% and 25% decrease in the market price of each of the indicated commodities.

10% 25%
Commodity Derivative Decrease Decrease
Natural Gas........cooeeeeerenerreeneneeneene $ 13.1 $ 32.6
NICKED .ot 0.8 2.0
Zinc ............ 0.3 0.8
ATUMINUM .o e 0.1 0.4

Because these instruments are structured and used as hedges, these hypothetical losses would be offset by the
benefit of lower prices paid for the physical commodity used in the normal production cycle. The Company currently
does not enter into swap or option contracts for trading purposes.

The Company is also subject to risks of exchange rate fluctuations on a small portion of intercompany receivables
that are denominated in foreign currencies. The Company occasionally uses forward currency contracts to manage
exposures to certain of these currency price fluctuations. At December 31, 2008, the Company had outstanding forward
currency contracts with a total value of $26.7 for the sale of euros. Based on the contracts outstanding at the end of
2008, a 10% increase in the dollar to euro exchange rate would result in a $2.7 pre-tax loss in the value of those
contracts, which would offset the income benefit of a more favorable exchange rate.

44



Item 8. Financial Statements and Supplementary Data.

AK Steel Holding Corporation and Subsidiaries

Index to Consolidated Financial Statements

Page
Management’s Responsibility for Consolidated Financial Statements...........c.occoiiiiiiniiiccinniinniniiineinns 46
Report of Independent Registered Public Accounting FirT.........c.cvvvveviereeeeiininiiveenieniniennnesneseeseeseeseesseoreoesessesseenes 47
Consolidated Statements of Operations for the Years Ended December 31, 2008, 2007 and 2006 ........cccocovvrrernnnne. 48
Consolidated Balance Sheets as of December 31, 2008 and 2007 .....cc.cccervemrersieerrrereerirnirsieneeneesseseesiesiesesesesessesaes 49
Consolidated Statements of Cash Flows for the Years Ended December 31, 2008 2007 and 2006........cccoveevernennenne 50
Consolidated Statements of Stockholders’ Equity for the Years Ended December 31, 2008, 2007 and 2006 ............ 51
Consolidated Statements of Comprehensive Income for the Years Ended December 31, 2008, 2007 and 2006........ 52
Notes to Consolidated Financial STAtEMENLS ..........ccecueveririerirenienreninieiietertesteseestesresressessessessessessessseseeeesessessasresne 53

45



MANAGEMENT’S RESPONSIBILITY FOR CONSOLIDATED FINANCIAL STATEMENTS

The Company prepares its consolidated financial statements and financial statement schedule in conformity with
accounting principles generally accepted in the United States of America. These principles permit choices among
alternatives and require numerous estimates of financial matters. The Company believes the accounting principles
chosen are appropriate under the circumstances, and that the estimates, judgments and assumptions involved in its
financial reporting are reasonable.

The Company’s management is responsible for the integrity and objectivity of the financial information presented
in its consolidated financial statements. It maintains a system of internal accounting controls designed to provide
reasonable assurance that Company employees comply with stated policies and procedures, that the Company’s assets
are safeguarded and that its financial reports are fairly presented. On a regular basis, the Company’s financial
management discusses internal accounting controls and financial reporting matters with its independent registered
public accounting firm and its Audit Committee, composed solely of independent outside directors. The independent
registered public accounting firm and the Audit Committee also meet privately to discuss and assess the Company’s
accounting controls and financial reporting. ‘

Dated: February 24, 2009 /s/  JAMES L. WAINSCOTT
James L. Wainscott
Chairman of the Board, President
and Chief Executive Officer

Dated: February 24, 2009 /s/ ALBERT E. FERRARA, Jr.
Albert E. Ferrara, Jr.

Vice President, Finance and
Chief Financial Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockhelders of
AK Steel Holding Corporation
West Chester, Ohio

We have audited the accompanying consolidated balance sheets of AK Steel Holding Corporation and subsidiaries (the
“Company”) as of December 31, 2008 and 2007, and the related consolidated statements of operations, stockholders’
equity, cash flows, and comprehensive income for each of the three years in the period ended December 31, 2008. Our
audits also included the financial statement schedule listed in the Index to Exhibits at Item 15. 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 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 includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion. '

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of the
Company at December 31, 2008 and 2007, and the results of their operations and their cash flows for each of the three
years in the period ended December 31, 2008, in conformity with accounting principles generally accepted in the United
States of America. Also, in our opinion, such financial statement schedule, when considered in relation to the basic
consolidated financial statements taken as a whole, presents fairly, in all material respects, the information set forth
therein.

As discussed in Note 1, the Company adopted the provisions of Financial Accounting Standards Board Interpretation
No. 48, Accounting for Uncertainty in Income Taxes, on January 1, 2007.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the Company’s internal control over financial reporting as of December 31, 2008 based on the criteria
established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated February 24, 2009 expressed an unqualified opinion on the Company’s
internal control over financial reporting.

/s/ DELOITTE & TOUCHE LLP

Cincinnati, Ohio

February 24, 2009
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AK STEEL HOLDING CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
For the Years Ended December 31, 2008, 2007 and 2006

(dollars in millions, except per share data)

2008 2007 2006

INEE SALES «eneveeeeeeeeeeeeeeeeteeesstsesseesseesesseessseessaessseesseessbaesssaasssnesnesssnsasesmensneees $ 76443 $ 7,0030 $ 6,069.0
Cost of products sold (exclusive of items shown separately below}) ............... 6,491.1 5,919.0 5,452.7
Selling and administrative EXPenSses.........oceveieirrieiisieieiineseesr st 223.6 223.5 207.7
DIEPIECIALION ...vovevveeceverrireneseneassisistsises s beb s b s ssasa s sttt sb st st sb s saensasienes _ 202.1 196.3 194.0
Other operating items: )

Pension and other postretirement benefit corridor charges........c..coccveveuenenn. 660.1 — 1332

Curtailment Charges.......cvvveveviviiiniiiiiie e sedaceae 394 39.8 10.8

Labor contract Charges.........couceeuiiiivinineictcieeeei s — — 5.0
Total OPEratiNg COSLS ..c.ovviiiiriiririeriieriieentet ettt 7,616.3 6,378.6 6,003.4
OPErating Profit......c.cccvermeueeieieciviniiiriiinees et eae 28.0 624.4 65.6
Interest expense ................... 46.5 683 89.1
INEETESE IMCOMIE .veevretpueerecerserneeerieensestesestestsreusisbessebebebessersebassasssaerasnesnananses 10.5 322 21.2
Other INCOME/(EXPENSE) ...vvevrererereririisiiniisiesreeeeere et sbeesiss s sssssssssasnsease 1.1 3.0 (0.8)
Income (J0ss) before INCOME tAXES ......coeeveeeririimiiniiiniinriiiine s (6.9) 591.3 (3.1
Income tax provision (benefit) due to state law changes...........cooveiiininenns R (11.4) 5.7
Income tax provision (benefit) .........cccceivvuennene Heverereerestessntesnarenetenarsssirassraeee (10.9) 215.0 (20.8)
Total income tax provision (benefit) .....ccccccoceevevvennniiiiinninniind . (10.9) 203.6 (15.1)
NEE ICOME .vviererevceeeeetereeit et erea s eesre s s esesee et et se st b ettt s eeaebsisss s renesssnenin $ 40 $ 387.7 § 12.0
Basic earnings per share:
Net iNCOME PET SHAME .......vevviriiieieecee e seseseseseer e sesae st $ 004 $ 3.50 $ 0.11
Diluted earnings per share: ‘
Net iNCOME PET SNATE .....v.eveerieciciceetreenerete et s s aessees $ 0.04 § 346 $ 0.11

See notes to consolidated financial statements.
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AK STEEL HOLDING CORPORATION
CONSOLIDATED BALANCE SHEETS
. December 31, 2008,.2007

(dollars in millions, except pér share data)

2008 2007
ASSETS
Current Assets:
Cash and cash equivalents $ 562.7 $ 713.6
Accounts receivable, net..........cccoeveviinreeenns S SRR ORRTOURRRRROY. : 469.9 675.0
INVENTOTIES, NEL 1evviieieriiereeiiiiiirieecteesieeesaeesaeateeesseeeentessseesnaassnsesssneesssassses e 566.8 646.8
DEferred taX @SSEL .....eevveereiiieiieierteeieseereesteeresreesessse e e teasbeesseestesbesssasssessaensaesaeanas 333.0 357.6
OthEr CUITENT ASSELS.....eecitieeieeieeeeieeeiaeeeiteeereeestessnreeeneasssessrrreessasesssessrneessssessnsensseessness 70.4 33.8
TOtAl CUITENE ASSEES..ueeierrreerrerrreeesirrerreriareeessrrreesersasseesssreesessvessssssssessressssssssssssesssns 2,002.8 2,426.8
Property, Plant and EQUIPIMENT.....c.coveovcoceiiinireeccierererescsrcneeeetesn et ssessessessesneessessens 5,282.1 5,131.1
Less accumulated depreciation .........c.cuviieeieeerteninieneeeneeiesereseesteseessessesssesasssesssnnens (3,220.8) (3,065.2)
Property, plant and eqUIPMENt, NEt ........c.ccocvueirerirerirneniennerenessesesereesassessefessenens 2,061.3 2,065.9
Other Assets: ‘
INVESIMENT N AFSG o.evieeeeeeeceece ettt et tbe e eeteeesbesesseeeentessssessnesnnnesnns 55.6 55.6
Other INVESTIMENES .....vviieveeereeeieeeieeeiteeereeeeseeeeseeesteeeesreesssesssreessnsasssssssrreosssesssessssnesssnesnes 50.4 42.9
GOOAWILL ...ttt ettt se et e e be e reeeseessesarssreesraesseesseenseensesasessrenessseos 37.1 37.1
Other intangible assets 0.3 0.3
Deferred tax asset ... s 459.1 549.5
ORI ..ttt ettt e s e e te e ebe e b e e s eeseeesseabeesbaessebeeassessssaeentesnseenesaseeseensennennean 15.4 19.3
TOTAL ASSETS .ottt e e sre e s be s st scraessse s s besssassessseessseeernasessesnnnes $ 46820 $ 51974
LIABJLITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities:
ACCOUNES PAYADIE......ceorieieeeieeiiiietctrrestsestese e e s ese e se e ssesesee e sessesessessssassssansesansens $ 348.1 $ 588.2
ACCTUEA THADIIIHIES ..ottt et er e e e e e e st essae e nsenneeneenneerneen 233.0 214.0
Current portion of 10ng-term debt.........ccevuerieriineiiieceserece ettt s saeeanene 0.7 12.7
Current portion of pension and other postretirement benefit obligations..........cccceu...... 152.4 158.0
Total Current Liabilities ...............uuuvrmrmmsesyecmmermsnmsmessinmestssnnsess reeeesresesssranes 734.2 972.9
Non-current Liabilities: . o : .
Long-term debt ..ot pobeesieseenseesassnnnanes 632.6 652.7
Pension and other postretirement benefit 0bligations ...........c..orvvevererverernrenseeenrereesennens 2,144.2 2,537.2
Other HADIIILIES ......ecoveeieeeeieeiceieceecreeeree st esrecereseeeeeesta s veeaessneensarnsseseens drereisesaeseens . 203.0 159.9
Total Non-current Liabiliti€s..........cccueeeiieriiccreeceicee et neesreees 2,979.8 3,349.8
TOTAL LIABILITIES........ovveeea. ettt 3,714.0 4,322.7

Commitments and Contingencies (see Note 8)

Stockholders’ Equity: v
Preferred stock, authorized 25,000,000 SHAIeS ......covvvevmvvioreeiiveinieinreesreesreessseessssessrenes — —
Common stock, authorized 200,000,000 shares of $.01 par value each; issued 2008,
121,105,429 shares, 2007, 120,302,930 shares; outstanding 2008, 110,394,774 shares,

2007, 111,497,682 ShATES ...vcveveccieiiiiiirsteeerireesreseeseessessesessesseeteeesasssessossassnssessense 1.2 1.2
Additional paid-in Capital ......co.covririeiieeeeeercc et seeseene 1,898.9 1,867.6
Treasury stock, common shares at cost, 2008, 10,710,655, 2007, 8,805,248 shares........... (150.8) (126.8)
Accumulated defiCit.........cveriiiriiriiiiiiicceecee et et sre e re s e e a e a e e ne s (940.9) 915.1)
Accumulated other comprehensive iNCOME ........ccueieveiririiiiiereninieieeseeereseee e enne 159.6 47.8

TOTAL STOCKHOLDERS’ EQUITY ..ottt seeeesiiesse st esassessssessassosasnensones 968.0 874.7
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY ....ooctvvtiniiiiriineneeneescnceseenennnne $ 46820 $ 5,974
. . ————— ]

See notes to consolidated financial statements.
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AK STEEL HOLDING CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31,2008, 2007 and 2006

(dollars in millions)- -

2008 2007 2006
Cash flows from operating activities:
NEE INMCOME .o cveveveuirevereeereersere et sesee s s ese s rese st bbbt sb et b e s bbb a et enees $ 40 $§ 3877 § 12.0
Adjustments to reconcile net income (loss) to cash flows from operating
activities of continuing operations:
DEPreCiation ......c.oevevrmirmieieiniiiiiiiniiei et b s 202.1 196.3 194.0
AMOTHZATION ..evveviriiriereeeseeseeereieesrecetereesr st be b e ben e nenas 11.8 14.8 9.7
Provision for doubtful accounts ...........ccoiiininnininniiiiiireenens 0.5 2.7 4.8
Deferred INCOME tAXES.....cvcierereieerieesianiienireesesstesisestessesssisreenesssessanns (27.8) 127.2 (11.3)
Contributions to pension trust .........ccocvviieivieniniieiennee s (225.0) (250.0) (209.0)
Pension/other postretirement benefit corridor charges..........ccocveveevenenie. 660.1 — 133.2
Curtailment Charges..........coceceveeviniiniiiinii e 39.4 39.8 10.8
Contribution to Middletown retirees VEBA .......ccccccmirmmnnninicnennnenns (468.0) — —
Labor contract Charges ..........cccveemeniiinoineiiciisieseesseessessessseses — — 5.0
Tax benefits from stock-based compensation.............cceevevnvviicrieererennes (12.2) (6.5) —
Other ItEMS, NEL......oveereeieciiiierte et eceestesre sttt sbesssesasesreenns (10.8) 0.9 (8.0)
Changes in assets and liabilities:
ACCOUNES TECEIVADIE ........eeeeeereeiecie v ste st sere st seaaas 203.0 21.0 (130.3)
INVENLOTIES .vevvevrereresresresreseesreseiesesiesseeseeteeeseenessessessasnerasssessessesssans 84.0 204.5 (51.3)
Accounts payable and other current liabilities...........ccocevevinvenennins (252.4) 41.1 106.5
OthET @SSES.uveuvrirriereeeerreereeeeseeresteseesseessesseessesssssssessesarssnsssssssens (27.3) (1.3) 1.0
Pension asset and obligation ........cc.cccovvrvnevinininieninnneiieieienens 1.1 2.1 51.8
Postretirement benefit obligation........coceeeevereereeerrernecsenreniininninins (87.1) (69.3) (40.8)
Other Habilities ......cccvereeierieirireeeerereererrmi et ne e (12.3) (8.1) (9.9)
Total adJUStMENLtS .....c.coeeveerecriiriiiiniit s 79.1 315.2 56.2
Net cash flows from operating activities...........ccceveviinnnrinniiieninnnn. 83.1 702.9 68.2
Cash flows from investing activities:
Capital INVESMENLS........ccceereeeirrrcriiiiiiiiiieieii e sr e s s s ss s ssemesnne (166.8) (104.4) (76.2)
Capital investments-Middletown Coke Co. .......ccooviiiviniiniininiiniirereeen @47.7) — —
Proceeds from the sale of investments and property, plant and equipment...... 8.4 0.3 6.5
Proceeds from draw on restricted funds for emission control expenditures..... — 2.5 85
Proceeds from note receivable from equity investments — 27.4 —
Purchase of INVESIMENTS.......ocevvreeenieneiniiiienrecreniieeeee et beaens (12.1) (12.3) - —
Restricted cash to collateralize letter of credit .........coccovvevniivniiiiiiniiniiienens — 12.6 ' (12.6)
OLher ItBIMS, NEL.....ecveererrerreerererrerirrenserseeesesenteetereseeststssseressssssssneresrnsrnensas 0.4 0.9 0.2
Net cash flows from investing activities .......cc.cecererrirerereeisinnieneennes (217.8) (73.0) (73.6)
Cash flows from financing activities:
Redemption of long-term debt.........cc.cocoeieiiniininnnniiiiniieeens (26.9) (450.0) —
Fees related to new credit facility or new debt ........ccoovvvvvviiiiiininiiiciiinnnn, — 2.6) 0.1
Exercise of StoCk OPLIONS ...covcvevuerriiireicereeeeecrccime sttt 34 9.2 33
Purchase of treasury StOCK .......ccoceciniinierininiiniciniiiie e sse s (24.0) 2.4) (0.9)
Tax benefits from stock-based compensation...........ciceinineneneneneneiienions 12.2 6.5 —
Common stock dividends..........cceerermrieiirensieniiier e (22.4) — —
Advances from minority iNterest OWNET.........ovvverieeeriinniiriseiniiniresieiseessenens 45.5 — —
OthEr HEMS, NEL...iieciiiiieiiieerreereeereeenresntsssrreseeeestessstessnneesressasssissssssesssnasns (4.0) 3.6 2.9
Net cash flows from financing activities..........cccocvvriircniinncnnnne, (16.2) (435.7) 5.2
Net increase (decrease) in cash and cash equivalents...........cecevnvininiieiininienn, (150.9) 194.2 0.2)
Cash and cash equivalents, beginning of year ............ccocvviiivinininrinnnnnne 713.6 519.4 519.6
Cash and cash equivalents, end of Year..........c.ccccvrcrecnivennnnniecnnnnnnens $§ 5627 $ 713.6 $§ 5194

See notes to consolidated financial statements.
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AK STEEL HOLDING CORPORATION
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(dollars in millions)

Accumulated
Other
Additional Comprehensive
Common Paid-In- Treasury Accumulated Income/
Stock Capital Stock Deficit (Loss) Total

Balance, December 31, 2005 $ 1.2 §$ 1,832.1 $ (1236) $  (1,308.1) $ (181.1) $ 2205
Net iNCOME ...ovevrnviricreiinccrnicrreennne 12.0 12.0
Change in unamortized performance shares...........ccccou.. 1.2 ' 1.2
Change in unamortized stock options........ 1.0 1.0
Issuance of restricted stock, net .......... 1.9 ; 1.9
Change in unamortized restricted stock.............c.n. 1.0 1.0
Unrealized gain on marketable securities, net of tax.......... ) 0.1 0.1
Stock options eXercised...........ooovvvnecceinnninneniiensiniinninns 33 ' 33
Tax benefit from common stock compensation................. 0.9 ‘ ’ 0.9
Purchase of treasury stock........cc.ececenunninae (0.8) (0.8)
Derivative instrument hedges, net of tax .........ccocoeevveennen. 0.6 0.6
Foreign currency translation adjustment, net of tax 2.9 29
Minimum pension liability. 29.7 29.7
Balance, December 31, 2006 before adjustment ............... 12 $ 1,841.4 $§ (1244) $ (1,296.1) $ (147.8) $ 2743
Adjustment to initially apply FAS 158, net of tax... 142.7 142.7
Balance, December 31,2006.................ccu..... $ 12 § 1,8414 § (1244) 8 (1,296.1) $ (5.1) $ 4170
Adjustment to initially apply FIN 48........cccooevvvvninninnns 6.7) 6.7)
NEt IICOMIE ...uvevererereneeeerreeeeeenersesiecneennens 387.7 387.7
Change in unamortized performance shares. 3.2 32
Change in unamortized stock options........ 1.9 1.9
Issuance of restricted stock, net ............. .. 47 4.7
Change in unamortized restricted stock................ . (0.5) (0.5)
Unrealized gain on marketable securities, net of tax......... 0.1 0.1
Stock options exercised......... 9.2 9.2
Tax benefit from common stock compensation................. 7.7 7.7
Purchase of treasury stock.........coeeveereccecnnane . 2.4 24
Derivative instrument hedges, net of tax ... 0.2 0.2
Foreign currency translation adjustment, net of tax . 3.6 3.6
Pension and OPEB adjustment, net of tax ........ccoorevuennee. 49.0 49.0
Balance, December 31,2007 ................. $ 1.2 $ 1,867.6 $ (126.8) $ 915.1) § 478 $ 8747
Net INCOME ..uevnrrreiieeieserenneeseesienenne 4.0 4.0
Two-month change in pension/OPEB measurement date,

NEL OF 18X ..eevevccirncerecenccenm s eatneesrenseseasaasenanns (7.4) (7.4)
Change in unamortized performance shares. 5.1 5.1
Change in unamortized stock options..........cccoeveruiunnnnen. 19 1.9
Issuance of restricted Stock, NEt .........coeveeeienrcreerercrrernnenns 5.5 5.5
Change in unamortized restricted stock................ . (1.0) (1.0)
Unrealized gain on marketable securities, net of tax......... 4.1 4.1)
Stock options exercised.......c.ccoeereercneae . 34 34
Tax benefit from common stock compensation................. 16.4 16.4
Purchase of treasury stock..........c.cocccmerimnicnneenne (24.0) (24.0)
Derivative instrument hedges, net of taX ........coecreninne (31.0) (31.0)
Foreign currency translation adjustment, net of tax ... (4.0) (4.0)
Pension and OPEB adjustment, net of tax............. . 150.9 150.9
Common stock dividends........cccovencrenirrcemnnecncnnnnnne. (22.4) (22.4)
Balance, December 31, 2008 et neane $ 1.2 § 1,8989 $ (150.8) $ (9409 § 159.6 $ 968.0

See notes to consolidated financial statements.
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AK STEEL HOLDING CORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For the Years Ended December 31, 2008, 2007 and 2006
(dollars in millions)

2008 2007 2006
NEL INCOME ...vvreriiurereeirietereseseseeesesetetssetssesesesssssssesestreseseiasssaneesastccccessenes $ 40 $ 3877 $ 12.0
Other comprehensive income, net of tax:
Foreign currency translation adjustment...........ccccoceevvvcernnncnns eerseesens 4.0) 3.6 29
Derivative instrument hedges, mark to market:

Losses arising in Period.........ccocveevieiveinncenniniinienninne e (20.5) (8.6) (29.3)

Less: Reclassification of (gains) losses included in net income.......... (10.5) 8.9 29.9
Unrealized gains on securities:

Unrealized holding gains (losses) arising during period ..................... 4.1 — 0.1
Minimum pension liability adjustment .............ccocoeveeniinneinnnnininniiins — — 29.7
Pension and OPEB adjustment ..........ccccocevuviniiiinniiniinciccenn 153.6 49.0 —

COMPTENENSIVE INCOME ....vuvevmureececreriieriaeaerereseseaeseeeecestse sttt sssssassssssssans $ 1185 § 4406 $ 45.3

See notes to consolidated financial statements.
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AK STEEL HOLDING CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in millions, except per share amounts)

1. Summary of Significant Accounting Policies

Basis of Presentation: These financial statements consolidate the operations and accounts of AK Steel Holding
Corporation (“AK Holding”), its 100%-owned subsidiary AK Steel Corporation (“AK Steel,” and together with AK
Holding, the “Company”), all subsidiaries in which the Company has a controlling interest, and Middletown Coke,
which is a variable interest entity whose financial results are required to be consolidated with the results of the Company
according to FASB Interpretation No. 46 (Revised), Consolidation of Variable Interest Entities (“FIN 46R”). The
Company also operates European trading companies that buy and sell steel and steel products.

Use of Estimates: The preparation of financial statements in conformity with accounting -principles generally
accepted in the United States of America requires the use of management estimates and assumptions that affect the
amounts reported. These estimates are based on historical experience and information that is available to management
about current events and actions the Company may take in the future. Significant items subject to estimates and
assumptions include the carrying value of long-lived assets; valuation allowances for receivables, inventories and
deferred income tax assets; legal and environmental liabilities; and assets and obligations related to-employee benefit
plans. There can be no assurance that actual results will not differ from these estimates.

Costs of Goods Sold: Cost of products sold for the Company consists primarily of raw materials, energy costs and
supplies consumed in the manufacturing process, manufacturing labor, contract labor, depreciation expense and direct
overhead expense necessary to manufacture the finished steel product as well as distribution and warehousing costs. The
Company’s proportionate share of the income (loss) of investments in associated companies that are accounted for
under the equity method is also included in costs of goods sold since these operations are integrated with the Company’s
overall steelmaking operations.

Revenue Recognition: Revenue from sales of products is recognized at the time title and the risks and rewards of
ownership pass. This is when the products are shipped per customers’ instructions, the sales price is fixed and
determinable, and collection is reasonably assured. «

Cash Equivalents: Cash equivalents include short-term, highly liquid investments that are readily convertible to
known amounts of cash and are of an original maturity of three months or less.

Supplemental Disclosure of Cash Flow Information:

2008 - 2007 2006

Cash paid during the period for: : -
Interest (net of interest capitalized) eivenes $ 486 § 79.3 $ . 837
Income taxes.....cccceeeervverreenncecccnnnn 57.1 39.1 97

Supplemental Cash Flow Information Regarding Non-Cash Investing and Financing Activities: The Company
granted to certain employees common stock with values, net of cancellations, of $5.5, $4.6 and $2.0 in 2008, 2007 and
2006, respectively, under its restricted stock award programs (see Note 3). The Company had open accounts payables
and accruals at December 31, 2008 and 2007 of $28.7 and $37.8 respectively, related to property, plant and equipment
purchases. ‘

Accounts Receivable: The allowance for doubtful accounts was $11.8 and $11.9 at December 31, 2008 and 2007,
respectively. The Company maintains an allowance for doubtful accounts as a reserve for the loss that would be
incurred if a customer is unable to pay amounts due to the Company. The Company determines this based on various
factors, including the customer’s financial condition. ‘

Inventories: Inventories are valued at the lower of cost or market. The cost of the majority of inventories is

measured on the last in, first out (“LIFO”) method. Other inventories are measured principally at average cost and
consist mostly of foreign inventories and certain raw materials.
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2008 2007

Inventories on LIFO:

Finished and semi-finished... 850.8 $ 819.4

Raw materials and SUPPLIES.....c..c.coueueerneimiiinriiniiiisies st e 496.0 353.4

Adjustment to state inventories at LIFO value ..o (822.4) (539.1)
TOAL ..vieieereerreeeretee e ee st e s enesneese st ee s bt ese e e e s sons s s s s b s b s bbb e s b n s b e st s bes 524.4 633.7

OthEr IMVENTOTIES ..veeveeeieeiereerieeneeeesirsrieeit st sttt sree st esanesanesbessbesssessaesssesbesanessnasbassnass 42.4 13.1
TOtAl INVENLOTIES......eueeverirrerrerirrertieeeeaeeeere sttt sret e e et s b b sbesse b e s esssbe s s abebnanes $ 566.8 $ 646.8

During 2008, 2007 and 2006, liquidation of LIFO layers generated income of $181.9, $45.5 and $1.7, respectively.

Property, Plant and Equipment: Plant and equipment are depreciated under the straight-line method over their
estimated lives. Land improvements are depreciated over 20 years, leaseholds, over the life of the lease, buildings, over
40 years and machinery and equipment, over 2 to 20 years. The estimated weighted average life of the Company’s
machinery and equipment is 18.3 years. The Company recognizes costs associated with major maintenance activities at
its operating facilities in the period in which they occur. The Company’s property, plant and equipment balances as of
December 31, 2008 and 2007 are as follows:

2008 2007

Land, land improvements and 1€aSeholds...........ccoceueerereermiiiiniiiiieeeee s $ 149.1 $ 138.4
BUIIAINES ..evoveeeeeeeeeeieeeiiriire ettt sttt stsestsasaea st bbb bbb ca e be s re s n s s tees 366.0 363.5
Machinery and €qUIPIMENLt ..........cccccemrmriniiieiniiiniii st s s saa s b s 4,631.3 4,550.3
CONSLIUCTION TN PIOZIESS.cvcveurvereerertenerreeereseressenreseteiasesteissasssosssessessstassssassasessessesessssssnns 135.7 78.9

TOMAL ..ttt ettt ettt a st ea st eSS bbb bbb bbb btn 5,282.1 5,131.1
Less accumulated depreciation............ccovveeevrercecniniiiiniiiireeesi ettt (3,220.8) (3,065.2)
Property, plant and €qUIPMENE, NEL.........ccvmeercerrrcceeerereeerrerirarisnresisissssassisssssssssasssnsssaons $ 20613 $ 2,065.9

The amount of interest on capital projects capitalized in 2008 and 2007 was $4.4 and $3.6, respectively. The
Company reviews the carrying value of long-lived assets to be held and used and long-lived assets to be disposed of
when events and circumstances warrant such a review. The carrying value of a long-lived asset is not recoverable if it
exceeds the sum of the undiscounted cash flows expected to result from the use and eventual disposition of the asset. If
the carrying value of a long-lived asset exceeds its fair value an impairment has occurred and a loss is recognized based
on the amount by which the carrying value exceeds the fair market value less cost to dispose for assets to be sold or
abandoned. Fair market value is determined using quoted market prices, estimates based on prices of similar assets or
anticipated cash flows discounted at a rate commensurate with risk.

Investments: The Company has investments in associated companies that are accounted for under the equity method. Because
the operations of these companies are integrated with its basic steelmaking operations, the Company includes its proportionate share
of the income of these associated companies in cost of products sold in the Company’s consolidated statements of operations.
Operating income includes income from equity companies of $2.5, $7.4 and $5.4 in 2008, 2007 and 2006, respectively.

The Company received a cash payment of $42.7 in December 2007 resulting from the recapitalization of Combined
Metals of Chicago L.L.C. (“Combined Metals™), a private stainless steel processing company in which it holds an equity
interest. The cash payment represents a $27.4 partial repayment of the $35.0 receivable note held by the Company and
$15.3 for interest. A pre-tax benefit of $12.5 in interest income was recorded in the fourth quarter of 2007. The
Company continues to have a 40% equity interest in Combined Metals.

The Company holds equity interests in companies that produce products or own processes that have a synergistic
relationship with the Company’s products. Each of these investments is subject to a review for impairment, if and when,
circumstances indicate that a loss in value below its carrying amount is other than temporary. Under these
circumstances, the Company would write down the investment to its fair value, which would then become its new
carrying amount. No impairment was necessary based on the reviews conducted in 2008, 2007 and 2006.

The Company’s investment in AFSG Holdings, Inc. represents the carrying value of its discontinued insurance and
finance leasing businesses, which have been largely liquidated. The activities of the remaining operating
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companies are being “run off” and the companies are accounted for as a discontinued operation under the liquidation
basis of accounting, whereby future cash inflows and outflows are considered. The Company is under no obligation to
support the operations or liabilities of these companies. :

Related Party Transactions: The Company regularly transacts business with its equity investees. The following-
relates to the Company’s transactions with these unconsolidated subsidiaries for the years indicated: :

2008 2007 2006
Sales to equity investees $ 65.0 $ 599 $ 37.4
Purchases from equity investees 21.6 21.0 25.1

As of December 31,

2008 2007
Accounts receivable from equity investees $ 15 $ 1.6
Accounts payable to equity investees 24 2.3
Notes receivable from equity investees 7.6 7.6

Goodwill and Other Intangible Assets: As of December 31, 2008 and 2007, goodwill on the consolidated balance
sheets was $37.1, related primarily to the Company’s tubular business. Other intangible assets on the consolidated
balance sheets were $0.3 at both December 31, 2008 and 2007. Goodwill is reviewed for possible impairment at least
annually. Considering operating results and the estimated fair value of the business, the 2008 and 2007 annual reviews
did not result in any goodwill impairment for the Company.

Pension and Other Postretirement Benefits: Under its method of accounting for pension and other postretirement
benefit plans, the Company recognizes into income, as of the Company’s measurement date, any unrecognized actuarial net
gains or losses that exceed 10% of the larger of projected benefit obligations or plan assets, defined as the “corridor”. Prior
to January 31, 2009, amounts inside this 10% corridor were amortized over the average remaining service life of active
plan participants. Beginning January 31, 2009, the date of the “lock and freeze” of a defined benefit pension plan covering
all salaried employees, the actuarial gains and losses will be amortized over the plan participants’ life expectancy. The
Company adopted this method of accounting for pension and other postretirement benefit obligations as a result of its
merger with Armco Inc. in 1999. Actuarial net gains and losses occur when actual experience differs from any of the many
assumptions used to value the plans. Differences between the expected and actual returns on plan assets and changes in
interest rates, which affect the discount rates used to value projected plan obligations, can have a significant impact on the
calculation of pension net gains and losses from year to year. For other postretirement benefit plans, increases in healthcare
trend rates that outpace discount rates could cause unrecognized net losses to increase to the point that an outside-the-
corridor charge would be necessary. In 2008, the Company incurred a pre-tax pension corridor charge of $660.1 related to
its pension obligations. The corridor charge was due mainly to the negative investment performance of the related pension
assets offset slightly by the gain in the obligation due to the increase in the discount rate. The Company did not incur an
other postretirement employee benefit corridor charge in 2008. There were no corridor charges in 2007. In 2006, a
significant number of retirements at the Company’s Middletown Works, higher health care costs and change in
assumptions led the Company to record a corridor charge of $133.2, whichi related to its other postretirement benefit plans.

In September 2006, the Financial Accounting Standards Board (“FASB™) issued Financial Accounting Standards 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”), which required the Company to fully recognize and disclose an asset or
liability for the overfunded or underfunded status of its benefit plans in financial statements as of December 31, 2006. The
Company changed its measurement date from October 31 to December 31 during 2008 to meet the requirements of FAS 158.
In the first quarter of 2008, the Company adopted the measurement date provisions of FAS 158. As a result, the Company
recorded a $12.0 pre-tax charge to retained earnings and a $7 4 pre-tax charge to accumulated other comprehensive income to
reflect the two months’ amount of other postretirement net periodic benefit cost that had been delayed as the result of the ’
October 31, 2007 measurement date. In addition, the Company recorded a minimal charge to retained earmngs and a $3.5 pre-
tax increase to accumulated other comprehensive income to reflect the two months” amount of pension net periodic benefit
cost that had beén delayed as the result of the October 31, 2007 measurement date These amounts were determined using the
October 31, 2007 measurement date valuation.

Income Taxes: As more fully explained in Note 4, the Company records deferred tax assets, primarily related to
amounts previously expensed in the consolidated financial statements, which become deductible in the tax return upon
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payment in the future. These amounts include pension and other postretirement benefit reserves and other reserves
which have been-accrued. To the extent the Company has regular and alternative minimum taxable income, it utilizes
any existing regular and alternative minimum tax net operating loss carryovers to reduce its federal income tax liability.
The Company files income tax returns in various state and local tax jurisdictions, and to the extent that net operating
loss carryovers are available, the Company reduces its jurisdictional tax liability. Where state or local tax jurisdiction
net operating loss carryovers are not available or are limited, the Company pays income taxes.

The tax losses and tax credit carryforwards may be used to offset future taxable income, and their benefit is reflected in the
deferred tax assets. These deferred tax asset components are partially offset by deferred tax liabilities, primarily related to fixed
assets which have been depreciated at a faster rate for tax purposes than for financial reporting purposes. In order to recognize
fully the deferred tax asset, the Company must generate sufficient taxable income to utilize its temporary differences and net
operating loss and tax credit carryforwards before they expire. The Company records a valuation allowance to reduce its deferred
tax assets to an amount that is more likely than not to be realized. The valuation allowance is regularly reviewed for adequacy.

Amounts recorded as income taxes reflect the provisions of FASB Interpretation No. 48, “Accounting for Uncertainty in
Income Taxes” which clarifies the accounting for uncertainty in income taxes recognized in an entity’s financial statements and
prescribes standards for the recognition and measurement of tax positions taken or expected to be taken on a tax return.

Earnings Per Share: Reconciliation of numerators and denominators for basic and diluted EPS computations is as follows:

2008 2007 2006
Income for calculation of basic earnings per share: '

Net income related to common stockholders (all from continuing ‘

OPEIALIONS) .. vovevevrrsreriesenscssenssisstssasassesesessssssesesesssssassesssssessesesessssssssssesasassnss $ 40 $ 3877 § 12.0
Common shares outstanding (weighted average in millions): C

Common shares outstanding for basic earnings per share ...........ccccecuvunnen. , 111.4 110.8 109.9

Effect of dilutive stock-based compensation...........ccceceevvveveevieiieneeceninnen. 0.5 1.1 0.6

Common shares outstanding for diluted earnings per share ....................... 111.9 111.9 110.5
Basic eamings per share:

Net income (loss) per share (all from continuing operations)..................... $ 0.04 $ 350 § 0.11
Income for calculation of diluted earnings per share:

Net income related to common stockholders (all from continuing
OPETALIONS)....cucteerencaraeereeeereressssesesasssesesessesessssssesesssssesesessesassssssesessnsssesesssee $ 40 $ 387.7 $ 12.0
Diluted earnings per share:

Net income (loss) per share (all from continuing operations)............cce...... $ 004 § 346 § 0.11

At the end of each of the above years, the Company had outstanding stock options whose exercise or-conversion could,
under certain circumstances, further dilute eamings per share. The shares of potentially issuable common stock that were not
included in the above weighted average shares outstanding were 750, 10,000, and 388,080 at December 31, 2008, 2007 and
2006, respectively. To include them would have had an anti-dilutive effect on earnings per share for the years presented.

Share-Based Compensation: Compensation costs related to restricted stock awards granted under the Company's
Stock Incentive Plan are charged against income during their vesting period. In 2008, 2007, and 2006, the Company
recognized compensation costs of $11.7, $9.3, and $5.2, respectively, ynder FAS 123R for stock options, performance
shares and restricted stock.

Stock Ownership: On July 21, 2005, the Board of Directors of AK Holding, upon the joint recommendation of its
Nominating and Governance Commlttee and its Compensation Committee, adopted stock ownership guldelmes for
directors and executive officers of the Company. The share ownership target for the Company’s Pre51dent and Chief
Executive Officer was established on July 21, 2005, the date the guidelines were adopted, and is expressed as a number
of shares of the Company’s common stock equal in market value to three times his annual base salary as of that date.
The share ownership target for the other executive officers also was established on July 21, 2005 and likewise is
expressed as a number of shares of the Company’s common stock equal in market value to either one or one-and-one-
half times the officer’s annual base salary as of that same date. In each instance, once established, the share
ownership target number remams static unless adjusted by the Compensation Committee. All existing executive
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officers currently are in compliance with their applicable stock ownership guidelines. New executive officers will be
expected to attain a specified minimum level of target ownership approved by the Board within a period of three years
from the date he or she is first elected an executive officer of the Company. The stock ownership guidelines applicable
to Directors were changed effective October 16, 2008 as a result of the adoption by the Board of the use of restricted
stock units rather than restricted stock for the equity portion of Director compensation. Under the new stock ownership
guidelines for Directors, each Director is expected to hold at least 25% of the shares of the Company’s common stock
issued to the Director pursuant to a restricted stock unit award until at least six months following the Director’s
termination of service on the Board.

Research and Development Costs: The Company conducts a broad range of research and development activities
aimed at improving existing products and manufacturing processes and developing new products and processes.
Research and development costs, which are recorded as expense when incurred, totaled $8.1, $8.0 and $6.6 in 2008,
2007 and 2006, respectively.

Concentrations of Credit Risk: The Company operates in a single business segment and is primarily a producer of
carbon, stainless and electrical steels and steel products, which are sold to a number of markets, including automotive,
industrial machinery and equipment, construction, power distribution and appliances. The following presents net sales
by product line:

2008 2007 2006
$ 32345 $ 3,0749 $ 24765
4,1884 3,684.6 3,356.9
221.4 243.4 235.6
— 0.1 —

$ 76443 $ 7,003.0 $ 6,069.0

The following sets forth the percentage of the Company’s net sales attributable to various markets:

Years Ended December 31,

2008 2007 2006
AULOMOLIVE ..ceveeeeiieeeeniceeenirere et ececesstsre e eene e 32% 40% 41%
Infrastructure and Manufacturing (2)........ccccoeeeenvrnne 29% 26% 29%
Distributors and Converters (2).......ccccoovevrvvirnernnne. 39% 34% 30%

(a) The Company historically has referred to these markets by somewhat different names. The names
have been updated to simplify them, but the nature of the product sales and customers included in each
market has not changed. For more information, see footnote to the table contained in the discussion of
Customers in Item 1, on page 2.

No customer accounted for more than 10% of net sales of the Company during 2008, 2007 or 2006. The Company
sells domestically to customers primarily in the Midwestern and Eastern United States and to foreign customers,
primarily in Canada, Mexico, China and Western Europe. Net sales to customers located outside the United States
totaled $1,267.9, $925.1 and $689.8 for 2008, 2007 and 2006, respectively. Approximately 28% and 24% of trade
receivables outstanding at December 31, 2008 and 2007, respectively, are due from businesses associated with the U.S.
automotive industry. Except in a few situations where the risk warrants it, collateral is not required on trade receivables.
While the Company believes its recorded trade receivables will be collected, in the event of default the Company would
follow normal collection procedures. '/

Union Contracts: At December 31, 2008, the Company’s, operations included approximately 6,800 employees, of
which approximately 5,050 are represented by labor unions under various contracts that currently will expire in the
years 2010 through 2013. In August 2008, the members of United Steclworkers of America Local 8-253 ratified a new
labor agreement covering about 240 employees at the Company’s Ashland Works Coke Plant. The new agreement took
effect on August 28, 2008 and expires on October 31, 2011. The labor contract for approximately 100 hourly production
and maintenance employees represented by United Steelworkers of America Local 1915 at the Walbridge, Ohio facility
of AK Tube, LLC, a wholly-owned subsidiary of the Company, was scheduled to expire on January 25, 2009. In
January 2009, the members of that union ratified a new three-year labor agreement which will expire on January 22,
2012. The Company does not have any labor contracts which expire during the remainder of 2009.
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Financial Instruments: Investments in debt securities are classified as held-to-maturity because the Company has
the positive intent and ability to hold the securities to maturity. Held-to-maturity securities are stated at amortized cost,
adjusted for amortization of premiums and accretion of discounts to maturity. Investments in equity securities are
classified as available-for-sale. Available-for-sale securities are carried at fair value, with unrealized gains and losses,
net of tax, reported in other comprehensive income. Realized gains and losses on sales of available-for-sale securities
are computed based upon initial cost adjusted for any other than temporary declines in fair value. The Company has no
investments that are considered to be trading securities.

Debt and equity securities are subject to a review for impairment, if and when, circumstances indicate that a loss in
value is other than temporary. Under these circumstances, the Company would write down a held-to-maturity security to
its fair value, which would then become its new carrying amount or, in the case of an available-for-sale security, would
record a realized loss to reduce the value from which unrealized gains or losses are computed. At December 31, 2008,
total unrealized losses on securities in an unrealized loss position, net of tax, were $3.9, and the Company does not
believe those losses are other than temporary.

The carrying value of the Company’s financial instruments does not differ materially from their estimated fair
value at the end of 2008 and 2007 with the exception of the Company’s long-term debt. At December 31, 2008, the fair
value of the Company’s long-term debt, including current maturities, was approximately $515.8. The fair value estimate
was based on financial market information available to management as of December 31, 2008. Management is not
aware of any significant factors that would materially alter this estimate since that date. The fair value of the Company’s
long-term debt, including current maturities, at December 31, 2007 was approximately $680.2.

The Company is a party to derivative instruments that are designated and qualify as hedges under FAS No. 133, “Accounting
for Derivative Instruments and Hedging Activities” and related pronouncements. The Company may also enter into derivative
instruments to which it does not apply hedge accounting treatment. The Company’s objective in using these instruments is to
protect its earnings and cash flows from fluctuations in the fair value of selected commodities and currencies.

In the ordinary course of business, the Company’s income and cash flows may be affected by fluctuations in the price
of certain commodities used in its production processes. The Company has implemented raw material and energy
surcharges for its spot market customers and some of its contract customers. For certain commodities where such exposure
exists, the Company uses cash settled commodity price swaps, collars and purchased options, with a duration of up to three
years, to hedge the price of a portion of its natural gas, nickel, aluminum and zinc requirements. The Company designates
the natural gas instruments as cash flow hedges and the effective portion of the changes in their fair value are recorded in
other comprehensive income. Subsequent gains and losses are recognized into cost of products sold in the same period as
the underlying physical transaction. The pre-tax net loss recognized in earnings during 2008 representing the component of
the derivative instruments excluded from the assessment of hedge effectiveness was $0.1 and was recorded in cost of
products sold. At December 31, 2008, currently valued outstanding commodity hedges would result in the reclassification
into earnings of $24.9 in net-of-tax losses within the next twelve months. At December 31, 2007, currently valued
outstanding commodity hedges would have resulted in the reclassification into earnings of $2.5 in net-of-tax gains within
the next twelve months. The nickel, aluminum and zinc hedges are marked to market and recognized into cost of products
sold with the offset recognized as current assets or accrued liabilities. At December 31, 2008, other current assets and
accrued liabilities included $0.6 and $1.4, respectively, for the fair value of these commodity hedges.

In addition, in the ordinary course of business, the Company is subject to risks associated with exchange rate fluctuations
on monies received from its European subsidiaries and other customers invoiced in European currencies. In order to mitigate
this risk, the Company has entered into a series of agreements for the forward sale of euros at fixed dollar rates. The forward
contracts are entered into with durations of up to a year. A typical confract is used as a cash flow hedge for the period from
when an order is taken to when a sale is recognized, at which time it converts into a fair value hedge of a euro-denominated
receivable. The Company does not classify these hedges as derivatives and the hedges are marked to market on a quarterly
basis with the expense or income recorded in other income. At Decemiber 31, 2008 and 2007, the Company had outstanding
forward currency contracts with a total value of $26. 7 and $27.4, tespectively, for the sale of euros.

The Company formally documents all relationships between hedging instruments and hedged items, as well as its
risk management objectives and strategies for undertaking various hedge transactions. In this documentation, the
Company specifically identifies the asset, liability, firm commitment or forecasted transaction that has been designated
as a hedged item and states how the hedging instrument is expected to hedge the risks related to that item. The
Company formally measures effectiveness of its hedging relationships both at the hedge inception and on an ongoing
basis. The Company discontinues hedge accounting prospectively when it determines that the derivative is no longer
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effective in offsetting changes in the fair value or cash flows of a hedged item; when the derivative expires or is sold,
terminated or exercised; when it is probable that the forecasted transaction wiil not occur; when a hedged firm
commitment no longer meets the definition of a firm commitment; or when management determines that designation of
the derivative as a hedge instrument is no longer appropriate. '

Ashland Works Outage: The Company experienced an unplanned outage at its Ashland Works blast furnace late in
the third quarter of 2007 that continued into the fourth quarter 2007. For 2007, the Company recorded as a reduction to
cost of sales and a corresponding accounts receivable an estimated insurance recovery of $34.0 related to this blast
furnace outage for direct costs associated with the outage. Of this amount, $15.0 was received during the fourth quarter
of 2007, and the balance was received in the first quarter of 2008.

Asset Impairment Charges: In 2006, the Company also recorded an impairment charge of $31.7 related to certain
previously-idled stainless processing equipment at its Butler Works and Mansfield Works. The Company determined
that it was able to support its stainless markets through operating efficiencies at its other processing facilities. These
actions have helped better position the Company for the future by further consolidating and rationalizing its operations,
allowing it to be more cost effective and enabling it to maximize the productivity of its other operations.

Curtailment Charges: In 2008, the Company recognized a curtailment charge of $39.4 related to “locking and
freezing” a defined benefit plan covering all salaried employees and replacing it with a fixed percent contribution to a
defined contribution pension plan. In 2007, the Company recognized a curtailment charge of $15.1 as a result of the new
labor contract at the Company’s Mansfield Works and $24.7 as a result of the new labor contract at the Company’s
Middletown Works. In 2006, the Company recognized a curtailment charge and other labor contract charges in the
aggregate amount of $15.8 related to new labor agreements negotiated in 2006 with the represented employees at the
Company’s Butler Works and Zanesville Works. Under these agreements, the existing defined benefit pension plan at each
facility was “locked and frozen” in 2006, with subsequent Company contributions being made to Company-provided
401(k) plans. As a result, the Company was required to recognize in 2006 the past service pension expense that previously
would have been amortized. On balance, the Company expects the future benefits associated with these new labor
agreements, including the locking and freezing of the defined benefit plans, will outweigh the $15.8 one-time curtailment
and other charges noted above, as well as the Company’s ongoing contributions to the new 401(k) plans.

Asbestos and Environmental Insurance Settlements: The Company is, and has been for a number of years, in the
process of remediating sites where hazardous material may have been released, including sites no longer owned by the
Company. In addition, a number of lawsuits alleging asbestos exposure have been filed and continue to be filed against the
Company. The Company has established reserves for estimated probable costs related to asbestos claim settiements and
environmental investigation, monitoring and remediation. If the reserves are not adequate to meet future claims, operating
results and cash flows may be negatively impacted. The reserves do not consider the potential for insurance recoveries. The
Company previously entered into insurance settlements with certain of its insurance carriers relating to its environmental
and asbestos liabilities. As a result of these settlements, several insurance policies have been commuted. Coverage for
environmental and asbestos liabilities under those policies was disputed and the settlement amount represented a negotiated
dollar value the Company accepted for reimbursement of past environmental and asbestos expenditures and, to a lesser
extent, to release the insurance companies from a responsibility to reimburse the Company for future covered expenditures
under the policies. However, under the terms of the settlements, the Company does have partial insurance coverage for
some future asbestos claims. In addition, other existing insurance policies covering asbestos and environmental
contingencies may serve to mitigate future covered expenditures.

New Accounting Pronouncements: In December 2007, the FASB issued FAS No. 160, “Noncontrolling Interests in
Consolidated Financial Statements” (“FAS 160”). FAS 160 applies to all entities that prepare consolidated financial
statements, except not-for-profit organizations, but will affect only those entities that have an outstanding
noncontrolling interest in one or more subsidiaries or that deconsolidate a subsidiary. This Statement is effective for
fiscal years beginning on or after December 15, 2008. The Company has evaluated the impact of the adoption of FAS
160 and does not believe it will have a material impact on its financial position and results of operations.

In December 2007, the FASB revised FAS No. 141(R), “Business Combinations” (“FAS 141(R)”). FAS 141(R)
applies to all transactions in which an entity obtains control of one or more businesses, including mergers and
combinations achieved without the transfer of consideration. This Statement applies to all business entities, including
mutual entities that previously used the pooling-of-interests method of accounting for some business combinations.
This Statement is effective for fiscal years beginning on or after December 15, 2008. The Company has evaluated the
impact of the adoption of FAS 141(R) and does not believe it will have a material impact on its financial position and
results of operations.
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In February 2007, the FASB issued FAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities” (“FAS 1597). FAS 159 permits entities to choose to measure many financial instruments and certain other
items at fair value that are not currently required to be measured at fair value. This Statement also establishes
presentation and disclosure requirements designed to facilitate comparisons between entities that choose different
measurement attributes for similar types of assets and liabilities. The Company adopted FAS 159 on January 1, 2008
and elected not to apply fair value measurement to any additional assets or liabilities not already required to be
measured at fair value.

In September 2006, the FASB issued FAS 158 which requires the Company to fully recognize and disclose an asset
or liability for the overfunded or underfunded status of its benefit plans in financial statements as of December 31, 2006.
The adoption of FAS 158 in 2006 resulted in a reduction of $32.9 in intangible assets, a decrease in pension and other
postretirement benefit liabilities of $159.8 and an increase to equity of $142.7, net of tax. The Company changed its
measurement date from October 31 to December 31 during 2008 to meet the requirements of FAS 158. The change in
the measurement data resulted in an increase in the deferred tax asset of $5.6, an increase to pension and other
postretirement benefit liabilities of $15.8, a decrease to retained earnings of $7.4 and a decrease to accumulated other
comprehensive income of $2.8.

In September 2006, the FASB issued FAS No. 157, “Fair Value Measurements” (“FAS 157”). This Statement
defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles
(GAAP), and expands disclosures about fair value measurements. This Statement does not require any new fair value
measurements in accounting pronouncements where fair value is the relevant measurement attribute. However, for
some entities, the application of this statement will change current practice for financial statements issued for fiscal
years beginning after November 15, 2007. In February 2008, the FASB issued a FASB Staff Position (“FSP”) No.
FAS 157-2 “Effective Date of FASB Statement No. 1577, delaying the effective date of FAS 157 for nonfinancial
assets and nonfinancial liabilities, except for items that are recognized or disclosed at fair value in the financial
statements on a recurring basis. The FSP deferred the effective date of FAS 157 to fiscal years beginning after
November 15, 2008, and interim periods within those fiscal years for items within the scope of this FSP. The
Company adopted the applicable portion of FAS 157 on January 1, 2008. The Company does not expect a material
impact as a result of the adoption of FAS 157 for nonfinancial assets and nonfinancial liabilities on its financial
position and results of operation.

Comprehensive Income and Accumulated Other Comprehensive Income (Loss): Comprehensive income in the
Statement of Comprehensive Income is presented net of an approximate 38% tax rate. The components of accumulated
other comprehensive income (loss) at December 31 are as follows: '

2008 2007 2006
Foreign currency translation ...........coee.eeveeeeveereseeeineseeresenenenes $ 33 § 73 $ 3.7
Derivative instrument hedges ........c.ccccvvreriereeerreerveereeeriseens : (29.0) 2.0 1.7
Unrealized gain on investments.............ooeevveeeeeneesrereereenereenenns 3.9 0.2 0.2
Employee benefit liability 189.2 38.3. (10.7)
T DTS $ 1596 § 478 $ (5.1)

2. Pension and Other Postretirement Benefits

The Company provides noncontributory pension and various healthcare and life insurance benefits to most
employees and retirees. The major pension plans are not fully funded and, based on current assumptions, the Company
plans to contribute approximately $155.0 to the qualified pension plan trusts during 2009. Of this total, $50.0 was made
in the first quarter of 2009, leaving approximately $105.0 to be made during the remainder of 2009. The Company made
$225.0 in contributions during 2008. As of December 31, 2008, the Company expects approximately $165.7 in other
postretirement benefit payments in 2009. These payments will be offset by an estimate of $9.6 in Medicare Part D
Employer Subsidy. The schedules below include amounts calculated based on a benefit obligation and asset valuation
measurement date of December 31, 2008 and October 31, 2007. .
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Pension Benefits Other Benefits
2008 2007 2008 2007
Change in benefit obligations:
Benefit obligations at beginning of year .............cceceuvunnee $ 3,716.8 § 3,7436 S 19412 § 2,103.6
Adjustment due to change in measurement date................ 36.8 — 19.3 —
SEIVICE COSL..vriieeiirnireericieitiirisreent et ne e ssaens 8.1 10.2 44 4.9
INEETESt COSL...viiiriiriniiniiieiii ittt 212.9 207.9 72.5 116.8
Plan participants’ contributions ........c.ceceveeenieeseseesesinnns — — 31.9 27.9
Actuarial [0SS (ZaIN).....ccoeerivinieiniiiiiiiires e (53.7) 43.4 (74.8) (149.4)
AMENAMENTS ..evieiiieieiieiireeceeeceitr e ssa e 10.2 50.7 (368.3) 19.0
Curtailments.........ccceeveeerveererccrniiinnceneecieesir e senecnane e (22.3) 4.6 — —
Contribution to Middletown retirees VEBA ... — — (468.0) —
Benefits paid.....c..cceeeermeuceeiniiiiiiiiiieee s (391.3) (343.6) (176.7) (181.6)
Benefit obligations at end of year..........cccaevennincioniens $ 35175 $ 3,716.8 $ 981.5 § ' 1,941.2
Change in plan assets:
Fair value of plan assets at beginning of year.................... $ 29391 § 277380 § 237§ 24.6
Actual (loss) gain on plan assets........ccevveeiriiineneeinnenias (573.0) 292.6 — —
Employer contributions..........ooeeeceirieiiinirineinsnsiinnnens 226.8 252.1 121.9 152.8
Plan participants’ contributions .........ccoeeveeeevveinsiesivnnenn — — 31.9 27.9
Benefits paid........ccovrererniinineceeneectnncesseesserenees (391.3) (343.6) (176.7) (181.6)
Fair value of plan assets at end of year..........ccccoevvvvnvnnnnnes $ 22016 $§ 2939.1 § 0.8 $ 23.7 .

FUNAEA SEALUS +vvvvvvvvveveerrssreeeeeeeseeseeeeenesseessssssesssssssssssennes $ (1,3159) $  (777.7) $  (980.7) $_(1,917.5)

Amounts recognized in the consolidated balance sheets as of
December 31:

CULTENE THADITIEES +ovvvvvvevereeeeeeeseeeeesessessseseeenesseseeseeseseeeee $ (19 $ 2.0) 8 (1505 $  (156.0)
NONCUITENE HADIEES <.vrrrereeseeeererrseesesscerererersesseseeereeren (1,314.0) (775.7)  (830.2)  (1,761.5)
Net amount recoOgnized ........covvvveeeeeeeercrrrerereseresereeeemsisninnns $ (131598 (g717.1) 8 (980.7) § (1.917.5)

Amounts recognized in accumulated other comprehensive
income as of December 31:

ACRUGTIAL 1SS vvvvvvvvoreeoeee s eeesssesssseeeeseeseeseeeseseeeeseseseee S 3442 $ 2449 $  (537) 8 46.4
Prior service cost (credit)......cveeeveereenueenns peeerreeeeesnenseeraan . 194 53.2 (618.1) (330.6)
Net AMOUNt TECOZMZEM ....vruererurrerrrnrerseraesstcaessesessianecnces $ . 3636 % 2981 §  (671.8) $  (284.2)

Other changes in plah assets and benefit obligatibns
recognized in other comprehensive income: : ,
Net actuarial (gain) 1088 ..c.c.oceiveerensinnni ebeerenes et bensereres $ 7792 §.  (221) $ 97.0).8 . (151.2)

Recognized actuarial gain (loss) (679.9) (15.1) . @G (12:8) -,
Prior service cost (Credit)......covevrevermenrencccniiiiniiiccenene 10.2 50.7 (368.2) 19.0
Recognized prior service (cost) credit ... (44.0) . (33.9)- 80.7 51.6
Total recognized in other comprehensive income.............. $ 655 $ (204) $ (387.6) § (93.4)

The accumulated benefit obligation for all defined benefit pension plans was $3,493.2 and $3,655.2 at December
31, 2008 and 2007, respectively. : : :

The curtailment charge in 2008 resulted from a decision in 2008 to “lock and freeze”, as of January 31, 2009, the
accruals for a defined benefit pension plan covering all salaried employees. The accruals to the defined benefit pension plan
have been replaced by a fixed percent contribution to a defined contribution pension plan. The curtailment charges in
2007 resulted from the new labor contract negotiated with the United Steelworkers’ represented: employees at the
Company’s. Mansfield Works in November 2006 and the International Association of Machinists and Aerospace Workers
represented employees at the Company’s Middletown Works in February 2007. Under these agreements, the existing
defined benefit pension was “locked and frozen” as of February 28, 2007 and May 26, 2007, respectively, with subsequent
Company pension contributions being made to the Steelworkers Pension Trust and the IAM National Pension Fund.
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The following table presents estimated future benefit payments to beneficiaries:

Other Medicare
Pension Benefits Subsidy
Plans (a) (a)

$ 3276 $ 1007 $ 9.6)
318.4 95.1 9.9)
3104 91.1 (10.0)
315.8 86.7 (8.4)
314.6 82.5 7.5)
1,415.7 357.9 (37.0)

$ 30025 $ 8140 $ (824

(a) These figures reflect the benefit of the Settlement with the Middletown Works retirees (see Note 9), but exclude the
three annual $65.0 payments required to be made by the Company in February of 2009, 2010 and 2011 related to
that Settlement.

Year-end assumptions used to value current year assets and liabilities and determine subsequent year expenses are as follows:

Pension Benefits Other Benefits
2008 2007 2006 2008 2007 2006
DiSCOUNE TALE ..c.vevvrenreieieieereerereete e eeee e ereene 6.25% 6.00% 5.75% 6.25% 6.00% 5.75%
Expected return on plan assets ..........coceevercrereenne 8.50% 8.50% 8.50% (a) (a) (a)
Rate of compensation increase..........ccceevevveveenen. 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%
Subsequent year healthcare cost trend rate........... — — — 7.00% 8.00% 9.00%
Ultimate healthcare cost trend rate........................ — — — 4.50% 4.50% 4.50%
Year ultimate healthcare cost trend rate begins.... — — — 2012 2012 2012

(a) Historically, the Company has only pre-funded Other Benefits to a limited extent. To the extent there has been such
pre-funding to date, the funding has been in a trust account on a relatively short-term basis and the assets have not
been invested with the expectation of long-term investment returns.

For measurement purposes, healthcare costs are assumed to increase 7% during 2009, after which this rate
decreases 1% per year until reaching the ultimate trend rate of 4.5% in 2012.

The discount rate was determined by projecting the plan's expected future benefit payments, as defined for the
projected benefit obligation, discounting those expected payments using a theoretical zero-coupon spot yield curve
derived from a universe of high-quality bonds as of the measurement date, and solving for the single equivalent discount
rate that resulted in the same projected benefit obligation. The fixed-income data as of the measurement date was
obtained from Bloomberg. Constraints were applied with respect to callability (callable bonds with explicit call
schedules were excluded; bonds with “make-whole” call provisions were included) and credit quality (rated Aa or better
by Moody’s Investor Service).

The following relates to pension plans with an accumulated benefit obligation in excess of plan assets.

2008 2007
Projected benefit obligation ..............ccceeueviiene $ 35175 $ 3,716.8.
Accumulated benefit obligation ............c..c...... 3,493.2 3,655.2
Fair value of plan assets.........ccccccevvercrninnvicinnn. 2,201.6 2,939.1

Pension and other postretirement benefit plan assets are invested in master trusts comprised primarily of
investments in indexed and enhanced index funds. A fiduciary committee establishes the target asset mix and monitors
asset performance. The expected rate of return on assets includes the determination of a real rate of return for equity and
fixed income investments applied to the portfolio based on their relative weighting, increased by an underlying inflation
rate. In 2008 and 2007, other postretirement benefit plan assets included 100% fixed income securities.
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The current target and actual allocation of pension plan assets by major investment category as of the end of 2008
and 2007 were as follows:

December 31 October 31
Target _ 2008 2007
Domestic and international equities............ 60% 60% 57%
Fixed income SECUrities .......ccceevuerrvererenrnee 39% 38% 37%
OthET eeeieriiereeeriene e e asesesesnesesaes 1% 2% 6%
TOtAL .eevri i iriecereceecrre s aeeanes 100% 100% 100%

The components of net periodic benefit costs for the years 2008, 2007 and 2006 are as follows:

Pension Benefits Other Benefits
2008 2007 2006 2008 2007 2006
Components of net periodic benefit cost:

SEIVICE COSt..vrvrriererererreeeiririsiiiiiianns $ 8.1 $ 102 $§ 242 § 44 $ 49 § 15.2
INtErest COSt..vevrrrerenieiriiirrcnincsiines 212.9 207.9 208.7 72.5 116.8 124.1
Expected return on plan assets.......... (241.7) (232.4) (207.4) — — ©0.1)
Amortization of prior service cost .... 3.8 4.1 5.3 (72.9) (51.6) (36.5)
Recognized net actuarial loss:

Annual amortization.........c..ceeueuee. 17.0 15.1 229 2.6 12.8 13.2

Corridor charges.......c..cccceceviiennnns 660.1 — — — — 133.2

Settlement/curtailment loss............ 39.4 39.8 -10.8 — — —
Net periodic benefit cost...........c...... $ 6996 § 447 $ 64.5 $ 66 $ 82.9 § 249.1

The estimated net loss and prior service cost for the defined benefit pension plans that will be amortized from
accumulated other comprehensive income into net periodic benefit cost over the next fiscal year are $17.9 and $3.0,
respectively. The estimated net gain and prior service credit for the other defined benefit postretirement plans that will
be amortized from accumulated other comprehensive income into net periodic benefit cost over the next fiscal year are
$3.4 and $78.9, respectively.

The corridor charges were recorded to recognize net actuarial losses outside the 10% corridor under the Company’s
method of accounting for pensions and other postretirement benefits as described in Note 1.

Assumed healthcare cost trend rates have a significant effect on the amounts reported for healthcare plans. As of
December 31, 2008, a one-percentage-point change in the assumed healthcare cost trend rates would have the following
effects:

One Percentage Point:
Increase Decrease
Effect on total service cost and interest cost components..... $ 20 $ (1.8)
Effect on postretirement benefit obligation ............c.ceueuenenne. 12.2 (10.9)

The Company also contributes to several multiemployer pension plans. The expense for these plans was $10.3 in
2008, $7.7 in 2007 and $4.2 in 2006. Actual contributions to these plans for the same periods were $11.0, $7.2 and $3.9,
respectively. In addition to defined benefit pension plans, most employees are eligible to participate in various defined
contribution plans. Total expense related to these plans was $21.1 in 2008, $23.2 in 2007 and $5.0 in 2006.

On December 8, 2003, the United States government enacted the Medicare Prescription Drug, Improvement and
Modernization Act of 2003 (the “Medicare Act””). Among other provisions, the Medicare Act provides a federal subsidy
to sponsors of retiree healthcare benefit plans that include a qualified prescription drug benefit. The Company sponsors
such a plan. The Company recognized a reduction in net periodic benefit costs related to these savings of approximately
$37.2, $15.7 and $35.6 in 2008, 2007 and 2006, respectively.

On December 3, 2008, the Company announced its decision to “lock and freeze”, as of January 31, 2009, the accruals for
a defined benefit pension plan covering all salaried employees. The accruals to the defined benefit plan have been replaced by
a fixed percent contribution to a defined contribution pension plan. This action required the Company to recognize the past
service pension expense that previously would have been amortized as a curtailment charge in 2008 of $39.4.
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On November 20, 2006, members of the United Steelworkers (“USW”) ratified a new 51-month labor agreement
covering approximately 300 hourly production and maintenance employees at the Company’s Mansfield Works. Under the
agreement, the existing defined benefit pension plan was “locked and frozen” as of February 28, 2007 with subsequent
contributions to the Steelworker’s Pension Trust fund. As a result, the Company was required to recognize the past service
pension expense that previously would have been amortized. The new contract expires on March 31, 2011.

On March 14, 2007, members of the International Association of Machinists and Aerospace Workers (“IAM”) ratified
a new 54-month labor agreement covering about 1,700 hourly production and maintenance employees at the Company’s
Middletown Works. Under the agreement, the existing defined benefit pension plan was “locked and frozen™ as of May 26,
2007 with subsequent contributions to the IAM National Pension Fund. As a result, the Company was required to recognize
the past service pension expense that previously would have been amortized. In addition to the pension changes above, the
contract negotiated cost sharing for active and retiree healthcare, a reduction in job classes from approximately 1,000 to
seven, complete workforce restructuring, elimination of minimum base workforce guarantees, and competitive wage
increases. The new contract expires on September 15, 2011. '

As a result of the ratification of the new labor contracts at Mansfield Works and Middletown Works, the Company
recognized curtailment charges in the first and second quarters of 2007 of $15.1 and $24.7, respectively. Under these
agreements, the existing defined benefit pension plan at each facility was “locked and frozen” with subsequent
Company contributions being made to multiemployer pension trusts.

On July 21, 2006, members of the United Auto Workers (“UAW?”) ratified a new six-year labor agreement covering
approximately 1,400 hourly production and maintenance employees at its Butler Works. The new agreement provides
workforce flexibility, no minimum workforce guarantee, current and future retiree healthcare cost sharing, competitive
wage increases and a “lock and freeze” of the traditional defined benefit plan, which will be replaced by a per-hour
contribution to a defined contribution plan. As a result of the pension plan change, the Company was required to
recognize the past service pension expense that previously would have been amortized.

On May 9, 2006, members of the UAW ratified a new six-year labor agreement covering approximately 200 hourly
production and maintenance employees at its Zanesville Works. The new agreement provides workforce flexibility, no
minimum workforce guarantee, current and future retiree healthcare cost sharing, competitive wage increases and a
“lock and freeze” of the traditional defined benefit plan, which will be replaced by a per-hour contribution to a defined
contribution plan. As a result of the pension plan change, the Company was required to recognize the past service
pension expense that previously would have been amortized.

As a result of the ratification of the new labor contracts at Zanesville Works and Butler Works, the Company incurred one-
time charges in the third quarter of 2006 of $15.8. The principal component of these charges was a non-cash curtailment charge of
$10.8 resulting from the “lock and freeze” of the traditional defined benefit plan at Butler Works and Zanesville Works.

3. Share Based Compensation

AK Steel Holding Corporation’s Stock Incentive Plan (the “SIP”) permits the granting of nonqualified stock option,
restricted stock, performance share and restricted stock unit awards to directors, officers and key management
employees of the Company. These nonqualified option, restricted stock, performance share and restricted stock unit
awards may be granted with respect to an aggregate maximum of 16 million shares through the period ending December
31, 2011. The shares that are issued as the result of these grants are newly issued shares. The exercise price of each
option may not be less than the market price of the Company’s common stock on the date of the grant. Stock options
have a maximum term of 10 years and may not be exercised earlier than six months following the date of grant or such
other term as may be specified in the award agreement. For option grants to officers and key management employees,
the award agreements provide that the options vest and become exercisable at the rate of one-third per year over three
years. Stock options granted to directors vest and become exercisable after one year. Until October 16, 2008, directors
were granted restricted stock as the equity component of their compensation. On October 16, 2008, the Board of
Directors amended the SIP to allow for the granting of restricted stock units instead of restricted stock as the equity
component of the directors’ compensation. Each director was also allowed a one-time election as of December 31, 2008
to convert any current holdings of restricted stock into restricted stock units. To the extent not so converted, restricted
stock issued to a director prior to October 16, 2008 vests at the end of the director’s full tenure on the Board. New grants
of restricted stock units vest immediately upon grant, but are not settled until a later date. Restricted stock units
resulting from converted restricted stock vest as of the date of the 2009 annual meeting of the Company’s
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stockholders. Unless a director elects to defer the settlement date, settlement will occur one year after a grant of new
restricted stock units and on the date of the 2009 annual meeting of the Company’s stockholders for restricted stock
units resulting from converted restricted stock. For restricted stock awards granted to employees on or prior to
December 31, 2006, typically 25% of the shares covered by a restricted stock award vest two years after the date of
the award and an additional 25% vest on the third, fourth and fifth anniversaries of the date of the award. However,
in 2005, the Board of Directors of the Company approved the grant of special restricted stock awards to the executive
officers and selected key managers relating to the Company’s performance in 2004 which vest ratably on the first,
second, and third anniversaries of the grant. Restricted stock awards granted to employees after December 31, 2006
also will vest ratably on the first, second and third anniversaries of the grant. Performance shares vest after a three-
year period. The total amount of performance shares issued will be based on the Company’s share performance
compared to a prescribed compounded annual growth rate and the total share return compared to Standard and Poor’s
400 Mid Cap Index.

Effective January 1, 2006, the Company adopted the fair value recognition provisions of FAS 123R and Securities
and Exchange Commission Staff Accounting Bulletin No. 107 (“SAB 107”), using the modified-prospective transition
method. Under the modified-prospective transition method, the recognized compensation cost during fiscal 2006
includes compensation cost for all share-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 provisions of FAS 123 and compensation cost for all
share-based payments granted subsequent to January 1, 2006, based on grant-date fair value estimated in accordance
with the provisions of FAS 123R. The Company’s policy for amortizing the value of the share-based payments is a
straight-line method.

The Company uses the Black-Scholes option valuation model to value the nonqualified stock options which is
consistent with the provisions of FAS 123R and SAB 107. Historical data regarding stock option exercise behaviors was
used to estimate the expected life of options granted based on the period of time that options granted are expected to be
outstanding. The risk-free interest rate is based on the Daily Treasury Yield Curve published by the U.S. Treasury on
the date of grant. The expected volatility is determined by using a blend of historical and implied volatility. For all
grants through December 31, 2008, no assumptions were included regarding the expected dividend yield since the
Company has not distributed dividends to its common shareholders within the last five years due to restrictions under
the Company’s financial covenants. On January 27, 2009, the Company announced that its Board of Directors declared
a quarterly cash dividend of $0.05 per share of common stock payable on March 10, 2009, to shareholders of record on
February 13, 2009. Assumptions for grants in 2009 will include the dividend declared in 2009.

The Company’s calculation of fair value of the options is estimated on the grant date using a Black-Scholes option
pricing model with the following weighted average assumptions:

2008 2007 2006
Expected volatility........cccoccoeiviviirennne 52.4% - 70.7% 45.0% — 48.8% 50.8% ~ 55.2%
Weighted-average volatility ............... 55.6% 46.8% 54.4%
Expected term (in years)........coceeveune 2.90 -7.30 2.90-17.30 5.50-6.15

Risk-free interest rate ........cccoevveeerennnes 1.86% —3.31% 4.50% - 4.91% 4.32% —4.99%

Certain directors were issued stock options in December 2006. The assumptions for the valuation of these options
were 51.85% volatility, 4.53% risk-free interest rate and expected life of 5.5 years. These assumptions are included in
the chart above. The Company used a simplified method allowed by SAB 107 to arrive at the expected life assumption
for the nonqualified stock options issued to the directors. The simplified method is equal to the vesting term plus
original contractual term divided by two.

The performance shares were valued using the Monte Carlo simulation method. This method is consistent with the
provisions of FAS 123R and SAB 107. The weighted-average risk-free rate of return for performance shares used is
presented below:

2008 2007 2006
COMPANY -evrrvrererrrressesssssssssssessssss 2.45% 4.80% 432%
S&P 400 Midcap Index................... 287% © 471% 432%

Stock-based compensation expense recognized under FAS 123R in the consolidated statement of operations for
fiscal year 2008 related to stock options was $1.9 and for performance shares was $5.1.

65



AK STEEL HOLDING CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(dollars in millions, except per share amounts)

A summary of option activity under the SIP as of December 31, 2008, and changes during the year ended is
presented below:

Weighted
Weighted Average
Average Remaining  Aggregate
Exercise ~ Contractual  Intrinsic

Stock Options Shares Price Life Value
Outstanding at December 31, 2007 .........c..covveeveevveeveniiiie i 1,152,097 $ 10.04
Granted......ccvieiiiiiiiiiceecreee et ee et ere st e sseeesesonees 128,125 36.53
EXEICISEU.....tviiiiecnieereeeitee ettt eeraessae et sett e ssateeseeeeeneas (528,909) 6.39

Forfeited or eXpired.........c.cccovrmveneeininieteeerccesee e — —

Outstanding at December 31, 2008 ...........ccoocovvvvvveieiiiiieeenn, 751,313 $ 17.12 7.1yrs $ 19.5
Options expected to vest at December 31, 2008...........cooervenene. 345,867 $ 22.01 82yrs § 7.3
Options exercisable at December 31, 2008 ............ccccovvvvvveennne. 387,243 $ 12.53 6.0 yrs § 11.8

The weighted average fair value per share of options granted during 2008, 2007 and 2006 were $17.43, $8.32 and
$5.41, respectively. The total intrinsic value of options exercised during the 2008, 2007 and 2006 were $26.1, $17.3 and
$1.7, respectively.

The following table summarizes information about stock options outstanding at December 31, 2008:

Options Outstanding Options Exercisable

. Weighted Weighted

Weighted Average Remaining Average Average
Range of Exercise Prices Outstanding Contractual Life Exercise Price Exercisable Exercise Price
$ 3.05 to $6.87 49,297 3.6 yrs. $ 4.67 49,297 $ 4.67
$ 6.88 to $10.19 191,084 6.3 yrs. 7.94 119,583 7.98
$ 10.20 to $16.65 119,928 6.6 yrs. 14.61 116,868 14.64
$ 16.66 to $21.45 252,004 7.4 yrs. 16.89 91,162 17.12
$ 21.46 to $68.47 139,000 9.0 yrs. 36.75 10,333 38.32

During 2008, 2007 and 2006, the Company issued to certain employees 149,819, 265,823 and 260,698 shares of common
stock, subject to restrictions, with weighted average grant-date fair values of $36.84, $17.69 and $8.65 per share, respectively.
During 2008, 2007 and 2006, 178,500, 371,500 and 353,850 performance shares were issued, respectively.

The pre-tax expense associated with share-based compensation for options and performance shares for 2008 and
2007 is $7.0 and $5.1, respectively. The share-based compensation expense resulted in a decrease in net income in 2008
and 2007 of $4.5 and $3.3, respectively, and a reduction in basic and diluted earnings per share in 2008 and 2007 of
$0.04 and $0.03 per share, respectively. The share-based compensation expense taken includes expense for both
nonqualified stock options and performance shares granted from the SIP.

A summary of the activity associated with non-vested restricted stock awards under the SIP during the year ended
December 31, 2008 is presented below:

Weighted
Average
Grant Date
Restricted Stock Awards Shares Fair Value
Outstanding at December 31, 2007 .........cooeververeenennenn 979,988 $ 11.31
Granted 149,819 36.84
VSt ottt (360,736) 10.94
Converted to restricted Stock UnitS......ccovveerivrereeirnenne (170,563) 12.27
Outstanding at December 31,2008 ..........cccooevvivenennn. 598,508 $ 17.64
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Stock compensation expense related to restricted stock awards granted under the Company’s SIP for 2008, 2007
and 2006 was $4.7 ($3.0 after tax), $4.2 ($2.7 after tax) and $3.0 ($1.9 after tax), respectively.

As of December 31, 2008, there were $5.9 of total unrecognized compensation costs related to non-vested share-
based compensation awards granted under the SIP, which costs are expected to be recognized over a weighted average
period of 1.5 years. The total fair value of shares vested during the years ended December 31, 2008, 2007 and 2006 was
$3.9, $2.9 and $3.2, respectively.

4. Income Taxes

The Company and its subsidiaries file a consolidated federal income tax return. This return includes all domestic
companies 80% or more owned by the Company and the proportionate share of the Company’s interest in partnership
investments. State tax returns are filed on a consolidated, combined or separate basis depending on the applicable laws
relating to the Company and its domestic subsidiaries.

The United States and foreign components of income (loss) before income taxes consist of the following:

2008 2007 2006
UNIted StateS ......ovevevereririeeeeseereesenrereeneenes $ (@87)$ 5715 § (144
FOreign ..o.ccvvevreiiieieceeciccenceeb e 21.8 19.8 11.3
TOtAl coovierererenieieee et $ 69) § 5913 § (3.1)

Significant components of the Company’s deferred tax assets and liabilities at December 31, 2008 and 2007 are as
follows:

2008 2007
Deferred tax assets:
Net operating loss and tax credit carryforwards ...........coovceeuenee $ 1028 $ 40.3
Postretirement benefit TESEIrVES.....uuvvvvrriierieeerrericiiiinnnveeenes 410.5 818.8
PENSION TESETVES .uvvvveiirieicirrireereeseeeriseresssisessessraesssistsssssnnssasssnns 423.9 224.1
OFhET TESEIVES ...vvvvirieeeeerierrtrereesserssrsnsesaeesssesnnsesassesssssssisssnnnasssnes 140.5 104.4
TIIVEIIEOTIES ....eevvcenveeeeneereereaesesenrraeesesseessseeesssssusesistnsesessansenasssans 208.4 2454
Valuation alloWanCE .......ccerverenrereneneneseensiiieeeenresrsssesesnnaes (16.9) (18.1)
Total deferred ASSELS.....covuvriirreiirirrreererrereessrneeessnrerssessaeesonns 1,269.2 1,414.9
Deferred tax liabilities:
DePreciable aSSEts........comimiiiieimininininirsssssscesese s (477.1) (507.8)
Total deferred liabilities .........cocecveeenenciiniinniiinnniinnaen (477.1) (507.8)
INEE ASSEL 1nveveeeeeeeeeeeeeeiesisseressnessesnensesesassassaosionsssessessesneens $ 7921 $ 907.1

The deferred taxes outlined above are the income tax impact of temporary differences. Temporary differences
represent the cumulative taxable or deductible amounts recorded in the consolidated financial statements in different
years than recognized in the tax returns. The postretirement benefit difference includes amounts expensed in the
consolidated financial statements for healthcare, life insurance and other postretirement benefits, which become
deductible in the tax return upon payment or funding in qualified trusts. Other temporary differences represent
principally various expenses accrued for financial reporting purposes which are not deductible for tax reporting
purposes until paid. The inventory difference relates primarily to differences in the LIFO reserve and tax overhead
capitalized in excess of book amounts. The depreciable assets temporary difference represents generally tax depreciation
in excess of financial statement depreciation.

At December 31, 2008 the Company had no regular or Alternative Minimum Tax (“AMT”) net operating loss
carryforwards. At December 31, 2008, the Company had unused AMT credit carryforwards of $79.6, which may be
used to offset future regular income tax liabilities. These unused AMT credits can be carried forward indefinitely.

In 2007, Michigan, New York, Maryland and Texas enacted new tax legislation. As a result, in accordance with
FAS 109, the Company was required to recognize a non-cash tax credit of $11.4 as part of its income tax provision.
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Also, in 2006, Indiana, Texas and Pennsylvania enacted new tax legislation which required that the Company
recognize a non-cash tax charge of $5.7 as part of its income tax provision. These non-cash tax credits/charges
represent the net increase or decrease in the value of the Company’s state deferred tax assets attributable to higher
or lower future effective state income tax rates resulting from the law changes.

Significant components of the provision (benefit) for income taxes are as follows:

2008 2007 2006

Current;

Federal ......coveeieenieieieceecce e $ (34 $ 518 $ (9.0)

SEALE .ot (5.5) 12.4 0.7

Foreign ...t 6.1 6.3 3.8
Deferred:

Federal ......cccooveiviiiieeeeeeeceeteee s (13.9) 135.4 (1.7)

SHALE ..ottt es 5.8 (2.3) 1.1

Total tax provision (benefit)........................ $ (109 $ 203.6 $ (15.1)

The reconciliation of income tax on continuing operations computed at the U.S. federal statutory tax rates to actual
income tax expense (benefit) is as follows:

2008 2007 2006
Income (loss) at Statutory rate .............ocovveeeveeerreevercenenenne. $ (24 $ 2070 $ a.n
State and foreign tax expense (benefit) .............cceevevnennne 0.9 19.3 —
Effect of state law changes to deferred tax asset ............... — (11.4) 5.7
Decrease in federal deferred tax asset valuation
AOWANCE ...ttt - (5.2) 4.6)
Expired net operating 10Ss Carryovers...........ocooveveveevennene. — 5.2 0.6
Medicare Part D Drug Reimbursement ..............c.c..c.......... (13.0) (5.5) (12.5)
Other permanent differences ..........cocevevevieiencrievcniinn, 3.6 (5.8) (3.2)
Total tax expense (benefit).........cccoovvvvevvvevecceennnene. $ (109) $ 2036 $ (asn

The Internal Revenue Service (“IRS”) has concluded its examination of federal income tax returns filed for the
years 1994 through 2004. In addition, in the normal course of business, the state and local tax returns of the Company
and its subsidiaries are routinely subjected to examination by various taxing jurisdictions. Currently the Company’s
federal income tax return for 2006 is under examination by the IRS. The Company believes that the outcomes of future
federal examinations as well as ongoing and future state and local examinations will not have a material adverse impact
on the Company’s financial position, results of operations or cash flows.

The Company has undistributed earnings of foreign subsidiaries of approximately $29.4 at December 31, 2008.
Deferred taxes have been provided on $10.2 of these earnings, with the balance considered to be permanently invested
in the Company’s foreign subsidiaries. If such undistributed earnings were repatriated, it is estimated that the additional
tax expense to be provided would be approximately $6.7.

Amounts recorded as income taxes reflect the provisions of FASB Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes” (“FIN 48”) which clarifies the accounting for uncertainty in income taxes recognized in
an entity’s financial statements and prescribes standards for the recognition and measurement of tax positions taken or
expected to be taken on a tax return.

The Company adopted the provisions of FIN 48 on January 1, 2007. The total amount of unrecognized tax benefits
as of the date of adoption was $34.6. As a result of the adoption of FIN 48 the Company recorded $30.8 of unrecognized
tax benefits. The implementation of FIN 48 resulted in an unfavorable impact to retained earnings of $6.7. As of the
date of adoption, the balance of unrecognized tax benefits that, if recognized, would affect the effective tax rate was
$6.2, of which $3.0 was added as a result of the implementation of FIN 48.
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A reconciliation of the change in unrecognized tax benefits for 2008 and 2007 is presented below:

UNRECOGNIZED TAX BENEFITS

2008 2007
Balance at JANUATY 1 ...oueveeecceeecrnencicnniiniireisisssssssssnssissssssnenes $ 509 $ 346
Increases/(decreases) for prior year tax poSitions .......c..cceveeennces .7 (8.3)
Increases/(decreases) for current year tax poSitions........coceeereeece. 0.1) 33.0
Increases/(decreases) related to settlements........oo.ocevccceinnininn — (8.3)
Increases/(decreases) related to statute 1apse........vovvvrererieinniiiins — (0.1)
Balance at December 31 ..o $ 49.1 § 509

The balance of unrecognized tax benefits at January 1, 2008 was $50.9. Included in the balance of unrecognized tax
benefits at December 31, 2008, are $35.4 of tax benefits that, if recognized, would affect the effective tax rate. Also included in
the balance of unrecognized tax benefits at December 31, 2008, are $13.7 of tax benefits that, if recognized, would result in
adjustments to other tax accounts, primarily deferred taxes. For the year ended December 31, 2008, the unrecognized tax
benefits related to tax positions taken in prior periods decreased by $1.7. This decrease related to the impact of federal audit
adjustments on state and local taxes and adjustments related to the filing of the 2007 state and local income tax returns. The
portion of the decrease in unrecognized tax benefits that will affect the effective tax rate is $1.0. For 2008, it is estimated the
Company will record a decrease of $0.1 to unrecognized tax benefits related to tax positions likely to be taken on tax returns to
be filed for the current year with an increase of $0.9 affecting the effective tax rate. Included in the balance of unrecognized
tax benefits at December 31, 2007, were $35.6 of tax benefits that, if recognized, would affect the effective tax rate. Also
included in the balance of unrecognized tax benefits at December 31, 2007, were $15.3 of tax benefits that, if recognized,
would result in adjustments to other tax accounts, primarily deferred taxes.

The Company recognizes interest and penalties accrued related to uncertain tax positions as a component of the
income tax expense. Accrued interest and penalties are included in the related tax liability line in the consolidated
balance sheet. The balance of interest and penalties at January 1, 2008 was $4.9. The Company accrued additional
interest of $2.4 during 2008, and in total, as of December 31, 2008, has recognized a liability for interest of $5.2 and
penalties of $2.1. Upon adoption of FIN 48, the Company had total accrued interest and penalties of $5.5. The Company
accrued additional interest of $0.1 and reduced its penalty accrual by $0.7 during 2007, and in total as of December 31,
2007, had recognized a liability for interest of $2.8 and penalties of $2.1.

Certain tax positions exist for which it is reasonably possible that the total amounts of unrecognized tax benefits
will significantly change within twelve months of December 31, 2008. The Company has filed an appeal with taxing
authorities to resolve a state tax issue related to the Company’s filing position for tax years prior to 2002. The resolution
of this issue, if concluded in the Company’s favor, is estimated to reduce related unrecognized tax benefits within the
next twelve months by approximately $0.3 to $0.9.

The Company is subject to taxation by the United States and by various state and foreign jurisdictions. The
Company’s tax years for 2006 and forward are subject to examination by the tax authorities. Net operating losses carried
forward from prior years are subject to examination by tax authorities. However, with a few exceptions, the Company is
no longer subject to federal, state, local or foreign examinations by tax authorities for years before 2006.

5. Long-Term Debt and Other Financing:

At December 31, 2008 and 2007, the Company’s long-term. debt balances were as follows:

2008 2007
7 3/4% Senior Notes DUe 2012 ..cc..oomriiiinrinmieiienirie e 530.4 550.0
Tax Exempt Financing Due 2009 through 2029 (variable rates of 0.8% to
8.4% 1N 2008).....cuerereeerereereristeere et 103.7 116.4
Unamortized diSCOUNL......cc.cirirrierieiiiiiiinnt et (0.8) (1.0)
TOAL AEDL...vievveiiecreeie et eeet st be e e b e st bs s stanssene s $ 6333 § 6654

At December 31, 2007, the entire $550.0 original par value of the Company’s 7 3/4% senior notes due in 2012
remained outstanding. During the fourth quarter of 2008, the Company repurchased $19.6 of those senior notes, with
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cash payments totaling $14.2. In connection with these repurchases, the Company incurred non-cash, pre-tax
gains of approximately $5.4 in 2008. The repurchases were funded from the Company’s existing cash balances.

During 2007, the Company redeemed the entire $450.0 of outstanding 7 7/8% senior notes due in 2009 with cash
payments in the amounts of $225.0, $75.0 and $150.0 in March, May and August, respectively. In connection with these
early redemptions, the Company incurred non-cash, pre-tax charges of approximately $2.3 in 2007 for the write-off of
unamortized debt expense. The redemptions were funded from the Company’s existing cash balances.

At December 31, 2008, the maturities of long-term debt (excluding unamortized discount) are as follows:

20009 . ettt e et ae et e e e aarenns 0.7
2000 ettt e e s e e e s e et e aeanas 0.7
00T ettt et e et e et e et e et e e e eaaaan 0.7
2012 et st e et e e ae e 531.1
2013 ettt ettt e e e st e ste e e s nnanas 0.8
2014 and thereafter ...........cccvivveiii it e 100.1

Total MAtULILIES ...cveveeveeririreriecierceeesr et eesereseeeas $ 634.1

At December 31, 2008, the Company had $682.3 of availability under the Company’s $850.0 five-year revolving
credit facility. At December 31, 2008, there were no outstanding borrowings under the credit facility; however,
availability was reduced by $167.7 due to outstanding letters of credit. Availability under the credit facility fluctuates
monthly with the varying levels of eligible collateral. The Company used cash to redeem $12.1 of outstanding industrial
revenue bonds in the fourth quarter of 2008 which were previously classified on the balance sheet in the Current portion
of long-term debt. As a result of this redemption a supporting letter of credit was also eliminated. The redemption did
not have an impact on the Company’s overall liquidity position.

At December 31, 2007, the Company had $683.7 of availability under the Company’s $850.0 five-year revolving
credit facility. At December 31, 2007, there were no outstanding borrowings under the credit facility; however,
availability was reduced by $166.3 due to outstanding letters of credit. Availability under the credit facility fluctuates
monthly with the varying levels of eligible collateral. The Company entered into a new credit facility in F ebruary 2007.
It is secured by the Company’s inventory and accounts receivable and the new credit facility replaced two existing
separate credit facilities totaling $700.0.

The indentures, governing the Company’s 7 3/4% senior notes due in 2012, as well as the agreement governing its
revolving credit facility, contain restrictions and covenants that can limit the Company’s operating flexibility. The senior
note indentures include restrictive covenants regarding sale/leaseback transactions, transactions by subsidiaries and with
affiliates, the use of proceeds from asset sales and some investments, and the maintenance of a minimum interest coverage
ratio of 2.5 to 1. At December 31, 2008, the ratio was 15.0 to 1. This number is calculated by dividing the interest expense,
including capitalized interest and fees on letters of credit, into EBITDA which is defined as (i) income before interest,
income taxes, depreciation, amortization of intangible assets and restricted stock, extraordinary items and purchase
accounting and asset distributions, (ii) adjusted for income before income taxes for discontinued operations, and (iii)
reduced for the charges related to impairment of goodwill and OPEB corridor charges. These corridor charges are then
amortized over a 10-year period for this calculation. In addition, there is a limitation on restricted payments, which consist
primarily of dividends and share repurchases, to $25.0 plus 50% of cumulative net income (or minus 100% of cumulative
net loss) from April 1, 2002. The Company’s $850.0 five-year revolving credit facility secured by the Company’s product
inventory and accounts receivable contains restrictions on, among other things, distributions and dividends, acquisitions
and investments, indebtedness, liens and affiliate transactions. In addition, the facility requires maintenance of a minimum
fixed charge coverage ratio of 1.0 to 1 if availability is less than $125.0.

In 1997, in conjunction with construction of Rockport Works, the Spencer County (IN) Redevelopment District (the
“District”) issued $23.0 in taxable tax increment revenue bonds. Proceeds from the bond issue were used by the Company for
the acquisition of land and site improvements at the facility. The source of the District’s scheduled principal and interest
payments through maturity in 2017 is a designated portion of the Company’s real and personal property tax payments. The
Company is obligated to pay any deficiency in the event its annual tax payments are insufficient to enable the District to make
principal and interest payments when due. In 2008, the Company made deficiency payments totaling $3.5. At December 31,
2008, the remaining semiannual payments of principal and interest due through the year 2017 total $55.5. The Company
includes potential payments due in the coming year under this agreement in its annual property tax accrual.
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6. Operating Leases
Rental expense in net income was $27.5, $31.2 and $23.0. for 2008, 2007 and 2006, respectively.

At December 31, 2008, obligations to make future minimum lease payments were as follows:

2009 .ot ae et e asneesseesaean $ 63
2010 ceeeeeeeeeeeeeeettreerreereeerer e e st e s reeae e e s e ba e s aaeserraenns 5.6
2011 ettt ettt e e s e saa e e e e anes 5.0
2002 eeeeieeeeeeeeeeeeet et rr e a e be s ba e raeaesnresreeeneean 4.2
2013 ottt bb e be e e e b e e s saa e e b e e raaennas 4.0
2014 and thereafter .........oovcveeevveeniiiieerieeeessieeeesennenens 18.1

The Company is leasing its corporate headquarters building in West Chester, Ohio. The initial term of the lease for the
building is twelve years (subject to the purchase option), with two five-year options to extend the lease. The Company is
considering and will likely forego a purchase option on the building which expires at the end of February 2009.

In late 2008, the Company entered into a ten-year operating lease with Infinity Rail for a fleet of privately-owned
slab carrier railcars to enable the transportation of slabs directly from Butler Works to Middletown Works.

7. Stockholders’ Equity
Preferred Stock: There are 25,000,000 shares authorized; no shares are issued or outstanding.

Common Stock: The holders of common stock are entitled to receive dividends when and as declared by the Board
of Directors out of funds legally available for distribution. The holders have one vote per share in respect of all matters
and are not entitled to preemptive rights.

Dividends: The payment of cash dividends is subject to a restrictive covenant contained in the instruments governing
the Company’s outstanding senior debt. The covenant allows the payment of dividends, if declared by the Board of
Directors, and the redemption or purchase of shares of its outstanding capital stock, subject to a formula that reflects
cumulative net earnings. During the period from 2001 to the third quarter of 2007, the Company was not permitted under
the formula to pay a cash dividend on its common stock as a result of cumulative losses record before and during that
period. During the third quarter 2007, the cumulative losses calculated under the formula were eliminated due to the
improved financial performance of the Company. Accordingly, since that time, a cash dividend has been permissible under
the senior debt covenants. Restrictive covenants also are contained in the instruments governing the Company’s $850.0
asset-based revolving credit facility. Under the credit facility covenants, dividends are not restricted unless availability falls
below $150.0, at which point dividends would be limited to $12.0 annually. Currently, the availability under the credit
facility significantly exceeds $150.0. Accordingly, there currently are no covenant restrictions on the Company’s ability to
declare and pay a dividend to its shareholders. In the first quarter of 2008, the Company declared and paid a quarterly
common stock dividend of $0.05 per share. Common stock dividends of $0.05 per share were declared and paid quarterly
thereafier in 2008. On January 27, 2009, the Company announced that its Board of Directors declared a quarterly cash
dividend of $0.05 per share of common stock, payable on March 10, 2009, to shareholders of record on February 13, 2009.
No common stock dividends were paid in 2007 or 2006.

Stockholder Repurchase Plan: On October 21, 2008, the Company announced that its Board of Directors had authorized the
Company to repurchase, from time to time, up to $150.0 of its outstanding common stock shares. During the fourth quarter of
2008, the Company expended $14.4 to purchase 1,650,801 shares of its common stock pursuant to this authorization.

8. Commitments

The principal raw materials required for the Company’s steel manufacturing operations are iron ore, coal, coke,
chrome, nickel, silicon, manganese, zinc, limestone, and carbon and stainless steel scrap. The Company also uses large
volumes of natural gas, electricity and oxygen in its steel manufacturing operations. In addition, the Company
historically has purchased approximately 500,000 to 700,000 tons annually of carbon steel slabs from other steel
producers to supplement the production from its own steelmaking facilities. The Company, however, currently does not
anticipate purchasing large quantities of carbon slabs in 2009. The Company makes most of its purchases of coal,
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iron ore, coke, electricity and oxygen at negotiated prices under annual and multi-year agreements. The Company typically makes
purchases of carbon steel slabs, carbon and stainless steel scrap, natural gas and other raw materials at prevailing market prices,
which are subject to price fluctuations in accordance with supply and demand. The Company believes that it currently has
adequate sources of supply for its raw material and energy requirements for 2009. The Company has secured adequate sources of
iron ore supply through the contracts referred to below for all of its anticipated iron ore needs through 2012. Indeed, in light of the
depressed business conditions and a planned outage of the Middletown Works blast furnace, the Company currently has contracts
to supply it with more of certain raw materials — principally iron ore — than the Company currently anticipates it will need in 2009.
In some cases, those contracts commit the Company to purchase minimum quantities that exceed the Company’s anticipated 2009
requirements, subject to exceptions for force majeure and other circumstances impacting the legal enforceability of the contracts.
In those cases, the Company has engaged in negotiations with the raw material supplier to adjust the minimum purchase
requirements to more accurately reflect the current extraordinary market conditions. The Company already has reached final or
tentative agreements with most of its major suppliers on reduced minimum purchase requirements for 2009 and continues, as
appropriate, to negotiate with its remaining suppliers whose contracts include minimum purchase requirements. In addition, in
certain cases, the Company has unused inventory or purchase commitments from 2008, particularly with respect to iron ore, that
will carryover to 2009 at 2008 prices. Because the Company is anticipating a reduction in its overall raw material prices from 2008
to 2009, particularly with respect to iron ore, these carryover obligations will negatively impact the Company’s cost of goods sold
in the first quarter of 2009 and, to a lesser extent, in the second quarter.

To the extent that multi-year contracts are available in the marketplace, the Company has used such contracts to
secure adequate sources of supply to satisfy other key raw materials needs for the next three to five years. Where multi-
year contracts are not available, the Company continues to seek to secure the remainder of its raw materials needs
through annual contracts or spot purchases. In 2008, market conditions affecting certain key raw materials such as
carbon scrap, iron ore, chrome and hot briquetted iron substantially increased the costs of these raw materials.

Although not a problem at the current time, the Company continues to attempt to reduce the risk of supply
shortages by entering into multi-year supply contracts and by evaluating alternative sources and substitute materials.
The potential exists, however, for production disruptions due to shortages of raw materials in the future. Based on
current reduced demand for most raw materials, the Company does not anticipate major shortages in the market unless
substantial supply capacity is taken out of the market. If such a disruption was to occur, it could have a material impact
on the Company’s financial condition, operations and cash flows.

The Company has entered into derivative transactions to hedge the price of natural gas and certain raw materials.
As of December 31, 2008, the consolidated balance sheets included current assets of $0.6, accrued liabilities of $46.7
and other liabilities of $5.6 for the fair value of these derivatives. The effect on cash of settling these amounts is
expected to be offset by differences in the prices paid for the commodities being hedged.

At December 31, 2008, commitments for future capital investments totaled approximately $38.2, all of which will
be funded in 2009.

9. Environmental and Legal Contingencies

Environmental Contingencies: Domestic steel producers, including AK Steel, are subject to stringent federal, state and local
laws and regulations relating to the protection of human health and the environment. Over the past three years, the Company
has expended the following for environmental-related capital investments and environmental compliance costs:

Years Ended December 31,
2008 2007 2006
Environmental-related capital investments..... $ 18 $ 24 $ 9.6
Environmental compliance costs........c.c.c...... 126.5 122.8 125.5

AK Steel and its predecessors have been conducting steel manufacturing and related operations since the year 1900.
Although the Company believes its operating practices have been consistent with prevailing industry standards during
this time, hazardous materials may have been released in the past at one or more operating sites or third party sites,
including operating sites that the Company no longer owns. The Company has estimated potential remediation
expenditures for those sites where future remediation efforts are probable based on identified conditions, regulatory
requirements or contractual obligations arising from the sale of a business or facility. At December 31, 2008, the
Company had recorded $16.5 in current accrued liabilities and $40.8 in noncurrent other liabilities on its consolidated
balance sheets for estimated probable costs relating to environmental matters. The comparable balances recorded by the
Company at December 31, 2007 were $11.1 in current accrued liabilities and $40.6 in noncurrent other liabilities.
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In general, the material components of these accruals include the costs associated with investigations, delineations,
risk assessments, remedial work, governmental response and oversight costs, site monitoring, and preparation of reports
to the appropriate environmental agencies. The ultimate costs to the Company with respect to each site cannot be
predicted with certainty because of the evolving nature of the investigation and remediation process. Rather, to develop
the estimates of the probable costs, the Company must make certain assumptions.

The most significant of these assumptions relate to the nature and scope of the work which will be necessary to investigate
and remediate a particular site and the cost of that work. Other significant assumptions include the cleanup technology which will
be used, whether and to what extent any other parties will participate in paying the investigation and remediation costs,
reimbursement of governmental agency past response and future oversight costs, and the reaction of the governing environmental
agencies to the proposed work plans. Costs of future expenditures are not discounted to their present value. The Company does not
believe that there is a reasonable possibility that a loss or losses exceeding the amounts accrued will be incurred in connection with
the environmental matters discussed below that would, either individually or in the aggregate, have a material adverse effect on the
Company’s consolidated financial condition, results of operations or cash flows. However, since amounts recognized in the
financial statements in accordance with accounting principles generally accepted in the United States exclude costs that are not
probable or that may not be currently estimable, the ultimate costs of these environmental proceedings may be higher than those
currently recorded in the Company’s consolidated financial statements.

Environmental compliance costs increased in 2008 from 2007 due primarily to increased costs at Middletown
Works. Major items included a $1.0 rebuild of the clarifying cooling tower, increased steam and increased costs for
pollution control equipment at the iron and steelmaking area during the April outage. Except as expressly noted below,
management does not anticipate any material impact on the Company’s recurring operating costs or future profitability
as a result of its compliance with current environmental regulations. Moreover, because all domestic steel producers
operate under the same set of federal environmental regulations, management believes that the Company is not
disadvantaged relative to its domestic competitors by its need to comply with these regulations.

Environmental-related capital expenditures decreased slightly in 2008. Expenditures included the completion of a
phytoremediation project in the Dicks Creek area outside the Middletown Works plant in accordance with a May 2006
Consent Decree between the EPA and AK Steel. For a more detailed description of this Consent Decree, see the
discussion in the Legal Contingencies section below.

Pursuant to the Resource Conservation and Recovery Act (“RCRA”), which governs the treatment, handling and
disposal of hazardous waste, the EPA and authorized state environmental agencies may conduct inspections of RCRA
regulated facilities to identify areas where there have been releases of hazardous waste or hazardous constituents into
the environment and may order the facilities to take cotrective action to remediate such releases. AK Steel’s major
steelmaking facilities are subject to RCRA inspections by environmental regulators. While the Company cannot predict
the future actions of these regulators, it is possible that they may identify conditions in future inspections of these
facilities which they believe require corrective action.

Under authority conferred by the Comprehensive Environmental Response, Compensation and Liability Act
(“CERCLA”), the EPA and state environmental authorities have conducted site investigations at certain of AK Steel’s
facilities and other third-party facilities, portions of which previously may have been used for disposal of materials that
are currently subject to regulation. The results of these investigations are still pending, and AK Steel could be directed
to expend funds for remedial activities at the former disposal areas. Because of the uncertain status of these
investigations, however, the Company cannot reliably predict whether or when such expenditures might be required,
their magnitude or the timeframe during which these potential costs would be incurred.

As previously reported, on July 27, 2001, AK Steel received a Special Notice Letter from the EPA requesting that AK Steel
agree to conduct a Remedial Investigation/Feasibility Study (“RI/FS”) and enter into an administrative order on consent pursuant
to Section 122 of CERCLA regarding the former Hamilton Plant located in New Miami, Ohio. The Hamilton Plant no longer
exists. It ceased operations in 1990, and all of its former structures have been demolished and removed. Although AK Steel did
not believe that a site-wide RI/FS was necessary or appropriate, in April 2002, it entered into a mutually agreed-upon
administrative order on consent to perform such an investigation and study of the Hamilton Plant site. The site-wide RI has been
submitted. The FS is projected to be completed in 2009. AK Steel currently has accrued $0.7 for the remaining cost of the RI/FS.
Until the RI is approved and the FS is completed, AK Steel cannot reliably estimate the additional costs, if any, associated with
any potentially required remediation of the site or the timeframe during which these potential costs would be incurred.

On September 30, 1998, AK Steel received an order from the EPA under Section 3013 of RCRA requiring it to
develop a plan for investigation of eight areas of Mansfield Works that allegedly could be sources of contamination.
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A site investigation began in November 2000 and is continuing. AK Steel cannot reliably estimate at this time how long
it will take to complete this site investigation. AK Steel currently has accrued approximately $2.1 for the projected cost
of the study at Mansfield Works. Until the site investigation is completed, AK Steel cannot reliably estimate the
additional costs, if any, associated with any potentially required remediation of the site or the timeframe during which
these potential costs would be incurred.

On October 9, 2002, AK Steel received an order from the EPA under Section 3013 of RCRA requiring it to develop
a plan for investigation of several areas of Zanesville Works that allegedly could be sources of contamination. A site
investigation began in early 2003 and is continuing. AK Steel estimates that it will take approximately two more years
to complete this site investigation. AK Steel currently has accrued approximately $1.0 for the projected cost of the study
and remediation at Zanesville Works. Until the site investigation is completed, AK Steel cannot reliably estimate the
additional costs, if any, associated with any potentially required remediation of the site or the timeframe during which
these potential costs would be incurred.

On November 26, 2004, Ohio EPA issued a Notice of Violation (“NOV”) for alleged waste violations associated
with an acid leak at AK Steel’s Coshocton Works. In November 2007, Ohio EPA and AK Steel reached an agreement to
resolve this NOV. Pursuant to that agreement, AK Steel implemented an inspection program, initiated an investigation
of the area where the acid leak occurred, will submit a closure plan, and upon approval from Ohio EPA, will implement
that closure plan. Also, as part of the agreement, AK Steel paid a civil penalty of twenty-eight thousand dollars and
funded a supplemental environmental project in the amount of seven thousand dollars. Until the investigation is
completed and a closure plan is approved, AK Steel cannot reliably estimate the costs associated with closure or the
timeframe during which the closure costs will be incurred.

On December 20, 2006, Ohio EPA issued an NOV with respect to two electric arc furnaces at AK Steel’s Mansfield
Works alleging failure of the Title V stack tests with respect to several air pollutants. The Company is investigating this
claim and is working with Ohio EPA to attempt to resolve it. AK Steel believes it will reach a settlement in this matter that
will not have a material financial impact on AK Steel, but cannot be certain that a settlement will be reached. If a settlement
is reached, the Company cannot reliably estimate at this time how long it will take to reach such a settlement or what its
terms might be. AK Steel will vigorously contest any claims which cannot be resolved through a settlement. Until it has
reached a settlement with Ohio EPA or the claims that are the subject of the NOV are otherwise resolved, AK Steel cannot
reliably estimate the costs, if any, associated with any potentially required operational changes at the furnaces or the
timeframe over which any potential costs would be incurred.

The Hamilton County Department of Environmental Services (“HCDES”) issued three NOVs, on June 19, 2007, June 27,
2007, and August 15, 2007, alleging that one of the basic oxygen furnaces at the Company’s Middletown Works failed to meet
the Maximum Achievable Control Technology (“MACT”) requirements. In a related matter, on September 5, 2008, Ohio EPA
issued a request for stipulated penalties in the approximate amount of $0.49 under a March 31, 2004, Consent Order in Case
No. CV 2004 03 1000, Butler County, Ohio, Court of Common Pleas. The request for stipulated penalties alleges that the
Company failed to comply with certain Consent Order deadlines and emission limitations on the same basic oxygen furnace at
the Company’s Middletown Works. (Collectively, the proposed stipulated penalties and the three NOVs will be referred to
herein as the “MACT Claims.”) AK Steel has been working with Ohio EPA and HCDES to attempt to resolve the MACT
Claims. On October 15, 2008, AK Steel reached an agreement with Ohio EPA and HCDES to resolve the MACT Claims in
exchange for a payment by AK Steel of $0.20 as a civil penalty and $0.05 to the Clean Diesel School Bus Program Fund as a
supplemental environmental project. Both payments have been made.

On July 23, 2007 and on December 9, 2008, the EPA issued NOVs with respect to the Coke Plant at AK Steel’s
Ashland Works alleging violations of pushing and combustion stack limits. The Company is investigating this claim and
is working with the EPA to attempt to resolve it. AK Steel believes it will reach a settlement in this matter that will not
have a material financial impact on AK Steel, but cannot be certain that a settlement will be reached. If a settlement is
reached, the Company cannot reliably estimate at this time how long it will take to reach such a settlement or what its
terms might be. AK Steel will vigorously contest any claims which cannot be resolved through a settlement. Until it has
reached a settlement with the EPA or the claims that are the subject of the NOV are otherwise resolved, AK Steel
cannot reliably estimate the costs, if any, associated with any potentially required operational changes at the batteries or
the timeframe over which any potential costs would be incurred.

In addition to the foregoing matters, AK Steel is or may be involved in proceedings with various regulatory

authorities that may require AK Steel to pay fines, comply with more rigorous standards or other requirements or incur
capital and operating expenses for environmental compliance. Management believes that the ultimate disposition of
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the foregoing proceedings will not have, individually or in the aggregate, a material adverse effect on the Company’s
consolidated financial condition, results of operations or cash flows.

Legal Contingencies: In addition to the environmental matters discussed in Item 1 and the items discussed below,
there are various claims pending against AK Steel and its subsidiaries involving product liability, commercial, employee
benefits and other matters arising in the ordinary course of business. Unless otherwise noted, in management’s opinion,
the ultimate liability resulting from all of these claims, individually and in the aggregate, should not have a material
adverse effect on the Company’s consolidated financial position, results of operations or cash flows.

As previously reported, on June 29, 2000, the United States filed a complaint on behalf of the EPA against AK
Steel in the U.S. District Court for the Southern District of Ohio (the “Court”), Case No. C-1-00530, for alleged
violations of the Clean Air Act, the Clean Water Act and the RCRA at Middletown Works. Subsequently, the State of
Ohio, the Sierra Club and the National Resources Defense Council intervened. On April 3, 2006, a proposed Consent
Decree in Partial Resolution of Pending Claims (the “Consent Decree”), executed by all parties, was lodged with the
Court. After a 30-day notice period, the Consent Decree was entered by the Court on May 15, 2006. Under the Consent
Decree, the Company will implement certain RCRA corrective action interim measures to address polychlorinated
biphenyls (“PCBs”) in sediments and soils relating to Dicks Creek and certain other specified surface waters, adjacent
floodplain areas, and other previously identified geographic areas. The Company also will undertake a comprehensive
RCRA facility investigation at its Middletown Works and, as appropriate, complete a corrective measures study. Under
the Consent Decree, the Company paid a civil penalty of $0.46 and agreed to perform a supplemental environmental
project to remove ozone-depleting refrigerants from certain equipment at an estimated cost of $0.85. The Company has
completed performance of the supplemental environmental project, but approval of such project by the EPA remains
pending. The Company anticipates that the cost of the remaining remedial work required under the Consent Decree will
be approximately $18.0, consisting of approximately $3.2 in capital investments and $14.8 in expenses. The Company
has accrued the $14.8 for anticipated expenses associated with this project. Additional work will be performed to more
definitively delineate the soils and sediments which will need to be removed under the Consent Decree. Until that
process is complete, the Company cannot reliably determine whether the actual cost of the work required under the
Consent Decree will exceed the amount presently accrued. If there are additional costs, the Company does not anticipate
at this time that they will have a material financial impact on the Company. The Company cannot reliably estimate at
this time the timeframe during which the accrued or potential additional costs would be incurred.

On June 26, 2002, seventeen individuals filed a purported class action against AK Steel in the United States
District Court for the Southern District of Ohio, Case No. C-1-02-467. As subsequently amended, the complaint
alleges that AK Steel discriminates against African-Americans in its hiring practices and that AK Steel discriminates
against all of its employees by preventing its employees from working in a racially integrated environment free from
racial discrimination. The named plaintiffs seek various forms of declaratory, injunctive and unspecified monetary
relief (including back pay, front pay, lost benefits, lost seniority and punitive damages) for themselves and
unsuccessful African-American candidates for employment at AK Steel. On January 19, 2007, the Court
conditionally certified two subclasses of unsuccessful African-American candidates. On January 14, 2008, AK Steel
filed motions for summary judgment on all claims. On April 9, 2008, the Court granted AK Steel’s motion for
summary judgment with respect to the disparate treatment claims of four of the named plaintiffs and those claims
have been dismissed with prejudice. In addition, the claims of several other plaintiffs were dismissed for various
reasons, leaving a total of six plaintiffs, including five with claims as class representatives and one with an individual
claim. On May 29, 2008, AK Steel reached a settlement (the “Bert Settlement”) with the class representatives (on
behalf of themselves and the entire classes) and the one remaining plaintiff whose individual claim was not
dismissed. The Bert Settlement was subject to court approval. On July 8, 2008, the court issued an order giving
preliminary approval of the Bert Settlement and scheduling a hearing (the “Fairness Hearing”) on final approval for
October 21, 2008. On October 21, 2008, the Court held the Fairness Hearing and, having received no timely
objections, approved the Bert Settlement on October 23, 2008. Under the terms of the Bert Settlement, AK Steel will
no longer use the pre-employment test at issue in the litigation, and will have pre-employment tests used at its
Middletown Works and Ashland Works validated by an expert agreed to by the parties. The judgment dismissing all
claims covered by the Bert Settlement became final (i.e., not subject to any appeals) on December 3, 2008.
Accordingly, AK Steel paid ten thousand dollars to each of five class representatives and to the one remaining
individual plaintiff and paid $0.75 to class counsel in attorney’s fees. AK Steel further will contribute the amount of
three thousand four hundred dollars for each class member who files a timely proof of claim to a common fund to be
distributed by class counsel. There are an estimated 154 class members. Class members had until February 2, 2009,
to return their proof of claim. As of that date, 46 class members had filed a proof of claim.
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Since 1990, AK Steel (or its predecessor, Armco Inc.) has been named as a defendant in numerous lawsuits alleging
personal injury as a result of exposure to asbestos. As of December 31, 2008, there were approximately 437 such lawsuits
pending against AK Steel. The great majority of these lawsuits have been filed on behalf of people who claim to have been
exposed to asbestos while visiting the premises of a current or former AK Steel facility. Approximately 40% of these premises
suits arise out of claims of exposure at a facility in Houston, Texas that has been closed since 1984. When such an asbestos
lawsuit initially is filed, the complaint typically does not include a specific dollar claim for damages. Only 137 of the 437 cases
pending at December 31, 2008 in which AK Steel is a defendant include specific dollar claims for damages in the filed
complaints. Those 137 cases involve a total of 2,534 plaintiffs and 17,488 defendants. In these cases, the complaint typically
includes a monetary claim for compensatory damages and a separate monetary claim in an equal amount for punitive damages,
and does not attempt to allocate the total monetary claim among the various defendants. For example, 121 of the 137 cases
involve claims of $0.2 or less, eight involve claims of between $0.2 and $5.0, five involve claims of between $5.0 and $15.0,
and three involve claims of $20.0. In each case, the amount described is per plaintiff against all of the defendants, collectively.
Thus, it usually is not possible at the outset of a case to determine the specific dollar amount of a claim against AK Steel. In
fact, it usually is not even possible at the outset to determine which of the plaintiffs actually will pursue a claim against AK
Steel. Typically, that can only be determined through written interrogatories or other discovery after a case has been filed.
Thus, in a case involving multiple plaintiffs and multiple defendants, AK Steel initially only accounts for the lawsuit as one
claim against it. After AK Steel has determined through discovery whether a particular plaintiff will pursue a claim against it, it
makes an appropriate adjustment to statistically account for that specific claim. It has been AK Steel’s experience to date that
only a small percentage of asbestos plaintiffs ultimately identify AK Steel as a target defendant from whom they actually seek
damages and most of these claims ultimately are either dismissed or settled for a small fraction of the damages initially
claimed. Set forth below is a chart showing the number of new claims filed (accounted for as described above), the number of
pending claims disposed of (i.e. settled or otherwise dismissed), and the approximate net amount of dollars paid on behalf of
AK Steel in settlement of asbestos-related claims in 2008 and 2007.

2008 2007
New Claims Filed.......cccoccvvvveevivuieenneieiinas 41 71
Claims Disposed Of .........ccccvevevvevevvrreerennann. 39 138
Total Amount Paid in Settlements ............... $ 07 $ 0.4

Since the onset of asbestos claims against AK Steel in 1990, five asbestos claims against it have proceeded to trial in four
separate cases. All five concluded with a verdict in favor of AK Steel. AK Steel intends to continue its practice of vigorously
defending the asbestos claims asserted against it. Based upon its present knowledge, and the factors set forth above, AK Steel
believes it is unlikely that the resolution in the aggregate of the asbestos claims against AK Steel will have a materially adverse
effect on the Company’s consolidated results of operations, cash flows or financial condition. However, predictions as to the
outcome of pending litigation, particularly claims alleging asbestos exposure, are subject to substantial uncertainties. These
uncertainties include (1) the significantly variable rate at which new claims may be filed, (2) the impact of bankruptcies of
other companies currently or historically defending asbestos claims, (3) the uncertainties surrounding the litigation process
from jurisdiction to jurisdiction and from case to case, (4) the type and severity of the disease alleged to be suffered by each
claimant, and (5) the potential for enactment of legislation affecting asbestos litigation.

As previously reported, on January 2, 2002, John D. West, a former employee, filed a purported class action in the
United States District Court for the Southern District of Ohio against the AK Steel Corporation Retirement
Accumulation Pension Plan, or AK RAPP, and the AK Steel Corporation Benefit Plans Administrative Committee. Mr.
West claims that the method used under the AK RAPP to determine lump sum distributions does not comply with the
Employment Retirement Income Security Act of 1974 (“ERISA”) and resulted in underpayment of benefits to him and
the other class members. The District Court ruled in favor of the plaintiff class and on March 29, 2006 entered an
amended final judgment against the defendants in the amount of $37.6 in damages and $7.3 in prejudgment interest, for
a total of approximately $44.9, with post judgment interest accruing at the rate of 4.7% per annum until paid. The
defendants appealed to the United States Court of Appeals for the Sixth Circuit. On April 20, 2007, a panel of the Court
of Appeals issued an opinion in which it affirmed the decision of the District Court. On May 4, 2007, the defendants
filed a petition seeking a rehearing by that panel or the full Court of Appeals for the Sixth Circuit. The petition was not
granted. On August 15, 2007, the defendants filed a motion to stay the issuance of a mandate pending the filing of a
petition for certiorari. On August 28, 2007, the Court of Appeals granted the motion. On November 16, 2007,
defendants filed a petition for certiorari with the Supreme Court of the United States. On January 12, 2009, the
Supreme Court rejected the defendants’ petition, leaving intact the decisions of the courts below. As a consequence,
amounts owed pursuant to the judgment entered against the defendants will be paid to class members using funds from
the AK Steel Master Pension Trust. The timing of those payments will depend upon the resolution of an application by
counsel for the class members for an award of attorneys’ fees. The Company’s pension liability was re-measured
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as of April 30, 2007 to include the amount of this liability as of that date. That amount was $47.4. The Company’s current
estimates of its future funding obligations for its pension liabilities thus include a $47.4 liability associated with this case.
As of December 31, 2008, the amount of the judgment plus total accrued interest was approximately $51.0.

On October 20, 2005, two individuals filed a purported class action against AK Steel and the AK Steel Corporation
Benefit Plans Administrative Commiittee in the United States District Court for the Southern District of Ohio, Case No. 1:05-
cv-681. The complaint alleges that the defendants incorrectly calculated the amount of surviving spouse benefits due to be paid
to the plaintiffs under the applicable pension plan. On December 19, 2005, the defendants filed their answer to the complaint.
The parties subsequently filed cross-motions for summary judgment on the issue of whether the applicable plan language had
been properly interpreted. On September 28, 2007, the United States Magistrate Judge assigned to the case issued a Report and
Recommendation in which he recommended that the plaintiffs’ motion for partial summary judgment be granted and that the
defendants’ motion be denied. The defendants filed timely objections to the Magistrate’s Report and Recommendation. On
March 31, 2008, the court issued an order adopting the Magistrate’s recommendation and granting partial summary judgment
to the plaintiffs on the issue of plan interpretation. The case now will proceed forward with respect to discovery on the issue of
damages. The plaintiffs’ motion for class certification was granted by the Court on October 27, 2008. No trial date has been
set. The defendants intend to contest this matter vigorously.

On December 12, 2007, two individuals filed a purported class action against AK Holding, AK Steel, Anthem
Insurance Companies, Inc. (“Anthem”), and others in the United States District Court for the Southern District of Ohio,
Case No. 1:07-cv-01002. The complaint alleges that the plaintiffs are entitled to compensation arising from the
demutualization of Anthem in 2001. On March 20, 2008, AK Holding and AK Steel filed their answer to the complaint.
On January 16, 2009, AK Holding and AK Steel filed a joint motion for summary judgment with respect to all claims
set forth in the Complaint. That motion remains pending. Discovery has commenced. Trial is currently scheduled for
July 13, 2009. AK Holding and AK Steel intend to contest this matter vigorously.

In September and October, 2008, several companies filed purported class actions in the United States District Court
for the Northern District of Illinois, against nine steel manufacturers, including AK Holding. The Case Nos. for these
actions are 08CV5214, 08CV5371, 08CV5468, 08CV 5633, 08CV5700, 08CV5942 and 08CV6197. The plaintiffs are
companies which claim to have purchased steel products from one or more of the defendants and they purport to file the
actions on behalf of all persons and entities who purchased steel products for delivery or pickup in the United States from
any of the named defendants at any time from at least as early as January 2005 to the present. The complaints allege that
the defendant steel producers have conspired to restrict output and to fix, raise, stabilize and maintain artificially high prices
with respect to steel products in the United States. On January 2, 2009, the defendants filed motions to dismiss all of the
claims set forth in the Complaints. Those motions remain pending. Discovery has not yet commenced and no trial date has
been set. AK Holding intends to contest this matter vigorously.

Middletown Works Retiree Healthcare Benefits Litigation

On June 1, 2006, AK Steel notified approximately 4,600 of its current retirees (or their surviving spouses) who
formerly were hourly and salaried members of the Armco Employees Independent Federation (“AEIF”) that AK Steel was
terminating their existing healthcare insurance benefits plan and implementing a new plan more consistent with current
steel industry practices which would require the retirees to contribute to the cost of their healthcare benefits, effective
October 1, 2006. On July 18, 2006, a group of nine former hourly and salaried members of the AEIF filed a purported class
action (the “Retiree Action”) in the United States District Court for the Southern District of Ohio (the “Court”), Case No. 1-
06CV0468, alleging that AK Steel did not have a right to make changes to their healthcare benefits. The named plaintiffs in
the Retiree Action sought, among other things, injunctive relief (including an order retroactively rescinding the changes)
for themselves and the other members of the class. On August 4, 2006, the plaintiffs in the Retiree Action filed a motion for
a preliminary injunction seeking to prevent AK Steel from implementing the previously announced changes to healthcare
benefits with respect to the AEIF-represented hourly employees. AK Steel opposed that motion, but on September 22, 2006
the trial court issued an order granting the motion. On that same day, AK Steel filed a notice of appeal to the United States
Court of Appeals for the Sixth Circuit seeking a reversal of the decision to grant the preliminary injunction. While the
appeal was pending, however, the Company announced on October 8, 2007 that it had reached a tentative settlement (the
“Settlement”) of the claims of the retirees in the Retiree Action. Accordingly, on October 18, 2007, the pending appeal
from the preliminary injunction was dismissed at the request of the parties.

The Settlement was subject to approval by the Court. On October 25, 2007, the parties filed a joint motion asking

the Court to approve the Settlement. On November 1, 2007, an order was issued by the Court granting the plaintiffs’
renewed motion for class certification. On November 2, 2007, the Court issued an order giving preliminary approval
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of the Settlement and scheduled a hearing (the “Fairness Hearing”) on final approval of the Settlement beginning on
February 12, 2008. In November 2007, notice of the Settlement was sent to all retirees or their surviving spouses who
would be covered by the terms of the Settlement (collectively, the “Class Members”). Between the time the original
notification of the benefit changes was sent on June 1, 2006 and the time that membership in the class was determined,
the number of Class Members had -increased to approximately 4,870. With dependents of the Class Members, the total
number of persons covered by the Settlement is approximately 8,300.

The Class Members were given the opportunity to object to the Settlement in writing and, if they so objected in
writing, to oppose it orally at the Fairness Hearing. A group of retirees did file objections. The Fairness Hearing was
conducted on February 12-13, 2008. The objecting retirees were represented by counsel at the Fairness Hearing and did
oppose the Settlement. On February 21, 2008, the Court issued a written decision approving the Settlement. The final
judgment (the “Judgment”) formally approving the Settlement was entered on February 29, 2008. The Settlement
became effective on that date. The Class Members who opposed the Settlement have filed appeals from the Judgment to
the United States Court of Appeals for the Sixth Circuit, Case Nos. 08-3166 and 08-3354. The briefing has been
completed and a hearing date is scheduled for March 6, 2009.

Under terms of the Settlement, AK Steel has transferred to a Voluntary Employees Beneficiary Association trust (the
“VEBA Trust”) all postretirement benefit obligations (the “OPEB Obligations”) owed to the Class Members under the
Company’s applicable health and welfare plans and will have no further liability for any claims incurred by the Class
Members after the effective date of the Settlement relating to their OPEB Obligations. The VEBA Trust will be utilized to
fund the future OPEB Obligations to the Class Members. Under the terms of the Settlement, AK Steel was obligated to
initially fund the VEBA Trust with a contribution of $468.0 in cash within two business days of the effective date of the
Settlement. AK Steel made this contribution on March 4, 2008. AK Steel further is obligated under the Settlement to make
three subsequent annual cash contributions of $65.0 each, for a total contribution of $663.0.

As noted above, Class Members who objected to the Settlement have filed an appeal from the Judgment. The Settlement
includes terms which contemplate that possibility. During the pendency of the appeal, the VEBA Trust will continue to be
responsible for the OPEB Obligations to the Class Members. 1f the appeal is still pending at the time the next payment is due from
AK Steel to the VEBA Trust under the terms of the Settlement, the funds which otherwise would have been paid to the VEBA
Trust will be placed into an escrow account to be invested by the Trustees of the VEBA Trust. If the Judgment is affirmed on
appeal, the funds placed into the escrow account, including interest or other earnings or losses, will be paid to the VEBA Trust. If,
however, the Judgment is reversed, modified or vacated as a result of the appeal in such a way as to place the responsibility on AK
Steel for payment of all of the OPEB Obligations to Class Members, then all of the monies placed into the escrow account,
including interest or other earnings or losses, will revert to AK Steel. In addition, under those circumstances, AK Steel will be
immediately designated as the sole fiduciary controlling the VEBA Trust and all assets of the VEBA Trust will be subject to, and
payable in connection with, any health or welfare plans maintained and controlled by AK Steel for the benefit of any of its
employees or retirees, not just the Class Members. In the event of a reversal, modification or vacation of the Judgment that results
in only part of the OPEB Obligations returning to the responsibility of AK Steel, then AK Steel will be designated as the sole
fiduciary with respect to an appropriate pro-rata share of the VEBA Trust assets relative to the portion of the OPEB Obligations
for which AK Steel has resumed responsibility.

Once the Settlement becomes final and no longer subject to appeal, the Company’s only remaining liability with respect
to the OPEB Obligations to the Class Members will be to contribute whatever portion of the $663.0 due to the VEBA Trust
that has not yet been paid at that time. At the time of the Fairness Hearing, the Company’s total OPEB liability for all of its
retirees was approximately $2.0 billion. Of that amount, approximately $1.0 billion was attributable to the Class Members.
Immediately following the Judgment approving the Settlement, the Company’s total OPEB liability was reduced by
approximately $339.1. This reduction in the Company’s OPEB liability is being treated as a negative plan amendment and
amortized as a reduction to net periodic benefit cost over approximately eleven years. This negative plan amendment will
result in an annual net periodic benefit cost reduction of approximately $30.0 in addition to the lower interest costs associated
with the lower OPEB liability. Upon payment on March 4, 2008 of the initial $468.0 contribution by AK Steel to the VEBA
Trust in accordance with the terms of the Settlement, the Company’s total OPEB liability was reduced further to
approximately $1.1 billion. The Company’s total OPEB liability will be reduced further by the amount of each subsequent
annual $65.0 payment. In total, it is expected that the $663.0 Settlement with the Class Members, if the Judgment is upheld on
appeal, ultimately will reduce the Company’s total OPEB liability by approximately $1.0 billion.

Other than as described above, under the terms of the Settlement, the Company will have no other liability or
responsibility with respect to OPEB Obligations to the Class Members.
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As noted above, if the Judgment approving the Settlement is not affirmed on appeal, the result will be that the Company
resumes responsibility, in whole or in part (depending upon the terms of the judicial decision reversing, vacating or modifying
the Judgment) for the OPEB Obligations to some or all of the Class Members. Under such circumstances, the Company’s total
OPEB liability would increase accordingly, but the Company cannot reliably project at this time the amount of that increase
because it is dependent upon the specific terms of the judicial decision. At that point, as to any such OPEB Obligations for
which the Company has resumed responsibility as a result of the judicial decision, AK Steel would restart the retiree litigation
and seek to judicially enforce what it continues to believe is its contractual right to unilaterally reduce, or even completely
eliminate, healthcare benefits provided to any Class Members as to whom the Settlement no longer applies.

For accounting purposes, a settlement of the Company’s OPEB Obligations related to the Class Members will be
deemed to have occurred when AK Steel makes the last $65.0 payment called for under the Settlement, assuming that
there are no legal appeals pending at that time.

10. Fair Value Measurements

The Company adopted Statement of Financial Accounting Standards No. 157, “Fair Value Measurements” (“FAS
157”), effective January 1, 2008. Under this standard, fair value is defined as the price that would be received to sell an
asset or paid to transfer a liability (i.e., the “exit price”) in an orderly transaction between market participants at the
measurement date.

In determining fair value, the Company uses various valuation approaches. The hierarchy of those valuation
approaches is broken down into three levels based on the reliability of inputs as follows:

Level 1 inputs are quoted prices in active markets for identical assets or liabilities that the reporting entity has the
ability to access at the measurement date. An active market for the asset or liability is a market in which transactions for
the asset or liability occur with sufficient frequency and volume to provide pricing information on an ongoing basis. The
valuation under this approach does not entail a significant degree of judgment.

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly or indirectly. Level 2 inputs include: quoted prices for similar assets or liabilities in active
markets, inputs other than quoted prices that are observable for the asset or liability, (e.g., interest rates and yield curves
observable at commonly quoted intervals or current market) and contractual prices for the underlying financial
instrument, as well as other relevant economic measures.

Level 3 inputs are unobservable inputs for the asset or liability. Unobservable inputs shall be used to measure fair
value to the extent that observable inputs are not available, thereby allowing for situations in which there is little, if any,
market activity for the asset or liability at the measurement date.

The following fair value table presents information about the Company’s assets and liabilities measured at fair
value on a recurring basis as of December 31, 2008. There were no valuations using Level 3 inputs.

Level 1 Level 2 Total
Assets:
Available for sale investments—

Marketable equity SECULItIES (2).....ccoreeerreereeieiiiieritiieiiiceesisn e $ 230 $ — $ 23.0
Commodity hedge contracts (b) ... — 0.6 0.6
Assets measured at fair value at December 31, 2008 ..........ccocoviivvninnnnnn. $ 230 § 06 $§ 236
Liabilities (c):

Foreign eXchange CONLIACES .......cvveiiiircrercecrenirenieeeeseseseseenesessierene e seseasnins $ — $ 13 ¢ 1.3
Commodity hedge contracts............. bbb $ — 52.2 52.2
Liabilities measured at fair value at December 31,2008 ......c.coeeeveevevevvieniencne $ — 3 535 % 53.5

(a) Held in a trust and included in Other investments on the Consolidated Balance Sheets.
(b) Included in Accounts receivable, net on the Consolidated Balance Sheets.
(c) Included in Accrued liabilities and Other liabilities on the Consolidated Balance Sheets.

The Company has not adopted the fair value option for any assets or liabilities under FAS 159.
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11. Asset Retirement Obligations

The following table reflects changes in the carrying values of asset retirement obligations in accordance with FASB
Interpretation No. 47, “Accounting for Conditional Asset Retirement Obligations”, for the years ended December 31,
2008, 2007 and 2006.

2008 2007 2006

Balance at beginning of year.........c.ccccoccevenenennenne. $ 41 $ 37 % 2.4
Additional expense due to revision of cash flow..... — — 1.1
ACCIEtion EXPENSE ...cveuvemerntviccererirereeetasrenisiions 0.3 0.4 0.2
Balance at end of year......cooceeeeeivnccneiniiininencn $ 44 8 4.1 § 3.7

12. Investments in an Unrealized Loss Position

The Company has investments for a nonqualified pension plan with fair values at December 31, 2008 less than
cost. The investments are in four mutual funds representing the S&P 500 index, the Russell 1000 Value index, the
Russell 1000 Growth index, and the EAFE index. The funds have suffered significant declines in the second half of
2008 consistent with the global economic downturn. The investments in index funds represent broad asset categories
designed to track macro economic conditions. The Company evaluated past periods of market declines and the related
periods of recovery. The Company believes that the current economic environment is temporary and the investments
will recover to levels higher than cost in a reasonable period of time. The Company has no short term cash requirements
for these investments and has no intentions of liquidating them before a period of time sufficient for the markets to
recover. Based on the market evaluation and the Company’s ability and intent to hold these investments for a reasonable
period of time sufficient for a recovery of fair value, the Company does not consider those investments to be other than
temporarily impaired at December 31, 2008.

INVESTMENTS IN AN UNREALIZED LOSS POSITION

At December 31, 2008
Loss Position Loss Position Loss Position
Less Than 12 Months Greater Than 12 Months Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
Investment
Marketable Equity Securities........... $ 9.1 $ 34 $ 68 $ 30 $ 159 § 6.4

13. Variable Interest Entity

In the first quarter of 2008, the Company’s Board of Directors approved a 20-year supply contract with
Middletown Coke Company, Inc. (“Middletown Coke”), an affiliate of SunCoke Energy, Inc. (“SunCoke”), to provide
the Company with metallurgical-grade coke and electrical power. The coke and power will come from a new facility to
be constructed, owned and operated by Middletown Coke adjacent to the Company’s Middletown Works. The proposed
new facility is expected to produce about 550,000 tons of coke and 50 megawatts of electrical power annually. The
anticipated cost to build the facility is approximately $340.0. Under the agreement, the Company will purchase all of the
coke and electrical power generated from the new plant for at least 20 years, helping the Company achieve its goal of
more fully integrating its raw material supply and providing about 25% of the power requirements of Middletown
Works. The agreement is contingent upon, among other conditions, Middletown Coke receiving all necessary local,
state and federal approvals and permits, as well as available economic incentives, to build and operate the proposed new
facility. There are no plans to idle any existing cokemaking capacity if the proposed SunCoke project is consummated.
Even though the Company has no ownership interest in Middletown Coke, the expected production from the facility is
completely committed to the Company. As such, Middletown Coke is deemed to be a variable interest entity and the
financial results of Middletown Coke are required to be consolidated with the results of the Company as directed by FIN
46R. At December 31, 2008, Middletown Coke had added approximately $45.5 in assets net of current liabilities and
$45.5 in other liabilities to the Company’s consolidated balance sheets.
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AK STEEL HOLDING CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
(dollars in millions, except per share amounts)

14. Consolidated Quarterly Sales and Earnings (Losses) (Unaudited)

Earnings per share for each quarter and the year are calculated individually and may not add to the total for the
year.

2008
First Second Third Fourth
Quarter Quarter Quarter Quarter(a) Year
NEt SAlES ..ceviieirieeiirieniereereeeeeeeeeecnens $ 1,7914 $§ 22366 $ 21576 $ 14587 § 7,644.3
Operating profit (108S).....cccovvrevivnennn 169.7 237.9 309.6 (689.2) 28.0
Net income (10SS) .....covvviimirenineiiinnnens 101.1 145.2 188.3 (430.6) 4.0
Basic earnings (loss) per share ........ 0.91 1.30 1.69 (3.88) 0.04
Diluted earnings (loss) per share ..... 0.90 1.29 1.67 (3.88) 0.04
2007
First Second Third Fourth
Quarter Quarter Quarter Quarter Year
Net SAleS ..uvevivriirierieeeeerieciicreseeene $ 1,7199 $ 11,8695 $§ 1,721.7 $ 11,6919 $ 7,003.0
Operating profit.........c.coeveerreeeccevencucns 120.0 187.4 163.5 153.5 624.4
NEt INCOME ...ooveriteererreieeeeneesieearesieeneas 62.7 109.9 108.4 106.7 387.7
Basic earnings per share .................. 0.57 0.99 0.98 0.96 3.50
Diluted earnings per share ............... 0.56 0.98 0.97 0.95 3.46

(a) Fourth quarter 2008 includes the pre-tax pension corridor charge of $660.1.
15. Supplementary Guarantor Information

AK Holding, along with AK Tube, LLC and AKS Investments Inc. (the “Guarantor Subsidiaries™) fully and
unconditionally, jointly and severally guarantee the payment of interest, principal and premium, if any, on AK Steel’s 7
3/4% Senior Notes Due 2012. AK Tube, LLC is owned 100% by AKS Investments Inc. and AKS Investments Inc. is
100% owned by AK Steel. AK Steel is 100% owned by AK Holding. The Company has determined that full financial
statements and other disclosures concerning AK Holding and the Guarantor Subsidiaries would not be material to
investors and, accordingly, those financial statements are not presented. The presentation of the supplemental guarantor
information reflects all investments in subsidiaries under the equity method. Net income (loss) of the subsidiaries
accounted for under the equity method is therefore reflected in their parents’ investment accounts. The principal
elimination entries eliminate investments in subsidiaries and inter-company balances and transactions. The following
supplemental condensed consolidating financial statements present information about AK Holding, AK Steel, the
Guarantor Subsidiaries and the Other Subsidiaries. The Other Subsidiaries are not guarantors of the above notes.
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AK STEEL HOLDING CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
(dollars in millions, except per share amounts)

Net sales .c.ooveririniienenenenncenens
Cost of products sold......... rrrernes
Selling and administrative
EXPENSES .evinrriiererveeereneenenne
Depreciation .........cccceeceevceeeneennen.
Other operating items.................
Total operating costs .................
Operating profit (10SS) .....cccceuenne
Interest eXpense......coireereennennne
Interest and other income............
Income (loss) before income

Income tax provision (benefit) ...
Income (108$) ....cceeveeeenricuenrennanns
Equity in net income of
SUbSIAIAries .......cevvervevenverennne
Net iNCOmMe ....ouvevereeririerinieicnnes

Net Sales .coveerenererrennccnenenienens
Cost of products sold........cc.c......
Selling and administrative
EXPENSES cerevvernerreneercnerrenenennes
Depreciation ........cceeeveeerveceennenne
Other operating items .................
Total operating COStS .........oovennene
Operating profit (1088) ......ccceeuen.
Interest expense..........cccevveeeennee.
Interest and other income............
Income (loss) before income

Income tax provision (benefit) ...
Income (10SS) ..cocvveveurenreeceinnnnen,
Equity in net income of
subsidiaries .......coeeeeeereeerenrennns
Net inCoOme ..c..eeververnirieereeieneen

Condensed Statements of Operations
For the Year Ended December 31, 2008

Guarantor Other Consolidated
AK Holding AK Steel Subsidiaries  Subsidiaries  Eliminations Company

$ — $ 6990.0 $ 2214 $ 6319 $ (199.0) $ 7,644.3
0.1 5,892.1 187.3 530.4 (118.8) 6,491.1

3.7 246.7 12.1 18.6 (57.5) 223.6

194.9 6.6 0.6 — 202.1

— 699.5 — — — 699.5

3.8 7,033.2 206.0 549.6 (176.3) 7,616.3

(3.8) (43.2) 15.4 82.3 22.7) 28.0

— 46.2 — 0.3 — 46.5

— (12.9) 13.7 38.1 (27.3) 1.6
(3.8) (102.3) 29.1 120.1 (50.0) 6.9)
(1.3) (51.4) 10.2 40.3 (8.7) (10.9)

2.5) (50.9) 18.9 79.8 41.3) 4.0

6.5 57.4 — — (63.9) —

$ 40 $ 6.5 $ 189 $ 79.8 $ { 105.2) $ 4.0

Condensed Statements of Operations
For the Year Ended December 31, 2007
Guarantor Other Consolidated
AK Holding AK Steel Subsidiaries  Subsidiaries  Eliminations Company

$ — § 65366 $ 2435 % 4246 $ 201.7) $ 7,003.0
0.1 5,515.6 210.7 321.8 (129.2) 5,919.0

2.5 245.5 11.7 16.7 (52.9) 223.5

— 189.4 6.4 0.5 — 196.3

— 39.8 — — — 39.8

2.6 5,990.3 228.8 . 339.0 (182.1) 6,378.6

(2.6) 546.3 14.7 85.6 (19.6) 624.4

— 67.7 — 1.4 0.8) 68.3

— 18.5 21.3 41.0 (45.6) 35.2

(2.6) 497.1 36.0 125.2 (64.4) 591.3

(0.9) 174.5 12.6 42.9 (25.5) 203.6

(1.7) 322.6 234 82.3 (38.9) 387.7

389.4 66.8 — —~— (456.2) —

$ 387.7 § 3804 §$ 234 % 823 § (495.1) $ 387.7
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AK STEEL HOLDING CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
(dollars in millions, except per share amounts)

Net sales ....o.ooovviviiiiniiniincennns
Cost of products sold..................
Selling and administrative
EXPEIISES «vevveuenverereeerrereerisnaneas
Depreciation .........coocvininininnne
Other operating items.................
Total operating costs ..................
Operating profit (10ss) ........cc......
Interest eXpense..........ouuevevenrenes
Interest and other income...........
Income (loss) before income

Income tax provision (benefit) ...
Income (108$)....coceververreerreeennunen
Equity in net income of
Subsidiaries........cceververrrennene
Net inCOMe ....ccceevvrerrervcrnriinninne

Condensed Statements of Operations
For the Year Ended December 31, 2006
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Guarantor Other Consolidated
AK Holding AK Steel Subsidiaries  Subsidiaries  Eliminations Company

$ — § 56925 § 2356 $ 3672 $ (226.3) § 6,069.0
0.1 5,123.0 204.1 227.8 (102.3) 5,452.7

2.0 226.1 11.3 13.7 45.4) 207.7

— 186.7 6.6 0.7 — 194.0

— 149.0 — — — 149.0

2.1 5,684.8 222.0 242.2 (147.7) 6,003.4

Q2.1 77 13.6 125.0 (78.6) 65.6

— 87.2 — 43 (2.4) 89.1

— (72.6) 2.0 33.0 58.0 20.4
2.1 (152.1) 15.6 153.7 (18.2) (3.1)
— (18.9) — 3.8 — (15.1)

Q2.1 (133.2) 15.6 149.9 (18.2) 12.0

14.1 147.3 — — (161.4) —

$ 120 § 14.1 § 156 $ 1499 § (179.6) 12.0



AK STEEL HOLDING CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(dollars in millions, except per share amounts)

Condensed Balance Sheets

As of December 31, 2008
) Guarantor Other Consolidated
AK Holding AK Steel Subsidiaries  Subsidiaries  Eliminations Company

ASSETS
Current Assets:

Cash and cash equivalents....... $ — 3 5486 $ — 3 141 $ — 3 562.7

Accounts receivable, net......... — 394.7 19.5 57.2 (1.5) 469.9

Inventories, net...........cceveveenne — 481.1 18.6 71.8 4.7 566.8

Deferred tax asset........c.....c... — 333.0 — — — 333.0

Other current assets ................ 0.1 69.4 0.3 0.6 — 70.4
Total Current Assets..........c.eue. 0.1 1,826.8 38.4 143.7 (6.2) 2,002.8
Property, Plant and Equipment... — 5,179.8 89.5 12.8 — 5,282.1
Less accumulated depreciation... — (3,170.6) (41.0) (9.2) — (3,220.8)
Property, plant and equipment,

131 SRRSOV PP PP PRTRRORIRt — 2,009.2 48.5 3.6 — 2,061.3
Other Assets:

Investment in AFSG Holdings,

INC. it — — 55.6 — — 55.6
Investment in affiliates ........... (1,074.2) 1,074.2 40.1 960.9 (1,001.0) —
Inter-company accounts.......... 2,042.1 (2,800.2) (33.5) (281.9) 1,073.5 —
Other investments................... — 273 — 23.1 — 50.4
GoodWill.....coovvvuireniiiiiiiiennen, — — 32.8 43 - 37.1
Other intangible assets............ — — 0.3 — — 0.3
Deferred tax asset.........oeenen. — 459.1 - — — 459.1
Other assets........ccvveereireeenen. — 15.2 — 0.2 — 15.4

TOTAL ASSETS ..cccvvvvvrivrienne $ 968.0 $ 26116 $ 1822 § 8539 § 663 $§ 4,682.0

LIABILITIES AND

STOCKHOLDERS’ EQUITY

(DEFICIT)

Current Liabilities:
Accounts payable.................... $ — 8 3377 $ 21 $ 98 $ (15 $% 348.1
Accrued liabilities................... — 221.3 2.8 8.9 — 233.0
Current portion of long-term

debt it — 0.7 — — —— 0.7
Pension and other

postretirement benefit

obligations .......c.cceeeeeeeeeienns — 152.4 — — — 152.4

Total Current Liabilities.............. o 712.1 4.9 18.7 (1.5) 734.2

Non-current Liabilities:
Long-term debt .......ccccceveenunne — 632.6 — — — 632.6
Pension and other
postretirement benefit

obligations ........ccccevevveeecerennne — 2,143.7 0.5 — — 2,144.2

Other liabilities .........c..ccocu...... — 197.4 — 3.0 2.6 203.0
Total Non-current Liabilities...... — 2,973.7 0.5 3.0 2.6 2,979.8
TOTAL LIABILITIES............... — 3,685.8 5.4 21.7 1.1 3,714.0
TOTAL STOCKHOLDERS’

EQUITY (DEFICIT).............. 968.0 (1,074.2) 176.8 832.2 65.2 968.0
TOTAL LIABILITIES AND

EQUITY .covivieiicicieeiece $ 968.0 $ 26116 $ 1822 § 8539 § 663 $ 4,682.0

——— —— —— —— e ———
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AK STEEL HOLDING CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(dollars in millions, except per share amounts)

ASSETS

Current Assets:
Cash and cash equivalents......
Accounts receivable, net.........
Inventories, net........ccccevvivunenes
Deferred tax asset.........ccoounuee.
Other current assets ................

Total Current ASSetS.....ccceeeueeeees

Property, Plant and Equipment...
Less accumulated depreciation...
Property, plant and equipment,

Other Assets:

Investment in AFSG Holdings,

INC.vvviiiiiiiiiieeeeeeeeveeeeveeverreeeee
Investment in affiliates ...........
Inter-company accounts..........
Other investments.........ccceeouie
GoodWill.....ooooeiiiiireeee s
Other intangible assets............
Deferred tax asset.......ccveeunnen
Other assets......cceverveenivreenennns

TOTAL ASSETS ....ccovieinnnn

LIABILITIES AND
STOCKHOLDERS’ EQUITY
(DEFICIT)
Current Liabilities:
Accounts payable....................
Accrued liabilities...................
Current portion of long-term

Pension and other
postretirement benefit
obligations ......c.ceevvvnnnnne.

Total Current Liabilities.............

Non-current Liabilities:
Long-term debt...........cooeuee.
Pension and other"
postretirement benefit
0bligations .......ccoevrervervennenne
Other liabilities ........ccccccunuunee.

Total Non-current Liabilities......

TOTAL LIABILITIES................

TOTAL STOCKHOLDERS’
EQUITY (DEFICIT)..............

TOTAL LIABILITIES AND
1201011 I AN

Condensed Balance Sheets

As of December 31, 2007

Guarantor Other Consolidated

AK Holding AK Steel Subsidiaries  Subsidiaries  Eliminations Company
$ — 3 699.0 $§ — $ 146 $ — § 713.6
— 582.2 25.3 69.0 (1.5) 675.0

— 597.7 19.6 68.4 (38.9) 646.8

— 357.6 — — —— 357.6

0.2 32.9 0.3 0.4 — 33.8

0.2 2,269.4 45.2 152.4 (40.4) 2,426.8

— 5,031.5 87.2 12.4 — 5,131.1
— (3,021.8) (34.3) 9.1) — (3,065.2)

— 2,009.7 52.9 3.3 — 2,065.9

— — 55.6 — — 55.6

(930.6) 930.6 40.1 879.4 (919.5) —
1,805.1 (2,446.6) (54.9) (284.2) 980.6 —

— 21.1 — 21.8 — 429

— — 329 42 — 37.1

— — 0.3 — — 0.3

— 549.5 — — — 549.5

— 19.1 — 0.2 — 19.3

$ 8747 $ 3,352.8 §$ 172.1 § 777.1 $ 207 $ 5,197.4
_— ] P ——— ——————

$ — $ 5702 % 63 $ 132 % (1.5) § 5882
— 199.1 33 11.6 — 214.0

— 12.7 — — — 12.7

— 158.0 — — — 158.0

— 940.0 9.6 24.8 (1.5) 972.9

— 652.7 — — — 652.7

— 2,536.2 1.0 — — 2,537.2

— 154.5 — 3.0 2.4 159.9

— 3,343.4 1.0 3.0 2.4 3,349.8

— 4,283.4 10.6 27.8 0.9 4,322.7

874.7 (930.6) 161.5 749.3 19.8 874.7

$ 8747 $§ 3,352.8 § 172.1 § 777.1 $ 207 $ 5,1974
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AK STEEL HOLDING CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(dollars in millions, except per-share amounts)

Consolidated Statements of Cash Flows
For the Year Ended December 31, 2008

Guarantor Other Consolidated
AK Holding AK Steel Subsidiaries  Subsidiaries  Eliminations Company
Cash flows from operating
activities:
Net cash flows from
operating activities.............. (1.7) $ 519 § 276 $ 80.6 $ (75.3) $ 83.1
Cash flows from investing
ACTIVILIES! .ovvevvvrvervirrrieeeniennenns
Capital investments ................ — (211.5) 2.5) 0.5) — (214.5)
Purchase of investments ......... — (12.1) — — — (12.1)
Proceeds from the sale of
investments and property,
plant and equipment............ — 8.4 — — e 8.4
Other items, net .........cccocvenee — 0.8 (0.1) (0.3) — 0.4
Net cash flows from
investing activities .......... — (214.4) (2.6) (0.8) — (217.8)
Cash flows from financing
activities:
Principal payments on long-
term debt.....ccooiiiiiiiinne, — (26.9) - — — (26.9)
Proceeds from stock options... 34 — — — — 34
Purchase of treasury stock...... (24.0) — — — — (24.0)
Common stock dividends paid 22.4) — (13.7) (14.4) 28.1 (22.4)
[ntercompany activity............. 44.8 (18.9) (11.2) (61.9) 47.2 —
Tax benefits from stock-based
transactions ........evvevverveeenns - 12.2 — o — 12.2
Advances from minority
interest owner 45.5 45.5
Other items, net ........ccceenvenee. (0.1) 0.2 (0.1) (4.0) o (4.0)
Net cash flows from
financing activities........... 1.7 12.1 (25.0) (80.3) 75.3 (16.2)
Net increase in cash and cash
equivalents.........ooceveeriieena, — (150.4) — (0.5) — (150.9)
Cash and cash equivalents,
beginning of year ................ — 699.0 — 14.6 — 713.6
Cash and cash equivalents, end
Of Year......ocevvveivrerevrerenne. — $ 548.6 $ — $ 14.1 — 562.7
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AK STEEL-HOLDING CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
(doHars in millions, except per share amounts)

Consolidated Statements of Cash Flows
For the Year Ended December 31, 2007

Guarantor Other Consolidated
AK Holding  AK Steel Subsidiaries  Subsidiaries  Eliminations Company

Cash flows from operating
activities:
Net cash flows from
operating activities.............. $ (1.3) $ 517 § 293 $ 636.0. $ (12.8) $ 702.9

Cash flows from investing
ACHIVILIES! .eveveeiieeenieeneeneenens
Capital investments ................ — (101.7) (2.3) 0.4) — (104.4)
Purchase of investment........... — (12.3) — — — (12.3)
Proceeds from the sale of o
investments and property,
plant and equipment............ — 0.3 — e — 0.3
Proceeds for draw on restricted
funds for emission control

expenditures..........eceeveeeee — 2.5 — — — 2.5
Proceeds from equity :

investment.........cccceeerveereens — — 27.4 27.4 27.4) . 274
Restricted cash to collateralize ‘

LOC ... — 12.6 — — — 12.6
Other items, net ........cccceeneen. — 1.4 — (0.5) — 0.9

Net cash flows from

investing activities .......... — (97.2) 25.1 26.5 27.4) (73.0)
Cash flows from financing

activities:
Principal payments on long-

term debt.....coeeiiieiieiiene — (450.0) — — — (450.0)
Proceeds from stock options... 9.2 — — — - 9.2
Purchase of treasury stock...... 2.4) — — — e 2.4
Common stock dividends paid — — (48.7) (50.1) 98.8 —
Intercompany activity ............. (5.5) 676.5 6.7 (606.7) (58.6) —
Tax benefits from stock-based

transactions .......coccoveeeenenene — 6.5 — — — 6.5
Fees related to new credit :

faCility cooveeeeeeeveeeeeecereceenne — 2.6) — — — (2.6)
Other items, net .......coocvveeeennnes — 3.6 — — — 3.6

Net cash flows from

financing activities.......... : 1.3 234.0 (54.4) (656.8) 40.2 (435.7)
Net increase in cash and cash

equivalents........c.ccoovvvnnniinne — 188.5 — 5.7 — 194.2
Cash and cash equivalents,

beginning of year ................ — 510.5 — 8.9 — 519.4
Cash and cash equivalents, end

Of YEaT o $ — $ 699.0 $ — $ 146 $ — 713.6
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AK STEEL HOLDING CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(dollars im millions, except per share amounts)

Consolidated Statements of Cash Flows
For the Year Ended December 31, 2006

Guarantor Other Consolidated
AK Holding AK Steel Subsidiaries  Subsidiaries  Eliminations Company

Cash flows from operating
activities:
Net cash flows from
operating activities.......... $ 19 § 423 $ 18.1 $ 18.1 § 84) $ 68.2

Cash flows from investing
activities:
Capital investments ................ — (65.6) (10.1) (0.5) - (76.2)
Proceeds from the sale of
investments and property,
plant and equipment............ — 6.5 — — — 6.5
Proceeds for draw on
restricted funds for
emission control

expenditures..........coevvennenne. — 8.5 — — — 8.5
Restricted cash to
collateralize LOC................ — (12.6) e — — (12.6)
Other items, net ........c.ceveeneenee — (0.1) — 0.3 — 0.2
Net cash flows from
investing activities .......... — (63.3) (10.1) (0.2) — (73.6)
Cash flows from financing
activities:
Proceeds from stock options... 33 — — — — 33
Purchase of treasury stock...... (0.9) — — — — 0.9)
Common stock dividends paid — — 2.0) (3.8) 5.8 —
Intercompany activity ............. (0.5) 16.8 (6.0) (12.9) 2.6 —
Other items, net .........ccoeuvveeenn. — 0.1) — 29 — 2.8
Net cash flows from
financing activities........... 1.9 16.7 (8.0) (13.8) 8.4 5.2
Net increase (decrease) in cash
and cash equivalents............... — 4.3) — 4.1 — (0.2)
Cash and cash equivalents,
beginning of year ............ — 514.8 — 4.8 — 519.6
Cash and cash equivalents,
end of year ..........ccoovueneen. $ — § 5105 § — $ 89 § — $ 519.4
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosures.
None.
Item 9A. Controls and Procedures.

With the participation of management, the Company’s chief executive officer and its chief financial officer
evaluated the effectiveness of the Company’s disclosure controls and procedures as of December 31, 2008. Based upon
this evaluation, the chief executive officer and chief financial officer concluded that the Company’s disclosure controls
and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended
(the “Exchange Act”)) were effective as of December 31, 2008.

There has been no change in the Company’s internal control over financial reporting (as defined in Rules 13a-15(f)
and 15d-15(f) under the Exchange Act) during the Company’s fourth quarter ended December 31, 2008, that has
materially affected, or is reasonably likely to materially affect, the Company’s internal control over financial reporting.

Management’s Report on Internal Control over Financial Reporting and the Report of Independent Registered
Public Accounting Firm are presented on the following pages.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of the Company is responsible for establishing and maintaining adequate internal control over
financial reporting as defined in Rule 13a-15(f) or 15d-15(f) promulgated under the Securities Exchange Act of 1934.
Those rules define internal control over financial reporting as a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles and include those policies and procedures that:

a) Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and
dispositions of the assets of the Company;

b) Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of
the Company are being made only in accordance with authorizations of management and directors of the
Company; and

¢) Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of the Company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Projections of any evaluation of effectiveness to future periods are subject to the risk that controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures
may deteriorate.

The Company’s management assessed the effectiveness of the Company’s internal control over financial reporting
as of December 31, 2008. In making this assessment, the Company’s management used the criteria established in
Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission.

Based on our assessment and those criteria, management has determined that, as of December 31, 2008, the
Company’s internal control over financial reporting was effective.

The Company’s independent registered public accounting firm has issued an attestation report on the effectiveness
of the Company’s internal control over financial reporting, which appears on the following page.

Dated: February 24, 2009 /s/ JAMES L. WAINSCOTT
James L. Wainscott
Chairman of the Board, President
and Chief Executive Officer

Dated: February 24, 2009 /s/ ALBERT E. FERRARA, Jr.
Albert E. Ferrara, Jr.
Vice President, Finance and
Chief Financial Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
AK Steel Holding Corporation
West Chester, Ohio

We have audited the internal control over financial reporting of AK Steel Holding Corporation and subsidiaries (the
“Company”) as of December 31, 2008 based on criteria established in Internal Control—Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission. The Company’s management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the effectiveness
of internal control over financial reporting, included in the accompanying Management’s Report on Internal Control
Over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control over financial
reporting based on our audit.

We conducted our audit 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 effective internal control over financial reporting was maintained in all material respects. Our audit included
obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness
exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, and
performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the
company’s principal executive and principal financial officers, or persons performing similar functions, and effected by
the company’s board of directors, management, and other personnel to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the
financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion
or improper management override of controls, material misstatements due to error or fraud may not be prevented or
detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over financial
reporting to future periods are subject to the risk that the controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting
as of December 31, 2008 based on the criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated financial statements and financial statement schedule as of and for the year ended
December 31, 2008 of the Company and our report dated February 24, 2009 expressed an unqualified opinion on those
financial statements and financial statement schedule and included an explanatory paragraph relating to the Company’s
adoption of the provisions of Financial Accounting Standards Board Interpretation No. 48, Accounting for Uncertainty
in Income Taxes, on January 1, 2007.

/s/ DELOITTE & TOUCHE LLP

Cincinnati, Ohio
February 24, 2009
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Item 9B. Other Information.
None.
PART III
Item 10. Directors, Executive Officers and Corporate Governance.

The Chief Executive Officer (“CEO”) of the Company previously submitted to the New York Stock Exchange the
annual Section 303A.12(a) CEO Certification required by the New York Stock Exchange.

The CEO of the Company is filing herewith, as Exhibit 31.1, the Sarbanes-Oxley Act Section 302 Certification of
Chief Executive Officer as required by the New York Stock Exchange.

Information with respect to the Company’s Executive Officers is set forth in Part I of this Annual Report pursuant
to General Instruction G of Form 10-K. The information required to be furnished pursuant to this item with respect to
Directors of the Company will be set forth under the caption “Election of Directors” in the Company’s proxy statement
(the “2009 Proxy Statement”) to be furnished to stockholders in connection with the solicitation of proxies by the
Company’s Board of Directors for use at the Annual Meeting of Stockholders, and is incorporated herein by reference.

The information required to be furnished pursuant to this item with respect to compliance with Section 16(a) of the
Exchange Act will be set forth under the caption “Section 16(a) Beneficial Ownership Reporting Compliance” in the
2009 Proxy Statement, and is incorporated herein by reference.

The information required to be furnished pursuant to this item with respect to the Audit Committee and the Audit
Committee financial expert will be set forth under the caption “Committees of the Board of Directors” in the 2009
Proxy Statement, and is incorporated herein by reference.

The Company has adopted: a Code of Ethics covering its Chief Executive Officer, Chief Financial Officer,
Principal Accounting Officer and other persons performing a similar function; a Code of Business Conduct and Ethics
for Directors, Officers and Employees; and Corporate Governance Guidelines. These documents, along with charters of
its Audit, Compensation, and Nominating and Governance Committees, are posted on the Company’s website at
www.aksteel.com. These documents are also available in print by mailing a request to: Corporate Secretary, c/o AK
Steel Holding Corporation, 9227 Centre Pointe Drive, West Chester, OH 45069. Disclosures of amendments to or
waivers with regard to the provisions of the Code of Ethics also will be posted on the Company’s website.

Item 11. Executive Compensation.
The information required to be furnished pursuant to this item will be set forth under the caption “Executive
Compensation” and in the Director Compensation Table and its accompanying narrative in the 2009 Proxy Statement,

and is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters.

The information required to be furnished pursuant to this item with respect to compensation plans under which
equity securities of the Company are authorized for issuance will be set forth under the caption “Equity Compensation

Plan Information” in the 2009 Proxy Statement, and is incorporated herein by reference.

Other information required to be furnished pursuvant to this item will be set forth under the caption “Stock
Ownership” in the 2009 Proxy Statement, and is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions, and Director Independence.

None.
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Item 14. Principal Accounting Fees and Services.

The information required to be furnished pursuant to this item will be set forth under the caption “Principal
Accounting Firm Fees” in the 2009 Proxy Statement, and is incorporated herein by reference.

PART 1V
Item 15. Exhibits and Financial Statement Schedules.

(a) The list of exhibits and financial statements filed as part of this report is submitted as a separate section, the
index to which is located on the following page. One financial statement schedule (Exhibit 99.1) is included.

(b) Exhibits:

List of exhibits begins on next page.
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INDEX TO EXHIBITS

Exhibit
Number Description
3.1  Certificate of Incorporation of AK Steel Holding Corporation, filed with the Secretary of State of the State of

3.2

33

4.8

4.9

10.1

10.1(a)

10.2

10.2(a)

10.3

Delaware on December 20, 1993, as amended (incorporated herein by reference to Exhibit 3.1.1 to AK Steel
Holding Corporation’s Current Report on Form 8-K, as filed with the Commission on May 27, 1998).

By-laws of AK Steel Holding Corporation (incorporated herein by reference to Exhibit 3.1 to AK Steel
Holding Corporation’s Current Report on Form 8-K, as filed with the Commission on January 28, 2009).

Certificate of Designations, Preferences, Rights and Limitations of Series A Junior Preferred Stock
(incorporated herein by reference to Exhibit 1 to AK Steel Holding Corporation’s Registration Statement on
Form 8-A under the Securities Act of 1934, as filed with the Commission on February 5, 1996).

Indenture, dated as of June 11, 2002, among AK Steel Corporation, AK Steel Holding Corporation, as
Guarantor, Douglas Dynamics, LLC, as Guarantor, and Fifth Third Bank (“2002 Indenture”) (incorporated
herein by reference to Exhibit 4.1 to AK Steel Holding Corporation’s Current Report on Form 8-K, as filed
with the Commission on July 12, 2002).

First Supplemental Indenture, dated as of August 8, 2003, to the 2002 Indenture (incorporated herein by
reference to Exhibit 4.3 to AK Steel Holding Corporation’s Current Report on Form 8-K, as filed with the
Commission on August 18, 2003).

Executive Deferred Compensation Plan (incorporated herein by reference to Exhibit 10.9 to AK Stee! Holding
Corporation’s Registration Statement on Form S-4 (Registration No. 333-98409), as filed with the
Commission on December 5, 2002).

Executive Deferred Compensation Plan (as amended and restated as of October 18, 2007), (incorporated
herein by reference to Exhibit 10.2 to AK Steel Holding Corporation’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2007, as filed with the Commission on November 6, 2007).

Directors’ Deferred Compensation Plan (incorporated herein by reference to Exhibit 10.10 to AK Steel
Holding Corporation’s Registration Statement on Form S-4 (Registration No. 333-98409), as filed with the
Commission on December 5, 2002).

Directors’ Deferred Compensation Plan (as amended and restated as of October 18, 2007), (incorporated
herein by reference to Exhibit 10.3 to AK Steel Holding Corporation’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2007, as filed with the Commission on November 6, 2007).

Credit Agreement dated as of July 24, 2003, among AK Steel Holding Corporation, as Guarantor, AK Steel
Corporation, as Borrower, The Lenders Listed Therein, as Lenders, Credit Suisse First Boston, acting through
its Cayman Islands branch, as Administrative Agent, General Electric Capital Corporation, as Syndication
Agent and Collateral Agent, and The CIT Group/Business Credit, Inc., Bank One, NA, and Congress Financial
Corporation as Co-Documentation Agents (incorporated herein by reference to Exhibit 4.1 to AK Steel
Holding Corporation’s Current Report on Form 8-K as filed with the Commission on July 30, 2003).
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Exhibit
Number

Description

10.4

10.5

10.6

10.7

10.7(a)

10.8

10.9

10.9(a)

10.10

10.11

10.12

Intercreditor Agreement dated as of July 24, 2003 among PNC Bank, National Association, as Purchaser
Agent, Credit Suisse First Boston, acting through its Cayman Islands branch, as Lender Administrative Agent,
General Electric Capital Corporation, as Lender Collateral Agent, AK Steel Receivables LTD, as Transferor,
and AK Steel Corporation, as Servicer and Originator, and as Company (incorporated herein by reference to
Exhibit 4.2 to AK Steel Holding Corporation’s Current Report on Form 8-K as filed with the Commission on
July 30, 2003).

Security Agreement dated as of July 24, 2003, among AK Steel Corporation, Credit Suisse First Boston, acting
through its Cayman Islands branch, as Administrative Agent, and General Electric Capital Corporation, as
Collateral Agent (incorporated herein by reference to Exhibit 4.3 to AK Steel Holding Corporation’s Current
Report on Form 8-K as filed with the Commission on July 30, 2003).

Policy Concerning Severance Agreements with Senior Executives (incorporated herein by reference to Exhibit
99.3 to AK Steel Holding Corporation’s Quarterly Report on Form 10-Q for the quarter ended September 30,
2003, as filed with the Commission on November 14, 2003).

Annual Management Incentive Plan as amended and restated as of January 16, 2003 (incorporated herein by
reference to Exhibit 10.3 to AK Steel Holding Corporation’s Annual Report on Form 10-K for the year ended
December 31, 2003, as filed with the Commission on March 4, 2004).

First Amendment to the Annual Management Incentive Plan (as amended and restated as of January 16, 2003)
(incorporated herein by reference to Exhibit 10.7(a) to AK' Steel Holding Corporation’s Annual Report on
Form 10-K for the year ended December 31, 2007, as filed with the Commission February 26, 2008).

Supplemental Thrift Plan (as amended and restated as of October 18, 2007), (incorporated herein by reference
to Exhibit 10.5 to AK Steel Holding Corporation’s Quarterly Report of Form 10-Q for the quarter ended
September 30, 2007, as filed with the Commission on November 6, 2007).

Executive Minimum and Supplemental Retirement Plan (as amended and restated as of October 18, 2007),
(incorporated herein by reference to Exhibit 10.1 to AK Steel Holding Corporation’s Quarterly Report on
Form 10-Q for the quarter ended September 30, 2007, as filed with the Commission on November 6, 2007).

First Amendment dated July 18, 2008 to the Executive Minimum and Supplemental Retirement -Plan (as
amended and restated as of October 18, 2007), (incorporated herein by reference to Exhibit 10.1 to AK Steel
Holding Corporation’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2008, as filed with
the Commission on November 4, 2008).

Receivables Sale Agreement dated as of May 27, 2004 by and among Each of the Entities Party Thereto from
Time to Time as Originators, AKS Receivables, LLC and AK Steel Corporation (incorporated herein by
reference to Exhibit 4.1 to AK Steel Holding Corporation’s Current Report on Form 8-K as filed with the
Commission on June 1, 2004).

Receivables Funding Agreement Dated as of May 27, 2004 by and among AKS Receivables, LLC, as
Borrower, AK Steel Corporation, as Servicer, the Financial Institutions Signatory Thereto from Time to Time,
as Lenders and General Electric Capital Corporation, as Lender, as Swing Line Lender and as Administrative
Agent (incorporated herein by reference to Exhibit 4.2 to AK Steel Holding Corporation’s Current Report on
Form 8-K as filed with the Commission on June 1, 2004).

Annex X to Receivables Sale Agreement and Receivables Funding Agreement, setting forth definitions of key

terms (incorporated herein by reference to Exhibit 4.3 to AK Steel Holding Corporation’s Current Report on
Form 8-K as filed with the Commission on June 1, 2004).
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Exhibit
Number

Description

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

Form of Executive Officer Severance Agreement as approved by the Board of Directors on July 14, 2004 -
Version | (incorporated herein by reference to Exhibit 10.1 to AK Steel Holding Corporation’s Quarterly
Report on Form 10-Q for the quarter ended September 30, 2004, as filed with the Commission on November
4,2004).

Form of Executive Officer Severance Agreement as approved by the Board of Directors on July 14, 2004 -
Version 2 (incorporated herein by reference to Exhibit 10.2 to AK Steel Holding Corporation’s Quarterly
Report on Form 10-Q for the quarter ended September 30, 2004, as filed with the Commission on November
4,2004).

Form of First Amendment to the AK Steel Holding Corporation Executive Officer Severance Agreement
(incorporated herein by reference to Exhibit 10.7 to AK Steel Holding Corporation’s Quarterly Report on
Form 10-Q for the quarter ended September 30, 2007, as filed with the Commission on November 6, 2007).

Form of Executive Officer Change of Control Agreement as approved by the Board of Directors on July 14,
2004 — Version 1 (incorporated herein by reference to Exhibit 10.3 to AK Steel Holding Corporation’s
Quarterly Report on Form 10-Q for the quarter ended September 30, 2004, as filed with the Commission on
November 4, 2004). :

Form of Executive Officer Change of Control Agreement as approved by the Board of Directors on July 14,
2004 — Version 2 (incorporated herein by reference to Exhibit 10.4 to AK Steel Holding Corporation’s
Quarterly Report on Form 10-Q for the quarter ended September 30, 2004, as filed with the Commission on
November 4, 2004).

Form of Executive Officer Change of Control Agreement as approved by the Board of Directors on July 14,
2004 — Version 3 (incorporated herein by reference to Exhibit 10.5 to AK Steel Holding Corporation’s
Quarterly Report on Form 10-Q for the quarter ended September 30, 2004, as filed with the Commission on
November 4, 2004).

Form of Executive Officer Change of Control Agreement as approved by the Board of Directors on July 14,
2004 — Version 4 (incorporated herein by reference to Exhibit 10.6 to AK Steel Holding Corporation’s
Quarterly Report on Form 10-Q for the quarter ended September 30, 2004, as filed with the Commission on
November 4, 2004).

Form of First Amendment to the AK Steel Holding Corporation Executive Officer Change of Control
Agreement (incorporated herein by reference to Exhibit 10.8 to AK Steel Holding Corporation’s Quarterly
Report on Form 10-Q for the quarter ended September 30, 2007, as filed with the Commission on November
6,2007).

Form of Restricted Stock Award for special bonus: grants approved by the Board of Directors on January 20,
2005 to executive officers and selected key managers of the Company (incorporated herein by reference to
Exhibit 10.25 to AK Steel Holding Corporation’s Annual Report on Form 10-K for the year ended December
31, 2004, as filed with the Commission on March 8, 2005).

Form of the Performance Share Award Agreement for performance-based equity awards approved by the
Board of Directors on January 20, 2005, subject to shareholder approval, to executive officers and key
managers of the Company pursuant to the Company Stock Incentive Plan, as proposed to be amended and
restated (incorporated herein by reference to Exhibit 10.26 to AK Steel Holding Corporation’s Annual Report
on Form 10-K for the year ended December 31, 2004, as filed with the Commission on March 8, 2005).
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Exhibit
Number

Description

10.23

10.24

10.24(a)

10.25

*11.1
*12.1
*12.2
*21.1
*23.1
*23.2
*31.1
*31.2
*32.1
*32.2
*99.1

*99.2

Stock Incentive Plan as amended and restated as of October 16, 2008 (incorporated herein by reference to
Exhibit 99.1 to AK Steel Holding Corporation’s Current Report on Form 8-K, as filed with the Commission
on October 21, 2008).

Long Term Performance Plan as amended and restated as of March 17, 2005 (incorporated herein by reference
to Exhibit 10.23 to AK Steel Holding Corporation’s Annual Report on Form 10-K for the year ended
December 31, 2005, as filed with the Commission on March 2, 2006).

First Amendment to the AK Steel Corporation Long-Term Performance Plan (as amended and restated as of
March 17, 2005), (incorporated herein by reference to Exhibit 10.6 to AK Steel Holding Corporation’s
Quarterly Report on Form 10-Q for the quarter ended September 30, 2007, as filed with the Commission on
November 6, 2007).

Loan and Security Agreement dated as of February 20, 2007, among AK Steel Corporation, as Borrower,
Certain Financial Institutions, as Lenders, Bank of America, N.A., as Administrative and Collateral Agent,
Wachovia Capital Finance Corporation (Central), as Syndication Agent, General Electric Capital Corporation,
JPMorgan Chase Bank, N.A., and Fifth Third Bank, as Co-Documentation Agents, and Banc of America
Securities LLC, as Sole Lead Arranger and Sole Book (incorporated herein by reference to Exhibit 10.1 to AK
Steel Holding Corporation’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2007, as filed
with the Commission on May 7, 2007).

Statement re: Computation of Per Share Earnings.

Statement re: Computation of Ratio of Earnings to Combined Fixed Charges.

Statement re: Computation of Ratio of Earnings to Fixed Charges.

Subsidiaries of AK Steel Holding Corporation.

Consent of Independent Registered Public Accounting Firm.

Consent of Independent Auditor.

Section 302 Certification of Chief Executive Officer.

Section 302 Certification of Chief Financial Officer.

Section 906 Certification of Chief Executive Officer.

Section 906 Certification of Chief Financial Officer.

Valuation and qualifying accounts for the years ended December 31, 2008, 2007 and 2006.

Financial Statements of Combined Metals of Chicago, LLC for the years ended December 31, 2008, 2007 and
2006.

* Filed herewith
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Act of 1934, the registrant has duly
caused this Report to be signed on its behalf by the undersigned, thereunto duly authorized in West Chester,
Obhio, on February 24, 2009.

AK Steel Holding Corporation
(Registrant)

Dated: February 24, 2009 /s/ ALBERT E. FERRARA, Jr.
Albert E. Ferrara, Jr.
Vice President, Finance and Chief Financial Officer

Dated: February 24, 2009 /s/ ROGER K. NEWPORT
Roger K. Newport
Controller and Chief Accounting Officer

Pursuant to the requirements of the Securities Act of 1934, this Report has been signed below by the
following persons on behalf of the Company in the capacities and on the dates indicated.

Signature Title Date
/s/ James L. Wainscott Chairman of the Board, President February 24, 2009
James L. Wainscott and Chief Executive Officer
/s/ Robert H. Jenkins Lead Director February 24, 2009

Robert H. Jenkins

/s/ Richard A. Abdoo Director February 24, 2009
Richard A. Abdoo

/s/ John S. Brinzo Director February 24, 2009
John S. Brinzo

/s/ Dennis C. Cuneo Director February 24, 2009
Dennis C. Cuneo

/s/ William K. Gerber Director February 24, 2009
William K. Gerber

/s/ Dr. Bonnie G. Hill Director February 24, 2009
Dr. Bonnie G. Hill

/s/ Daniel J. Meyer Director February 24, 2009
Daniel J. Meyer

/s/ Ralph S. Michael 111 Director February 24, 2009
Ralph S. Michael 111

/s/ Shirley D. Peterson Director February 24, 2009
Shirley D. Peterson

/s/ Dr. James A. Thomson Director February 24, 2009
Dr. James A. Thomson
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EXHIBIT 31.1

SECTION 302 CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, James L. Wainscott, certify that:

1. Ihave reviewed this annual report on Form 10-K of AK Steel Holding Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a)

b)

d)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors (or persons performing the equivalent functions):

a)

b)

Dated:

All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

February 24, 2009 /s/ JAMES L. WAINSCOTT
James L. Wainscott
Chairman of the Board, President
and Chief Executive Officer
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EXHIBIT 31.2

SECTION 302 CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Albert E. Ferrara, Jr., certify that:

1. 1have reviewed this annual report on Form 10-K of AK Steel Holding Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a)

b)

<)

d

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors (or persons performing the equivalent functions):

a)

b)

Dated:

All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

February 24, 2009 /s/ ALBERT E. FERRARA, Jr.
Albert E. Ferrara, Jr.

Vice President, Finance and
Chief Financial Officer
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EXHIBIT 32.1
SECTION 906 CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, James L. Wainscott, Chairman of the Board, President and Chief Executive Officer of AK Steel Holding Corporation
(the “Company™), do hereby certify in accordance with 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-
Oxley Act of 2002, that to my knowledge this Annual Report of the Company:

(1) fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934, 15 U.S.C. 78 m
or 780(d), and,

(2) the information contained in this periodic report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

Dated: February 24, 2009 /s/ JAMES L. WAINSCOTT
James L. Wainscott

Chairman of the Board, President
and Chief Executive Officer
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EXHIBIT 32.2
SECTION 906 CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Albert E. Ferrara, Jr., Vice President, Finance and Chief Financial Officer of AK Steel Holding Corporation (the
“Company”), do hereby certify in accordance with 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-
Oxley Act of 2002, that to my knowledge this Annual Report of the Company:

(1) fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934, 15 U.S.C. 78 m
or 780(d), and,

(2) the information contained in this periodic report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

Dated: February 24, 2009 /s/ ALBERT E. FERRARA, Jr.
Albert E. Ferrara, Jr.

Vice President, Finance and
Chief Financial Officer
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Ranked #1

in the metals sector for
quality and use of coporate

assets on FORTUNE's
2008 list of America’s Most
Admired Companies.

We also honed our porifolio of
products, markets and customers to
strengthen our solid position in the
marketplace.

In response fo the sudden onset of
the global recession late in the year,
AK Steel took swift and aggressive
action fo control costs throughout
the company. We temporarily idled
certain operations and reduced pay
for all salaried employees, including
myself and all other executive officers.
Fven our Board of Directors fook a
pay cut. We also modified our
salaried benefit plans and offered
an early retirement program. As we
continue fo assess market conditions,
we will fake additional action, when
necessary, fo help ensure the longterm
viability of AK Steel.

Rewarding Our Shareholders

At AK Steel, we continuously strive
fo enhance shareholder value. In
addition to outstanding safety, quality
and customer satisfaction, we led the
metals industry in the use of corporate
assets on FORTUNE's prestigious list
of America’s most admired companies
in 2008. AK Steel was also named
fo the S&P 500 in 2008, dligning

&P 500 in

_ the company

the company with the very best of
America’s most prominent corporations.
To further enhance shareholder
value, AK Steel implemented a
quarterly dividend in 2008 —our first
since 2001, We also announced
a stock buy-back program and
repurchased roughly 1,650,000
shares of AK Steel's common stock.
In addition, we repurchased $19.6
million of our 7% percent senior
notes due in 2012, and confributed
$225 million to our pension trust fund
in 2008 —further de-leveraging our
balance sheet.

Growing Our Profits

With record adjusted pre-tax income
of $693 million in 2008, AK Steel
continued to move steadily toward our
goal of longterm, sustained profitability.
We. achieved record adjusted operating
profit of $728 million in 2008, or
$124 per ton—another alkime
company best. That represents a 20
percent increase over our previous
record of $103 per ton in adjusted
operating profit, which was set in
2007 Our strong cash flows during
2008 produced a solid cash balance
of $563 million at yearend.

Executing Our Business Plan

Since the fall of 2003, AK Steel has
dramatically reemerged as a leader
in American steel manufacturing. Our
experience continues fo serve us well
as we navigate the current global
economic crisis.

In my opinion, no other steel
company has assembled such a
world-class feam of indusiry veferans
and young professionals. In fact,
we were proud fo have five of our
outstanding young professionals from
Middletown Works recognized in
FORTUNE's “Faces of the Future”
article in 2008.

In addition, AK Steel is wellserved
by its outstanding Board of Directors,
including Robert H. Jenkins (lead
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Director), Richard A. Abdoo, John S.
Brinzo, Dennis C. Cuneo, William K.
Gerber, Dr. Bonnie G. Hill, Daniel J.
Meyer, Ralph S. [Mike) Michael Ill,
Shirley D. Peterson and Dr. James A.
Thomson. Their experience is a trem-
endous asset to AK Steel, and | would
like to take this opportunity to thank
them for their continued contributions
fo the company's success.

I would especially like fo thank Dan
Meyer, who will be refiring from the
Board in May of 2009. Mr. Meyer
has been a Director of the company
since January 1, 2000. His solid
leadership has played a critical role
in AK Steel'’s financial recovery. We
sincerely appreciate Dan's service fo
the company and wish him great
success in his future endeavors.

As a result of AK Steel's turaround
over the past five years, the company
entered the global recession financially
sound and well-positioned to weather
the economic storm. While no one
can predict how deep, or how long,
the current economic downturn will
last, AK Steel will continue to react
quickly, and prudently, fo these
extraordinary times—to position the
company to compete, and to win, in
today’s global steel business.

AK Steel continued to "FORGE
Ahead"” in 2008, and we'll "ROLL On”
in 2009 by striving to Remain focused
on our key values, Qutperform the
expectations of our customers and
shareholders, bower our costs and
Lift {or grow) our cash position.
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CORPORATE OFFICE

AK Steel Corporation
9227 Centre Pointe Drive
West Chester, OH 45069
1-513-425-5000

TRANSFER AGENT ANMD REGISTRAR

Computershare Investor Services, LLC is the company’s stock transfer
agent and registrar, and maintains the stockholder accounting records.
Please address inquiries to:

Corporate Trust Services

Computershare Invesior Services, LLC
250 Royall Street, Mail Stop TA
Conton, MA 02021

Telephone: 1-888-294.8217

Facsimile: 1-:312:601-434¢

Homepage: www.computershare.com
E-mail: web.queries@computershare.com

DIVIDEND BREINVESTMENT

Terms and conditions of the compeony’s dividend reinvestment and
cash payment plan-agreement, along with enrollment cards, may be
obtained by writing to the aforementioned address at Computershare
Investor Services, LLC.

AK STEEL HOLDING
CORPORATION CONTACTS

Investors and Analysts

Albert E. Ferrara, Jr.

Vice President, Finance & Chief Financial Officer
1-513-425-2888

Douglas ©. Mitterholzer
Corporate Manager, Investor Relations and Investment Administration
1-513-425-5595

Media, Government and Public Relations

Alan H, McCoy

Vice President, Government & Public Relations
1-513-425-2826

www.aksteel.com



