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FORWARD-LOOKING STATEMENTS

Statements and information included in this Annual Report on Form 10-K by Schnitzer Steel Industries, Inc.
(the “Company”) that are not purely historical are forward-looking statements within the meaning of
Section 21E of the Securities Exchange Act of 1934 and are made pursuant to the “safe harbor” provisions of
the Private Securities Litigation Reform Act of 1995.

Forward-looking statements in this Annual Report on Form 10-K include statements regarding the
Company’s expectations, intentions, beliefs and strategies regarding the future, including statements
regarding trends, cyclicality, and growth in the markets the Company sells into, strategic direction, changes
to manufacturing processes, the cost of compliance with environmental and other laws, liquidity positions,
ability to generate cash from continuing operations, expected growth, the potential impact of adopting new
accounting pronouncements, expected results including pricing, sales volume, operating margins and
operating income, obligations under the Company’s retirement plans, savings or additional costs from
business realignment programs, and the adequacy of accruals.

When used in this report, the words “believes,” “expects,” “anticipates,” “intends,” “assumes,” “estimates,”
“evaluates,” “may,” “could,” “opinions,” “forecasts,” “future,” “forward,” “potential,” “probable,” and
similar expressions are intended to identify forward-looking statements.

The Company may make other forward-looking statements from time to time, including in press releases and
public conference calls. All forward-looking statements made by the Company are based on information
available to the Company at the time the statements are made, and the Company assumes no obligation to
update any forward-looking statements, except as may be required by law. Actual results are subject to a
number of risks and uncertainties that could cause actual results to differ materially from those included in,
or implied by, such forward-looking statements. Some of these risks and uncertainties are discussed in
Item 1A. Risk Factors of Part I of this Form 10-K. Other examples include volatile supply and demand
conditions affecting prices and volumes in the markets for both the Company’s products and raw materials it
purchases; world economic conditions; world political conditions; changes in federal and state income tax
laws; impact of pending or new laws and regulations regarding imports and exports into the United States
and other foreign countries; foreign currency fluctuations; competition; seasonality, including weather;
energy supplies; freight rates; loss of key personnel; expectations regarding the Company’s compliance
program; business integration issues relating to acquisitions of businesses and the separation of the joint
ventures described herein; credit worthiness of suppliers and customers; new accounting pronouncements;
availability of capital resources and business disruptions resulting from installation or replacement of major
capital assets.

1



PART I

ITEM 1. BUSINESS

General

Founded in 1906, Schnitzer Steel Industries, Inc. (“the Company”), an Oregon corporation, is currently one of the
nation’s largest recyclers of ferrous and nonferrous metals, a leading recycler of used and salvaged vehicles and a
manufacturer of finished steel products.

The Company provides an end of life cycle solution for a variety of products through its vertically integrated
businesses, including processing auto bodies and other metal products, resale of used auto parts and manufacturing
scrap metal into finished steel products. The Company operates in three reportable segments: the Metals Recycling
Business (“MRB”), the Auto Parts Business (“APB”) and the Steel Manufacturing Business (“SMB”). Corporate
expense consists primarily of unallocated corporate expense for management and administrative services that benefit
all three business segments. As a result of this unallocated expense, the operating income of each segment does not
reflect the operating income the segment would have as a stand-alone business. For further information regarding the
Company’s segments, including financial information about geographic areas, refer to Note 17 – Segment
Information, in the notes to the consolidated financial statements, in Part II, Item 8 of this report.

Metals Recycling Business

Business

MRB buys, collects, processes, recycles, sells, trades and brokers recycled ferrous metals (containing iron) to
foreign and domestic steel producers, including SMB, and nonferrous metals (not containing iron) to both domestic
and export markets. MRB processes large pieces of scrap metal into smaller pieces by sorting, shearing, shredding,
torching and baling, resulting in metal processed into pieces of a size, density and purity required by customers to
meet their production needs. Smaller, more homogenous pieces of processed metal have more value because they
melt more easily than larger pieces and, in the case of ferrous metals, more completely fill a steel mill’s furnace
charge bucket, which results in lower energy usage and shorter cycle times, thus reducing costs.

One of the most efficient ways to process and sort recycled metals is to use shredding systems. Currently, each of the
Company’s Everett, Massachusetts; Portland, Oregon; Oakland, California; and Tacoma, Washington facilities has
a mega-shredder capable of processing over 2,500 tons of metal per day. The Company’s Johnston, Rhode Island
facility operates a large shredder capable of processing up to 1,500 tons of metal per day, and the Kapolei, Hawaii
and Anchorage, Alaska facilities operate smaller shredders. Coupled with additional capacity, the mega-shredders
provide the ability to shred more efficiently and process a greater range of materials, including larger and thicker
pieces of metal. Mega-shredders are designed to provide a denser product and, in conjunction with new separation
equipment, a more refined and preferable form of ferrous metal which can be more efficiently used by steel mills.
The larger shredders are also able to accept more types of material, resulting in more efficient processing. Shredders
can reduce autobodies, home appliances and other metal into fist-size pieces of shredded recycled metal in seconds.
The shredded material is then carried by conveyor under magnetized drums that attract the recycled ferrous metal
and separate it from the nonferrous metal and other residue found in the shredded material, resulting in a relatively
pure and clean shredded ferrous product. The remaining nonferrous metal and residue then pass through a series of
mechanical and manual sorting systems that are designed to separate the nonferrous metal from the residue. The
remaining nonferrous metal is either hand sorted and graded before being sold or is sold as a mixed product. MRB
continues to invest in nonferrous metal recovery methods in order to maximize the recoverability of valuable
nonferrous metals.

MRB has a global trade component of its business that purchases processed ferrous metal from metal processors
operating in Russia and certain Baltic countries, and sells this metal to steel mills located primarily in Europe and
the Mediterranean. Russia and the Baltic countries are attractive markets because of the ample supply of
unprocessed metal available to metal processors due to the Cold War Era infrastructures, many of which are
closed or obsolete. However, the Russian and Baltic transportation infrastructures make it more economically
challenging to access the metal. MRB’s management believes that this business complements its processing
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business and allows it to further meet its customers’ needs as well as expand its global market share of the recycled
ferrous metal business.

Products

MRB sells both ferrous and nonferrous scrap metals. The ferrous products include shredded, sheared, torched and
bundled scrap metal, and other purchased scrap metal. MRB also processes and sells nonferrous scrap metals,
including aluminum, copper, stainless steel, nickel, brass, titanium and high temperature alloys.

Customers

MRB sells recycled metal to foreign and domestic customers and provides nearly 100% of the ferrous scrap metal
required by SMB. MRB has developed long-standing relationships with foreign and domestic steel producers.

Presented below are MRB revenues by continent for the year ended August 31 (in millions):

2007 2006 2005

Asia $ 755 $ 562 $ 402

North America 639 424 178

Europe 608 373 -

Africa 87 47 -

Sales to SMB (186) (142) (137)

Revenue from external customers $ 1,903 $ 1,264 $ 443

In 2006, MRB accomplished its goal of expanding and diversifying its customer base by significantly increasing its
sales to customers in Taiwan, Turkey, Malaysia, Spain, India, Egypt, Mexico and other countries located in Asia and
Europe. In 2007, MRB further expanded its base of regular scrap consumers to include, among others, customers in
Greece, Japan and Indonesia. MRB has representatives in South Korea, China, Taiwan, Southeast Asia and Japan to
better serve the Asian markets to which it sells.

MRB’s five largest ferrous metal customers accounted for 25%, 23% and 66% of recycled ferrous metal revenues to
unaffiliated customers in fiscal 2007, 2006 and 2005, respectively. There were no external customers that accounted
for 10% or more of consolidated revenues in fiscal 2007 or fiscal 2006. In fiscal 2005 there was one external
customer that accounted for $108 million, or 13%, of consolidated revenues. Customer purchase volumes of
recycled ferrous metals vary from year to year due to demand, competition, relative currency values and other
factors. Ferrous metal sales are generally denominated in United States (“U.S.”) dollars, and most shipments to
foreign customers are supported by letters of credit. Ferrous metal is shipped to customers by ship, railroad, barge,
container or truck.

The following table sets forth the amount of recycled ferrous metal sold by MRB to certain groups of customers
during the last three fiscal years ended August 31:

Revenues(1) Volume(2) Revenues(1) Volume(2) Revenues(1) Volume(2)

2007 2006 2005

Foreign-processed $ 925,410 2,865 $ 533,453 2,098 $ 336,262 1,175

Foreign-trading 381,066 1,212 330,296 1,272 - -

SMB 185,699 705 142,296 668 137,092 625

Domestic - processed 189,678 722 125,475 523 14,852 65

Total recycled ferrous metal $ 1,681,853 5,504 $ 1,131,520 4,561 $ 488,206 1,865

(1) Revenues stated in thousands of dollars.
(2) Volume in long tons (2,240 pounds).

MRB also sells recycled nonferrous metal to foreign and domestic customers. By continuing to improve the
extraction processes used to recover nonferrous metal from the shredding process, MRB has been able to increase
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Assessment of Liquidity and Capital Resources

Historically, the Company’s available cash resources, internally generated funds, credit facilities and equity
offerings have financed its acquisitions, capital expenditures, working capital and other financing needs.

The Company believes its current cash resources, internally generated funds, and existing credit facilities will
provide adequate financing for acquisitions, capital expenditures, working capital, joint ventures, stock repur-
chases, debt service requirements, post-retirement obligations and future environmental obligations for the next
twelve months. In the longer-term, the Company may seek to finance business expansion with additional borrowing
arrangements or additional equity financing.

Off-Balance Sheet Arrangements

With the exception of operating leases, the Company is not a party to any off-balance sheet arrangements that have,
or are reasonably likely to have, a current or future material effect on the Company’s financial conditions, results of
operations or cash flows. The Company enters into operating leases for both new equipment and property.

Contractual Obligations and Commitments

The Company has certain contractual obligations to make future payments. The following table summarizes these
future obligations as of August 31, 2007 (in thousands):

2008 2009 2010 2011 2012 Thereafter Total

Payment Due by Period

Contractual Obligations

Long-term debt $ 78 $ 66 $ 30 $ 2 $ 115,000 $ 7,700 $ 122,876

Interest payments on long-term debt 7,262 7,262 7,262 7,262 6,683 2,630 38,361

Capital leases, including interest 334 319 274 255 255 574 2,011

Pension funding obligations 145 139 139 117 117 1,416 2,073

Operating leases 12,968 11,432 8,462 6,537 4,146 7,975 51,520

Service obligation 1,963 1,962 654 - - - 4,579

Purchase obligations:

Materials purchase commitment 2,391 1,161 1,161 1,161 774 - 6,648

Gas contract(1) 9,593 9,654 9,654 7,221 - - 36,122

Electric contract(2) 1,925 1,925 1,925 1,925 175 - 7,875

Total $ 36,659 $ 33,920 $ 29,561 $ 24,480 $ 127,150 $ 20,295 $ 272,065

(1) SMB has a take-or-pay natural gas contract that currently requires a minimum purchase of 3,435 MMBTU per day at tiered pricing, whether
or not the amount is utilized. Effective April 1, 2006 through October 31, 2007, the blended rate was $8.22 per MMBTU. The blended rate
decreases to $7.70 effective November 1, 2007 through October 31, 2008. The contract expires on May 31, 2011.

(2) SMB has an electricity contract with MWL that requires a minimum purchase of electricity at a rate subject to variable pricing, whether or
not the amount is utilized. The fixed portion of the contract obligates SMB to pay $175,000 per month for eleven months each year until the
contract expires in September 2011.

Critical Accounting Policies and Estimates

The Company has identified critical accounting estimates, which are those that are most important to the
Company’s portrayal of its financial condition and operating results. These estimates require difficult and subjective
judgments, including whether estimates are required to be made about matters that are inherently uncertain, if
different estimates reasonably could have been used, or if changes in the estimates that are reasonably likely to
occur could materially impact the financial statements. Significant estimates underlying the accompanying
consolidated financial statements include inventory valuation, goodwill and other intangible asset valuation,
environmental costs, contingencies, assessment of the valuation of deferred income taxes and income tax
contingencies, pension plan assumptions, share-based compensation assumptions and revenue recognition.
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Inventories

The Company’s inventories primarily consist of ferrous and nonferrous unprocessed metals, ferrous processed
metals, used and salvaged vehicles and finished steel products consisting of rebar, coiled rebar, merchant bar and
wire rod. Inventories are stated at the lower of cost or market. MRB determines the cost of ferrous and nonferrous
inventories principally using the average cost method and capitalizes substantially all direct costs and yard costs
into inventory. APB establishes cost for used and salvage vehicle inventory based on the average price the Company
pays for a vehicle. The self-service business capitalizes only the vehicle cost into inventory while the full-service
business capitalizes the vehicle cost, dismantling and, where applicable, storage and towing fees into inventory.
SMB establishes its finished steel product inventory cost based on a weighted average cost and capitalizes all direct
and indirect costs of manufacturing into inventory. Indirect costs of manufacturing include general plant costs,
maintenance, human resources and yard costs.

The accounting process utilized by the Company to record unprocessed metal and used and salvage vehicle
inventory quantities relies on significant estimates. With respect to unprocessed metals inventory, the Company
relies on perpetual inventory records that utilize estimated recoveries and yields that are based on historical trends
and periodic tests for certain unprocessed metal commodities. Over time, these estimates are reasonably good
indicators of what is ultimately produced; however, actual recoveries and yields can vary depending on product
quality, moisture content and source of the unprocessed metals. If ultimate recoveries and yields are significantly
different than estimated, the value of the Company’s inventory could be materially overstated or understated. To
assist in validating the reasonableness of these estimates, the Company runs periodic tests and performs monthly
physical inventory estimates. However, due to variations in product density, holding period and production
processes utilized to manufacture the product, physical inventories will not necessarily detect all variances. To
mitigate this risk, the Company adjusts the value of its ferrous physical inventories when the volume of a commodity
is low and a physical inventory count can more accurately predict the remaining volume. In addition, the Company
establishes inventory reserves based upon historical experience of adjustments to further mitigate the risk of
significant adjustments when determined reasonable. Currently the reserve is established at 1.0% of processed
ferrous inventory. An increase in the reserve of 0.5% would reduce the value of inventory by less than $1 million.
The Company does not maintain a reserve for nonferrous inventory, as quantities on hand by yard turn over rapidly
and are typically low enough that amounts can be accurately determined.

Goodwill and Other Intangible Assets

In assessing the recoverability of goodwill and other intangible assets with indefinite lives, management must make
assumptions regarding estimated future cash flows and other factors to determine the fair value of the respective
assets. If these estimates and related assumptions change in the future, the Company may be required to record
impairment charges not previously recorded. In accordance with Statement of Financial Accounting Standards
(“SFAS”) No. 142, “Goodwill and Other Intangible Assets,” (“SFAS 142”), the Company is required to assess
goodwill for impairment at least annually using a two-step process that begins with an estimation of the fair value of
the reporting unit. The first step determines whether or not impairment has occurred by estimating the fair value of
its reporting units using the present value of future cash flows approach, subject to a comparison for reasonableness
to its market capitalization at the date of valuation. The second step measures the amount of any impairment. These
tests utilize fair value amounts that are determined by estimated future cash flows developed by management.
Selected costs and statistics used to evaluate goodwill are typically related to pricing and volumes of goods sold,
costs as a percentage of revenues and the cyclicality inherent in the Company’s industries.

Environmental Costs

The Company operates in industries that inherently possess environmental risks. To manage these risks, the
Company employs both its own environmental staff and outside consultants. Environmental staff and finance
personnel meet regularly to stay updated on environmental risks. The Company estimates future costs for known
environmental remediation requirements and accrues for them on an undiscounted basis when it is probable that the
Company has incurred a liability and the related costs can be reasonably estimated. The regulatory and government
management of these projects is extremely complex, which is one of the primary factors that make it difficult to
assess the cost of potential and future remediation of potential sites. When only a wide range of estimated amounts
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can be reasonably established and no other amount within the range is better than another, the low end of the range is
recorded in the financial statements. If further developments or resolution of an environmental matter results in facts
and circumstances that are significantly different than the assumptions used to develop these reserves, the accrual
for environmental remediation could be materially understated or overstated. Adjustments to these liabilities are
made when additional information becomes available that affects the estimated costs to study or remediate any
environmental issues or when expenditures for which reserves are established are made. The factors which the
Company considers in its recognition and measurement of environmental liabilities include the following:

k Current regulations, both at the time the reserve is established and during the course of the clean-up,
which specify standards for acceptable remediation;

k Information about the site, which becomes available as the site is studied and remediated;
k The professional judgment of both senior-level internal staff and external consultants, who take into

account similar, recent instances of environmental remediation issues, among other considerations;
k Technologies available that can be used for remediation; and
k The number and financial condition of other potentially responsible parties and the extent of their

responsibility for the remediation.

Accrued Worker’s Compensation Costs

The Company is self-insured up to a maximum amount per claim for worker’s compensation claims and, as such, a
reserve for the costs of claims that have not been paid and the estimated cost of incurred but not reported claims as of
the balance sheet date is estimated. The Company’s exposure to claims is protected by various stop-loss insurance
policies. The reserve is established based on historical claim experience. At August 31, 2007 and 2006, the
Company accrued $7 million and $4 million, respectively, for the estimated cost of worker’s compensation claims.
If the ultimate development of these claims is significantly different than those that have been estimated, the accrual
for future worker’s compensation claims could be materially overstated or understated.

Deferred Taxes

Deferred income taxes reflect the differences at fiscal year-end between the financial reporting and tax basis of
assets and liabilities, based on enacted tax laws and statutory tax rates. Tax credits are recognized as a reduction of
income tax expense in the year the credit arises. Periodically, the Company reviews its deferred tax assets to assess
whether a valuation allowance is necessary. A valuation allowance is established to reduce deferred tax assets,
including net operating loss carryforwards, to the extent the assets are more likely than not to be unrealized.
Although realization is not assured, management believes it is more likely than not that the Company’s deferred tax
assets will be realized. If the ultimate realization of the Company’s deferred tax assets is significantly different than
the expectations, the value of our deferred tax assets could be materially overstated.

Pension Plans

The Company sponsors a defined benefit pension plan for certain of its non-union employees. Pension plans are a
significant cost of doing business, and the related obligations are expected to be settled far in the future. Accounting
for defined benefit pension plans results in the current recognition of liabilities and net periodic pension cost over
employees’ expected service periods based on the terms of the plans and the impact of the Company’s investment
and funding decisions. The measurement of pension obligations and recognition of liabilities and costs require
significant assumptions. Two critical assumptions, the discount rate and the expected long-term rate of return on the
assets of the plan, may have an impact on the Company’s financial condition and results of operations. Actual
results will often differ from assumptions relating to long-term rates of return for equities and fixed income
securities because of economic and other factors. The discount rate assumption as of August 31, 2007 was 6.0%. A
0.5% increase or decrease in the discount rate would reduce or increase the net pension liability by approximately
$1 million as of August 31, 2007 and accumulated other comprehensive income would be reduced or increased by
the same amount, adjusted for taxes, and net periodic cost for fiscal 2007 would be reduced or increased by
$161,000. The weighted average expected return on assets assumption as of August 31, 2007 was 7.0%. The
expected return on assets is a long-term assumption whose accuracy can only be measured over a long period based
on past experience. A 0.5% increase or decrease in this assumption would reduce or increase net periodic pension
cost by $70,000.
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The Company adopted SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postre-
tirement Plans – an amendment of FASB Statements No. 87, 88, 106 and 132(R),” (“SFAS 158”) on August 31,
2007. SFAS 158 requires an employer to recognize the funded status of its defined benefit pension and postre-
tirement benefit plans as a net asset or liability in its statement of financial position, with an offsetting amount in
accumulated other comprehensive income, and to recognize changes in that funded status in the year in which
changes occur through comprehensive income. Following the adoption of SFAS 158, additional minimum pension
liabilities and related intangible assets are no longer recognized. For further detail regarding the Company’s pension
plans, refer to Note 12 - Employee Benefits, in the notes to the consolidated financial statements in Part II, Item 8 of
this report.

Share-based Compensation

Effective September 1, 2005, the Company adopted the fair value recognition provisions of SFAS No. 123 (Revised
2004), “Shared-Based Payment” (“SFAS 123(R)”), which requires the recognition of the fair value of share-based
compensation in net income. The Company elected to utilize the modified prospective transition method for
adopting SFAS 123(R), and therefore, did not retroactively adjust the results of prior periods. Under this transition
method, compensation expense based on the grant date fair value estimated in accordance with the original
provisions of SFAS 123, “Share-Based Payment” for all share-based compensation awards granted prior to, but not
yet vested as of, September 1, 2005, is being recognized in net income in the periods after the date of adoption.
Share-based compensation expense for all share-based payment awards granted after September 1, 2005 is based on
the grant date fair value estimated in accordance with the provisions of SFAS 123(R). The Company recognizes
compensation expense, net of a forfeiture rate, on a straight-line basis over the requisite service period of the award,
which is generally the five-year vesting term for stock options and restricted stock units (“RSUs”) and the three-year
performance period for performance-based shares. The Company estimated the forfeiture rate based on historical
experience during the preceding five fiscal years. Determining the appropriate fair value model and calculating the
fair value of share-based payment awards requires the input of subjective assumptions, including the expected life
of the share-based payment awards and stock price volatility, which is based on historical month-end closing stock
prices. The assumptions used in calculating the fair value of share-based payment awards represent management’s
best estimates, but these estimates involve inherent uncertainties and the application of management judgment. As a
result, if factors change and the Company uses different assumptions, the Company’s share-based compensation
expense could be materially different in the future. In addition, the Company is required to estimate the expected
forfeiture rate and only recognize expense for those shares expected to fully vest. If the Company’s actual forfeiture
rate is materially different from its estimate, the share-based compensation expense could be significantly different
from what the Company has recorded in the current period. See Note 13 - Stock Incentive Plan, in the notes to the
consolidated financial statements in Part II, Item 8 of this report.

Revenue Recognition

The Company recognizes revenue in accordance with SEC Staff Accounting Bulletin No. 104, “Revenue Rec-
ognition.” Revenue is recognized when the Company has a contract or purchase order from a customer with a fixed
price, the title and risk of loss transfer to the buyer and collectibility is reasonably assured. Title for both scrap metal
and finished steel products transfers upon shipment, based on either cost, insurance and freight (“CIF”) or free on
board (“FOB”) terms. A significant portion of the Company’s ferrous export sales of recycled metal are made with
letters of credit, reducing credit risk. However, domestic recycled ferrous metal sales, nonferrous sales and sales of
finished steel are generally made on open account. For retail sales by APB, revenues are recognized when customers
pay for parts or when wholesale products are shipped to the customer location. When the Company recognizes
revenue, no provisions are made for returns because, historically, there have been very few sales returns and
adjustments that have impacted the ultimate collection of revenues.

Recent Accounting Pronouncements

In July 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation 48, “Accounting for
Uncertainty in Income Taxes — an interpretation of FASB Statement No. 109” (“FIN 48”). This interpretation
clarifies the accounting for uncertainty in income taxes recognized in an entity’s financial statements in accordance
with SFAS 109, “Accounting for Income Taxes.” It prescribes a recognition threshold and measurement attribute for
financial statement recognition and disclosure of tax positions taken or expected to be taken on a tax return. This
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interpretation is effective for fiscal years beginning after December 15, 2006. The Company will be required to
adopt FIN 48 in the first quarter of fiscal year 2008. Management does not expect that the adoption will have a
material impact on the Company’s consolidated financial position, results of operations or cash flows.

In September 2006, the SEC staff issued Staff Accounting Bulletin No. 108, “Considering the Effects of Prior Year
Misstatements when Quantifying Misstatements in Current Year Financial Statements” (“SAB 108”). SAB 108
requires public companies to quantify errors using both a balance sheet and income statement approach and
evaluate whether either approach results in quantifying a misstatement as material, when all relevant quantitative
and qualitative factors are considered. The adoption of SAB 108 by the Company at August 31, 2007 did not have an
impact on its consolidated financial position or results of operations.

In September 2006, the FASB issued SFAS 157, “Fair Value Measurements” (“SFAS 157”). SFAS 157 defines fair
value, establishes a framework for measuring fair value in U.S. Generally Accepted Accounting Principles (“GAAP”),
and expands disclosures about fair value measurements. SFAS 157 is effective for financial statements issued for fiscal
years beginning after November 15, 2007, and interim periods within those fiscal years. Earlier application is
encouraged, provided that the reporting entity has not yet issued financial statements for that fiscal year, including
financial statements for an interim period within that fiscal year. The Company will be required to adopt SFAS 157 in
the first quarter of fiscal year 2009. Management is currently evaluating the requirements of SFAS 157 and has not yet
determined the impact on the Company’s consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities — including an amendment of FASB Statement No. 115” (“SFAS 159”). SFAS 159 establishes a fair value
option under which entities can elect to report certain financial assets and liabilities at fair value, with changes in fair value
recognized in earnings. SFAS 159 is effective for financial statements issued for fiscal years beginning after November 15,
2007. Earlier application is encouraged, provided that the reporting entity also elects to apply the provisions of SFAS 157.
SFAS 159 becomes effective for the Company in the first quarter of fiscal year 2009. Management is currently evaluating
the requirements of SFAS 159 and has not yet concluded if the fair value option will be adopted.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Commodity Price Risk

The Company is exposed to risks associated with fluctuations in the market price for both ferrous and non-ferrous
metals which are at times volatile. See the discussion under the section entitled “Risk Factors – Industries in which
the Company operates, are cyclical and demand can be volatile, which could have a material adverse effect on the
Company’s results of operations and financial condition.” in Part I, Item 1A of this report. The Company attempts to
mitigate this risk by seeking to turn its inventories quickly rather than holding inventories in speculation of higher
commodity prices.

The Company’s is also exposed to risks associated with fluctuations in the market prices for electricity and natural
gas which are at times volatile. The Company’s risk strategy associated with the purchase of commodities utilized
within its production processes has generally been to make certain commitments with suppliers relating to future
expected requirements for such commodities. The Company’s gas contract contains provisions which require it to
“take or pay” for specified quantities without regard to actual usage for 12 month periods. The Company’s
commitments for natural gas with “take or pay” or other similar commitment provisions for the years ending August
31 are as follows (in thousands):

Obligation 2008 2009 2010 2011 2012 Thereafter Total

Natural Gas 9,593 9,654 9,654 7,221 - - 36,122

The Company believes that production requirements will be such that consumption of the products or services
purchased under these commitments will occur in the normal production process. The Company also purchases the
electricity consumed at SMB pursuant to a contract which extends through September 2011. The contract
designates hours annually as “interruptible service” and establishes an agreed fixed rate energy charge per
Mill/kWh consumed for each year through the expiration of the agreement. A 10% increase in electricity rates
would result in a $1 million impact on fiscal 2007 cost of goods sold.
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Interest Rate Risk

The Company is exposed to market risk associated with changes in interest rates related primarily to our debt obligations.
The Company’s credit line and revolving credit facility are variable in rate and therefore have exposure to changes in
interest rates. A 10% change in interest rates would result in a $1 million impact on fiscal 2007 interest expense.

Foreign Currency Risk

The Company’s international operations are subject to foreign exchange rate volatility. The Company’s risk strategy
is to mitigate foreign currency exchange risk by entering into foreign currency forward contracts related to the
expected cash receipts from sales denominated in euros.

The Company held foreign currency forward contracts denominated in euros with total notional amounts of
$8 million at August 31, 2007. Assuming a hypothetical 10% weakening or strengthening of the U.S. dollar
compared with euro at August 31, 2007, the fair value of the Company’s foreign currency contracts would decrease
or increase, respectively by less than $1 million and the Company’s related derivative liability would increase by the
same amount. It is important to note the increase or decrease in the derivative liability indicated in this sensitivity
analysis would be somewhat offset by changes in the fair value of the underlying receivables. These offsetting gains
and losses are not reflected in the above analysis.
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Management’s Annual Report on Internal Control Over Financial Reporting

Management of the Company is responsible for establishing and maintaining adequate internal control over
financial reporting, as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of
1934. The 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 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.

The Company’s internal control over financial reporting includes policies and procedures that relate to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of
assets of the Company; provide reasonable assurance that all transactions are recorded as necessary to permit the
preparation of the Company’s consolidated financial statements in accordance with generally accepted accounting
principles and that the proper authorization of receipts and expenditures of the Company are being made in
accordance with authorization of the Company’s management and directors; 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 Company’s consolidated financial statements.

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

Management of the Company assessed the effectiveness of the Company’s internal control over financial reporting
using the criteria established in Internal Control – Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). Based on its assessment, management determined that the
Company’s internal control over financial reporting was effective as of August 31, 2007.

Management has excluded three entities acquired in fiscal 2007 from its assessment of internal control over
financial reporting as of August 31, 2007, because they were acquired by the Company in purchase business
combinations during the year ended August 31, 2007. On a combined basis, total assets and revenues for these
entities represented one percent of the related consolidated financial statement amounts as of and for the year ended
August 31, 2007.

PricewaterhouseCoopers LLP, the independent registered public accounting firm that audited the Company’s
consolidated financial statements included in this Annual Report, also audited the effectiveness of the Company’s
internal control over financial reporting as of August 31, 2007, as stated in their report included herein.

John D. Carter Gregory J. Witherspoon
President and Chief Executive Officer Chief Financial Officer
October 29, 2007 October 29, 2007

44



Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of Schnitzer Steel Industries, Inc.:

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all material
respects, the financial position of Schnitzer Steel Industries, Inc. and its subsidiaries at August 31, 2007 and 2006,
and the results of their operations and their cash flows for each of the three years in the period ended August 31,
2007 in conformity with accounting principles generally accepted in the United States of America. In addition, in
our opinion, the financial statement schedule listed in the accompanying index presents fairly, in all material
respects, the information set forth therein when read in conjunction with the related consolidated financial
statements. Also in our opinion, the Company maintained, in all material respects, effective internal control over
financial reporting as of August 31, 2007, based on criteria established in Internal Control – Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s
management is responsible for these financial statements and financial statement schedule, 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 Annual Report on Internal Control Over
Financial Reporting. Our responsibility is to express opinions on these financial statements, on the financial
statement schedule, and on the Company’s internal control over financial reporting based on our integrated 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 audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement and whether effective internal control over
financial reporting was maintained in all material respects. Our audits of the financial statements included
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. Our audit of internal control over financial reporting included obtaining an understanding of
internal control over financial reporting, assessing the risk that a material weakness exists, and testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audits also
included performing such other procedures as we considered necessary in the circumstances. We believe that our
audits provide a reasonable basis for our opinions.

As discussed in Note 2 to the notes to the consolidated financial statements, the Company changed the manner in
which it accounts for share based compensation as of September 1, 2005. As discussed in Note 12 to the
consolidated financial statements, the Company changed the manner in which it accounts for defined benefit
pension and other postretirement plans as of August 31, 2007.

A company’s internal control over financial reporting is 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. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) 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 (iii) 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 misstate-
ments. Also, projections of any evaluation of effectiveness as 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.
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As described in Management’s Annual Report on Internal Control Over Financial Reporting, management has
excluded three entities acquired in fiscal 2007 from its assessment of internal control over financial reporting as of
August 31, 2007 because they were acquired by the Company in purchase business combinations during the year
ended August 31, 2007. We have also excluded these entities from our audit of internal control over financial
reporting. Total assets and revenues for these entities represented one percent of the related consolidated financial
statement amounts as of and for the year ended August 31, 2007.

PricewaterhouseCoopers LLP

Portland, Oregon
October 29, 2007
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SCHNITZER STEEL INDUSTRIES, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except per share amounts)

2007 2006
August 31,

Assets
Current assets:

Cash and cash equivalents $ 13,410 $ 25,356
Restricted cash - 7,725
Accounts receivable, net of reserves of

$1,821 in 2007 and $1,270 in 2006 170,212 118,839
Inventories, net 258,568 263,583
Deferred income taxes 8,685 7,285
Prepaid expenses and other 10,601 15,956

Total current assets 461,476 438,744
Property, plant and equipment, net 383,910 312,907
Other assets:

Investment in and advances to joint venture partnerships 9,824 8,859
Goodwill 277,083 266,675
Intangibles 12,090 10,958
Other assets 7,031 6,581

Total assets $ 1,151,414 $ 1,044,724

Liabilities and Shareholders’ Equity
Current liabilities:

Short-term borrowings and capital lease obligations, current $ 20,275 $ 100
Accounts payable 89,526 66,506
Accrued payroll and related liabilities 43,145 32,420
Investigation reserve - 15,225
Current portion of environmental liabilities 4,036 3,648
Accrued income taxes 4,787 4,265
Other accrued liabilities 30,420 28,974

Total current liabilities 192,189 151,138
Deferred income taxes 19,920 9,916
Long-term debt and capital lease obligations, net of current maturities 124,079 102,829
Environmental liabilities, net of current portion 39,249 37,754
Other long-term liabilities 5,540 3,855
Minority interests 5,373 5,133
Commitments and contingencies (Note 11)
Shareholders’ equity:

Preferred stock–20,000 shares authorized, none issued - -
Class A common stock–75,000 shares $1.00 par value

authorized, 21,231 and 22,793 shares issued and outstanding 21,231 22,793
Class B common stock–25,000 shares $1.00 par value

authorized, 7,328 and 7,986 shares issued and outstanding 7,328 7,986
Additional paid-in capital 41,344 137,281
Retained earnings 693,470 564,165
Accumulated other comprehensive income 1,691 1,874

Total shareholders’ equity 765,064 734,099

Total liabilities and shareholders’ equity $ 1,151,414 $ 1,044,724

See Notes to Consolidated Financial Statements
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SCHNITZER STEEL INDUSTRIES, INC.
CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share amounts)

2007 2006 2005
Year Ended August 31,

Revenues $ 2,572,265 $ 1,854,715 $ 853,078

Operating expenses:

Cost of goods sold 2,179,927 1,526,990 621,583

Selling, general and administrative 186,030 156,862 58,103

Environmental matters (1,814) - 11,951
(Income) from joint ventures (5,441) (4,201) (69,630)

Operating income 213,563 175,064 231,071

Other income (expense):

Interest income 1,106 1,929 668

Interest expense (8,213) (3,498) (847)

Gain on divestiture of joint ventures - 56,856 -

Gain (loss) on sale of assets - 1,425 7

Other income (expense) 2,509 (87) (13)

Total other income (expense) (4,598) 56,625 (185)

Income before income taxes, minority interests
and pre-acquisition interests 208,965 231,689 230,886

Income tax expense (75,333) (86,871) (81,522)

Income before minority interests
and pre-acquisition interests 133,632 144,818 149,364

Minority interests, net of tax (2,298) (1,934) (2,497)

Pre-acquisition interests, net of tax - 184 -

Net income $ 131,334 $ 143,068 $ 146,867

Net income per share - basic $ 4.38 $ 4.68 $ 4.83

Net income per share - diluted $ 4.32 $ 4.65 $ 4.72

See Notes to Consolidated Financial Statements
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

SCHNITZER STEEL INDUSTRIES, INC.

Dated October 29, 2007 By: /s/ GREGORY J. WITHERSPOON
Gregory J. Witherspoon
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
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NON-GAAP DISCLOSURES

This annual report includes four non-GAAP measures: net income excluding unusual items, net income per diluted 
share excluding unusual items, EBITDA and Net Debt.  

(1) In 2006, net income as disclosed on the Consolidated Statements of Income included a $35 million gain (net of 
tax) from the disposition of joint venture interests and a $15 million charge (net of tax) related to the SEC and DOJ 
investigations. These items were not included in the calculation of net income excluding unusual items and net 
income per diluted share excluding unusual items. 

(2) EBITDA is defined as Net Income plus minority interests and pre-acquisition interests plus income tax expense 
plus interest expense plus depreciation expense. 

(3) Net Debt is defined as long-term and current portion of long-term debt less cash and cash equivalents.

The Company believes these four non-GAAP measures provide the reader with useful information. The Company 
believes net income and net income per diluted share after unusual items allow for better comparisons with the 
current period and provide better insight into the Company’s operating performance. EBITDA and Net Debt are 
utilized by debt holders and Company investors to analyze Company performance and to compare such performance 
to the performance of other companies that may have different capital structures.

A reconciliation of EBITDA to GAAP net income is included in the table below. EBITDA is a measure typically 
used by many investors, but is not a measure of earnings as defined under Generally Accepted Accounting Principles 
and may be defined differently by others.

Schnitzer Steel Industries, Inc.
EBITDA (AS DEFINED)

 RECONCILIATION TO GAAP FINANCIAL MEASURES
(in millions)

	                                                                Year ended August 31, 

	 2004	 2005	 2006 	 2007	

Net income                      	 $	 111	 $	 147	 $	 143	 $	 131
Add Back:
	 Minority interests and
	 Pre-acquisition interests	 2	 2	 2	 2
Income Tax Expense	 51	        82	   87	   75
Interest Expense	 2	 1	    4	    8
Depreciation Expense	 20	 21	    31	    41

EBITDA (AS DEFINED)	 $	 186	 $	 253      	 $	 267   	  $	 257



Public Information  
Financial analysts, stockbrokers, interested investors and others seeking additional 
information about the Company may contact:
Robert B. Stone
Vice President and Treasurer
Schnitzer Steel Industries, Inc.
503.224.9900
503.321.2648 (Fax)
ir@schn.com
www.schnitzersteel.com

T R A N S F E R  A G E N T  A N D  R E G I S T R A R

The transfer agent and registrar for Schnitzer Steel Industries, Inc. Class A common 
stock is: 
Wells Fargo Bank, N.A.
161 N. Concord Exchange
South St. Paul, Minnesota 55075-1139
800.468.9716

A N N U A L  M E E T I N G

The annual meeting of shareholders will be held:
January 30, 2008 at 8 a.m. PST
Multnomah Athletic Club
1849 SW Salmon Street
Portland, Oregon 97205
Proxy material will be available to shareholders of record prior to the meeting.

D I V I D E N D  P A Y M E N T

Dividends on the Company’s common stock in fiscal year 2008 are expected to be paid 
during the months of February, May, August and November.

I N D E P E N D E N T  R E G I S T E R E D  P U B L I C  A C C O U N T A N T S

PricewaterhouseCoopers LLP
Portland, Oregon 97201

F O R W A R D - L O O K I N G  S T A T E M E N T S

The information contained in this Annual Report should be read in conjunction with 
the “Risk Factors” disclosure in Section 1A and the “Factors That Could Affect Future 
Results” disclosure in the “Management’s Discussion and Analysis” section in the 
Form 10-K included in this Annual Report.
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