














MANAGEMENT’S DISCUSSION & ANALYSIS OF FINANCIAL
CONDITION & RESULTS OF OPERATIONS (CONTINUED)

Option 3:

The Corporation transports aggregates, either by rail
or water, from a production location to a distribution
terminal. The selling price at the distribution terminal
includes the freight cost to move it there. These freight
costs are included in the Aggregates business’ cost
of sales and were $182.8 million, $181.6 million and
$198.9 million for 2008, 2007 and 2006, respectively.
Transportation costs from the distribution location to
the customer are accounted for as described above in
options 1 or 2, as applicable.

For analytical purposes, the Corporation eliminates the effect
of freight on margins with

in the percentage from 26% in 2007 to 30% in 2008 was
primarily related to the shift in the geographic mix of
aggregates shipments.

The Corporation’s increased dependence on rail shipments
has made it more vulnerable to railroad performance issues,
including track congestion, crew and power availability,
and the ability to renegotiate favorable railroad shipping
contracts. Further, in response to these issues, rail transpor-
tation providers have focused on increasing the number
of cars per unit train under transportation contracts and
are generally requiring customers, through the freight rate
structure, to accommodate larger unit train movements.

the second option. When the
third option is used, margins

ORIGINATING MODE OF TRANSPORTATION
AGGREGATES PRODUCT LINE

A unit train is a freight train
moving large tonnages of a
single bulk product between

as a percentage of net sales are
negatively affected because 2008
the customer does not typi-
cally pay the Corporation a
profit associated with the trans-
portation component of the
selling price. For example, a
truck customer in a local mar-
ket will pick up the material at
the quarry and pay $6.50 per
ton of aggregate. Assuming
a $1.50 gross profit per ton,
the Corporation would rec-

159.4 million tons

Source: Corporation data

ognize a 23% gross margin.

two points without intermedi-
ate yarding and switching. Rail
availability is seasonal and can
impact aggregates shipments
depending on other compet-
ing movements. In 2008, the
Corporation entered into lease
agreements for additional rail-

939% cars in its Southwest Division.
Truck

1994

(% of 1994 shipments)

Generally, the Corporation
does not buy railcars, barges
or ships, but instead supports

71.2 million tons

However, if a customer purchased a ton of aggregate that was
transported to a distribution yard by the Corporation via rail
or water, the selling price may be $12.50 per ton, assuming
a $6.00 cost of freight. With the same $1.50 gross profit per
ton and no profit associated with the transportation compo-
nent, the gross margin would be reduced to 12% as a result
of the embedded freight cost.

In 1994, 93% of the Corporation’s aggregates shipments
were moved by truck and the remainder by rail. In
contrast, the originating mode of transportation for the
Corporation’s aggregates shipments in 2008 was 70% by
truck, 19% by rail and 11% by water (see section Analysis
of Gross Margin on pages 47 and 48). While manage-
ment expects the combined percentage of annual rail and
water shipments to grow to 35% over time, the increase
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its long-term distribution net-
work with leases and contracts of affreightment for these
modes of transportation. However, the limited availability
of water and rail transportation providers, coupled with
limited distribution sites, can adversely affect lease rates for
such services. In fact, in 2007, a lease versus buy analysis
resulted in the Corporation purchasing 50 barges that were
initially going to be financed via an operating lease.

The waterborne distribution network increases the
Corporation’s exposure to certain risks, including, among
other items, the ability to negotiate favorable shipping
contracts, demurrage costs, fuel costs, barge or ship avail-
ability and weather disruptions. The Corporation’s aver-
age shipping distances from the Bahamas and Nova Scotia
locations are 600 miles and 1,200 miles, respectively. Due
to the majority of the shipments going to Florida, the
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weighted-average shipping distances are approximately
30 percent less than these averages. The Corporation
has long-term agreements providing dedicated shipping
capacity from its Bahamas and Nova Scotia operations
to its coastal ports. The contracts of affreightment are
take-or-pay contracts with minimum and maximum ship-
ping requirements. If the Corporation fails to ship the
minimum tonnages in a given year under the agreement,
it will still be required to pay the shipping company the
contractually-stated minimum amount for that year. These
contracts of affreightment have varying expiration dates
ranging from 2009 to 2017 and generally contain renewal
options. However, there can be no assurance that such
contracts can be renewed upon expiration.

Water levels can also affect the Corporation’s ability to
transport materials. In 2008, high river water levels that
resulted from flooding in lowa caused a reduction in the
number of barges that could be included in a tow and also
required additional horsepower to provide necessary towing
services. Conversely, in 2007, dry weather caused low
river water levels and resulted in reduced tonnage that
could be shipped on a barge. Consequently, the per-ton
cost of transporting materials was higher than normal.

Management expects the multiple transportation modes
that have been developed with various rail carriers and via
deepwater ships and barges will provide the Corporation
with the flexibility to effectively serve customers in the
Southwest and Southeast coastal markets.

Internal Expansion

The Corporation’s capital expansion, acquisition and greensite
programs are designed to take advantage of construction
market growth through investment in both permanent and
portable quarrying operations. Recently, the Corporation
has focused on an extensive array of plant automation and
capacity expansion projects, particularly at locations that are
part of its long-haul distribution network. A current priority of
the Corporation’s capital spending program is to recapitalize
its Southeast operations. In particular, the Corporation has a
planned series of capital projects along the geological fall line.

A long-term capital focus for the Corporation is under-
ground aggregates mines, which provide a neighbor-
friendly alternative to surface quarries. The Corporation is
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the largest operator of underground aggregates mines in
the United States. Production costs are generally higher
at underground mines than for surface quarries since the
depth of the aggregates deposits and the access to the
reserves result in higher development, explosives and
depreciation costs. However, these locations tend to be
closer to their end-use markets which can result in trans-
portation advantages that can lead to value-added higher
average selling prices than more distant surface quarries.

On average, the Corporation’s aggregates reserves exceed
60 years of production based on normalized levels.
Management of the Corporation has focused on acqui-
sitions of additional property around existing quarry
locations. This property can serve as buffer property or
additional mineral reserve capacity, assuming the under-
lying geology supports economical aggregates mining.
In either instance, the acquisition of additional property
around an existing quarry allows the expansion of the
quarry footprint and extension of quarry life. Some loca-
tions having limited reserves may be unable to expand.

Environmental Regulation and Litigation

The expansion and growth of the aggregates industry
is subject to increasing challenges from environmental
and political advocates hoping to control the pace and
direction of future development. Certain environmental
groups have published lists of targeted municipal areas,
including areas within the Corporation’s marketplace, for
environmental and suburban growth control. The effect
of these initiatives on the Corporation’s growth is typically
localized. Further challenges are expected as these initia-
tives gain momentum across the United States. Rail and
other transportation alternatives are being heralded by
these special-interest groups as solutions to mitigate road
traffic congestion and overcrowding.

The Clean Air Act, originally passed in 1963 and peri-
odically updated by amendments, is the United States’
national air pollution control program that granted the
Environmental Protection Agency (“EPA”) authority to
set limits on the level of various air pollutants. To be in
compliance with national ambient air quality standards
(NAAQS), a defined geographic area must be below
the limits set for six pollutants. Environmental groups
have been successful in lawsuits against the federal and
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certain state departments of transportation, delaying
highway construction in municipal areas not in compli-
ance with the Clean Air Act. The EPA designates geographic
areas as nonattainment areas when the level of air pollut-
ants exceeds the national standard. Nonattainment areas
receive deadlines to reduce air pollutants by instituting vari-
ous control strategies. They otherwise face fines or control
by the EPA. Included as nonattainment areas are several
major metropolitan areas in the Corporation’s markets, such
as Greensboro/Winston-Salem/High Point, North Carolina;
Charlotte/Gastonia, North Carolina; Hickory/Morganton/
Lenoir, North Carolina; Houston/Galveston, Texas; Dallas/
Fort Worth, Texas; Atlanta, Georgia; Macon, Georgia; Rock
Hill, South Carolina; Indianapolis, Indiana; and Baton Rouge,
Louisiana. Federal transportation funding through SAFETEA-
LU is directly tied to compliance with the Clean Air Act.

The Corporation’s operations are subject to and affected by
federal, state and local laws and regulations relating to the
environment, health and safety and other regulatory matters.
Certain of the Corporation’s operations may occasionally use
substances classified as toxic or hazardous. The Corporation
regularly monitors and reviews its operations, procedures
and policies for compliance with these laws and regulations.
Despite these compliance efforts, risk of environmental liability
is inherent in the operation of the Corporation’s businesses, as
it is with other companies engaged in similar businesses.

Specialty Products Segment

Through its Specialty Products segment, the Corporation
manufactures and markets magnesia-based chemicals prod-
ucts for industrial, agricultural and environmental applications
and dolomitic lime for use primarily in the steel industry.
Chemicals products have varying uses, including flame
retardants, wastewater treatment, pulp and paper produc-
tion and other environmental applications. In 2008, 69% of
Specialty Products’ net sales were attributable to chemicals
products, 28% were attributable to lime, 2% were attribut-
able to stone and 1% were attributable to structural com-
posites products. Sales of chemicals products in 2008 were
enhanced by the acquisition of the Elastomag® product line
from Morton International, Inc. The increase in the sales of
chemicals products has reduced the Specialty Product
segment’s dependence on the steel industry.

In 2008, approximately 75% of the lime produced was sold
to third-party customers, while the remaining 25% was used
internally as a raw material for the business’ manufactur-
ing of chemicals products. Dolomitic lime products sold to
external customers are primarily used by the steel industry,
and overall, approximately 40% of Specialty Products’ 2008
net sales related to products used in the steel industry.
Accordingly, a portion of the segment’s revenues and profits
is affected by production and inventory trends within the
steel industry. These trends are guided by the rate of con-
sumer consumption, the flow of offshore imports and other

Environmental operating permits are, or may be,
required for certain of the Corporation’s operations;
such permits are subject to modification, renewal

2008 NET SALES BY PRODUCT LINE AND INDUSTRY

SPECIALTY PRODUCTS SEGMENT

and revocation. New permits, which are generally
required for opening new sites or for expansion at
existing operations, can take several years to obtain.

Rezoning and special purpose permits are increas-
ingly difficult to acquire. Once a permit is obtained,
the location is required to generally operate in accor-
dance with the approved site plan.

The Corporation is engaged in certain legal and
administrative proceedings incidental to its normal
business activities (see Notes A and N to the audited
consolidated financial statements on pages 13
through 19 and pages 34 and 35, respectively).
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69%
Chemicals
Products

60%
Other
Industries

1% 2%
Structural Stone
Composites
Products

Source: Corporation data
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economic factors. In 2008, the severe economic decline in
the second half of the year caused a significant downturn in
the manufacturing of steel. Accordingly, Specialty Products’
sales and earnings were negatively affected during the fourth
quarter of 2008 and management anticipates the continued
weakness in the manufacturing of steel for much of 2009.

Approximately 13% of Specialty Products’ 2008 revenues
came from foreign jurisdictions, including Canada, Mexico,
Europe, South America and the Pacific Rim. As a result of
foreign market sales, financial results could be affected by
foreign currency exchange rates or weak economic condi-
tions in the foreign markets. To mitigate the short-term
effect of currency exchange rates, the U.S. dollar is used as
the functional currency in foreign transactions.

Given the high fixed costs, low capacity utilization nega-
tively affects the segment’s results of operations. Further,
the production of certain magnesia chemical products
and lime products requires natural gas, coal and petro-
leum coke to fuel kilns. Price fluctuations of these fuels
affect the segment’s profitability.

Approximately 90% of Specialty Products’ hourly workforce
belongs to a labor union. Union contracts cover employees
at the Manistee, Michigan magnesia-based chemicals plant
and the Woodville, Ohio lime plant. The labor contract with
the Woodville labor union expires in June 2010, while the
Manistee labor union contract expires in August 2011.

Current Market Environment and Related Risks

The current market environment has negatively affected
the economy and management has considered the potential
impact to the Corporation’s business. Demand for aggre-
gates products, particularly in the commercial and resi-
dential construction markets, could continue to decline if
companies and consumers are unable to obtain financing
for construction projects or if the economic slowdown
causes delays or cancellations of capital projects. State and
federal budget issues may continue to negatively affect
the funding available for infrastructure spending. High
interest rates have lessened states’ abilities to issue bonds
to finance construction projects. Currently, several of the
Corporation’s top sales states are experiencing a lack of
projects being bid by departments of transportation.
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While a recessionary economy can increase collectibility risks
related to receivables, bonds posted by the Corporation’s
customers can help to mitigate the risk of uncollectible
accounts. However, the Corporation has experienced a
delay in payments from certain of its customers during the
economic downturn. Further, declines in pension asset val-
ues will result in increased pension expense and may result
in increased and/or required cash contributions to the
plans. Additionally, access to the public debt markets has
been limited and, when available, has been at interest rates
that are significantly higher than the Corporation’s current
weighted-average interest rate on outstanding debt.

There is a risk of long-lived asset impairment at temporarily
shutdown locations if the recessionary construction market
does not improve in the near term. The timing of increased
demand will determine when these locations are reopened.
During the time that locations are shut down, the plant
and equipment continue to be depreciated. When possible,
mobile equipment is transferred to and used at an open loca-
tion. As the Corporation continues to have long-term access
to the supply of aggregates reserves, the locations are not
considered to be impaired during a temporary shutdown.

Increases in the Corporation’s estimated effective income
tax rate may harm the Corporation’s results of operations.
A number of factors could increase the estimated effec-
tive income tax rate including the jurisdictions in which
earnings are taxed; the resolution of issues arising from
tax audits with various tax authorities; changes in the
valuation of deferred tax assets and deferred tax liabilities;
adjustments to estimated taxes based upon the filing of
the consolidated federal and individual state income tax
returns; changes in available tax credits; changes in stock-
based compensation; changes in tax laws; and the inter-
pretation of tax laws and/or administrative practices.

Internal Control and Accounting and Reporting Risk
The Corporation’s independent registered public account-
ing firm issued an unqualified opinion on the effectiveness
of the Corporation’s internal controls as of December 31,
2008. A system of internal control over financial reporting is
designed to provide reasonable assurance, in a cost-effective
manner, on the reliability of a company’s financial reporting
and the process for preparing and fairly presenting financial
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statements in accordance with generally accepted accounting
principles. Further, a system of internal control over financial
reporting, by its nature, should be dynamic and responsive
to the changing risks of the underlying business. Changes in
the system of internal control over financial reporting could
increase the risk of occurrence of a significant deficiency or
material weakness.

Accounting rulemaking, which may come in the form
of accounting standards, principles, interpretations or
speeches, has become increasingly more complex and
generally requires significant estimates and assumptions
in its interpretation and application. Further, account-
ing principles generally accepted in the United States
continue to be reviewed, updated and subject to change
by various rule-making bodies, including the Financial
Accounting Standards Board and the Securities and
Exchange Commission (see Accounting Changes section of
Note A to the audited consolidated financial statements
on pages 18 and 19 and section Critical Accounting Policies
and Estimates on pages 64 through 73).

For additional discussion on risks, see the section “Risk
Factors” in the Corporation’s Annual Report on Form 10-K
for the year ended December 31, 2008.

Outlook 2009

The overriding drivers of the Corporation’s 2009 perfor-
mance will likely be a number of macroeconomic factors.
Management'’s current view is weighted toward growth
during the second half of 2009, and that outlook is fueled
by the federal economic stimulus plan. Management
believes the stimulus plan will provide the impetus for
increased construction activity to address not only jobs
creation, but importantly the underlying demand in the
infrastructure and industrial-related commercial markets.
Management estimates that for every $1 million that is
spent directly on highways, roads and bridges, approx-
imately 10,000 tons of construction aggregates are
required. The Corporation’s quarries are well positioned
to serve expected increases in demand in the latter half
of 2009 and into 2010. Management further anticipates
that other components of the stimulus plan will result in
increased construction activity. Management also expects
that favorable energy prices experienced in the fourth

Martin Marietta Materials, Inc. and Consolidated Subsidiaries

quarter will continue throughout 2009 and contribute an
increase of $35 million to $50 million to the Corporation’s
operating profitability.

The Corporation’s operating plan for 2009 will track much
of what it did in 2008, with a strict focus on cost contain-
ment and keeping the Corporation’s financial base strong.
Unlike 2008, however, management is more optimistic that
the federal and state governments will be more aggressive
in stimulating the United States economy. The Corporation
awaits the beginning of deliberations on reauthorization
of the current highway bill. Management is also watching
closely as many states wait for an improved bond market in
order to secure financing necessary for approved, shovel-
ready infrastructure projects. All of these factors will be
positive for the Corporation. Commercial demand will
remain weak, primarily in office and retail construction.
Industrial-related construction demand, which includes
alternative energy projects, is being dampened by disrup-
tion in the credit markets and decreasing energy prices.
Residential construction has neared its bottom in many of
the Corporation’s markets; however, management does
not expect growth in the homebuilding sector to material-
ize in a significant way in 2009. By contrast, management
expects steady growth for chemical-grade aggregates used
for flue gas desulfurization and in agriculture lime, as well
as ballast used in the railroad industry. In the Specialty
Products segment, management expects demand for
magnesia-based chemicals products to steadily increase
with a greater emphasis on clean air, clean water and other
green initiatives. Dolomitic lime is used in the Corporation’s
chemicals products and as a fluxing agent in steel produc-
tion. Management expects a volume decline in dolomitic
lime in 2009 as steel production is forecasted to decrease.

Management expects 2009 aggregates volumes to range
from down 9% to 12%, excluding the effect of the
economic stimulus plan. The midoint of this range will
result in a 31% volume decline from the peak period, the
twelve months ended March 31, 2006. Management also
estimates the rate of pricing growth for the aggregates
product line to range from 4% to 6%. The Specialty
Products segment is expected to contribute $32 million
to $35 million in pretax earnings compared with $28
million in 2008.
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Absent clarity about the details of the timing and alloca-
tions of the economic stimulus plan, the Corporation’s
current business plan calls for 2009 net earnings per
diluted share in a range of $3.70 to $4.30 for 2009.
Management would expect incremental aggregates vol-
ume of 8 million to 10 million tons and incremental net
earnings per diluted share of $0.50 to $0.75 in 2009 from
the economic stimulus plan. Management will update
its outlook for the year as it gets more information on
the economic stimulus plan and how it may affect the
Corporation’s operations.

Risks to Earnings Expectations

The 2009 estimated earnings range includes manage-
ment’s assessment of the likelihood of certain risk factors
that will affect performance within the range. The most
significant risk to 2009 earnings, whether within or outside
current earnings expectations, will be, as previously noted,
the performance of the United States economy and that
performance’s effect on construction activity. Management
has estimated its earnings range assuming a stabilization
of the United States economy in the second half of 2009.
Should the second half 2009 stabilization not occur or if
the decline anticipated in the first half 2009 is worse than
currently expected, earnings could vary significantly.

Risks to the earnings range are primarily volume-related
and include a greater-than-expected drop in demand as a
result of the continued decline in residential construction,
a decline in commercial construction, continued delays
in infrastructure projects, or some combination thereof.
Further, increased highway construction funding pressures as
a result of either federal or state issues can affect profitability.
Currently, many states are experiencing state-level funding
pressures driven by lower tax revenues and an inability to
finance approved projects. North Carolina and Texas are
among the states experiencing these pressures and these
states may disproportionately affect revenue and profit-
ability. The level of aggregates demand in the Corporation’s
end-use markets, production levels and the management
of production costs will affect the operating leverage of the
Aggregates business and, therefore, profitability. Production
costs in the Aggregates business are also sensitive to energy
prices, both directly and indirectly. Diesel and other fuels
increase production costs directly through consumption or
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indirectly in the increased cost of energy-related consumables,
namely steel, explosives, tires and conveyor belts. Increased
diesel costs also affect transportation costs, primarily through
fuel surcharges in the Corporation’s long-haul distribu-
tion network. Management'’s earnings expectations do not
include rapidly increasing diesel costs or sustained periods
of increased diesel fuel cost during 2009 at the level expe-
rienced in 2008. The availability of transportation in the
Corporation’s long-haul network, particularly the availability
of barges on the Mississippi River system and the availability
of rail cars and locomotive power to move trains, affects the
Corporation’s ability to efficiently transport material into
certain markets, most notably Texas, Florida and the Gulf
Coast region. The business is also subject to weather-related
risks that can significantly affect production schedules and
profitability. Opportunities to reach the upper end of the
earnings range depend on the aggregates product line
demand exceeding expectations.

Risks to earnings outside of the range include a change in
volume beyond current expectations as a result of economic
events outside of the Corporation’s control. In addition to
the impact on residential and commercial construction, the
Corporation is exposed to risk in its earnings expectations
from tightening credit markets and the availability of and
interest cost related to its debt. If volumes decline worse
than expected, the Corporation is exposed to greater risk
in its earnings, including its debt covenant, as the pressure
of operating leverage increases disproportionately.

OTHER FINANCIAL INFORMATION

Critical Accounting Policies and Estimates

The Corporation’s audited consolidated financial state-
ments include certain critical estimates regarding the
effect of matters that are inherently uncertain. These
estimates require management’s subjective and complex
judgments. Amounts reported in the Corporation’s con-
solidated financial statements could differ materially if
management had used different assumptions in making
these estimates, resulting in actual results differing from
those estimates. Methodologies used and assumptions
selected by management in making these estimates, as
well as the related disclosures, have been reviewed by
and discussed with the Corporation’s Audit Committee.
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Management’s determination of the critical nature of
accounting estimates and judgments may change from
time to time depending on facts and circumstances that
management cannot currently predict.

Impairment Review of Goodwill

Goodwill is required to be tested at least annually for
impairment using a discounted cash flow model to esti-
mate fair value. The impairment evaluation of goodwill is
a critical accounting estimate because goodwill represents
21% of the Corporation’s total assets at December 31,
2008, the evaluation requires the selection of assumptions
that are inherently volatile and an impairment charge
could be material to the Corporation’s financial condition
and its results of operations.

There is no goodwill associated with the Specialty Products
segment. For the Aggregates business, management deter-
mined the reporting units, which represent the level at which
goodwill is tested for impairment under Statement of Financial

Accounting Standards No. 142, Goodwill and Other Intangible

Assets, (“FAS 142"), were as follow:

e Carolina, which includes North Carolina and South
Carolina;

* Mideast, which includes Indiana, Maryland, Ohio,
Virginia and West Virginia;

e South Central, which includes Alabama, Illinois, Kentucky,
Louisiana, Mississippi, North Georgia, Tennessee and
quarry operations and distribution yards along the
Mississippi River system and Gulf Coast;

¢ Southeast, which includes Florida, South Georgia and off-
shore quarry operations in the Bahamas and Nova Scotia;

e West, which includes Arkansas, lowa,
Minnesota, Missouri, Nebraska, Nevada, Oklahoma,
Texas, Washington and Wyoming.

Kansas,

In accordance with FAS 142, the Corporation identified
its reporting units as its operating segments or one level
below its operating segments, referred to as components, if
certain criteria were met. These criteria include the compo-
nent having discrete financial information available and the
information being regularly reviewed by segment manage-
ment. However, components within an operating segment
can be combined into a reporting unit if they have similar
economic characteristics. In accordance with Statement of
Financial Accounting Standards No. 131, Disclosures about
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Segments of an Enterprise and Related Information, disclo-
sures for certain of the aforementioned reporting units are
consolidated for financial reporting purposes as they meet
the aggregation criteria. Any impact on reporting units
resulting from organizational changes made by manage-
ment is reflected in the succeeding evaluation.

Goodwill for each of the reporting units is tested for impair-
ment by comparing the reporting unit’s fair value to its car-
rying value, which represents step 1 of a two-step approach
required by FAS 142. If the fair value of a reporting unit
exceeds its carrying value, no further calculation is necessary.
A reporting unit with a carrying value in excess of its fair value
constitutes a step 1 failure and leads to a step 2 evaluation to
determine the goodwill write off. If a step 1 failure occurs,
the excess of the carrying value over the fair value does not
equal the amount of the goodwill write off. Step 2 requires
the calculation of the implied fair value of goodwill by allo-
cating the fair value of the reporting unit to its tangible and
intangible assets, other than goodwiill, similar to the purchase
price allocation prescribed under Statement of Financial
Accounting Standards No. 141, Business Combinations. The
remaining unallocated fair value represents the implied fair
value of the goodwill. If the implied fair value of goodwill
exceeds its carrying amount, there is no impairment. If the
carrying value of goodwill exceeds its implied fair value, an
impairment charge is recorded for the difference. When
performing step 2 and allocating a reporting unit’s fair value,
assets having a higher fair value as compared to book value
increase any possible write off of impaired goodwill.

In accordance with FAS 142, the fair value of a reporting
unit can be carried forward if it meets three criteria. First,
the most recent evaluation resulted in a reporting unit’s fair
value exceeding its carrying value by a substantial amount.
Second, the assets and liabilities that make up the reporting
unit have not changed significantly since the most recent
fair value determination. Finally, the likelihood that a cur-
rent fair value determination would be less than the current
carrying amount of the reporting unit is remote.

In 2008, the impairment evaluation was performed as of
October 1, which represents the ongoing annual evalua-
tion date. The fair values of all reporting units were recal-
culated using a 15-year discounted cash flow model. Key
assumptions included management’s estimates of future
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profitability, capital requirements, a discount rate ranging
from 9.0% to 10.0% depending on the reporting unit,
and a 2.5% terminal growth rate. The aggregate fair value
was compared to the Corporation’s market capitalization
plus a control premium comparable to recent transactions
within the industry. The fair values for each reporting unit
exceeded their respective carrying values.

The term of the discounted cash flow model is a significant
factor in determining the fair value of the reporting units.
A 15-year term was selected based on management’s
judgment supported by quantitative factors, including
the Corporation’s strong financial position, long history
of earnings growth and the remaining life of underlying
mineral reserves, estimated at over 60 years based on nor-
malized production levels. Additional consideration was
given to qualitative factors, including the Corporation’s
industry leadership position and the lack of obsolescence
risks related to the Aggregates business.

Future profitability and capital requirements are, by their
nature, estimates. The profitability estimates utilized in the
evaluation were consistent with the five-year operating
plan prepared by management and reviewed by the Board
of Directors. The succeeding ten years of profitability were
estimated using assumptions for price, cost and volume
changes. Future price, cost and volume assumptions were
based on current forecasts and market conditions. Capital
requirements were estimated based on expected recapi-
talization needs of the reporting units.

The assumed discount rate was based on each reporting
unit’s weighted-average cost of capital. The terminal growth
rate was selected based on the projected annual increase in
Gross Domestic Product. Price, cost and volume changes,
profitability of acquired operations, efficiency improve-
ments, the discount rate and the terminal growth rate are
significant assumptions in performing the impairment test.
These assumptions are interdependent and have a significant
impact on the results of the test.

The West reporting unit is significant to the evaluation as
$398 million of the Corporation’s goodwill at December
31, 2008 is attributable to this reporting unit. For the
2008 evaluation, the excess of fair value over carrying
value for this reporting unit was $1.5 billion.
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Management believes that all assumptions used were rea-
sonable based on historical operating results and expected
future trends. However, if future operating results are
unfavorable as compared with forecasts, the results of
future FAS 142 evaluations could be negatively affected.
Additionally, the total estimated fair value is impacted by the
Corporation’s market capitalization. Therefore, a decrease in
the Corporation’s stock price could result in lower fair values
of the respective reporting units. Further, mineral reserves,
which represent the underlying assets producing the report-
ing units’ cash flows, are depleting assets by their nature. The
reporting units’ future cash flows will be updated as required
based on expected future cash flow trends. Management
does not expect significant changes to the valuation model
for the 2009 evaluation. The potential write off of goodwill
from future evaluations represents a risk to the Corporation.

Pension Expense-Selection of Assumptions

The Corporation sponsors noncontributory defined ben-

efit retirement plans that cover substantially all employees

and a Supplemental Excess Retirement Plan (“SERP")
for certain retirees (see Note ] to the audited consoli-
dated financial statements on pages 26 through 30). Key
assumptions for these benefit plans are selected in accor-
dance with Statement of Financial Accounting Standards

No. 87, Employers’ Accounting for Pensions (“FAS 87”). In

accordance with FAS 87, annual pension expense (inclu-

sive of SERP expense) consists of several components:

e Service Cost, which represents the present value of ben-
efits attributed to services rendered in the current year,
measured by expected future salary levels.

¢ Interest Cost, which represents the accretion cost on the
liability that has been discounted to its present value.

e Expected Return on Assets, which represents the expected
investment return on pension fund assets.

* Amortization of Prior Service Cost and Actuarial Gains
and Losses, which represents components that are
recognized over time rather than immediately, in
accordance with FAS 87. Prior service cost represents
credit given to employees for years of service prior to
plan inception. Actuarial gains and losses arise from
changes in assumptions regarding future events or
when actual returns on assets differ from expected
returns. At December 31, 2008, the net unrecognized
actuarial loss and unrecognized prior service cost were
$167.0 million and $4.3 million, respectively. Pension
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accounting rules currently allow companies to amor-
tize the portion of the unrecognized actuarial loss that
represents more than 10 percent of the greater of the
projected benefit obligation or pension plan assets,
using the average remaining service life for the amor-
tization period. Therefore, the $167.0 million unrec-
ognized actuarial loss consists of approximately $129.9
million that is currently subject to amortization in 2009
and $37.1 million that is not subject to amortization
in 2009. Assuming the December 31, 2008 projected
benefit obligation and an average remaining service
life of 8.7 years, approximately $16.5 million of amor-
tization of the actuarial loss and prior service cost will
be a component of 2009 annual pension expense.

These components are calculated annually to determine
the pension expense that is reflected in the Corporation’s
results of operations.

Management believes the selection of assumptions related

to the annual pension expense is a critical accounting esti-

mate due to the high degree of volatility in the expense
dependent on selected assumptions. The key assump-
tions are as follow:

e The discount rate is the rate used to present value the pen-
sion obligation and represents the current rate at which
the pension obligations could be effectively settled.

* The rate of increase in future compensation levels is used
to project the pay-related pension benefit formula and
should estimate actual future compensation levels.

* The expected long-term rate of return on pension fund
assets is used to estimate future asset returns and
should reflect the average rate of long-term earnings
on assets already invested.

e The mortality table represents published statistics on
the expected lives of people.

Management’s selection of the discount rate is based on an
analysis that estimates the current rate of return for high
quality, fixed-income investments with maturities matching
the payment of pension benefits that could be purchased
to settle the obligations. The Corporation used the 10th to
90th percentile of the universe (315 issues) of Moody's Aa
noncallable bonds in its analysis to determine the discount
rate. Of the four key assumptions, the discount rate is gen-
erally the most volatile and sensitive estimate. Accordingly,
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a change in this assumption would have the most signifi-
cant impact on the annual pension expense.

Management's selection of the rate of increase in future
compensation levels is generally based on the Corporation’s
historical salary increases, including cost of living adjust-
ments and merit and promotion increases, giving consider-
ation to any known future trends. A higher rate of increase
will result in a higher pension expense. The actual rate of
increase in compensation levels in 2008 was slightly lower
than the assumed long-term rate of increase of 5.0%.

Effective January 1, 2009, the Corporation changed invest-
ment managers to further diversify its portfolio of assets
and risk of returns. The change in investment managers has
increased the number of investment funds for pension assets
from five to over thirty. The expected mix of assets will include
small positions in hedge funds and real estate. Management's
selection of the expected long-term rate of return on pension
fund assets is based on historical returns for its projected mix
of assets. Given that these returns are long-term, there are
generally not significant fluctuations in the expected rate of
return from year to year. However, based on the change in
the mix of assets and the currently projected returns on these
assets, management lowered it expected return on assets
assumption at December 31, 2008 and selected a rate of
7.75%. The following table presents the expected return on
pension fund assets as compared with the actual return on
pension assets for 2008, 2007 and 2006:

Actual Return
on Pension Assets

Expected Return

(in thousands) on Pension Assets

2008 $22,530 ($78,462)
20072 $22,474 $11,839
2006 $19,638 $30,329

T Return on assets is for the period December 1, 2007 to
December 31, 2008.

2 Return on assets is for the period December 1, 2006 to
November 30, 2007.

3 Return on assets is for the period December 1, 2005 to
November 30, 2006.

The difference between expected return on pension assets
and the actual return on pension assets is not immediately
recognized in the statement of earnings. Rather, pension
accounting rules require the difference to be included
in actuarial gains and losses, which are amortized into
annual pension expense.
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The Corporation used the RP 2000 Mortality Table to esti-
mate the remaining lives of the participants in the pension
plans. The RP 2000 Mortality Table includes separate tables
for blue-collar employees and white-collar employees. The
Corporation used the blue-collar table for its hourly work-
force and the white-collar table for its salaried employees.

Assumptions are selected on December 31 to be used
in the calculation of the succeeding year’s expense. For
the 2008 pension expense, the assumptions selected at
December 31, 2007 were as follow:

Discount rate 6.09%
Rate of increase in future compensation levels 5.00%
Expected long-term rate of return on assets 8.00%
Average remaining service period for

participants 8.8 years

RP 2000 Mortality Table

Using these assumptions, the 2008 pension expense was

$18.4 million, which includes settlement expense of $2.8

million. A change in the assumptions would have had the

following impact on the 2008 expense:

¢ A change of 25 basis points in the discount rate would
have changed 2008 expense by approximately $1.6
million.

¢ A change of 25 basis points in the expected long-term
rate of return on assets would have changed the 2008
expense by approximately $0.7 million.

For the 2009 pension expense, the assumptions selected
were as follow:

Discount rate 6.11%
Rate of increase in future compensation levels 5.00%
Expected long-term rate of return on assets 7.75%
Average remaining service period for

participants 8.7 years

RP 2000 Mortality Table

Using these assumptions, the 2009 pension expense is
expected to be approximately $35.1 million based on
current demographics and structure of the plans. The
increase in annual pension expense in 2009 is due to the
decline in the values of pension plan assets in 2008, which
reduced the expected return on assets and increased the
amortization of the actuarial loss. Changes in the under-

Martin Marietta Materials, Inc. and Consolidated Subsidiaries

lying assumptions would have the following estimated

impact on the 2009 expected expense:

* A change of 25 basis points in the discount rate would
change the 2009 expected expense by approximately
$1.7 million.

e A change of 25 basis points in the expected long-
term rate of return on assets would change the 2009
expected expense by approximately $0.5 million.

The Corporation made pension plan contributions of
$110.7 million in the five-year period ended December 31,
2008, of which $102.0 million were voluntary. Despite
these contributions, the Corporation’s pension plans are
underfunded (projected benefit obligation exceeds the fair
value of plan assets) by $163.1 million at December 31,
2008. The Corporation expects to make pension plan con-
tributions in a range of $7.5 million to $36 million in 2009,
depending on final interpretations of funding requirements
under the Pension Protection Act of 2006. However, under
certain funding choices, the Corporation may be able to
defer 2009 contributions until 2010 and beyond.

Estimated Effective Income Tax Rate

The Corporation uses the liability method to determine its pro-
vision for income taxes, as outlined in Statement of Financial
Accounting Standards No. 109, Accounting for Income Taxes
(“FAS 109"). Accordingly, the annual provision for income
taxes reflects estimates of the current liability for income taxes,
estimates of the tax effect of financial reporting versus tax basis
differences using statutory income tax rates and manage-
ment'’s judgment with respect to any valuation allowances on
deferred tax assets. The result is management’s estimate of
the annual effective tax rate (the “ETR").

Income for tax purposes is determined through the appli-
cation of the rules and regulations under the United States
Internal Revenue Code and the statutes of various foreign,
state and local tax jurisdictions in which the Corporation
conducts business. Changes in the statutory tax rates and/
or tax laws in these jurisdictions may have a material effect
on the ETR. The effect of these changes, if any, is recog-
nized when the change is effective. As prescribed by these
tax regulations, as well as generally accepted accounting
principles, the manner in which revenues and expenses are
recognized for financial reporting and income tax purposes is
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not always the same. Therefore, these differences between
the Corporation’s pretax income for financial reporting
purposes and the amount of taxable income for income
tax purposes are treated as either temporary or permanent,
depending on their nature.

Temporary differences reflect revenues or expenses that are
recognized in financial reporting in one period and taxable
income in a different period. Temporary differences result
from differences between the financial reporting basis and
tax basis of assets or liabilities and give rise to deferred
tax assets or liabilities (i.e., future tax deductions or future
taxable income). Therefore, when temporary differences
occur, they are offset by a corresponding change in a
deferred tax account. As such, total income tax expense
as reported on the Corporation’s consolidated statements
of earnings is not changed by temporary differences. For
example, accelerated methods of depreciating machinery
and equipment are often used for income tax purposes as
compared with the straight-line method used for finan-
cial reporting purposes. Initially, the straight-line method
used for financial reporting purposes, as compared with
accelerated methods for income tax purposes, will result
in higher current income tax expense for financial report-
ing purposes, with the difference between these methods
resulting in the establishment of a deferred tax liability.

The Corporation has deferred tax liabilities, primarily for
property, plant and equipment and goodwill. The deferred
tax liabilities attributable to property, plant and equipment
relate to accelerated depreciation and depletion methods
used for income tax purposes as compared with the straight-
line and units of production methods used for financial
reporting purposes. These temporary differences will reverse
over the remaining useful lives of the related assets. The
deferred tax liabilities attributable to goodwiill arise as a result
of amortizing goodwill for income tax purposes but not
for financial reporting purposes. This temporary difference
reverses when goodwill is written off for financial report-
ing purposes, either through divestitures or an impairment
charge. The timing of such events cannot be estimated.

The Corporation has deferred tax assets, primarily for
unvested stock-based compensation awards, employee
pension and postretirement benefits, valuation reserves,
inventories and net operating loss carryforwards. The
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deferred tax assets attributable to unvested stock-based
compensation awards relate to differences in the timing of
deductibility for financial reporting purposes versus income
tax purposes. For financial reporting purposes, the fair
value of the awards is deducted ratably over the requisite
service period. For income tax purposes, no deduction is
allowed until the award is vested or no longer subject to
substantial risk of forfeiture. The deferred tax assets attrib-
utable to employee pension and postretirement benefits
relate to deductions as plans are funded for income tax
purposes as compared with deductions for financial report-
ing purposes that are based on accounting standards. The
reversal of these differences depends on the timing of the
Corporation’s contributions to the related benefit plans as
compared to the annual expense for financial reporting
purposes. The deferred tax assets attributable to valua-
tion reserves and inventories relate to the deduction of
estimated cost reserves and various period expenses for
financial reporting purposes that are deductible in a later
period for income tax purposes. The reversal of these dif-
ferences depends on facts and circumstances, including the
timing of deduction for income tax purposes for reserves
previously established and the establishment of additional
reserves for financial reporting purposes. At December 31,
2008, the Corporation had state net operating loss carry-
forwards of $127.9 million and related deferred tax assets
of $5.6 million that have varying expiration dates. These
deferred tax assets have a valuation allowance of $5.3 mil-
lion, which was established based on the uncertainty of
generating future taxable income in certain states during
the limited period that the net operating loss carryforwards
can be utilized under state statutes.

The Corporation’s estimated ETR reflects adjustments to
financial reporting income for permanent differences.
Permanent differences reflect revenues or expenses that
are recognized in determining either financial reporting
income or taxable income, but not both. Permanent dif-
ferences either increase or decrease income tax expense
with no offset in deferred tax liabilities. An example of a
material permanent difference that affects the Corporation’s
estimated ETR is tax depletion in excess of basis for mineral
reserves. For income tax purposes, the depletion deduc-
tion is calculated as a percentage of sales, subject to certain
limitations. Due to the limitations imposed on percentage
depletion, changes in sales volumes and earnings may not
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proportionately affect the permanent depletion deduction
included in the ETR. As a result, the Corporation may con-
tinue to claim tax depletion deductions exceeding the cost
basis of the mineral reserves, whereas the depletion expense
for financial reporting purposes ceases once the value of the
mineral reserves is fully amortized. The continuing depletion
for tax purposes is treated as a permanent difference. Another
example of a permanent difference is goodwill established for
financial reporting purposes from an acquisition of another
company’s stock. This goodwill has no basis for income tax
purposes. If the goodwill is subsequently written off as a result
of divestitures or impairment losses, the financial reporting
deduction is treated as a permanent difference.

Tax depletion in excess of book basis for mineral reserves
is the single largest recurring permanent deduction for the
Corporation in calculating taxable income. Therefore, a sig-
nificant amount of the financial reporting risk related to the
estimated ETR is based on this estimate. Estimates of the per-
centage depletion allowance are based on other accounting
estimates such as profitability by tax unit, which compound
the risk related to the estimated ETR. Further, the percentage
depletion allowance may not increase or decrease propor-
tionately to a change in pretax earnings.

To calculate the estimated ETR for any year, management
uses actual information where practical. Certain permanent
and temporary differences, including deductions for per-
centage depletion allowances, are estimated at the time the
provision for income taxes is calculated. After estimating
amounts that management considers reasonable under the
circumstances, a provision for income taxes is recorded.

Each quarter, management updates the estimated ETR for
the current year based on events that occur during the
quarter. For example, changes to forecasts of annual sales
and related earnings, purchases and sales of business units
and product mix subject to different percentage depletion
rates are reflected in the quarterly estimate of the annual
ETR. As required by FAS 109, some events may be treated
as discrete events and the tax impact is fully recorded in
the quarter in which the discrete event occurs. For exam-
ple, the estimated ETR for the first quarter of 2008 was
positively affected by the reversal of reserves for certain
uncertain tax positions. Additionally, the estimated ETR for
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the third quarter reflects the filing of the prior year federal
and state income tax returns that adjust prior estimates
of permanent and temporary differences, the evaluation
of the deferred tax balances and the related valuation
allowances, and the reversal of any tax reserves for which
the statute of limitations expire. Further, at the end of the
fourth quarter, certain estimates were adjusted to reflect
actual reported annual sales and related earnings and
any changes in permanent differences. Historically, the
Corporation’s adjustment of prior estimates of permanent
and temporary differences has not been material to its
results of operations or total tax expense.

For 2008, an overall estimated ETR of 30.5% was used
to calculate the provision for income taxes, a portion of
which was allocated to discontinued operations. The esti-
mated ETR is sensitive given that changes in the rate can
have a significant impact on annual earnings. A change of
100 basis points in the estimated ETR would affect 2008
income tax expense by $2.6 million.

All income tax filings are subject to examination by fed-
eral, state and local regulatory agencies, generally within
three years of the filing date. In accordance with Financial
Accounting Standards Board Interpretation No. 48,
Accounting for Uncertainty in Income Taxes, an Interpretation
of FAS 109 (“FIN 48”), the Corporation has established
reserves of $15.5 million for uncertain tax positions at
December 31, 2008. FIN 48 requires the recognition of
a tax benefit when it is more-likely-than-not, based on
the technical merits, that the position would be sustained
upon examination by a taxing authority. FIN 48 reserves
are analyzed quarterly and, if necessary, are adjusted based
on changes in underlying facts and circumstances. In
2008, the Corporation settled its Internal Revenue Service
(“IRS") examination of its 2004 and 2005 tax years with
the exception of one issue that has been appealed. The
effective settlement of the agreed upon issues resulted in a
reversal into income of $3.4 million of reserves for uncer-
tain tax positions. The Corporation does not expect any
unrecognized tax benefits to significantly change during
2009. The Corporation’s open tax years that are subject
to federal examination are 2006 to 2008. Further, certain
state and foreign tax jurisdictions have open tax years from
2001 to 2008.
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Property, Plant and Equipment

Property, plant and equipment represent 56% of total
assets at December 31, 2008 and accordingly, account-
ing for these assets represents a critical accounting policy.
Useful lives of the assets can vary depending on factors,
including production levels, geographic location, portabil-
ity and maintenance practices. Additionally, climate and
inclement weather can reduce the useful life of an asset.
Historically, the Corporation has not recognized significant
losses on the disposal or retirement of fixed assets.

The Corporation evaluates aggregates reserves in several
ways, depending on the geology at a particular location
and whether the location is a potential new site (greensite),
an acquisition or an existing operation. Greensites require
a more extensive drilling program that is undertaken
before any significant investment is made in terms of time,
site development or efforts to obtain appropriate zoning
and permitting (see section Environmental Regulation and
Litigation on pages 60 and 61). The amount of overburden
and the quality of the aggregates material are significant
factors in determining whether to pursue opening the site.
Further, the estimated average selling price for products
in a market is also a significant factor in concluding that
reserves are economically mineable. If the Corporation’s
analysis based on these factors is satisfactory, the total
aggregates reserves available are calculated and a deter-
mination is made whether to open the location. Reserve
evaluation at existing locations is typically performed to
evaluate purchasing adjoining properties and, for quality
control, calculating overburden volumes and mine plan-
ning. Reserve evaluation of acquisitions may require a
higher degree of sampling to locate any problem areas that
may exist and to verify the total reserves.

Well-ordered subsurface sampling of the underlying
deposit is basic to determining reserves at any location.
This subsurface sampling usually involves one or more
types of drilling, determined by the nature of the mate-
rial to be sampled and the particular objective of the
sampling. The Corporation’s objectives are to ensure that
the underlying deposit meets aggregates specifications
and the total reserves on site are sufficient for mining and
economically recoverable. Locations underlain with hard
rock deposits, such as granite and limestone, are drilled
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using the diamond core method, which provides the most
useful and accurate samples of the deposit. Selected core
samples are tested for soundness, abrasion resistance and
other physical properties relevant to the aggregates indus-
try. The number and depth of the holes are determined
by the size of the site and the complexity of the site-
specific geology. Geological factors that may affect the
number and depth of holes include faults, folds, chemical
irregularities, clay pockets, thickness of formations and
weathering. A typical spacing of core holes on the area to
be tested is one hole for every four acres, but wider spac-
ing may be justified if the deposit is homogeneous.

Despite previous drilling and sampling, once accessed, the
quality of reserves within a deposit can vary. Construction
contracts, for the infrastructure market in particular, include
specifications related to the aggregates material. If a flaw in
the deposit is discovered, the aggregates material may not
meet the required specifications. This can have an adverse
effect on the Corporation’s ability to serve certain custom-
ers or on the Corporation’s profitability. In addition, other
issues can arise that limit the Corporation’s ability to access
reserves in a particular quarry, including geological occur-
rences, blasting practices and zoning issues.

Locations underlain with sand and gravel are typically
drilled using the auger method, whereby a 6-inch cork-
screw brings up material from below the ground which
is then sampled. Deposits in these locations are typically
limited in thickness, and the quality and sand-to-gravel
ratio of the deposit can vary both horizontally and verti-
cally. Hole spacing at these locations is approximately one
hole for every acre to ensure a representative sampling.

The geologist conducting the reserve evaluation makes
the decision as to the number of holes and the spacing in
accordance with standards and procedures established by
the Corporation. Further, the anticipated heterogeneity
of the deposit, based on U.S. geological maps, also dic-
tates the number of holes used.

The generally accepted reserve categories for the aggre-

gates industry and the designations the Corporation uses
for reserve categories are summarized as follow:
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Proven Reserves — These reserves are designated using
closely spaced drill data as described above and a deter-
mination by a professional geologist that the deposit
is relatively homogeneous based on the drilling results
and exploration data provided in U.S. geologic maps,
the U.S. Department of Agriculture soil maps, aerial
photographs and/or electromagnetic, seismic or other
surveys conducted by independent geotechnical engi-
neering firms. The proven reserves that are recorded
reflect reductions incurred as a result of quarrying
that result from leaving ramps, safety benches, pillars
(underground), and the fines (small particles) that will
be generated during processing. Proven reserves are
further reduced by reserves that are under the plant
and stockpile areas, as well as setbacks from neighbor-
ing property lines. The Corporation typically assumes
a loss factor of 25%. However, the assumed loss fac-
tor at coastal operations is approximately 50% due to
the nature of the material. The assumed loss factor for
underground operations is 35% due to pillars.

Probable Reserves — These reserves are inferred
utilizing fewer drill holes and/or assumptions about
the economically recoverable reserves based on local
geology or drill results from adjacent properties.

The Corporation’s proven and probable reserves reflect
reasonable economic and operating constraints as to
maximum depth of overburden and stone excavation,
and also include reserves at the Corporation’s inactive and
undeveloped sites, including some sites where permitting
and zoning applications will not be filed until warranted
by expected future growth. The Corporation has histori-
cally been successful in obtaining and maintaining appro-
priate zoning and permitting (see section Environmental
Regulation and Litigation on pages 60 and 61).

Mineral reserves and mineral interests, when acquired in
connection with a business combination, are valued using
an income approach over the life of the proven and prob-
able reserves.
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The Corporation uses proven and probable reserves as the
denominator in its units-of-production calculation to record
depletion expense for its mineral reserves and mineral inter-
ests. During 2008, depletion expense was $4.6 million.

The Corporation begins capitalizing quarry development
costs at a point when reserves are determined to be prov-
en or probable, economically mineable and when demand
supports investment in the market. Capitalization of these
costs ceases when production commences. Quarry devel-
opment costs are classified as land improvements.

There is diversity within the mining industry regarding the
accounting treatment used to record pre-production strip-
ping costs. At existing quarries, new pits may be developed
to access additional reserves. Some companies within the
industry expense pre-production stripping costs associated
with new pits within a quarry. In making its determination
as to the appropriateness of capitalizing or expensing pre-
production stripping costs, management reviews the facts
and circumstances of each situation when additional pits
are developed within an existing quarry. If the additional pit
operates in a separate and distinct area of a quarry, the costs
are capitalized as quarry development costs and depreciated
over the life of the uncovered reserves. Further, a separate
asset retirement obligation is created for additional pits
when the liability is incurred. Once a pit enters the produc-
tion phase, all post-production stripping costs are expensed
as incurred as periodic inventory production costs. During
2008, the Corporation capitalized $3.9 million of quarry
development costs for a new pit being created at its Three
Rivers quarry in Smithland, Kentucky.

Inventory Standards

The Corporation values its finished goods inventories under
the first-in, first-out methodology using standard costs. For
quarries, the standards are developed using production
costs for a twelve-month period, in addition to complying
with the principle of lower of cost or market, and adjusting,
if necessary, for normal capacity levels and abnormal costs.
In addition to production costs, the standards for sales yards
include a freight component for the cost of transporting
the inventory from a quarry to the sales yard and materials
handling costs. Preoperating start-up costs are expensed as
incurred and are not capitalized as part of inventory costs.
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Standard costs are updated on a quarterly basis to match
finished goods inventory values with changes in production

amortization expense, an increase in receivables due to
slower payments from customers, and less cash paid for
income taxes. The increase in receiv-

costs and production volumes. In periods
in which production costs, in particular
energy costs, and/or production volumes

OPERATING CASH FLOW

(in millions)

ables was in line with the increase in
sales. These factors were partially offset

have changed significantly from the prior
period, the revision of standards can have
a significant impact on the Corporation’s
operating results (see section Cost Structure
on pages 56 through 58).

Liquidity and Cash Flows

Operating Activities

The primary source of the Corporation’s
liquidity during the past three years
has been cash generated from its oper-
ating activities. Cash provided by
operations was $341.7 million in 2008,
compared with $395.6 million in 2007
and $338.2 million in 2006. These cash
flows were derived, substantially, from

net earnings before deducting cer-

‘04 05

Source: Corporation data

by higher excess tax benefits attrib-
$396 utable to stock-based compensation
transactions.

Investing Activities

Net cash used for investing activities was
$450.8 million in 2008, $256.0 million in
2007 and $213.4 million in 2006.

Cash used for investing activities was
$194.7 million higher in 2008 com-
pared with 2007. The increase was due
to an increase of $206.3 million paid
for acquisitions, primarily related to
the exchange transaction with Vulcan

06 07 ’08 Materials Company.

tain noncash charges for depreciation,

depletion and amortization of its properties and intangible
assets. Depreciation, depletion and amortization for the
years ended December 31 were as follow:

(add 000) 2008 2007 2006
Depreciation $163,334 $142,938 $130,608
Depletion 4,644 4,489 6,258
Amortization 3,151 2,911 4,563
Total $171,129 $150,338 §$141,429

The $53.8 million decrease in cash provided by operating
activities in 2008 compared with 2007 is due to lower net
earnings before depreciation, depletion and amortization
expense and gains on sales of assets, and a reduction in
accounts payable due to the timing of payments. This was
offset by a reduction in receivables due to lower sales,
lower cash taxes due to lower earnings and higher bene-
fits from bonus depreciation deductions, and lower excess
tax benefits from stock-based compensation transactions
due to lower intrinsic gains on stock option exercises.

The increase in cash provided by operating activities in
2007 compared with 2006 of $57.4 million is due to
higher net earnings before depreciation, depletion and
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Cash used for investing activities was
$42.6 million higher in 2007 compared with 2006. The
increase was primarily related to lower proceeds from
the sale of assets, including investments, during 2007.
Additionally, 2007 reflects an increase in payments for
acquisitions to $12.2 million from $3.0 million in 2006.

Capital spending by reportable segment, excluding acqui-
sitions, was as follows for 2008, 2007 and 2006:

(add 000) 2008 2007 2006
Mideast Group $ 83,566 $ 91,594 $§ 71,332
Southeast Group 92,474 58,637 51,252
West Group 63,750 84,933 115,726
Total Aggregates Business 239,790 235,164 238,310
Specialty Products 9,814 10,508 12,985
Corporate 8,642 19,251 14,681
Total $ 258,246 $ 264,923  $ 265,976

Spending for property, plant and equipment is expected
to approximate $185 million in 2009, including the Hunt
Martin Materials joint venture but exclusive of acquisi-
tions. However, 2009 capital spending could be reduced,
if necessary, to a maintenance level, defined as aggregates
depreciation, depletion and amortization.
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Proceeds from divestitures and sales of assets include the
cash from the sales of surplus land and equipment and the
divestitures of several Aggregates operations. These pro-
ceeds provided pretax cash of $26.0 million, $21.1 million
and $30.6 million in 2008, 2007 and 2006, respectively.

Financing Activities

A total of $126.8 million was provided by financing activi-
ties in 2008. The Corporation used $151.8 million and
$169.2 million of cash for financing activities during 2007
and 2006, respectively.

In 2008, the Corporation had net borrowings of long-
term debt of $220.8 million, excluding debt issuance
costs, primarily related to the issuance of $300.0 million of
Senior Notes and $200.0 million of borrowings under the
Corporation’s credit agreement offset by the repayment of
$200.0 million of Notes and $72.0 million of commercial
paper borrowings. In 2007, the Corporation had net bor-
rowings of long-term debt of $418.1 million, excluding debt
issue costs related to the issuance of $250.0 million of Senior
Notes and $225.0 million of Floating Rate Senior Notes. The
Corporation had net borrowings of $0.1 million in 2006.

During 2007 and 2006, the Corporation repurchased shares
of common stock through open market transactions pursuant
to authority granted by its Board of Directors. In 2007, the
Corporation repurchased 4,189,100 shares at an aggregate
price of $575.2 million as compared with 1,874,200 shares at
an aggregate price of $172.9 million in 2006. $24.0 million of
the 2007 repurchases were settled in January 2008.

In 2008, the Board of Directors approved total cash dividends
on the Corporation’s common stock of $1.49 per share.
Regular quarterly dividends were authorized and paid by the
Corporation at a rate of $0.345 per share for the first and
second quarters and at a rate of $0.40 per share for the third
and fourth quarters. Total cash dividends were $62.5 million
in 2008, $53.6 million in 2007 and $46.4 million in 2006.

During 2008, the Corporation issued stock under its
stock-based award plans, providing $3.3 million in cash.
Comparable cash provided by issuances of common stock
was $14.6 million and $31.5 million in 2007 and 2006,
respectively.
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Excess tax benefits from stock-based compensation trans-
actions were $3.3 million in 2008, $23.3 million in 2007
and $17.5 million in 2006.

Capital Structure and Resources

Long-term debt, including current maturities, increased to
$1.355 billion at the end of 2008 from $1.124 billion at the
end of 2007, primarily due to the issuance of $300.0 million
of 6.6% Senior Notes due in 2018 (the “6.6% Senior Notes”)
and $200.0 million of borrowings under the Corporation’s
credit agreement. This debt was incurred to finance the
acquisition of six quarries from Vulcan Materials Company
and to repay $72.0 million of commercial paper and $200.0
million of 5.875% Notes that matured on December 1,
2008. The Corporation’s debt at December 31, 2008 was
principally in the form of publicly issued long-term notes and
debentures and issuances of credit agreement borrowings.

In connection with the issuance of the 6.6% Senior Notes, the
Corporation unwound its two forward starting interest rate
swap agreements with a total notional amount of $150.0
million (the “Swap Agreements”). The Corporation made
a payment of $11.1 million, which represented the fair
value of the Swap Agreements on the date of termination.
The accumulated other comprehensive loss at the date
of termination will be recognized in earnings over the
10-year life of the 6.6% Senior Notes.

On April 10, 2008, the Corporation amended its unse-
cured $250.0 million Credit Agreement to add another class
of loan commitments which had the effect of increasing
the borrowing base under the agreement by $75.0 million
(hereinafter, the “Credit Agreement”). Borrowings under
the Credit Agreement are unsecured and may be used
for general corporate purposes, including to support the
Corporation’s commercial paper program. The Credit
Agreement expires on June 30, 2012.

On October 24, 2008, the Corporation further amended
its Credit Agreement to provide for an increased lever-
age covenant. As amended, the Corporation’s ratio of
consolidated debt to consolidated EBITDA, as defined,
for the trailing twelve months (the “Ratio”) may not
exceed 3.25 to 1.00 as of the end of any fiscal quarter
and may exclude debt incurred in connection with an
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acquisition for a period of 180 days provided that the
Ratio does not exceed 3.50 to 1.00. In exchange for
the covenant modification, the Corporation agreed to
an increase in the drawn facility fee under a pricing
grid tied to its long-term debt rating, currently LIBOR
plus 225 basis points. The Ratio is calculated as total
long-term debt divided by consolidated EBITDA, as
defined, for the trailing twelve months. Consolidated
EBITDA is generally defined as earnings before inter-
est expense, income tax expense, and depreciation,
depletion and amortization expense for continuing
operations. Additionally, stock-based compensation
expense is added back and interest income is deducted
in the calculation of consolidated EBITDA. Certain other
nonrecurring items and noncash items, if they occur,
can affect the calculation of consolidated EBITDA. At
December 31, 2008, the Corporation’s ratio of consoli-
dated debt to consolidated EBITDA, as defined, for the
trailing twelve month EBITDA was 2.67 and was calcu-
lated as follows (dollars in thousands):
Twelve-Month Period

January 1, 2008 to
December 31, 2008

Earnings from continuing operations $ 171,477
Add back:
Interest expense 74,299
Income tax expense 71,822

Depreciation, depletion and amortization expense 169,565

Stock-based compensation expense 21,865
Deduct:

Interest income (1,005)
Consolidated EBITDA, as defined $ 508,023
Consolidated debt at December 31, 2008 $1,354,944
Consolidated debt-to-consolidated EBITDA, as

defined, at December 31, 2008 for trailing

twelve-month EBITDA 2.67

In the event of a default on the leverage ratio, the lenders
can terminate the Credit Agreement and declare any out-
standing balance as immediately due.

On December 1, 2008, the Corporation refinanced $200.0
million of 5.875% Notes by drawing on the available credit
under its Credit Agreement.
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Shareholders’ equity increased to $1.022 billion at
December 31, 2008 from $946.0 million at December
31, 2007. At December 31, 2008, the Corporation rec-
ognized accumulated other comprehensive loss of $101.7
million, resulting from foreign currency translation gains,
unrecognized actuarial losses and prior service costs
related to pension and postretirement benefits and the
unrecognized amounts related to the Swap Agreements.
At December 31, 2008, 5.0 million shares of common
stock were remaining under the Corporation’s repurchase
authorization. The Corporation may repurchase shares of
its common stock in the open market or through private
transactions at such prices and upon such terms as the
Chairman and Chief Executive Officer deem appropriate.

At December 31, 2008, the Corporation had $37.8 million
in cash. Of this amount, $25.9 million was deposited in
an overnight bank time deposit account. The remaining
cash and cash equivalents represent deposits in transit to
the Corporation’s lockbox accounts and deposits held at
local banks. The Corporation manages its cash and cash
equivalents to ensure that short-term operating cash
needs are met and that excess funds are managed effi-
ciently. The Corporation subsidizes shortages in operating
cash through short-term borrowings on its available line
of credit. The Corporation typically invests excess funds in
Eurodollar time deposit accounts, which are exposed to
bank solvency risk and are not FDIC insured. Funds not
yet available in lockboxes generally exceed the $250,000
FDIC insurance limit. The Corporation’s cash management
policy prohibits cash and cash equivalents over $100 mil-
lion to be maintained at any one bank.

Cash on hand, along with the Corporation’s projected
internal cash flows and availability of financing resources,
including its access to debt and equity capital markets,
are expected to continue to be sufficient to provide the
capital resources necessary to support anticipated operat-
ing needs, cover debt service requirements, meet capital
expenditures and discretionary investment needs and
allow for payment of dividends for the foreseeable future.
As of December 31, 2008, the Corporation had $123
million of unused borrowing capacity under its Credit
Agreement, subject to complying with the related lever-
age covenant. The Corporation’s ability to borrow or issue
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securities is dependent upon, among other things, prevail-
ing economic, financial and market conditions (see Section
Current Market Environment and Related Risks on page 62).
Based on discussions with the Corporation’s bank group,
the Corporation expects to have continued access to the
public credit market, although at a higher cost of debt when
compared with its 5.5% weighted average interest rate at
December 31, 2008.

The Corporation may be able to obtain incremental liquid-
ity by using its accounts receivable as collateral under a
secured financing arrangement. Borrowings under such
a facility would be limited based on the balance of the
Corporation’s accounts receivable.

The Corporation may be required to obtain financing in
order to fund certain strategic acquisitions, if any such
opportunities arise, or to refinance outstanding debt. Any
strategic acquisition of size would require an appropriate
balance of newly issued equity with debt in order to main-
tain an investment grade credit rating. Furthermore, the
Corporation is exposed to risk from tightening credit mar-
kets, through the interest cost related to its $225.0 million
Floating Rate Senior Notes due in 2010 and the interest
cost related to its commercial paper program, to the
extent that it is available to the Corporation. On October
24, 2008, Moody’s downgraded the Corporation’s long-
term rating to Baa3 from Baal and downgraded its com-
mercial paper rating to P-3 from P-2 with a stable outlook.
On October 29, 2008, Standard & Poor’s (“S&P”) reaf-
firmed the Corporation’s senior unsecured debt rating of
BBB+ and downgraded the outlook to negative. The S&P
commercial paper rating of A-2 remained unchanged.
While management believes its credit ratings will remain
at an investment-grade level, no assurance can be given
that these ratings will remain at those levels.

Contractual and Off Balance Sheet Obligations

At December 31, 2008, the Corporation’s recorded benefit
obligation related to postretirement benefits totaled $47.1
million. These benefits will be paid from the Corporation’s
assets. The obligation, if any, for retiree medical payments
is subject to the terms of the plan.
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The Corporation has other retirement benefits related to
the SERP. At December 31, 2008, the Corporation had a
total obligation of $35.7 million related to this plan.

In connection with normal, ongoing operations, the
Corporation enters into market-rate leases for property,
plant and equipment and royalty commitments principally
associated with leased land.Additionally, the Corporation
enters into equipment rentals to meet shorter-term, non-
recurring and intermittent needs and capital lease agree-
ments for certain machinery and equipment. At December
31, 2008, the Corporation had $0.4 million of capital lease
obligations. For operating leases and royalty agree-
ments, amounts due are expensed in the period incurred.
Management anticipates that in the ordinary course of
business, the Corporation will enter into royalty agree-
ments for land and mineral reserves during 2009.

The Corporation has $15.5 million of accruals for uncer-
tain tax positions in accordance with FIN 48. Such
accruals may become payable if the tax positions are not
sustained upon examination by a taxing authority.

The Corporation is a minority member of a limited liability
company whereby the majority member is paid preferred
returns. The Corporation does not have the right to
acquire the remaining interest of the limited liability com-
pany until 2010.

The Corporation has purchase commitments for prop-
erty, plant and equipment, which were $8.2 million as of
December 31, 2008. The Corporation also has other pur-
chase obligations related to energy and service contracts
which totaled $52.3 million as of December 31, 2008.
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The Corporation’s contractual commitments as of December 31, 2008 are as follow:

has indemnified the underwrit-
ing insurance company against

(add 000) Total <1yr 1-3 yrs. 3-5yrs. > 5yrs.
ON BALANCE SHEET: any exposure under the Sl‘JI‘ety
Long-term debt $1,354,944  $202,530  $478,619 § 2,913 $ 670,882 bonds. In the Corporation’s
Postretirement benefits 47,074 2,900 7,535 7,897 28,742 past experience, no material
SERP 35,708 550 15,930 2,830 16,398 i _
Capital leases 423 121 302 _ _ claims have been made against
Uncertain tax positions 15,482 — 15,482 — — these financial instruments.
Other commitments 724 32 69 76 547
OFF BALANCE SHEET: o
Interest on noncallable Quantitative and
publicly-traded Qualitative Disclosures
long-term debt 837,368 69,522 118,208 88,350 561,288 .
Preferred payments to about Market Risk
LLC majority member 2,416 707 1,709 — - As discussed earlier, the
Operating leases 367,809 71,463 95,228 76,626 124,492 - .
Royalty agreements 63,825 7,677 13,045 9,273 33,830 C.Orporat'on s operations are
Purchase commitments - capital 8,199 8,199 — — — highly dependent upon the
Other commitments - energy interest rate-sensitive construc-
and services 52,338 26,333 24,124 1,881 — . L. .
tion and steelmaking industries.
Total $2,786,310 $390,034  $770,251  $189,846 $1,436,179

Notes A, G, J, L and N to the audited consolidated financial
statements on pages 13 through 19; 22 and 23; 26
through 30; 32 and 33; and 34 and 35, respectively, con-
tain additional information regarding these commitments
and should be read in conjunction with the above table.

Contingent Liabilities and Commitments

The Corporation has entered into standby letter of credit
agreements relating to workers’ compensation and automo-
bile, marine and general liability self-insurance. On December
31, 2008, the Corporation had contingent liabilities guaran-
teeing its own performance under these outstanding letters
of credit of approximately $23.1 million.

In the normal course of business at December 31, 2008,
the Corporation was contingently liable for $111.7 mil-
lion in surety bonds underwritten by Safeco Corporation,
a subsidiary of Liberty Mutual Group, that guarantee its
own performance and are required by certain states and
municipalities and their related agencies. Certain of the
bonds guarantee performance of obligations, including
asset retirement requirements, that are accrued on the
Corporation’s balance sheet. The bonds are principally for
certain construction contracts, reclamation obligations and
mining permits. Four of these bonds total $40.7 million,
or 36% of all outstanding surety bonds. The Corporation
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Consequently, these market-
places could experience lower
levels of economic activity in an environment of rising
interest rates or escalating costs (see Business Environment
section on pages 48 through 64).

The current credit environment has negatively affected
the economy and management has considered the
potential impact to the Corporation’s business. Demand
for aggregates products, particularly in the commercial
and residential construction markets, could continue to
decline if companies and consumers are unable to obtain
financing for construction projects or if the economic
recession causes delays or cancellations to capital projects.
Additionally, access to the public debt markets has been
limited and, when available, has been at interest rates that
are significantly higher than the Corporation’s weighted-
average interest rate on outstanding debt. The lack of
available credit has also lessened states’ abilities to issue
bonds to finance construction projects.

Demand in the residential construction market is affected
by interest rates. The Federal Reserve cut the federal funds
rate by 425 basis points to zero percent in 2008. The resi-
dential construction market accounted for approximately
9 percent of the Corporation’s aggregates product line
shipments in 2008.
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Aside from these inherent risks from within its operations,
the Corporation’s earnings are affected also by changes in
short-term interest rates as a result of any temporary cash
investments, including money market funds and over-
night investments in Eurodollar time deposit accounts;
any outstanding short-term facility borrowings; Floating
Rate Senior Notes; and defined benefit pension plans.
Additionally, the Corporation’s earnings are affected by
petroleum-based product costs. The Corporation has no
counterparty risk.

Short-Term Facility Borrowings

The Corporation has a $325.0 million credit agreement
which supports its commercial paper program. Borrowings
under this facility bear interest at a variable interest rate.
The effect of a hypothetical 100-basis-point increase in
interest rates on borrowings of $200.0 million, which is
the outstanding balance at December 31, 2008, would
increase interest expense by $2.0 million on an annual
basis. The Corporation has a $325.0 million commercial
paper program in which borrowings bear interest at a vari-
able rate based on LIBOR. At December 31, 2008, there
were no outstanding commercial paper borrowings.

Floating Rate Senior Notes

The Corporation has $225.0 million of Floating Rate
Senior Notes that bear interest at a rate equal to the three-
month LIBOR plus 0.15%. As the Floating Rate Senior
Notes bear interest at a variable rate, the Corporation has
interest rate risk. The effect of a hypothetical 100 basis
point increase in interest rates on borrowings of $225.0
million would increase interest expense by $2.3 million
on an annual basis.

Pension Expense

The Corporation’s results of operations are affected by its
pension expense. Assumptions that affect this expense
include the discount rate and, for the defined benefit
pension plans only, the expected long-term rate of return
on assets. Therefore, the Corporation has interest rate
risk associated with these factors. The impact of hypo-
thetical changes in these assumptions on the Corporation’s
annual pension expense is discussed in the section Critical
Accounting Policies and Estimates on pages 64 through 73.
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Petroleum-Based Product Costs

Petroleum-based product costs, including diesel fuel, natural
gas and liquid asphalt, represent significant production
costs for the Corporation. Increases in the prices of these
products generally are tied to energy sector inflation. In
2008, increases in the prices of these products lowered
earnings per diluted share by $0.65. A hypothetical 10%
change in the Corporation’s petroleum-based product
prices in 2009 as compared with 2008, assuming constant
volumes, would impact 2009 pretax earnings by approxi-
mately $20.7 million.

Aggregate Risk for Interest Rates and Energy
Sector Inflation

The pension expense for 2009 is calculated based on
assumptions selected at December 31, 2008. Therefore,
assuming no commercial paper borrowings, interest rate
risk in 2009 is limited to the potential effect related to the
Floating Rate Senior Notes and borrowings under short-
term facilities. The effect of a hypothetical increase in
interest rates of 1% on the $225.0 million of Floating Rate
Senior Notes and $200.0 million of borrowings under the
credit agreement would be an increase of $4.3 million in
interest expense on an annual basis. Additionally, a 10%
change in petroleum-based product costs would impact
annual pretax earnings by approximately $20.7 million.
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Forward-Looking Statements — Safe Harbor Provisions

If you are interested in Martin Marietta Materials, Inc. stock, management recommends that, at a minimum, you
read the Corporation’s current annual report and Forms 10-K, 10-Q and 8-K reports to the SEC over the past year.
The Corporation’s recent proxy statement for the annual meeting of shareholders also contains important informa-
tion. These and other materials that have been filed with the SEC are accessible through the Corporation’s web site at
www.martinmarietta.com and are also available at the SEC’s web site at www.sec.gov. You may also write or call the
Corporation’s Corporate Secretary, who will provide copies of such reports.

Investors are cautioned that all statements in this annual report that relate to the future are forward-looking statements
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities and Exchange Act
of 1934 and involve risks and uncertainties, and are based on assumptions that the Corporation believes in good faith
are reasonable but which may be materially different from actual results. Forward-looking statements give the investor
management’s expectations or forecasts of future events. You can identify these statements by the fact that they do not
relate only to historical or current facts. They may use words such as “anticipate,” “expect,” “should be,” “believe,” and
other words of similar meaning in connection with future events or future operating or financial performance. Any or
all of management’s forward-looking statements here and in other publications may turn out to be wrong.

Factors that the Corporation currently believes could cause actual results to differ materially from the forward-looking
statements include, but are not limited to, the performance of the United States economy and assumed stabilization in
the second half of 2009; the level and timing of federal and state transportation funding, particularly in North Carolina,
one of the Corporation’s largest and most profitable states, and Georgia, Texas and South Carolina, which when coupled
with North Carolina, represented 52% of 2008 net sales in the Aggregates business; the ability of states and/or other
entities to finance approved projects; levels of construction spending in the markets the Corporation serves; the severity
of a continued decline in the residential construction market and the slowing growth rate in commercial construction,
notably office and retail space; unfavorable weather conditions, particularly Atlantic Ocean hurricane activity, the late start
to spring or the early onset of winter and the impact of the drought in the southeastern United States; the volatility of
fuel costs, particularly diesel fuel, and the impact on the cost of other consumables, namely steel, explosives, tires and
conveyor belts; continued increases in the cost of other repair and supply parts; transportation availability, notably barge
availability on the Mississippi River system and the availability of railcars and locomotive power to move trains to supply
the Corporation’s Texas, Florida and Gulf Coast markets; increased transportation costs, including increases from higher
passed-through energy costs and higher volumes of rail and water shipments; further weakening in the steel industry
markets served by the Corporation’s dolomitic lime products; increased interest cost resulting from further tightening of
the credit markets or the unavailability of credit; changes in tax laws, the interpretation of such laws and/or administrative
practices that would increase the Corporation’s tax rate; violation of the debt covenant if volumes decline worse than
expected; downward pressure on the Corporation’s common stock price and its impact on goodwill impairment evalu-
ations; and other risk factors listed from time to time found in the Corporation’s filings with the Securities and Exchange
Commission. Other factors besides those listed here may also adversely affect the Corporation, and may be material to
the Corporation. The Corporation assumes no obligation to update any such forward-looking statements.

For a discussion identifying some important factors that could cause actual results to vary materially from those anticipated
in the forward-looking statements, see the Corporation’s Securities and Exchange Commission filings including, but not
limited to, the discussion of “Competition” in the Corporation’s Annual Report on Form 10-K, “Management’s Discussion
and Analysis of Financial Condition and Results of Operations” on pages 38 through 79 of the 2008 Annual Report and
“Note A: Accounting Policies” and “Note N: Commitments and Contingencies” of the “Notes to Financial Statements”
on pages 13 through 19 and 34 and 35, respectively, of the audited consolidated financial statements included in the
2008 Annual Report.
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QUARTERLY PERFORMANCE
(unaudited)

(add 000, except per share and stock prices)

Total Revenues Net Sales Gross Profit Net Earnings
Quarter 2008 2007 2008 2007 2008’ 20073 2008*7 200756
First $ 451,559 § 457,491 $ 396,293 $ 410,211 $ 75,148 $ 93,798 $ 20,864 $ 32,990
Second 597,827 589,435 526,420 529,351 139,463 177,991 63,805 82,952
Third 599,211 615,383 526,152 544,390 151,631 167,324 66,326 90,266
Fourth 471,484 532,595 414,467 471,925 104,113 129,766 25,261 56,541
Totals $2,120,081 $2,194,904 $1,863,332 $1,955,877 $ 470,355 $568,879 $176,256 $262,749

Per Common Share

Stock Prices

Basic Earnings! Diluted Earnings! Dividends Paid High Low High Low
Quarter 2008*7 200756 2008*7 200756 2008 2007 2008 2007
First $0.50 $0.74 $0.50 $0.73 $0345 $0.275  $13254 $ 95.02 $137.27 $ 98.91
Second 1.54 1.95 1.52 1.92 0.345 0.275  $125.19 $102.16 $170.25 $131.64
Third 1.60 2.16 1.58 212 0.40 0.345  $12497 § 90.05 $165.97  $116.52
Fourth 0.61 1.35 0.60 1.33 0.40 0.345  $110.93 § 58.62 $144.28  $114.40
Totals $4.26 $6.16 $4.20 $6.06 $1.49 $1.24

1 The sum of per-share earnings by quarter may not equal earnings per share for the year due to changes in average share calculations. This is in accordance with prescribed reporting
requirements.

2 Gross profit in the fourth quarter of 2008 included a $3.2 million charge related to the resolution of a royalty dispute.
3 Gross profit in the second quarter of 2007 included a $9.0 million write up of finished goods inventory to reflect increasing production costs and transportation costs to distribution yards.

4 Net earnings and basic and diluted earnings per common share in the first quarter of 2008 included the reversal of $3.4 million, or $0.08 per basic and diluted share, in tax reserves for the
effective settlement of agreed upon issues from the Internal Revenue Service examination that covered the 2004 and 2005 tax years.

5 Net earnings and basic and diluted earnings per common share in the second quarter of 2007 included $5.5 million, or $0.13 per basic and diluted share, for the write up of finished goods
inventory to reflect increasing production costs and transportation costs to distribution yards.

6 Net earnings and basic and diluted earnings per common share in the third quarter of 2007 included the reversal of $4.8 million, or $0.11 per basic and diluted share, in tax reserves upon
the expiration of the statute of limitations for federal examination of certain tax years.

7 Net earnings and basic and diluted earnings per common share in the fourth quarter of 2008 were reduced by $1.9 million, or $0.05 per basic and diluted share, related to the resolution
of a royalty dispute, $3.3 million, or $0.08 per basic and diluted share, for the accrual of severance and other termination costs in connection with the Corporation’s reduction in workforce
and $2.0 million, or $0.05 per basic and diluted share, for the writeoff of certain assets related to the structural composites product line.

At February 6, 2009, there were 826 shareholders of record.

The following presents total revenues, net sales, net earnings (loss) and earnings per diluted share attributable to discontinued operations:

(add 000, except per share)

Total Revenues Net Sales Net Earnings (Loss) Earnings per Diluted Share'
Quarter 2008 2007 2008 2007 2008 2007 2008 2007
First $ 2450 § 4750 $ 2339 §$ 4,321 $ (166) $ 292 $ — $ 0.01
Second 1,025 5,857 938 5,454 4,298 529 0.10 0.01
Third 736 4,948 615 4,618 737 487 0.02 0.01
Fourth 58 3,972 58 3,598 (90) 316 — 0.01
Totals $ 4,269 $19,527 $ 3,950 $17,991 $ 4779 $ 1,624 $ 0.11 $ 0.04
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FIVE YEAR SELECTED FINANCIAL DATA

(add 000, except per share)

2008 2007 2006 2005 2004

Consolidated Operating Results
Net sales $1,863,332 $1,955,877 $1,916,898 $1,719,197 $1,478,886
Freight and delivery revenues 256,749 239,027 260,877 245,826 201,612

Total revenues 2,120,081 2,194,904 2,177,775 1,965,023 1,680,498
Cost of sales, other costs and expenses 1,544,921 1,543,053 1,541,770 1,422,334 1,257,522
Freight and delivery costs 256,749 239,027 260,877 245,826 201,612

Cost of operations 1,801,670 1,782,080 1,802,647 1,668,160 1,459,134
Other operating (income) and expenses, net (4,879) (18,103) (12,640) (16,158) (10,363)
Earnings from Operations 323,290 430,927 387,768 313,021 231,727
Interest expense 74,299 60,893 40,359 42,597 42,733
Other nonoperating (income) and expenses, net 5,692 (6,390) (2,743) (1,423) (607)
Earnings from continuing operations before taxes on income 243,299 376,424 350,152 271,847 189,601
Taxes on income 71,822 115,299 106,691 73,888 58,416
Earnings from continuing operations 171,477 261,125 243,461 197,959 131,185
Discontinued operations, net of taxes 4,779 1,624 1,961 (5,293) (2,022)
Net Earnings $ 176,256 $ 262,749 $ 245,422 $ 192,666 $ 129,163
Basic Earnings (Loss) Per Common Share:
Earnings from continuing operations $ 4.14 $ 6.12 $ 5.36 $ 4.25 $ 2.72
Discontinued operations 0.12 0.04 0.04 (0.11) (0.04)
Basic Earnings Per Common Share $ 4.26 $ 6.16 $ 5.40 $ 4.14 $ 2.68
Diluted Earnings (Loss) Per Common Share:
Earnings from continuing operations $ 4.09 $ 6.02 $ 5.25 $ 4.19 $ 2.70
Discontinued operations 0.11 0.04 0.04 (0.11) (0.04)
Diluted Earnings Per Common Share $ 4.20 $ 6.06 $ 5.29 $ 4.08 $ 2.66
Cash Dividends Per Common Share $ 1.49 $ 1.24 $ 1.01 $ 0.86 $ 0.76
Condensed Consolidated Balance Sheet Data
Current deferred income tax benefits $ 57,967 § 44,285 $ 25,317 $ 14,989 $ 5,750
Current assets — other 607,064 581,725 567,037 587,052 618,503
Property, plant and equipment, net 1,690,529 1,433,553 1,295,491 1,166,351 1,065,215
Goodwill 622,297 574,667 570,538 569,263 567,495
Other intangibles, net 13,890 9,426 10,948 18,744 18,642
Other noncurrent assets 40,755 40,149 37,090 76,917 80,247
Total Assets $3,032,502 $2,683,805 $2,506,421 $2,433,316 $2,355,852
Current liabilities — other $ 146,109 $ 230,480 $ 189,116 $ 199,259 $ 202,843
Current maturities of long-term debt and short-term facilities 202,530 276,136 125,956 863 970
Long-term debt 1,152,414 848,186 579,308 709,159 713,661
Pension and postretirement benefits 207,830 103,518 106,413 98,714 88,241
Noncurrent deferred income taxes 174,308 160,902 159,094 149,972 139,179
Other noncurrent liabilities 127,607 118,592 92,562 101,664 57,531
Shareholders’ equity 1,021,704 945,991 1,253,972 1,173,685 1,153,427
Total Liabilities and Shareholders’ Equity $ 3,032,502 $2,683,805 $2,506,421 $2,433,316 $2,355,852
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COMMON STOCK PERFORMANCE GRAPH

The following graph compares the performance of the Corporation’s common stock to that of the Standard and Poor’s (“S&P")
500 Index and the S&P 500 Materials Index.

COMPARISON OF CUMULATIVE TOTAL RETURN

MARTIN MARIETTA MATERIALS, INC., S&P 500 AND S&P 500 MATERIALS INDICES
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Cumulative Total Return
12/31/03 12/31/04 12/31/05 12/31/06 12/31/07 12/31/08
Martin Marietta Materials, Inc. $ 100.00 $ 116.09 $ 168.05 $ 230.03 $ 296.16 $ 219.94
S&P 500 Index $ 100.00 $110.84 $116.27 $ 134.60 $ 141.98 $ 89.53
S&P 500 Materials Index $ 100.00 $113.13 $118.43 $ 140.84 $172.49 $ 93.86
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PRINCIPAL OPERATING ELEMENTS

MARTIN MARIETTA AGGREGATES
Raleigh, North Carolina

MIDEAST GROUP SOUTHEAST GROUP WEST GROUP
Raleigh, North Carolina Atlanta, Georgia San Antonio, Texas

MARTIN MARIETTA SPECIALTY PRODUCTS
Raleigh, North Carolina

CORPORATE DIRECTORY: Corporate Officers
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Standing (left to right)

Roselyn R. Bar

Senior Vice President, General Counsel
and Corporate Secretary

Bruce A. Vaio

Executive Vice President

Stephen P. Zelnak, Jr.
Chairman, Board of Directors
and Chief Executive Officer

Anne H. Lloyd
Senior Vice President, Chief Financial
Officer and Treasurer

Seated (left to right)
Daniel G. Shephard
Executive Vice President

Jonathan T. Stewart
Senior Vice President, Human Resources

C. Howard Nye

President and Chief Operating Officer
Philip J. Sipling

Executive Vice President
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Stephen P. Zelnak, Jr.

Chairman, Board of Directors
and Chief Executive Officer
Martin Marietta Materials, Inc.

Mr. Zelnak has served as CEO of Martin
Marietta Materials since 1993. In 1997,
the Board of Directors elected Mr. Zelnak
Chairman of the Board.

Mr. Zelnak joined Martin Marietta Corporation in 1981 and has
been responsible for the Aggregates operations since 1982. He
served as president of the Materials group from 1992 until the
formation of Martin Marietta Materials in 1993. Mr. Zelnak is also a
Director of Beazer Homes USA, Inc.

Sue W. Cole
Principal
Granville Capital Inc.

Ms. Cole is a principal of Granville Capital Inc.,
a registered investment advisor with special-
ized expertise in hedge funds. Previously she
served as Regional Chief Executive Officer of
the Mid-Atlantic Region of United States Trust
Company, N.A., an integrated wealth management firm, from 2003
to 2006. Prior to that, she served as Chief Executive Officer and a
Director of U.S. Trust Company of North Carolina and its predecessor,
North Carolina Trust Company, from 2001 to 2003 and as President
from 1997 to 2003.

David G. Maffucci

Former Executive Vice President
Bowater Incorporated

Mr. Maffucci served as Executive Vice President
of Bowater Incorporated and President of its
Newsprint Division from 2005 to 2006. He
served as Chief Financial Officer of Bowater
Incorporated from 1995 to 2005. In 2007,
Bowater Incorporated combined with Abitibi — Consolidated Inc. to
form AbitibiBowater Inc., a producer of newsprint and commercial
printing papers, market pulp and wood products. He is a Director of
Xerium Technologies, Inc. and serves on its Audit and Compensation
Committees.

Martin Marietta Materials, Inc. and Consolidated Subsidiaries

William E. McDonald
Retired Senior Vice President,
Customer Service Operations
Sprint Corporation

Mr. McDonald served as Senior Vice
President, Customer Service Operations,
of Sprint Corporation until his retirement
on October 13, 2000. He was previously
President and Chief Executive Officer of Sprint Mid-Atlantic
Operations from 1993 through 1997 and President and Chief
Executive Officer for Sprint/United Telephone-Eastern from 1988
to 1993. Sprint Corporation provides telecommunications services
for individuals, businesses and local telephone services.

Frank H. Menaker, Jr.

Of Counsel
DLA Piper

Mr. Menaker is Of Counsel to the DLA Piper
international law firm, based in Washington,
D.C. Mr. Menaker previously served as
Senior Vice President and General Counsel
of Lockheed Martin Corporation, a defense,
aeronautics and aerospace company, from 1996 until 2005. He
retired from Lockheed Martin in 2006.

Laree E. Perez

Managing Partner
The Medallion Company, LLC

Ms. Perez is the Managing Partner in The
Medallion Company, LLC, an investment man-
agement company. From February 1996 until
September 2002, she was Vice President of
Loomis, Sayles & Company, L.P. Ms. Perez
was co-founder of Medallion Investment Company, Inc. and served
as President and Chief Executive Officer from November 1991 until
it was acquired by Loomis Sayles in 1996. Ms. Perez is a Director of
Reliant Energy, Inc. and is a member of its Audit and Nominating
and Governance Committees.
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Michael ). Quillen

Chairman, Board of Directors
and Chief Executive Officer
Alpha Natural Resources, Inc.

Mr. Quillen has served as Chief Executive
Officer of Alpha Natural Resources, Inc.,
since 2004 and has served as Chairman
of the Board since 2006. Alpha Natural
Resources, Inc., is a leading supplier of high-
quality Appalachian coal to electric utilities, steel and coke producers,
and industrial customers.

Dennis L. Rediker

Former President, Chief Executive Officer
and Director

The Standard Register Company

Mr. Rediker served as President, Chief
Executive Officer and a Director of The
Standard Register Company until his retire-
ment in 2008. The Standard Register
Company provides data management solutions ranging from
document management to fulfillment services to consulting and
e-business solutions for a variety of industries. Prior to joining
The Standard Register Company in 2000, he was Chief Executive
Officer of English China Clay. Mr. Rediker also currently serves on
the Board of Trustees of the National Composites Center.

Richard A. Vinroot

Partner
Robinson, Bradshaw & Hinson, P.A.

Mr. Vinroot has been a member of the law
firm of Robinson, Bradshaw & Hinson, P.A. in
Charlotte, North Carolina since 1969.

From 1991 to 1995, Mr. Vinroot served as
Mayor of Charlotte, North Carolina.
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CORPORATE DIRECTORY: Board Committees

AUDIT COMMITTEE
Mr. Maffucci, Chairman
Mr. Menaker

Ms. Perez

Mr. Rediker

ETHICS, ENVIRONMENT, SAFETY AND
HEALTH COMMITTEE

Mr. Vinroot, Chairman
Mr. Menaker

Ms. Perez

Mr. Quillen

Mr. Rediker

EXECUTIVE COMMITTEE
Mr. Zelnak, Chairman
Mr. McDonald

Mr. Menaker

FINANCE COMMITTEE
Ms. Perez, Chairman
Mr. Maffucci

Mr. Quillen

Mr. Rediker

MANAGEMENT DEVELOPMENT AND
COMPENSATION COMMITTEE

Mr. McDonald, Chairman
Ms. Cole
Mr. Menaker

NOMINATING AND CORPORATE
GOVERNANCE COMMITTEE

Ms. Cole, Chairman

Mr. McDonald

Mr. Vinroot
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GENERAL INFORMATION

NOTICE OF PROXY

A formal notice of the Annual Meeting of Shareholders
of the Corporation, together with a proxy and proxy
statement, will be mailed to each shareholder approxi-
mately four weeks prior to the meeting. Proxies will
be requested by the Board of Directors in connection
with the meeting.

ANNUAL REPORT ON FORM 10-K

Shareholders may obtain, without charge, a
copy of Martin Marietta Materials, Inc.'s Annual
Report on Form 10-K, as filed with the Securities
and Exchange Commission for the fiscal year
ended December 31, 2008, by writing to:

Martin Marietta Materials, Inc.
Attention: Corporate Secretary
2710 Wycliff Road

Raleigh, North Carolina 27607-3033

REGISTERED SHAREHOLDER CONTACT
INFORMATION

American Stock Transfer & Trust Company
Shareholder Services Department

6201 15th Street

Brooklyn, NY 11219

Toll Free: (800) 937-5449

Local & International: (718) 921-8124
Email: info@amstock.com

Web site: www.amstock.com

Inquiries regarding your account records, issuance
of stock certificates, distribution of dividends and
IRS Form 1099 should be directed to American
Stock Transfer & Trust Company.

COMMON STOCK

Listed: New York Stock Exchange
Stock Symbol: MLM

INDEPENDENT AUDITORS

Ernst & Young LLP
4130 ParkLake Avenue, Suite 500
Raleigh, North Carolina 27612

CORPORATE HEADQUARTERS
2710 Wycliff Road

Raleigh, North Carolina 27607-3033
Telephone: (919) 781-4550

INVESTOR RELATIONS

Martin Marietta Materials, Inc.’s press releases

and filings with the Securities and Exchange
Commission can be accessed via the Corporation’s
web site.

Telephone: (919) 783-4540

Web site: www.martinmarietta.com

CORPORATE CODE OF ETHICS

Martin Marietta Materials, Inc.’s Code of Ethics and
Standards of Conduct booklet is posted on the
Corporation’s web site, www.martinmarietta.com.

CERTIFICATIONS

The Corporation has filed with the Securities and
Exchange Commission as Exhibits to its latest Annual
Report on Form 10-K Section 302 Certifications
made by the Corporation’s Chief Executive Officer
and Chief Financial Officer regarding the quality of the
Corporation’s public disclosure. The Corporation
has also submitted to the New York Stock Exchange
a certification made by the Corporation’s Chief
Executive Officer regarding compliance with the
Exchange’s corporate governance listing standards.
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