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COMPANY OVERVIEW

Phelps Dodge Corporation
Is the world’s second-largest
producer of copper,

a world leader in the production of molybdenum, the largest

producer of molybdenum-based chemicals and continuous-cast

copper rod, and among the leading producers of magnet

wire and carbon black. The Company and its two divisions,

Phelps Dodge Mining Company and Phelps Dodge Industries,

employ more than 13,000 people in 27 countries.

PHELPS DODGE MINING COMPANY (PDMC) is an

industry leader in the safe, efficient and environmentally

responsible production of high-quality metals and minerals.

PDMC is a fully integrated producer of copper and molyb-
denum, with mines and processing facilities in North and
South America and Europe. PDMC also processes other
metals as by-products, such as gold, silver and rhenium.
Phelps Dodge Exploration Corporation and the Process
Technology Center ensure the continued discovery and
development of economically viable mineral reserves

and the refinement and creation of production and

process technologies.

PHELPS DODGE INDUSTRIES (PD1) comprises

two global businesses - Phelps Dodge Wire & Cable

and Columbian Chemicals Company - that manufacture
engineered products for the energy, telecommunications,
transportation and specialty chemicals sectors both in
established and emerging markets worldwide. Phelps
Dodge Wire & Cable products deliver energy and transmit
voice and data communications. Columbian Chemicals
Company is among the world’s largest producers of rubber
and industrial carbon black products. Rubber blacks add
strength, durability and improved performance to tires and
mechanical rubber goods, while industrial carbon blacks
provide improved coloring and electrical properties for inks,

paint, plastics, electric cable insulation and other products.
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Farward-Looking Statements: Except for historical information, the matters discussed in this Annual Report and Form 10-K are forward-looking statements
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looking statements represent the Company’s judgment as of February 26, 2004, but involve a number of risks and uncertainties. Further explanation of these
Statements and a review of the factors that may affect them are included in Management’s Discussion and Analysis within Form 10-K on page 39.




RESULTS IN BRIEF

(Dollars in thousands, except per share amounts and copper prices and cost) 2003(a) 2002 2001(c)
Sales and other operating revenues $4,142,700 3,722,000 4,002,400
Operating income {loss) $ 197,600 (209,300) (28,800)
Net income (loss) $ 94,800 (338,100)  (331,500)
Earnings {loss) per common share - diluted $ 0.91 (4.13) (4.22)
Return on average shareholders’ equity 3.5% (12.9)% (11.2)%
Net cash provided by operating activities $ 470,500 348,000 302,700
Capital expenditures $ 151,400 130,400 262,500
Investments excluding cash received $ 1,000 2,800 48,100
Cash received from Chino acquisition (d) 50,000 - -

$
Depreciation, depletion and amortization $ 422,600 410,200 439,900
Average number of shares outstanding - diluted (i thousands) 89,400 84,100 78,500
Supplemental Data - Special ltems and Provisions

Special items and provisions impacting operating income (loss) $ (38,000) {236,400) 40,600
Special items and provisions impacting net income (loss) $ 46,700 (208,900) (26,400)
Special items and provisions impacting earnings (loss) per common share - diluted $ 0.52 (2.48) {0.34)
At Year End

Total assets $7272,900 7,029,000 7,584,300
Total debt $1,959,000 2,110,600 2,871,600
Long-term debt $1,703,900 1,948,400 2,538,300
Shareholders’ equity $3,063,800 2,813,600 2,730,100
Shares outstanding (in thousands) 91,000 88,900 78,700
Number of employees 13,000 13,500 14,500
Division Results

PDMC operating income (loss) before special items (e} $ 270,700 51,900 (81,500)
PDMC operating income (l0sS) (e) $ 265,200 (65,000) (83,600)
PDI operating income before special items (f) $ 66,800 52,600 78,700
PDI operating income (f) $ 68,500 30,600 74,000
Copper production (own production - tons) 1,059,300 1,028,800 1,160,100
Copper sales (own production - tons) 1,069,300 1,051,100 1,170,800
Copper

COMEX annual average spot price per pound - cathodes $ 0.81 0.72 0.73
LME annual average spot price per pound - cathodes $ 0.81 0.7 0.72
implied full unit cost of copper production (g) $ 0.68 0.68 0.75
Implied cash unit cost of copper production (g) $ 0.52 0.52 0.60

(a) 2003 operating income was $235.6 million before net special provisions of $38.0 million comprising $28.4 million provision for environmental costs, $8.0 million charge for
a probable Texas franchise tax matter, $2.9 million charge for the settlement of historic Cyprus Amax legal matters and $2.6 million for asset and goodwill impairments;
partially offset by $3.2 million gain for the termination of a foreign postretirement benefit plan, $0.5 million gain for environmental insurance recoveries and $0.2 million gain for
the reassessment of prior restructuring programs.

{b) 2002 operating income was $27.1 million before net special provisions of $236.4 million comprising special charges of $153.5 million for PDMC asset impairments and closure
provisions, $23.6 million for PDI restructuring activities, $14.0 million provision for environmental costs, $54.7 million for lawsuit settlements, $46.5 million for an arbitration
award and $1.0 million for the settlement of legal matters; partially offset by $34.3 million for environmental insurance recoveries and $22.6 million for the gain on the sale of a
non-core parcel of real estate.

(c) 2001 operating loss was $69.4 million before a net special gain of $40.6 million comprising gains of $61.8 million for environmental insurance recoveries, $39.9 million for the
gain on the sate of Sossego and $9.0 million for an insurance settiement of potentiat future legal matters; partially offset by special charges of $29.8 million for restructuring
activities, $31.1 million provision for environmental costs and $9.2 million for asset write-downs and other items.

(d) On December 19, 2003, we acquired Heisei Minerals Corporation’s (Heisei) one-third interest in Chino Mines Company (Chino). Under the terms of the agreement, Heisei paid
$114.0 million, including $50.0 million to a subsidiary of the Company and $64.0 million that Heisei placed in a trust to fund one-third of Chino’s financial assurance obligations
under New Mexico Mining reclamation laws.

{e) 2003 operating income for PDMC was $270.7 million before net special, pre-tax environmental charges of $5.5 million. 2002 operating income for PDMC was $51.9 million
before a net special, pre-tax charge of $116.9 million comprising special charges of $153.5 miliion for asset impairments and closure provisions, $1.3 million for restructuring
activities, $1.6 million for environmental charges, $16.9 mitlion net gain for environmental insurance recoveries and a $22.6 million net gain on the sale of a non-core parcel of
real estate. 2001 operating loss was $81.5 million before a net special, pre-tax charge of $2.1 million comprising special charges of $27.1 million for restructuring activities,
$14.9 million provision for environmental costs and a $39.9 million net gain on the sale of Sossego.

{f} 2003 operating income for PDi was $66.8 million before a pre-tax, special gain of $1.7 million comprising $3.2 million for the termination of a foreign postretirement benefit
plan, $0.9 million for environmental provisions and $0.2 million for the reassessment of prior restructuring programs; partially offset by special charges of $1.7 million for asset
impairment charges and $0.9 million for a goodwill impairment charge. 2002 operating income for PDI was $52.6 million before pre-tax, special charges of $23.4 million for
restructuring activities in the Wire and Cable segment, $1.1 million net gain for reassessment of restructuring activities at the Specialty Chemicals segment and $0.3 million net
gain for environmental provisions. 2001 operating income for PDI was $78.7 million before pre-tax, special charges of $4.7 million for restructuring activities.

(g) Implied full unit cost of copper production is based on PDMC’s operating margin per pound of copper sold {i.e., PDMC operating income {loss) excluding special items, divided
by total pounds of copper sold from its own mines for its own account, deducted from the LME copper price}. Implied cash unit cost of copper production excludes PDMC’s
division depreciation, depletion and amortization and closure accretion/accrual from its operating margin in the above calculation.
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LETTER TO SHAREHOLDERS

To our shareholders,

After six years of weak demand and disappointing prices for our

major products, Phelps Dodge Corporation benefited in 2003 from

improved market dynamics, continued solid operating performances and
the fruits of difficult but necessary actions of the past two years.

As a result, the company reported 2003 net income of
$94.8 million, including net special and extraordinary
after-tax gains of $44.7 million. Qur fourth-quarter net
income of $125.3 million, including net special and
extraordinary after-tax gains of $41.7 million, reflected
healthy copper price improvements between October
and December. The most significant special item was

a $68.3 million extraordinary gain associated with our
acquisition of the one-third interest held by our partner,
Heisei Minerals Corporation, in our Chino Mines Company
in New Mexico. Phelps Dodge common stock opened
the year at $31.90 per share and closed at $76.09 per
share for a gain of 139 percent.

All this is good news, especially after the difficult
times of recent years. Even better news is that the current
economic recovery appears both real and sustainable.
Our ongoing actions to reduce cost and improve opera-
tions through our Quest for Zero enterprise performance
system have positioned us to deliver strong returns to
our shareholders.

When we began Quest for Zero in 2001, our objective
was to give employees the training, systems and processes
needed to achieve sustainable, annualized run-rate oper-
ating improvements of $400 million by the start of 2004.
At year-end 2003, we had achieved an annualized run
rate calculated conservatively at $365 million. While
short of our stretch goal of $400 million, this was never-
theless an impressive achievement by our employees,
and | commend them for it.

We have transitioned our ongoing operational focus to
continuing to work on reducing our implied full unit cost
of copper production. Implied full unit cost of production
includes our cash production costs; depreciation and other
non-cash charges; the amounts we spend on technology,
exploration and other growth and asset-enhancement
activities; and the expenses we incur for shutdowns and
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curtailments. We believe it is the best and clearest
measure of how we are performing and what we are
delivering to our shareholders.

Our stretch goal for implied full unit cost of copper
production remains 60 cents per pound. After moving
from 75 cents to 68 cents in 2002, our implied full
unit cost remained flat in 2003. In part, this reflects a
conscious decision to invest in our future by devoting
additional resources to exploration and developing
new technology such as our highly successful copper
concentrate leaching demonstration project at our
mine in Bagdad, Arizona. Productivity and operational
improvements also have been offset by higher than
anticipated increases in areas such as health-care and
energy costs. None of this deters us, however, from
continuing to strive toward the 60-cent geal. It is
essential to our ability to remain competitive and to
weather the economic cycles we undoubtedly will
encounter in the future.

Quest for Zero is now a way of life within Phelps Dodge,
and we are relentless in pursuing operational improve-
ments. Our business moves through economic cycles,
and we understand that operational excellence is the
demanding path to our ongoing success. We cannot
and will not allow better economic times to lull us into
operational complacency.

We remain steadfast in our belief that the market for
copper will remain strong with the resumption of worldwide
economic development. Copper plays a fundamental role in
the world economy. Its chemical, physical and aesthetic
properties make it a material of choice for a wide variety
of domestic, industrial and high technology applications.
Our standing as the world’s largest publicly traded copper
producer positions us strongly for success now that the
world’s economies are improving.
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LETTER TO SHAREHOLDERS

2003: A TURNING POINT

During 2003, improvements in metal prices and the global
economic environment — along with continued, solid oper-
ating performances by our business units — helped restore
profitability. Phelps Dodge Mining Company benefited
significantly from these developments. Phelps Dodge
Industries’ results improved slightly. -

Phelps Dodge Mining Company

¢ Copper market fundamentals improved significantly
during 2003. Worldwide consumption grew 3.5 percent
primarily because of double-digit demand growth in
China. Refined production declined modestly because
of unexpected supply disruptions. World inventories fell
from an estimated 8.0 weeks of usage in 2002 to an
estimated 6.5 weeks at the end of 2003.

The combination of increasing demand and falling
exchange inventories pushed copper prices higher.
After trading at less than 70 cents per pound at the
beginning of the year, the price closed at $1.04 at
year-end. Copper prices averaged 81 cents per pound
for 2003. During the first two months of 2004, copper
has averaged $1.18 per pound.

We have begun systematically to restore some
of the copper production we curtailed in late 2001.

We are resuming full production at our Bagdad and
Sierrita operations in Arizona and at Ojos del Salado

in Chile. We also are increasing production at Chino

in New Mexico, resuming open-pit mining and milling
operations at Cobre in New Mexico, and increasing

the production of our Miami, Arizona, smelter to

full capacity. This additional copper production, when
combined with the production from the one-third share
of the Chino mine that we vauired in December 2003,
will increase our 2004 copper output by approximately
240 million pounds compared with 2003. Our 2005
production will be about 370 million pounds
higher than 2003 production. ‘

¢ QOur molybdenum business made a healthy
contribution to Phelps Dodge in 2003.
Spot market prices, which averaged
$3.77 per pound in 2002, increased
to an average of $5.32 per pound
in 2003.

Phelps Dodge Industries

e QOur wire and cable unit continued to be challenged
during 2003. The unit was profitable and improved
from 2002 because of aggressive restructuring
programs. Excess industry capacity, however, kept
prices at disappointing levels. For much of the year,
wire and cable sales suffered from lowered demand
attributable to global economic uncertainty. These
markets appear to be improving in early 2004, and
we are cautiously optimistic the unit will return to
more robust profitability.

e Columbian Chemicals Company, our carbon black
subsidiary, increased its revenue and profitability in
2003, in part because of contract and market price
adjustments and slightly improved sales volumes.
Its margins were adversely affected, however, by
increased costs for the oil-based feedstock used
to manufacture carbon black. Again, increased
profitability will depend in large measure upon
general economic conditions and world oil prices.

Phelps Dodge Corporation's serior management
team members are, from left: Kalidas V. Madhavpeddi,
senior vice president, Business Development; S. David
Colton, senior vice president and general counsel;
Timothy R. Snider, president and chief operating
officer; Ramiro G. Peru, senior vice president and
chief financial officer; ). Steven Whisfer, chairman and
chief executive officer, James P. Berresse, president
and chief executive officer, Columbian Chemicals
Company; David L. Pulatie, senior vice president,
Human Resources, and Arthur R, Miele, senior vice
president, Marketing




LETTER TO SHAREHOLDERS

TAKING CHARGE OF THE FUTURE

Behind Phelps Dodge’s improved financial results in 2003

lies a series of events and decisions that are helping us take
charge of the company’s future. They include investments

in technology, resolution of regulatory issues, management

innovation and progress in pursuing growth opportunities.

Consider the following:

¢ We enjoyed another very good year for safety perform-
ance. Our safety record ranks among the best in mining
and in all of industry, but it is not yet at zero injuries and
zero ilinesses - our goal and commitment. Through
Zero and Beyond, our program for pursuing excellence
in occupational health and safety, we encourage and
equip employees to pursue the goal of zero occupa-
tional ilinesses and injuries in the workplace. We also
encourage them fo share the safety culture of Phelps
Dodge with their families and communities.

* We reinforced our reputation as a process technology
leader with the successful construction and operation of
a $40 million copper concentrate leaching demonstra-
tion plant at our Bagdad mine in central Arizona. The
plant, which is still under evaluation, is exceeding our
expectations. Concentrate leaching allows us to leach
copper from chalcopyrite concentrates. Until now,
copper could be recovered from chalcopyrite only
through traditional smelting and refining. Concentrate
leaching is proving to be less expensive and more
productive than smelting and refining.

¢ As mentioned earlier, we concluded a transaction with
Heisei Minerals Corporation that gives Phelps Dodge
full ownership of Chino Mines Company. We believe
Chino will contribute to our business for many years to
come, and we look forward to the increased flexibility
that full ownership provides. In addition to exclusive
ownership, we also received $114 million from Heisei.
Of this amount, $64 million was placed into a trust to
fund one third of Chino’s financial assurance obliga-
tions under New Mexico mining reclamation laws.

¢ We reached agreement with the state of New Mexico on
financial assurance required to meet our closure/close-
out obligations for our Chino, Cobre and Tyrone mines.

PHELPS DODGE CORPORATION
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» We began construction of a new magnet wire production

facility in China. The facility, which will be in Suzhou,

is expected to begin production during the second
quarter of 2004, It will aliow us to meet the fast-growing
demand for magnet wire in China.

We implemented the One Mine concept throughout
our North American Mining operations. This structure
represents the next step in Quest for Zero within North
American Mining. It allows for quick, standardized imple-
mentation of best practices in mining and processing
throughout our seven copper-producing operations in
Arizona and New Mexico.

We named Tim Snider president and chief operating
officer of Phelps Dodge Corporation. Tim, who will
remain president of Phelps Dodge Mining Company,
is a third-generation Phelps Dodge employee who
began as a laborer at the Bisbee Mine in 1970. He is
trained as a geologist and a chemist, and he has been
instrumental in making Phelps Dodge Mining Company
a technology leader by championing the introduction
and expansion of solution extraction/electrowinning
(SX/EW) technology throughout our operations. His
appointment recognizes his many contributions to
Phelps Dodge and gives us increased flexibility to
provide new opportunities for our young, talented
management team.

THE ROAD AHEAD: CHALLENGES,
OPPORTUNITIES FOR GROWTH

A realistic fook at the future indicates that we continue to
face challenges. Like all U.S.-based corporations, we are
confronted by escalating health-care costs. These costs
continue to escalate nationally at 10 to 15 percent each
year, which places a burden that simply cannot be sustained
over the longer term by companies like Phelps Dodge.

We need to continue to reduce debt. Our debt-to-capital-

ization ratio is now 38.5 percent, down from 51 percent at
the end of 2001. Our goal is a debt-to-capitalization ratio
of 25 percent. Given the tremendous leverage we have both
to copper and molybdenum prices, we expect to prepay
debt and have the resources to invest in future productivity
improvements, innovations and growth opportunities.
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LETTER TO SHAREHOLDERS

We need to improve the quality of our asset base.
While technological advances and Quest for Zero can
help us improve our cost profile, we also must find new,
higher-grade ore bodies than those we currently mine.
Opportunities at our South American properties -
Candelaria, E! Abra and Cerro Verde - can provide part
of the answer. The other part will materialize as we
discover and develop new properties and projects.

One promising growth opportunity is the copper
production facility we intend to construct near Safford,
Arizona. The U.S. Bureau of Land Management published
the Final Environmental Impact Statement for this facility
in fate 2003. Once opened, it will be the first new copper
mine in Arizona in more than 30 years. We anticipate that
it will produce about 250 million pounds of copper a year
over the 16-year life of the project. Publication of the state-
ment is an important step in moving the project forward.

Our exploration team continues to seek new mining
opportunities in Latin America, Africa, Asia, Australia and
other regions. We work with joint-venture partners when
possible, which helps us maximize our exploration budget
and spread costs and risks among several parties.

We will succeed in meeting our challenges and
maximizing our opportunities, and we remain optimistic
about the future. At our planned 2004 production, every
one-cent-per-pound improvement in copper margin
results in approximately $23 million in operating income.
Similarly, every $1-per-pound improvement in molybde-
num margin brings approximately $40 million in operating
income. In both these products, we have significant
turn-up capacity to take advantage of strong markets.
We are well positioned to prosper.

FINAL THOUGHTS
Phelps Dodge is emerging from a difficult period in its
history. We weathered recent difficulties through the
dedication, innovation and productivity improvements
of our employees, and | thank them for their hard work
and commitment.

| am pleased that our safety record continues to be
so strong. At the same time, | recognize that our record
has been essentially flat for the past three years. | want to
challenge employees to keep working for breakthroughs
that will move us much closer to our ultimate objective
of zero occupational ilinesses and injuries.

PHELPS DODGE CORPORATION

Phelps Dodge understands that our customers are
essential to our success. We are grateful for the opportu-
nities they give us to work with them. We also thank our
suppliers for their contributions to Phelps Dodge, and of
course, we thank our shareholders for their confidence
and support.

In recent years, all of us in business and industry
have been reminded of the importance of reputation
and integrity. We at Phelps Dodge recognize that our
good name and reputation are two of our most important
assets. You have my commitment that we will do every-
thing in our power to protect these assets.

Southwood J. Morcott retired from our board of
directors in 2003. Mr. Morcott was a valuable member
of the board’s finance committee and the compensation
and management development committee, and we are
grateful for his contributions to Phelps Dodge and for his
12 years of service as a director.

We also welcomed Robert D. Johnson to the board
of directors in 2003. Mr. Johnson is president and chief
executive officer of Honeywell Aerospace, a leading
global supplier of aircraft engines and equipment systems
and services for general, commercial and military aircraft.
Phelps Dodge will benefit from the experience and
expertise he brings to us.

The current economic upturn appears both substantial
and real. During this time, we will take maximum advantage
of the opportunities offered to us. We also will continue
to drive operational excellence. Our objective, as always,
is to create extraordinary value for our shareholders, and
we’re excited about the opportunities that lie before us
to do just that.

Sincerely,

Mo Whirkn

). Steven Whisler
Chairman and CEQ
March 1, 2004
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MARKET REVIEW
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Market Review

COPPER
Copper is a fundamental material used in residential and commercial construction, electrical and electronics equipment,
transportation, industrial machinery and consumer durable goods. During most of the 1990s, copper enjoyed annual
demand growth of 3 percent and a corresponding expansion in production. This was followed by a period of global contraction
that began in the early part of 2000 and continued until mid-2003. The contraction was partially offset by double-digit
growth rates in Chinese industrial production and copper consumption.

in 2003, positive economic indicators from the United States had a major impact on the prospects for a global recovery.
Growth in China allowed some East Asian nations to enjoy export-led economic recoveries. China overtook the United
States as the No. 1 consumer of refined copper in the world. World exchange inventories fell from their mid-2002 peak
of more than 1,500 thousand metric tons to almost half, or approximately 800 thousand metric tons. Increasing demand
and disruptions at major copper-producing mines produced a tight market. This market, combined with record speculative
positions, @ weakening U.S. dollar and low U.S. interest rates, resulted in copper prices averaging 81 cents per pound for
2003, almost 10 cents more than the average for 2002. Prices climbed to more than $1.04 per pound at the end of the year.

Phelps Dodge expeacts that expanding growth in copper demand, led by the United States and China, and limited growth
in supply because of publicly reported shortfalls will be supportive of copper prices for 2004.

2003 Industry Sector Copper Consumption Global Copper Consumption Growth
Source: Copper Development Association Source: World Bureau of Metal Statistics, PD
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MOLYBDENUM 2003 Climax Molybdenum
Molybdenum demand depends heavily on the worldwide Global Consumption Sectors
steel industry, which uses the metal as a hardening agent.
More than 80 percent of molybdenum is used for this
application. The remainder is used in specialty chemicals 77 s #) 30% Stainless Steels &
such as catalysts, water treatment agents and lubricants. Super Alloys
; e R AN IR Sl S G 35% Low Alloy Steels

Molybdenum experienced a price improvement during
2003 for the second straight year. The Metals Week dealer
molybdenum oxide price increased 41 percent from 2002's
mean price of $3.77 per pound to $5.32 per pound in 2003. :
Supply levels of molybdenum remained tight throughout s s o) 5% ggg}eé High Speed
2003 because of unplanned decreases in production,
primarily in China,

For 2004, Phelps Dodge expects both supply and demand to increase. We anticipate that supply increases will come
from byproduct production. Demand increases are expected in the stainless steel, specialty steel and specialty chemical
sectors. The overall supply-demand outlook for 2004 is for a balanced market.

SO SO () 20% Catalyst & Chemicals

---------------------------- @ 10% Cast Iron

WIRE AND CABLE

Wire and cable products serve a variety of different markets, including energy, construction, consumer and industrial products,
aerospace, medical devices, transportation, natural resources and telecommunications. Products include magnet wire,
energy and telecommunications cables, and specialty conductors. These products advance technology and support infra-
structure development in growing regions of the world.

During 2003, wire and cable sales suffered for much of the year because of lowered demand attributable to global
economic uncertainty. Excess industry capacity kept prices at disappointing levels.

Toward the end of the year, however, demand began to increase in South America, Central America and Africa as these
regions resumed investments in infrastructure. Revenue increased in North America because of higher copper prices and
higher aluminum sales. Markets for these products appear to be improving in early 2004.

Wire and cable products will enjoy increased sales and profitability as the U.S. and world economies recover. Phelps Dodge
continues to focus on improving this business.

2003 Columbian Chemicals CARBON BLACK

Worldwide Carbon Black Applications Carbon black is a key raw material used in the manufacture of
tires, rubber and plastics products, inks, paints and coatings, and
a variety of other applications. Carbon bfack demand is primarily

Rubber Black o
ubber Blacks driven by the needs of the tire industry. In 2003, world demand

€ 75% Tires for carbon black exceeded 7.3 million metric tons.
During the past decade, global demand for carbon black
(® 25% Mechanical has grown at slightly more than 3 percent per year, and this

Rubber Goods R . . ; R
growth rate is projected to continue. Increased worldwide

vehicle demand and growth in demand for larger tire sizes and
high-performance tires have been contributing factors to this
sustained growth rate for carbon black.

Market dynamics continued to have an adverse effect on
the performance of Phelps Dodge’s carbon black subsidiary,
Columbian Chemicals Company, in 2003. Sluggish economic
conditions, excess carbon black capacity, and higher energy and
raw material prices affected prices and margins. The improving
U.S. economy and the reduction of some of the excess carbon
black manufacturing capacity in Europe and North America will
be positive factors in the outlook for 2004. However, significant
competitive pressures are expected to continue to affect margin
improvement.

Specialty Blacks
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2003

OR

[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period to
Commission file number 1-82 \‘\'
PHELPS DODGE CORPORATION
(Exact name of registrant as specified in its charter) y
New York 13-1808503

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

One North Central Avenue, Phoenix, AZ 85004-4414

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (602) 366-8100
Securities registered pursuant to Section 12(b) of the Act:

Name of each exchange

Title of each class . on which registered
Common Shares, $6.25 par value per share New York Stock Exchange
Mandatory Convertible Preferred Shares,
$1.00 par value per share New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports) and (2} has been subject to such filing requirements for the past 90 days. Yes x No _.
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PHELPS DODGE CORPORATION
2003 Annual Report on Form 10-K

PART |

Items 1. and 2. Business and Properties

Phelps Dodge Corporation (the Company, which alsc may be re-
ferred to as Phelps Dodge, PD, we, us or our) is the world's second
largest producer of copper, among the worid’s largest carbon black
and magnet wire producers, and is the world’s largest producer of
continuous-cast copper rod. On October 16, 1999, we acquired
Cyprus Amax Minerals Company (Cyprus Amax or Cyprus). As a
result of that acquisition, we also became one of the world’s largest
producers/processors of molybdenum and molybdenum products.

The Company consists of two major divisions: (i) Phelps Dodge
Mining Company (PDMC) and (ii) Phelps Dodge Industries (PDI).

(i) PDMC includes our worldwide, vertically integrated copper
operations from mining through rod production, marketing and sales;
molybdenum operations from mining through conversion, marketing
and sales; other mining operations and investments; and worldwide
mineratl exploration, technology and development programs. PDMC
comprises 11 reportable segments — Morenci, Bagdad/Sierrita, Mi-
ami/Bisbee, Chino/Cobre and Tyrone (located in the United States),
Candelaria/Qjos del Salado, Cerro Verde and El Abra (located in
South America), Manufacturing and Sales, Primary Molybdenum and
Other Mining.

In 2003, PDMC produced 1,059,300 tons of copper for our account
from worldwide mining operations, and an additional 246,300 tons of
copper for the accounts of our mincrity-interest, joint-venture partners.
Gold, silver, molybdenum, rhenium and sulfuric acid are by-products of
our copper and molybdenum operations. Production of copper for our
own account from our U.S. operations constituted approximately 53
percent of the copper mined in the United States in 2003. Much of our
U.S. cathode copper production, together with additional copper pur-
chased from others, is used to produce continuous-cast copper rod, the
basic feed for the electrical wire and cable industry. Our South Ameri-
can mining operations produce a variety of metals and minerals, includ-
ing copper, gold and silver. We explore for metals and minerals
throughout the world.

In 2003, PDMC produced 52 million pounds of molybdenum for
our account from mining operations. High-purity, chemical-grade
molybdenum concentrate is produced at our Henderson mine in
Colorado. Most of the concentrate produced at Henderson is roasted
at our Fort Madison, lowa, roasters, and is further processed at the
facility’s chemical plant into value-added molybdenum chemical
products. In addition, some of the concentrate is processed into
salable molysulfide for use primarily in the lubricant industry.

Molybdenum concentrate is also produced as a by-product at two
of our U.S. copper operations. This concentrate is generally roasted
at one of our three roasting operations to produce technical grade
molybdic oxide for sale into the metallurgical markets (i.e., steel
industries).

We also have research and development and process technology
facilities primarily at our Process Technology Center in Safford,
Arizona; and a research and development facility for engineered

molybdenum products at our Climax Technology Center near
Sahuarita, Arizona.

(i) PDI is our manufaciuring division comprising two reportable
segments — Specialty Chemicals and Wire and Cable. PDI produces
engineered products principally for the globai energy, telecommuni-
cations, transportation and specialty chemicals sectors.

We produce specialty chemicals at operations in North America,
Europe, South America and Asia through Columbian Chemicals
Company, one of the world’s largest producers of carbon black.
Carbon black is a reinforcing agent in natural and synthetic rubber
that increases the service life of tires, hoses, belts and other products
for the rubber industry. We also produce specialty carbon black for
other industrial applications such as pigments for printing, coatings,
plastics and other non-rubber applications.

Our Wire and Cable segment has operations in the United States,
Latin America, Asia, Europe and Africa. This segment produces
magnet wire, copper and aluminum energy cables, telecommunica-
tions cables, specialty conductors and other products for sale princi-
pally to original equipment manufacturers for use in electrical motors,
generators, transformers, medical applications and public utilities.

In 2001, we initiated Quest for Zero, our comprehensive, lean-
production program designed to, among other things, improve oper-
ating income. PDMC chartered business improvement teams {o drive
performance improvement projects and best practices. The elimina-
tion of variance and waste, and contro! of all critical processes are
key factors in this process. Quest for Zero was designed to foster the
rapid transfer of best practices to all business units.

The Company's Quest for Zero stretch goal was to achieve annual
operating income improvements of $400 million by the end of 2003
when compared with the results that were then expected for 2001. In
the fourth quarter of 2003, we achieved $91 million in improvements
bringing the current annualized run rate to approximately $365 mil-
ion, which is approximately 91 percent of the stretch goal.

Note 23 to our Consolidated Financial Statements contained
herein includes financial data for each of the last three years relating
to our business segments, including data by geographic area.

Phelps Dodge was incorporated as a business corporation under
the laws of the state of New York in 1885. Our world headquarters is
located in Phoenix, Arizona, and is a leased property. We employed
approximately 13,000 people worldwide on December 31, 2003.

Throughout this document, unless otherwise stated, all references
to tons are to short tons, and references to ounces are to troy ounces.

Available Information. Phelps Dodge files annual, quarterly and
current reports, proxy statements and other information with the U.S.
Securities and Exchange Commission (the SEC). You may read and
copy any document we file at the SEC's Public Reference Room at
Room 1024, 450 Fifth Street, NW, Washington, D.C. 20549. Please
call the SEC at 1-800-SEC-0330 for information on the Public Refer-
ence Room. The SEC maintains a Web site that contains annual,
quarterly and current reports, proxy statements and other information
that issuers {including Phelps Dodge) file electronically with the SEC.
The SEC’s Web site is http./www.sec.gov.

Phelps Dodge’s Web site is htip./www.phelpsdodge.com. Phelps
Dodge makes available free of charge through its Internet site, via a
link to the SEC’'s Web site at http./www.sec.gov, its annual reports




on Form 10-K; quarterly reports on Form 10-Q; current reports on
Form 8-K; Forms 3, 4 and 5 filed on behalf of directors and executive
officers; and any amendments to those reports filed or furnished
pursuant to the Securities Exchange Act of 1934 as soon as rea-
sonably practicable after such material is electronically filed with, or
furnished to, the SEC.

Phelps Dodge makes availabie free of charge on hitp./www.
phelpsdodge.com its most recent annual report on Form 10-K, its
quarterly reports on Form 10-Q for the current fiscal year, its most
recent proxy statement and its most recent summary annual report to
shareholders, although in some cases these documents are not
available on our site as soon as they are available on the SEC's site.
You will need to have on your computer the Adobe Acrobat Reader
software to view some of these documents, which are in PDF format.
if you do not have Adobe Acrobat, a link to Adobe’s Internet site,
from which you can download the software, is provided. The informa-
tion on Phelps Dodge's Web site is not incorporated by reference into
this report.

PHELPS DODGE MINING COMPANY

Our copper mines comprise five reportable segments in the United
States (Morenci, Bagdad/Sierrita, Miami/Bisbee, Chino/Cobre and
Tyrone) and three reportable segments in South America (Cande-
laria/Ojos del Salado, Cerro Verde and El Abra). These segments
include open-pit mining, sulfide ore concentrating, leaching, solution
extraction and electrowinning. In addition, they produce gold and
silver, and the Bagdad and Sierrita mines also produce molybdenum
as by-products.

Qur Manufacturing and Sales segment consists of conversion fa-
cilities, including our smeiters, refineries and rod mills, as well as
sales and marketing. The Manufacturing and Sales segment sells
copper to others primarily as rod, cathode or concentrate, and as rod
to our Wire and Cabie segment. In addition, at times it smelts and
refines copper and produces copper rod for customers on a toll
basis. Toll arrangements require the tolling customer to deliver ap-
propriate copper-bearing material to our facilities, which we then
process into a product that is returned to the customer. The customer
pays PDMC for processing its material into the specified products.

Our Primary Molybdenum segment consists of the Henderson and
Climax mines and related conversion facilities. This segment is an
integrated producer of molybdenum, with mining, roasting and proc-
essing facilities producing high-purity, molybdenum-based chemical
and metallurgical products. In addition, at times it roasts and/or proc-
esses material on a toll basis. Toll arrangements require the tolling
customer to deliver appropriate molybdenum-bearing material to our
facilities, which we then process into a product that is returned to the
customer. The customer pays PDMC for processing its material into
the specified products.

Our Other Mining segment includes our worldwide mineral explo-
ration and development programs, a process technology center that
directs its activities at improving existing processes and developing
new cost-competitive technologies, and other ancillary operations.

Our five reportable U.S. Mines segments, the Manufacturing and
Sales segment and Other Mining segment are discussed herein
together, where appropriate, as U.S. Mining Operations.

Our U.S. Mining Operations and our South American Mines are
discussed herein together, where appropriate, as our Worldwide
Copper Mining Operations.

Properties, Facilities and Production

Following is a map indicating the approximate location of PDMC's
U.S. copper and molybdenum mines:

United States Mines
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We produce electrowon copper cathode at solution extrac-
tion/electrowinning (SX/EW) operations near Tyrone and Silver City,
New Mexico (Tyrone (partially curtailed) and Chino (partially cur-
tailed) mines, respectively) and Morenci, Miami (curtailed since
2002), Bagdad (partially curtailed since 2002) and Green Valley,
Avrizona (Sierrita, curtailed in the 2003 fourth quarter). We produce
copper concentrate from open-pit mines and concentrators located at
Bagdad (partially curtailed) and Green Valley, Arizona (partially
curtailed since 2002) (Bagdad and Sierrita mines, respectively) and
Silver City, New Mexico (Chino mine).

We are the world’s leading producer of copper using the SX/EW
process. In 2003, we produced a total of 569,600 tons of cathode
copper at our SX/EW facilities in the United States, compared with
578,700 tons in 2002 and 585,300 tons in 2001. SX/EW is a cost-
effective process for extracting copper from certain types of ores.
SX/EW is a major factor in our continuing efforts to maintain interna-
tionally competitive costs. Our total annual capacity of electrowon
copper cathode production currently is 410,000 tons at Morenci,
105,000 tons at Miami, 75,000 tons at Chino, 84,000 tons at Tyrone,
25,000 tons at Sierrita (although we currently are evaluating alterna-
tives as the lease for land on which the facility is located has expired)
and 15,000 tons at Bagdad. Additionally, Bagdad has 17,500 tons of
concentrate leach capacity.

The Morenci complex in southeastern Arizona comprises an open-
pit mine, a concentrator, four solution extraction facilities and three
electrowinning tankhouses. We operate Morenci and own an 85
percent undivided interest; the remaining 15 percent interest is
owned by Sumitomo Metal Mining Arizona, Inc. (Sumitomo), a jointly
owned subsidiary of Sumitomo Metal Mining Co., Ltd., and Sumitomo
Corporation. Each partner takes in kind its share of Morenci produc-




tion. Morenci is the largest copper producing operation in North
America.

[n 2001, the Company completed its $220 million mine-for-leach
project at Morenci. As a result, the Morenci concentrator was placed
on care-and-maintenance status. The crushing facility at the Metcalf
concentrator continues to process approximately 85,000 tons of ore
daily for the expanded leach operation. The new mine-for-leach
facilities increased Morenci's annual electrowon cathode production
capacity to 410,000 tons. Under certain favorable economic circum-
stances, Morenci may produce concentrates from primary sulfide
ores.

In 1999, the Metcalf concentrator was permanently closed as a
result of rebalancing PDMC operations. After the 1999 acquisition of
Cyprus Amax and the Company's decision to convert Morenci to
mine-for-leach processing, it became clear that the Metcalf concen-
trator would not likely operate in the future. This resulted in a pre-tax
impairment of $88 million recorded in 1999.

We are presently a party to litigation that could adversely impact
the allocation of available water supplies for the Morenci operation
and our other properties in Arizona. (Refer to ltem 3, Legal Proceed-
ings, for information concerning the status of these proceedings.)

Our wholly owned Bagdad mine in northwestern Arizona primarily
mines copper sulfide ore. It produces copper and maolybdenum con-
centrates and minor amounts of silver. The operation consists of an
open-pit mine, sulfide ore concentrator producing copper and molyb-
denum concentrates, and a leaching system with an SX/EW opera-
tion producing copper cathode. In January 2002, as a resuit of the
then-current economic environment, Bagdad's mil throughput was
curtailed temporarily to approximately one-half capacity. At the time
of this curtailment, we estimated that approximately 70,500 tons of
annual copper production and 7 million pounds of annual by-product
molybdenum production would be reduced. In 2003 and 2002, cop-
per production at Bagdad exceeded our estimates due to improved
production from our SX/EW operation, higher ore grades from normal
mine planning improvements, and improvements in copper recovery
and improved milling efficiency resulting from our Quest for Zero
program. As a result, 2003 and 2002 annual copper production was
only reduced by approximately 27,400 tons and 44,600 tons, respec-
tively, when compared with 2001. Throughput at Bagdad also ex-
ceeded half capacity at various times during 2002, primarily driven by
smelter and sulfuric acid supply requirements. In January 2003,
Bagdad's mifl throughput increased to approximately 80 percent of
capacity. Based upon the rapid increase in copper prices, our view of
market fundamentals for copper and molybdenum over the next
several years, and our internal concentrate and sulfuric acid balance,
Bagdad began increasing production in January 2004 with an expec-
tation that it will be producing at full capacity in the 2004 second
quarter.

In February 2002, we announced that Bagdad would construct a
$40 million copper concentrate leaching demonstration plant de-
signed to recover commercial-grade copper cathode from chalcopy-
rite concentrates. The plant was commissioned in the 2003 first
quarter and achieved full production in the 2003 second quarter.
During nine months of operation (April to December 2003), the plant
processed 44,200 tons of concentrate and produced approximately
24 .4 mitlion pounds of copper cathode. At full capacity, the plant can

produce 35 million pounds of copper cathode from concentrate an-
nually. This technology could assist in our long-term cost reduction
strategy.

We own the Sierrita mine near Green Valley, Arizona. The facility
consists of an open-pit mine, sulfide ore concentrator producing
copper and molybdenum concentrates, two molybdenum roasters
and a rhenium processing facility. Sierrita also uses an oxide and
low-grade sulfide ore stockpile leaching system with an SX/EW
operation to produce copper cathode. The Sierrita operation leases
property adjacent to its mine upon which its electrowinning tank-
house is located. The current lease agreement expired in 2003.
Future alternatives, including extension of the lease, are being con-
sidered. As a result, Sierrita's electrowon copper cathode production
has been curtailed since the 2003 fourth quarter.

Sierrita's on-site roasters process molybdenum concentrates pro-
duced at Sierrita and Bagdad as well as purchased concentrates or
concentrates tolled for third parties. The resulting metallurgical grade
molybdic oxide and related products are either packaged for ship-
ment to customers worldwide or transported to other Phelps Dodge
facilities for further processing.

At year-end 2001, as a result of the then-current economic envi-
ronment, mill throughput at the Sierrita mine was reduced temporarily
to approximately one-half of its capacity. Qur estimates at the time
were that these actions would eliminate approximately 49,600 tons of
annual copper production and 7 million pounds of by-product molyb-
denum. In 2003 and 2002, copper production at Sierrita exceeded
our estimates due to improved production from higher ore grades
from normal mine planning improvements, improvements in copper
recovery and improved milling efficiency resulting from Quest for
Zero actions, and smelter and acid supply requirements. As a result,
2003 and 2002 annual copper production was only reduced by ap-
proximately 35,400 tons and 44,200 tons, respectively, when com-
pared with 2001. Based upon the rapid increase in copper prices, our
view of market fundamentals for copper and molybdenum over the
next several years, and our internal concentrate and sulfuric acid
balance, Sierrita began increasing production in January 2004 with
an expectation that it will be producing at full capacity in the 2004
fourth quarter.

Our wholly owned operations at Miami, Arizona, consist of an
open-pit copper mine, an SX/EW operation producing copper cath-
ode, a smelter, an acid plant, an electrolytic refinery and a copper rod
plant. In January 2002, as a result of the then-current economic
environment, the Miami miine and refinery were closed temporarily.
Our estimate at the time was that this curtailment action would elimi-
nate approximately 49,600 tons of annual copper production. In 2003
and 2002, Miami's copper production was improved by higher than
expected output from residual leach stockpiles, various other im-
provements resulting from Quest for Zero actions, and the use of
smelter weak acid in leaching operations. As a result, 2003 and 2002
annual copper production was only reduced by approximately 32,000
tons and 30,400 tons, respectively, when compared with 2001.
Based upon the rapid increase in copper prices, our view of market
fundamentals for copper over the next several years, and our internal
concentrate and sulfuric acid balance, the Miami smelter should
resume operating at full capacity by the 2004 third quarter.




We operate an open-pit copper mine, concentrator and SX/EW fa-
cility near Silver City, New Mexico, and a smeiter in Hurley, New
Mexico, that are owned by Chino Mines Company (Chino}, a general
partnership in which we held a two-thirds interest through December
18, 2003. Heisei Minerals Corporation (Heisei), a subsidiary of Mit-
subishi Materials Corporation and Mitsubishi Corporation, owned the
remaining one-third interest in Chino. On December 19, 2003, we
purchased Heisei's interest in Chino. Prior to December 19, 2003,
each partner purchased its proportionate share of Chino's copper
production each month. Beginning in late 1998 and through the first
half of 1999, production was curtailed resulting in a reduction of
approximately 35,000 tons of annual copper production. In March
2001, the concentrator was temporarily shut down, and in January
2002, the Chino mine and smelter were closed temporarily. Our
estimates at the time were that these actions would eliminate ap-
proximately 144,400 tons of annual copper production. We antici-
pated that residual leaching operations at Chino would become
uneconomic by mid-year 2002. However, copper recoveries from
leach stockpiles have been better than anticipated and leaching
operations are now expected to remain economic for several more
years, even with the mine curtailed. As a resuit, 2002 annual copper
production was only reduced by approximately 97,400 tons. We
restarted mining for leach material on a limited basis at Chino in April
2003. In September 2003, we resumed a full mine-for-leach opera-
tion. Based upon the rapid increase in copper prices, our view of
market fundamentals for copper over the next several years, and our
internal concentrate and sulfuric acid balance, Chino's milling opera-
tions will commence in the 2004 third quarter at one-haif capacity.

On December 19, 2003, a wholly owned subsidiary of the Com-
pany acquired Heisei's one-third general partnership interest in
Chino. In connection with this transaction, Heisei paid on behalf of
Chino approximately $64 million in cash to a trust to fund closure,
closeout and reclamation obligations of Chino. That amount repre-
sents a one-third share of an estimate by the state of New Mexico of
the amount of financial assurance Chino must provide in connection
with its current permits. In addition, Heisei paid $50 million to the
Company’s subsidiary to cover other Heisei obligations. Due to our
business expectations and plans, which result in significant differ-
ences in the operating life of Chino as compared with Heisel, we
recognized an extraordinary gain of approximately $68.3 million upon
completing the transaction.

Phelps Dodge operates its wholly owned Tyrone open-pit mine
and SX/EW plant near Tyrone, New Mexico. Tyrone has been a
mine-for-leach operation since 1992. We partially curtailed produc-
tion at Tyrone in September 2003.

Cobre Mining Company Inc. (Cobre), acquired in 1998, is located
in southwestern New Mexico adjacent to our Chino operations. The
primary assets of Cobre include an open-pit copper mine, two mills,
and the surrounding 12,000 acres of land, including mineral rights.
Subsequently, production was indefinitely suspended, reducing
copper production by approximately 35,000 tons per year. The entire
Cobre operation remained on care-and-maintenance status as of
December 31, 2003. Based upon the rapid increase in copper prices,
our view of market fundamentals for copper over the next several
years, and our internal concentrate and sulfuric acid balance, Cobre
is expected to resume open-pit mining and milling operations by the
2004 third quarter. In December 2002, the Company recognized an

impairment charge to write down Cobre’s assets by $115.5 million
(before and after taxes). We took this action after revising mine plans
and assessing recoverability.

The recommencement of our curtailed mines, in conjunction with
the one-third share of Chino acquired in December 2003, will in-
crease our 2004 production by approximately 240 million pounds,
and approximately 370 million pounds in 2005 when we achieve full
run rates. This will bring production in 2004 and 2005 to approxi-
mately 2.35 billion pounds and 2.5 billion pounds, respectively. As a
result of increased production at Sierrita and Bagdad, our molybde-
num by-product production is expected to increase by approximately
3 million pounds to a total of 33 million pounds in 2004. A $15 million
increase in capital expenditures is projected to result from the pro-
duction ramp-up.

Even though we remain optimistic about the copper upturn, we will
remain disciplined about our production profile. We will continue to
configure our operations so that we can quickly respond to both
positive and negative market swings.

South American Mines

We produce electrowon copper cathode at SX/EW operations
near Arequipa, Peru, and near Calama, Chile. We produce copper
concentrate from open-pit mines and concentrators located near
Copiap6, Chile. We also plan to produce copper concentrate in 2004
from two underground mines and a concentrator located near
Copiapé, Chile (curtailed since 1998).

Following is a map indicating the approximate location of PDMC’s
South American mines:
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We operate the Candelaria mine located near Copiapé in the Ata-
cama Desert of northern Chile. The operation consists of an open-pit
copper mine, concentrator, port and associated facilities. We own an
80 percent partnership interest in Candelaria, a Chilean contractual
mining company, through Phelps Dodge Candelaria, Inc., a wholly
owned subsidiary. Sumitomo Metal Mining Co., Ltd. and Sumitomo
Corporation own the remaining 20 percent interest.

Phelps Dodge owns a 51 percent partnership interest in Sociedad
Contractual Minera El Abra (E! Abra}, a Chilean contractual mining
company. Ef Abra holds mining concessions over more than 33,000
acres of land near Calama in the copper-rich Second Region of
northern Chile. The remaining 49 percent is.owned by the state-
owned copper enterprise Corporacién Nacional del Cobre de Chile
(CODELCOQ). The El Abra operation consists of a mine-for-leach,



open-pit mining operation that uses three stages of crushing prior to
leaching, an on/off leach pad, and an SX/EW operation to produce
copper cathode. In 2001, EI Abra completed a project to leach un-
crushed, run-of-mine (ROM) material. The ROM project allows El
Abra to maintain tankhouse design capacity. ROM production began
in January 2002, with full production from the project achieved in the
second half of 2002.

We own approximately 82 percent of the common stock of So-
ciedad Minera Cerro Verde S.A.A. (Cerro Verde). Compafiia de
Minas Buenaventura S.A., a long-established Peruvian mining con-
cern, owns approximately 9 percent and the employees of Cerro
Verde and other shareholders own approximately 9 percent. The
Cerro Verde operation, located approximately 30 kilometers south-
west of Arequipa, Peru, consists of two open pits, Cerro Verde and
Santa Rosa, a heap-leach operation and an SX/EW operation to
produce copper cathode. The ore is processed through primary,
secondary and tertiary crushers and placed on a leach pad after
agglomeration.

Until the fourth quarter of 1998, we produced copper concentrate
from two underground mines and a concentrator located near
Copiap6, Chile, through our wholly owned Chilean subsidiary, Com-
pafiia Contractual Minera Ojos del Salado (Ojos del Salado). We
suspended operations indefinitely at Ojos del Salado in October
1998, resuiting in a reduction of more than 22,000 tons of annual
copper production. The Ojos del Salado operations remained on
care-and-maintenance status through December 31, 2003. Based
upon the rapid increase in copper prices, our view of market funda-
mentals for copper over the next several years, and our internal
concentrate and sulfuric acid balance, Ojos del Salado is expected to
resume underground mining and milling operations by the second
quarter of 2004,

[n 2003, we produced a total of 346,100 tons of cathode copper at
our SX/EW facilities in South America, compared with 343,500 tons
in 2002 and 324,700 tons in 2001. Our total annual design capacity
of electrowon copper cathode production is 248,000 tons at El Abra
and 96,000 tons at Cerro Verde.

Manufacturing and Sales Segment

We own and operate copper smelters in Miami, Arizona, and,
through Chino Mines Company (in which we held a two-thirds part-
nership interest through December 18, 2003, and a 100 percent
interest effective December 19, 2003), the Chino smelter in Hurley,
New Mexico. In January 2002, the Chino smelter was temporarily
closed. We smelt virtually all of our share of our U.S. copper concen-
trate production and, depending on market circumstances and inter-
nal production requirements, some concentrate production from
Candelaria. In addition, we may purchase concentrate to keep our
smelters operating at efficient levels.

In September 1999, we suspended operations at our Hidalgo
smelter in Hidalgo County, New Mexico, due to a general lack of
concentrate availability in the United States and depressed copper
market fundamentals. This suspension was coincident with the clo-
sure of the Metcalf concentrator as previously discussed. As a result
of the successful acquisition of Cyprus Amax and the decision to
convert Morenci to a mine-for-leach operation, we concluded that
Hidalgo would probably not be operated in its historic configuration in
the foreseeable future. Accordingly, a pre-tax write-down of the

Hidalgo assets of $201.5 million was taken in 1999. However, it was
anticipated at the time that Hidalgo may have a future use for sulfuric
acid production for the Company’s leach operations. As a result of
the Company's ability to use acid more efficiently and an updated
assessment of PDMC'’s long-term acid production and consumption
balance, the Company determined that Hidalgo probably will not be
reconfigured to produce acid as originally anticipated and that the net
book value of Hidalgo assets probably would not be recovered. In
December 2002, the Company recognized an impairment charge to
write down Hidalgo's assets by an additional $12.9 million (before
and after taxes). Hidalgo's power facilities will continue to generate
electricity when needed, and the facility will continue to be a backup
alternative as a reliable producer of acid if conditions warrant. The
remaining Hidalgo assets were written down to their estimated fair
value. The Company also recognized a $7.0 million (before and after
taxes) charge for the estimated remaining costs of its closure obliga- -
tion at Hidalgo.

We refine our share of anode copper production from our smelters
at our refineries in El Paso, Texas, and Miami, Arizona. During 2003,
2002 and 2001, the El Paso refinery operated significantly below
capacity due to the late 1999 third quarter closing of the Hidalgo
smelter. The closure of the Hidalgo smelter resulted not only in a
curtailment of operations at our El Paso refinery, but also a reduction
of approximately 200 refinery jobs. Our Miami refinery has an annual
production capacity of about 200,000 tons of copper cathode, and
the El Paso refinery has an annual production capacity of about
450,000 tons of copper cathode. The total combined capacity of
about 650,000 tons of electrolytic copper per year is sufficient to
refine all the anode copper we produce for our account at our operat-
ing smelters, as well as anodes from other customers that we refine
on a toll basis. As a result of production curtailments announced in
the fourth quarter of 2001, the Miami refinery was temporarily closed.
Our El Paso refinery also preduces copper sulfate, nickel sulfate,
copper telluride, and autoclaved slimes material containing gold,
silver, selenium, platinum and palladium.

We are the world's largest producer of continuous-cast copper
rod, the basic feed for the electrical wire and cable industry. Most of
our refined copper, and additional purchased copper, is converted
into rod at our continuous-cast copper rod facilities in El Paso, Texas;
Norwich, Connecticut; Miami, Arizona; and Chicago, lllinois. Our four
plants have a collective annual capacity to convert more than 1.1
million tons of refined copper into rod and other refined copper prod-
ucts.

Primary Molybdenum Segment

See the United States Mines map on page 2 for the location of our
molybdenum mines.

Phelps Dodge owns the underground Henderson molybdenum
mine near Empire, Colorado. The operation consists of an under-
ground block-caving mine where molybdenite ore is mined and
transported to a conventional sulfide concentrator. The concentrator
is capable of operating at a rate of 32,000 tons of ore per day, pro-
ducing molybdenum disulfide concentrate containing up to 58 per-
cent molybdenum. Most of the concentrate is shipped to our Fort
Madison roasting and chemical processing facility in lowa where a
number of different high-purity products are made for final sale to




customers. A portion of Henderson’s production is further refined and
sold to customers as molysulfide.

~ In May 2000, as a result of an oversupply of molybdenum and
continued low prices in the world market, Phelps Dodge announced a
plan to curtail molybdenum production by approximately 20 percent
and reduce its Henderson workforce by approximately 130 workers.
In 2003, the previously announced production curtailment essentially
remained in place.

Phelps Dodge also owns the Climax molybdenum mine near
Leadvilie, Colorado. The operation consists of both an underground
and open-pit mine, and a 16,000-ton-per-day concentrator. The
Climax molybdenum mine had been placed on care-and-
maintenance in 1995 by the predecessor owner. At year-end 2003,
as well as at the acquisition, we expected to bring Climax into pro-
duction concurrent with the exhaustion of the Henderson molybde-
num mine reserves for continued long-term primary molybdenum
supply for the chemicals business. The property comprises more

than 14,000 acres.

Phelps Dodge processes molybdenum concentrates at its conver-
sion plants in the United States and Europe into such products as
technical grade molybdic oxide, ferromolybdenum, pure molybdic
_ oxide, ammonium molybdates and molysulfide. The Company oper-
ates molybdenum roasters at Green Valley, Arizona; Fort Madison,
lowa; and Rotterdam, the Netherlands.

The Fort Madison, lowa, facilities consist of two molybdenum
roasters, a sulfuric acid plant, a metallurgical (technical oxide) pack-
aging facility, and a chemical conversion plant, which includes a wet
chemicals plant and sublimation equipment. In the chemical plant,
molybdic oxide is further refined into various high-purity molybdenum
chemicals for a wide range of uses by chemical and catalyst manu-
facturers. In addition to metallurgical oxide products, the Fort Madi-
son facilities produce ammonium dimolybdate, pure molybdic oxide,
ammonium heptamolybdate, ammonium octamolybdate, sodium
molybdate, sublimed pure molybdic oxide and molysulfide.

The Rotterdam conversion plant consists of a molybdenum

. roaster, sulfuric acid plant, a metallurgical packaging facility and a
chemical conversion plant. The plant produces metallurgicat products
primarily for third parties. Ammonium dimolybdate and pure molybdic
oxide are produced in a wet chemical plant.

We also produce ferromolybdenum and molysulfide for worldwide
