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A World of Assets

FREEPORT-McMoORAN COPPER & GOLD INC.

freeport-McMoRan Copper & Gold Inc. (FCX) is a leading international mining company with headquarters in Phoenix, Arizona.
FCX operates large, long-lived, geographically diverse gssets with significant proven and probable reserves of copper, gold and
molybdenum. FCX has a dynamic portfolio of operating expansion and growth projects in the copper industry and is the world’s
fargest producer of motybdenum. The company's portfglio of assets includes the Grasberg Minerals Disrict, the world's targest
copper and gold mine in terms of recoverable reserves;|significant mining operations in the Americas, including the large scale
Morenci and Safford minerals districts in North America and the Cerro Verde and El Abra operations in South America; and the
potential world-class Tenke Fungurume development project in the Democratic Republic of Congo. Our common stock trades on
the New York Stock Exchange under the symbol “FCX."

SUMMARY FINANCIAL HIGHLIGHTS

- Years Ended December 31,

(in Millions, Except Per Share Amounts}
Revenues '

Operating income

Operating cash flows

Capita! expenditures

Net income applicable to common stock
Diluted net income per common share
Dividends paid per common share

At December 31:

Cash and cash equivalents

Total assets

Long-term debt, including current portion and
short-term barrowings ‘

Stockholders’ equity

TRANSFORMATION OF Freeport-McMoRan Copper & Gold Inc.
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A World of Opportunities

Freéport-McMoRan Copper & Gold Inc. is tLe world’s largest publicly traded copper
company and one of the principal North American-based mining companies, with large,
long-lived, geographically diverse assets gnd significant reserves of copper, gold and
molybdenum. Our world-class reserves and industry leading operations form the core
of a World of Assets and present a World of Opportunities for continued growth,
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North America

Reserves
at12/13/07

Cu  25.8 billion lbs
Mo 1.8 billion Ibs

2 AtaGlance

2007 Production*

Cu 1.3 billion Ibs
Mo 69.0 million lbs

'South America

Eeserves
3t 12/31/07

fu  26.0 billion Ibs
A\ 1.4 million 0zs

. 2007 Production*

Cu 1.4 billion lbs
Au Q.1 million ozs

e

1

Tenke

Reserves
at 12/13/07

Cu 4.3 billion lbs
Co 0.6 billion tbs




Grasberg

Reserves 2007 Production
at 12/31/07

Cu  37.1 billion lbs Cu 1.2 billion lbs
Au 394 millionozs Au 2.2 million 02s

* Pro forma cansolidated

SEC Mail Processing
Section

APR 2 8 2008 Broad Resources

\Washingtor, DC
10
At December 31, 2007, Freeport-McMoRan Copper & Gold Inc.
had estirmated consolidated recoverable reserves totaling
93.2 billion pounds of copper, 41.0 mitlion ounces of gold
and 2.0 billion pounds of molybdenum.

These reserves, which form the core of our “World of Assets,”
are either part of our existing operations or future mine plans.
A “World of Opportunities” is present not only in these proven
assets, but also in our global exploration targets and the 12.1
billion metric tons of mineralized material that exist near or

in association with the proven reserves. Our global team of
geologists and mining engineers continues to define through
drilling and analysis this mineralized material, which offers
remarkable potential opportunity for growth,

Copper Raserve Breakdown Copper Reserves
in billions of pounds

100
80
60
40
20
3 40% Indonesia 2008 2007
1 28% South America
1 27% North America
] 5% Africa
Consolidated Totals Key:
(O Locations
Reserves 2007 Production* :
at12/31/2007 £I) Copper (Cu)
Cu 93.2 billion Ibs Cu 39 billion lbs [ Gold (Au)
Au 41.0 million ozs Au 23 million ozs B Molybdenum (Mo}
Mo 2.0 billion lbs Mo 70.0 million lbs
Co 0.6 billion Ibs W Cobalt (Co)
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World Class Operations

The Phelps Dodge acquisition transformed Freeport-McMoRan Copper & Gold Inc.
into a dynamic industry leader and combined the assets and technical teams of
two great companies. These assets will deliver significant copper volumes to an
attractive market, providing substantial cash flows that will enable us to invest in
growth projects and build value for shareholders.

TO OUR SHAREHOLDERS:

The year 2007 was special for
Freeport-McMoRan Copper & Gald Inc.
On March 19, 2007, we completed the
$26 billion acquisition of Phelps Dodge
Corporation, creating the world’s largest
publicly traded copper company, the
world's largest producer of molybdenum
and a significant gold producer. In so
many ways, it was a perfect match —

the combination of a company with a
world-class asset, the Grasberg mine

in Indonesia, and a company with
geographically diverse assets in search of
a world-class mine to complement them.

The acquisition transformed
Freeport-McMoRan Copper & Gold Inc.
into a dynamic industry teader and
combined the assets and technical
teams of two great companies. These
assets will deliver significant copper
volumes to an attractive market,
providing substantial cash flows
that will enable us to invest in
attractive growth projects and build
value for shareholders.

The process to consummate the merger
proceeded very well, and we were very
pleased by the response to this business
combination from our shareholders, the
investment community and the financial
markets that allowed us to complete this
exciting and large transaction.

To complete the transaction and
integrate the two companies, we
borrowed $16 billion, which was
comprised of $6 billion in long-term
notes and $10 billion in term loans.

immediately following the acquisition,
we completed $5.8 billion of equity
offerings. Through the combination of
equity proceeds and cash flows from
operations, we reduced acquisition debt
by more than $10 billion by year-end
2007, achieving our debt reduction
objectives two to three years sooner
than initially targeted.

Our financial strength and strong cash
flows are enabling us to pursue
aggressively our attractive development
projects and increase cash returns to
shareholders. In December 2007, our
Board of Directors authorized a 40 percent

increase in our annual commen stock
dividend from $1.25 to $1.75 per share
and a new 20-million-share open market
share purchase program.

The new Freeport-McMoRan, with
operations and projects in the Americas,
Indonesia and Africa, has one of the
most exciting portfolios of operating,
expansion and growth projects in the
copper mining industry.

This globally diverse portfolio of
properties is the basis for the first part
of the theme for this annual report,

“A World of Assets.” The second part of
our theme, “A World of Opportunities,”
is inspired by the significant exploration
and development activities we have
initiated to expand production capacity,
extend the lives of our mines and
develop new ore bodies.

FCX Stock Performance
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NORTH AMERICA

CGur new Safford mine in Arizona
produced its first copper in December
2007, ahead of schedule. In December,
we announced plans to restart our
Climax mine in Colorado, which is
believed to be the largest, highest-grade
undeveloped molybdenum ore body in
the world. We are also moving forward
to restart our Miami mine in Arizona,
expected to begin producing copper in
2010; and we have several incremental
expansion projects in progress.

SOUTH AMERICA

In 2007, we reached capacity from

our recently expanded mill complex

at our Cerro Verde mine, increasing
production of both copper and
molybdenum. We are also pursuing
plans to develop a large sulfide
deposit at El Abra, which shouid begin
producing copper by 2010 and extend
the life of the mine by 10 years.

INDONESIA

Projects are under way to develop
large-scale underground ore bodies

at the Grasberg mine. These include
further expansion of the existing Deep
Ore Zone mine and developing the
high-grade Big Gossan mine, expected
to be complete by 2010; and continued
work on the Common Infrastructure
project to provide access to the Grasherg
underground ore body, the Kucing Liar
ore body and other deposits.

6 Letterto Shareholders

AFRICA

Qur company is operator and 57.75 percent
owner of Tenke Fungurume, believed to
be the largest copper and cobalt mining
concession in the world, located in the
Katanga province of the Democratic
Republic of Congo. Significant
construction activities for this high-
potential project are in progress, with
operations targeted to begin during 2009.

In addition to our long-lived reserve
profile, we have opportunities to expand
our reserves in the large mining districts
where we operate. We have active
exploration programs near our major
sites in the Americas and on the highly
prospective concessions we have in
Africa and Indonesia.

We have created a company that is well
positioned to participate in what we
believe will be a positive copper market
for the future.

From a supply/demand standpoint,

the copper market is well positioned

for producers, Inventories remain at
historically low tevels, The industry is
characterized by limited supplies and a
{arger demand base, primarily because
of the emergence of China as the world’s
largest consumer of copper. Demand for
copper has increased as China, India
and other emerging nations develop
their cities and infrastructure,

In terms of supply, there is an absence
of major new mines under development.
It is very difficult to develop projects

in today’s world, with issues such as
escalating costs, limited availability of
people and equipment, and technicat
and environmental challenges.

Debt

$in billions
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$in billions

$50
$40
$30
$20

310

Y-E 2006

Y-E 2007




MoRrenct Ming, ARiZONA, with a long history of successful
operations, is our largest-producing copper ming in
North America, and where we continue to pioneer
through technology advances in copper extraction.

These constraints on supply
development are what led us to a view
that the outlook for copper is positive
and our company is well positioned

to benefit from these favorable
conditions.

The acquisition of Phelps Dodge
Corporation combined two companies
with strong core values concerning
environmental protection and impact
mitigation and the support of local
communities where we operate. We
have well established Environmental
and Social, Employment and Human
Rights policies and are taking steps to
ensure that our commitments detailed

in these policies are fully implemented
throughout our worldwide operations.

The year 2008 will be an exciting one for
our company. We want to express our
deepest appreciation to our employees,
who have made our past success
possible through their hard work and
dedication. We especially would like to
thank Tim Snider, cur Chief Operating
Officer, for his 37 years of dedicated
service to Phelps Dodge and his efforts
to ensure the success of the integration
of the two companies. Tim is retiring
effective April 1, 2008.

We also want to extand our sincerest
gratitude to our Board of Directors for

their wisdom, judgment and advice

which led to our successful business
combination and will guide us as we work
to achieve continued success in the future.

Respectfully yours,

oo~

Richard €. Adkerson
President and
Chief Executive Officer

James R. Moffett
Chairman
of the Board

March 17, 2008

Letter to Shareholders 7
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Seizing Opportunities in North America

Through expansion, optimizing production, and the introduction

of new process technology, our North American operations are —
iy s b

well positioned for an exciting future.

Photo: Morenci open-pit mine in Arizona.




Positioned for Success

A series of incremental expansion projects at various sites in North America will
add to an expanding copper production profile. Our standing as the world’s largest
producer of molybdenum will grow stronger as we proceed with the restart of the
Climax mine in Colorado.

NORTH AMERICA

OPERATIONS

Freeport-McMoRan Copper & Geld Inc.
(FCX), through its successful 2007
acquisition and integration of

Phelps Dodge, is a leader in North
American copper production and

is working to optimize and expand
production at its mines in the
southwestern United States (U.S.).

The company operates six copper
mines in two states — Morenci,
Bagdad, Sierrita and Safford in Arizona
and Chino and Tyrone in New Mexico.
All of these mines are wholly owned,
except for Morenci, in which FCX holds
an Bs-percent joint venture interest.
Consolidated pro forma copper sales
from North American operations
totaled 1.3 billion pounds in 2007 and
2006 at average realized prices of
$3.12 per pound in 2007 and $2.26
per pound in 2006, which is net of a
$0.14 per pound impact on 2007 and

a $o.77 impact on 2006 for hedging
losses related to copper price protection
programs. Our North American mines
have long-lived reserves and substantial
additional development potential.

FCX is the world's largest producer

of molybdenum through its whally
owned Henderson molybdenum mine

in Colorado and as a by-product at the
Sierrita, Bagdad, Chino and Morenci
operations in the U.5. and at the Cerro
Verde mine in Peru. The Henderson
block-cave underground mining complex
produces high-purity, chemical-grade
molybdenum concentrates, which are
further processed into value-added
molybdenum chemical products.
Consolidated pro farma molybdenum
sales from the Henderson and by-
product mines totaled 69 million pounds
in 2007 and 2006 at average realized
prices of $25.87 per pound in 2007 and
$21.87 in 2006.

DEVELOPMENT PROJECTS

The Safford mine in Arizona, where
production commenced in late 2007,
is the first new copper mine in North
America in decades. The Safford
operation will produce ore from two

open-pit mines and includes a solution
extraction/electrowiniing (SX/EW)
facility. Ramp up to full production of
240 million pounds of copper per year
is expected in the first half of 2008. The
total capital investment for the Safford
project is approximately $675 million.

A concentrate-leach, direct electrowinning
facility at the Morenci mine in Arizona
was commissioned in 2007. The project
uses the company’s proprietary medium-
temperature, pressure;leaching and
direct electrowinning technology, which
will enhance cost savings by processing
concentrate on-site instead of shipping
the product to smelters for treatment.
This project also included the restart

of a mill. Mill throughput adds 115
million pounds of copper per year and is
operating near capacity of 49,000 metric
tons per day. The capital investment

for these projects at Morenci was
approximately $250 million.

We are pursuing a project to restart the
Climax molybdenum mine near Leadville,

FCX is the world’s largest producer of
molybdenum through its wholly owned
Henderson molybdenum mine in Colorado
and as a by-product at several operations
in the U.S. and Cerro Verde in Peru.

Photo: Henderson molybdenum mine in Colorado

=]
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Colorado. Climax is believed to be the
world’s largest, highest-grade and
lowest-cost undeveloped molybdenum
ore body in the world. The initial project
involves the restart of open-pit mining
and the construction of new milling
facilities. Annual production is expected
to approximate 30 million pounds of
molybdenum beginning in 2010 at
estimated cash costs approximating
$3.50 per pound, The project is
designed to enable the consideration
of further large-scale expansion of the
Climax mine. The capital investment

for the initial project is expected to
approximate $500 million.

We have also announced the restart

of copper mining operations at our
Miami mine in Arizona. We expect full
rates of production of approximately 100
million pounds of copper per year by
2010. The estimated capital investment
to restart the Miami copper mine is
approximately $100 million, primarily
for mining equipment.

In addition to the projects currently

under way, we are continuing to review
expansion opportunities assaciated with
existing ore bodies. As an initial step, we
are pursuing incremental expansions at
the Morenci, Sierrita and Bagdad mines in
Arizona. The estimated capital investment
for these projects is approximately $370
million. Detailed engineering for these
projects is under way.

EXPLORATION

Our exploration efforts in Nerth America
include drilling of the Lane Star deposit
located approximately four miles from
the ore body within the Safford district,
as well as targets in the Morenci

and Bagdad districts, and near the
Henderson meolybdenum ore body.

LEADING THROUGH TECHNOLOGY

FCX produces copper cathode at
leaching and SX/EW operations at
Marenci, Bagdad, Sierrita, Tyrone,
Chino and Safford. We are the world’s
leading producer of copper using

the SX/EW process, which is a cost-
effective method for extracting copper
from certain types of ore, and a major
factor in our continuing efforts to
maintain internationally competitive
costs. FCX is committed to

continuous improvement through
operational excellence and innovation.
Leading scientists and experts at our
Process Technology Center in Arizona
are at work developing cost-effective,
envirenmentally sound and less energy
intensive process improvements.

UNIT NET CASH COSTS

North American pro forma unit net cash
costs, including molybdenum credits,

averaged $0.86 per pound for 2007,
compared with $0.61 per pound in 2006,
Pro forma unit net cash costs at our
North American operations were higher
in 2007 than the previous year because
of higher labor, maintenance, operating
supplies and energy costs and also
reflect higher costs associated with the
ramp up of the Morenci mill operations.
These higher costs were partly offset by
favorable by-product credits as a result
of higher molybdenum prices.

Assuming an average copper price

of $3.00 per pound and an average
molybdenum price of $30 per pound

for 2008 and achievement of current
2008 sales estimates, we estimate that
the 2008 average unit net cash costs

for North American mines, including
molybdenum credits, would approximate
$1.00 per pound of copper.

Henderson’s pro forma unit net cash
costs averaged $4.32 per pound for
2007, compared with $3.71 per pound
in 2006. Henderson’s higher unit net
tash costs per pound of molybdenum
were primarily associated with higher
input costs, including labor, supplies
and service costs, and higher taxes.
These higher costs were partly offset by
lower energy costs resulting from energy
credits received in 2007.

Assuming an average price of $30

per pound of molybdenum for 2008

and achievement of current 2008

sales estimates, we estimate that the
2008 average unit net cash costs for
Henderson would approximate $4.50 per

Concentrate leach technology at
Morenci is among the numerous
projects commissioned in 2007

pound of molybdenum.

See pages 59 through 61 fora
reconciliation of pro forma North
American and Henderson unit net

cash costs per pound to produiction
and delivery costs applicable to pro
forma sales reported in FCX’s pro forma
consolidated financial results.

to optimize production and enhance
cost savings.

10 Operational Overview



Growth and Optimization Lead the Way

SaFFORD MINE, ARiZONA. The first new copper mine to open in North
America in decades commenced operations in 2007 Safford will employ
industry-leading technology to optimize production while minimizing
environmental impact. Additional exploration opportunities exist in the
nearby Lone Star deposit, where a drilling program is under way.

Operational Overview 11
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Expanding Horizons

FCX’s South American operations provide a significant portion of our copper
production and are positioned for significant growth through expansions

and optimization.

SOUTH AMERICA

OPERATIONS

FCX has four operating copper mines in
South America — Cerro Verde in Peru and
Candelaria, Ojos del Salado and El Abra
in Chile.

The company owns a 53.56 percent
interest in Cerro Verde, Bo percent of
the Candelaria and Ojos del Salado
mining complexes, and a 51 percent
interest in El Abra.

Consolidated pro forma copper sales
from these operations totaled 1.4 billion
pounds in 2007, and 1.1 billion pounds
in 2006 at average realized prices of
$3.25 per pound in 2007 and $3.03 per
pound in 2006. The increase in 2007
copper sales reflects higher production
from Cerro Verde resulting from the new
concentrator, which reached design
capacity in mid-2o007.

12 QOperational Overview

DEVELOPMENT PROJECTS

In mid-2007, the recently expanded

milt at Cerro Verce reached design
capacity of 108,000 metric tons of ore
per day. This expansion enables Cerro
Verde to produce approximately 650
million pounds of copper and 8 million
pounds of molybdenum per year for
the next several years. Additionally,

as part of our initial step in reviewing
expansion opportunities associated with
existing ore bodies, we are pursuing an
incremental expansion at Cerro Verde.

At the end of 2006, a feasibility study
was completed to evaluate development
of a large sulfide mineral deposit
underlying the existing oxide ore pit

at Et Abra. This project would extend

the mine life by cver 10 years. Initial
production from the sulfide is expected
to begin in 2010, and is expected to
average approximately 325 million
pounds of copper per year beginning

in 2012. The existing facilities at El

Abra would be used in canjunction with
new facilities to process the additional
reserves, minimizing capital spending
requirements. FCX is currently working
with Chilean authorities on finalizing an
enviranmental impact study associated
with this project. The total capital
investment for the project is expected to
approximate $450 million.

EXPLORATION

Exploration in South America is ongoing
in and around Cerro Verde, Candelaria
and Ojos del Salado.

UNIT NET CASH COSTS

South American pro forma unit net cash
costs, including by-product credits
(primarily gold), averaged $1.02 per
pound for 2007, compared with $0.91 per
pound in 2006. Pro forma unit net cash
costs for our South American operations
were higher in 2007 than the previous
year, primarily reflecting higher costs at
El Abra because of lower copper sales.

In addition, higher pro forma unit net
cash costs reflect the impact of Cerro
Verde’s voluntary contribution programs,
including the liability associated with
local mining fund contributions. These
higher costs were partially offset by
lower overall costs at Cerro Verde
associated with significantly higher
production from the new concentrator.

Assuming an average copper price of
$3.00 per pound and achievement of
current 2008 sales projections, we
estimate that 2008 average unit net
cash costs for South American mines,
including gold and molybdenum
credits, would approximate $1.05 per
pound of copper.

See page 62 for a reconciliation of pro
forma South American unit net cash
costs per pound to production and
delivery costs applicable to pro forma
sales reported in FCX's pro forma
consolidated financial results.
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GRASBERG"MJNE, InpoNesia. The Grasberg Minerals District cantains the
world's largest recoverable copper and gold reserve in a single mining

‘ . district, providing assets with a long life in an area with highly
. - ,tirc;specfr've exploration potentidl,




Strong Foundation

For more than three decades, the FCX and PT Freeport Indonesia team have led the
industry in exploring, developing and mining one of the world’s great minerals
zones — the Grasberg Minerals District in the Indonesian province of Papua.

INDONESIA

OPERATIONS

FCX has a 90.64 percent interest in PT
Freeport Indonesia. Qur consolidated
sales from the Indonesia operation
totaled 1.1 billion pounds of copper and
2.2 million ounces of gold in 2007 at
average realized prices of $3.32 per pound
for copper and $680.74 per ounce for
gold. Consolidated sates from Indonesia
in 2006 totaled 1.2 billion pounds of
copper and 1.7 million ounces of gold at
average realized prices of $3.13 per pound
for copper and $566.51 per ounce for gold.

FCX’s consolidated share of annual
sales from Indonesia in 2008 is
projected to approximate 1.2 billion
pounds of copper and 1.2 million
ounces of gold. At the Grasberg mine,
the sequencing in mining areas with
varying ore grades causes fluctuations
in the timing of ore production,
resulting in varying quarterly and
annual sales of copper and gold, PT
Freeport Indonesia expects to be mining

in a relatively low-grade section of the
Grasberg open pit in the first half of
2008 and in a highey-grade section in
the second half of the year,

DEVELOPMENT PROJECTS

Several projects in progress in the
Grasberg Minerals District aim to
increase production and operating
efficiencies, and to provide foundations
for future development of underground
ore deposits.

In mid-2007, PT Freeport Indonesia
completed the expansion of the capacity
of the Deep Ore Zone (DOZ) underground
operation to allow a sustained rate of
50,000 metric tons of ore per day. A
further expansion of the DOZ mine to
80,000 metric tons per day is under way
with completion targeted by 2010. The
success of the development of the DOZ
mine, already cne of the wortd's largest
underground copper mines, provides
confidence in the future development

of PT Freeport Indonesia's [arge scale
undeveloped underground ore bodies.

Other projects under way include the
development of the high-grade Big
Gossan underground mine, expected

to ramp up to full production of 7,000
metric tons per day in late 2010, and the
continued development of the Common
Infrastructure project, which will provide

access to the large undeveloped ore
bodies located in the Grasherg Minerals
District through a tunnel system located
approximately 400 meters deeper

than the existing underground tunnel
system. This system will also provide
access to conduct future exploration in
prospective areas associated with the
currently identified ore bodies.

An optimization project completed at
the concentrating complex at Grasberg,
including the installation of high
pressure grinding rolls, was completed
in 2007. Further enhancements to mill
throughput are ongoing with completion
targeted during 2008.

EXPLORATION

PT Freeport Indonesia’s exploration
efforts in Jndonesia include testing
extensions of the Deep Grasberg

and Kucing Liar mine complex and
evaluating targets in the area between
the Ertsberg East and Grasberg mineral
systems from the new Common
Infrastructure tunnels. Initial drill
results from the Common Infrastructure
tunnels are positive and additional
drilling is in process. FCX continues its
efforts to resume exploration activities
in certain prospective areas in the
province of Papua outside the Grasberg
Minerals District.

Operational Overview 15
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UNIT NET CASH COSTS

PT Freeport Indonesia’s unit net cash
costs, including gold and silver credits,
averaged $0.2g per pound for 2007,
compared with $0.60 per pound in 2006.
The lower costs in 2007 were primarily
the result of higher gold and silver

The DOZ mine in rhe\Gra's'berg Minerals.District, one of the
world’s largest underg’ragnd mines, continues to exil'and,

credits. Unit site production and delivery
costs vary with fluctuations in sales
volumes because of the fixed nature of
PT Freeport Indonesia’s cost structure,

Assuming average copper prices of
$3.00 per pound and average gold
prices of $8o00 per ounce for 2008

Copper concentrate from
Grasberg is shipped to smelters
around the world.

16 Operational Overview

while industry-leading training initiatives prepare a

skilled local gyorkfprce for the future.

and achievement of current 2008

sales estimates, PT Freeport Indonesia
estimates that 2008 unit net cash costs,
including gold and silver credits, would
approximate $0.80 per pound, primarily
reflecting lower gold volumes.

See pages 64 and 65 for a reconciliation
of Indonesian unit net cash costs per
pound to production and delivery costs
applicable to sales reported in FCX’s
consolidated financial statements .



AFRICA

TENKE FUNGURUME DEVELOPMENT

One of the most exciting minerals
development projects in the world is the
Tenke Fungurume development, which is
under way in the Katanga province of the
Democratic Republic of Congo (DRC), at
the heart of the African copper belt, FCX
holds a 57.75 percent interest in the
Tenke Fungurume copper/cobalt mining
concession, which is believed to include
the largest undeveloped high-grade
copper and cobalt ore body in the world.
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pper,and cobalt ore body in the world today.

Tenke Fungurume mining operations are targeted

to begin during 2009.

The initial project at Tenke Fungurume

is based on initial ore reserve estimates
of approximately 100 million metric tons
with ore grades of 2.3 percent copper
and 0.3 percent cobalt. Construction is in
progress and operations are targeted to
commence in 2009, with average annual
production of approximately 250 million
pounds of copper and 18 million pounds
of cobalt. There is significant potential
to expand the operation to become one
of the world's teading copper/cobalt
mining operations.

FCX is responsible for funding 70
percent of Tenke Fungurume project
development costs and, at our joint
venture partner’s election, is also
responsible for financing our partner’s
share of project costs that exceed 25

percent of the feasibility study cost
estimates, The total capital investment
for the project is currently estimated
at approximately $g00 million,

Capital cost estimates will continue

to be reviewed as engineering and
construction activities progress.

EXPLORATION UPﬁATE

In Africa, FCX is actively pursuing
targets outside of the initial
development at Tenke Fungurume.

Less than half of the 600-square-mile
concession has been explored. The
number of drilt rigs operating on these
and other locatiens near the company’s
mine site has increased significantly
during the past year.

Operational Overview 17



FREEPORT-McMoRaN COPPER & GOLD INC.
2007 Annual Report

Financial Performance & Outlook

We have structured our business to use our significant cash flows to invest in
attractive development projects, maintain a strong balance sheet and provide

returns to shareholders.

OPERATING CASH FLOW
AND CASH POSITION

We generated operating cash

flows totaling $6.2 billion for 2007,
including $1.1 billion from working
capital sources, compared with $1.9
billion for 2006, net of $114 million used
for working capital. Operating cash flows
for 2007 benefited from Phelps Dodge’s
operations beginning March 20, 2007,
and also benefited from higher metals
prices. At December 31, 2007,

FCX had consolidated cash of $1.6 billion
and net cash available of $1.1 billion.

INVESTING ACTIVITIES

On March 19, 2007, we issued 136.9
million shares of common stock and
paid $13.9 billion to acquire

Phelps Dodge. Capital expenditures
totaled $1.8 billion for 2007, compared
with $251 million for 2006. The increase
in capital expenditures for 2007,
compared with 2006, primarily resulted

from the addition of $1.3 billion for
Phelps Dodge capital spending beginning
March 20, 2007, including $345 million
associated with the Safford project in
Arizona and $218 million associated with
the Tenke Fungurume project in the DRC.
Also included in capital expenditures for
2007 was $101 million for development
expenditures at Big Gossan and $58
million for infrastructure required for

the development of the underground
Grasberg ore body.

Capital expenditures are expected to
approximate $2.4 billion for 2008, and
average approximatety $1.8 billion per
year over the next three years.

FINANCIAL TRANSACTIONS

At December 31, 2007, we had $7.2
billion in debt, including $6.0 billion
in acquisition debt, $0.8 billion of
debt assumed in the Phelps Dodge
acquisition and $0.4 billion of
previously existing debt. In connection

Our exploration teams are working
around the globe to add to our
recoverable reserves base. We take
a long-term view on managing the
business to maximize the value of
our minerals deposits.

18 Ffinancial Performance & Outlook

with financing the acquisition of

Phelps Dodge, we used $2.5 billion of
available cash (including cash acquired
from Phelps Dodge) and funded the
remainder with term loan borrowings
totaling $10.0 billion under a new $11.5
billion senior credit facility and from the
offering of $6.0 billion in senior notes.

Following the close of the acquisition

and in accordance with our plan to

reduce debt, during 2007 we fully repaid
the $10.0 billion in term loans using

a combination of equity proceeds and
internally generated cash flows. The
equity transactions included the sale of
47.15 million shares of common stock at
$61.25 per share for net proceeds of $2.8
billion and 28.75 million shares of 6 3/.%
Mandatory Convertible Preferred Stock for
net proceeds of $2.8 hillion. In addition to
repaying the term loans, during 2007 we
had net repayments of other debt totaling
$325 million,

Capital Expenditures

$in bitlions
$26 ——
$20 ——

$15

$1.0 —| ]

$0.5
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OUTLOOK

FCX’s consolidated sales volumes

for 2008 are currently projected to
approximate 4.3 billion pounds of
copper, 1.3 million ounces of gold and
75 million pounds of molybdenum. The
achievement of sales estimates will
be dependent on the achievement of
targeted mining rates and expansion
plans, the successful operation of
production facilities, the impact of
weather conditions and other factors,

Operating activities are expected to
generate positive cash flows for the
foreseeable future based on anticipated
operating results and metal prices. Based
on estimated sales velumes for 2008
and assuming average prices of $3.00
per pound of copper, $800 per ounce of
gold and $30 per pound of molybdenum
for 2008, our operating cash flows would
approximate $5 billion in 2008, which

is net of approximately $800 million

in working capital uses, including the
$598 million payment in January 2c08 to
settle the 2007 copper price protection
program. Using flat pricing assumptions
for the year, second-half 2008 operating
cash flows would be significantly higher
than the first half.

We expect to generate cash flows
during 2008 significantly greater
than capital expenditures, scheduled
debt maturities, minority interest
distributions, dividends and other
cash requirements.

FINANCIAL POLICY

FCX has a long track record for
maximizing shareholder values through
pursuing development projects with
high rates of return and returning cash
to shareholders through common stock
dividends and share purchases.

Freeport-MciMoRan Copper & Gold Inc.
has a long track record returning cash
to shareholders through common

stock dividends and share purchases.

In December 2007, following the
achievement of our debt reduction target
since the Phelps Dodge acquisition on
March 19, 2007, FCX’s Board of Directors
increased our annual common stock
dividend from $1.25 to $1.75 per share
and approved & new open-market share
purchase program authorizing purchases
totaling 2o million shares.

RESERVES

FCX's estimated consolidated
recoverable reserves at December 31,
2007, include 93.2 billion pounds of
copper, 41.0 million ounces of gold
and 2.0 billion pounds of molybdenum.
Estimated recoverable reserves were
assessed using long-term average
prices of $1.20 per pound of copper,
$450 per ounce of gold and $6.50 per
pound of molybdenum.

Net additions to recoverable copper
reserves during 2007 totaled
approximately 2.3 billion pounds

at the North American mines and
approximately 1.8 billion pounds at
the South American mines because of
higher price assumptions partly offset
by increased costs, These additions
were partly offset by reductions of

approximately 0.7 billion pounds at the
Indonesian mines primarily because
certain ore bodies were reclassified

as mineralized material following

an updated risk assessment of the
proximity to the mill complex and
updates to the long-term mine plans
for the underground ore bodies.

A detailed discussion of our operations
and financial matters, including our
gudited financial statements, is included
in this report. We invite you to review
“Management’s Discussion and
Analysis” as well as the financial
statements in the following pages.

If you have any questions or would

like additional information about FCX
or its affiliates, please contact our
Investor Relations Department,

(602) 366-8400; or access our web site,
www. fcx.com.

Financial Performance & Qutlook
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A World of Commitment

+ As one of the world’s major producers of copper, gold and molybdenum,
we recognize the importance of providing these essential metals to today's
economies. We have an obligation to do so in balance with our corporate
and social responsibilities in order to safeguard future generations.

Photo: Tsinga Village, near the Grasherg mine in Papua, Indonesia.
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Far-Reaching Sustainability

At every community where we operate, we work hard to minimize, mitigate and
remediate our environmental impacts. We implement development initiatives
globally to protect human rights and to support social development in local
communities to provide improved healthcare, education, housing, employment
and business development opportunities.

SUSTAINABILITY

FCX is committed to promoting
sustainable development throughout
its operations, The world depends on
the metals we produce to sustain and
expand economic opportunity and
growth. Qur obligation is to provide
these metals in a responsible manner —
from the time of exploration to site
closure and remediation.

The acquisition of Phelps Dodge
Corporation combined not only our
businesses, but also our respective
commitments to our employees,
neighbors, communities and the
environment, Threugh the integration
of our companies, we adopted new
environmental, health and safety
policies — drawn fram each company’s
strengths — and are applying these
policies across our entire organization.
We have renewed our Business Conduct
Principles, embracing integrity and
ethical business practices as the
foundation of our operations around
the world. As a proud member of the
International Council on Mining and
Metals (ICMM)}, we endarse the ICMM
Sustainable Development Framework
and 10 Sustainable Development
Principles, For several years, we

have published our Working Toward
Sustainable Development (WTSD)
Report, which is a companion document
to this annual report and describes our
progress in these areas:

ECONOMIC DEVELOPMENT

Our mining operations provide
economic benefits to the communities
in which we operate. These include
direct benefits through the payment of
taxes and royalties and for voluntary
programs as well as indirect benefits
through wages, the purchase of goods
and services, and infrastructure
investments.

SOCIAL DEVELOPMENT

We can best ensure the long-term
viability and success of the communities
near our operations by working closely
with the communities themselves. Our
efforts are focused on understanding
community needs, providing appropriate
financial support, offering our expertise
and energizing employee involvement
and volunteerism.

ENVIRONMENTAL MANAGEMENT

We focus on minimizing environmental
impacts, protecting and enhancing the
quality of the environment, and
continuously improving our performance
in this area, We operate in areas of the
world rich in biodiversity, and we work
hard to preserve valuable habitat and
species,

SAFETY

We strive for continuous safety
improvement to achieve our vision
of a workplace free of injuries and
occupational illness. Injury and
lost-time rates at FCX operations
worldwide are well below the U.S.
mtining industry averages,

Building and sustaining strong
communities and robust, diverse
economies in communities near our
operations sites is a responsibility
we share and communicate with local
governments, civic groups, business
leaders and community members.

Photo: Community school near Cerro Verde mine in Peru.
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A World of Progress

We believe that our most importanf asset is our people and that achieving zero injuries
and occupational illness and maintaining that standard is the only acceptable {evel
of performance.

For more detailed information on these
issues, please see our “Working Toward
Sustainable Development Report” as well
as our report on the Global Reporting
Initiative (GRI} sustainability indicators
on our web site (www.fcx.com).

For a physical copy, please e-mail is at
FMS_Communications@fmi.com, or
contact the Communications Department.

Economic, Social & Environmental Overview 23
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Board of Directors & Managemenmnt

Board of Directors

James R. Moffett, 1992 T
Chairman of the Board
Freeport-McMoRan Copper & Gold Inc.

Richard C. Adkerson, 2006
President and Chief Executive Officer
Freeport-McMoRan Copper & Gold Inc.

Robert ). Allison, Jt., 2001 (2, 3, 4)
Director and Chairman Emeritus
Anadarko Petroleum Corporation

Robert A. Day, 1995 {1, 3}
Chairman of the Board and
Chief Executive Officer
Trust Company of the West

Gerald J. Ford, 2000 (1, 2)
Chairman of the Board
First Acceptance Corporation

H. Devon Graham, Jr., 2000 (1, 2)
President
R.E. Smith Interests

t Year Joined Board

J. Bennett Johnston, 1997 {4}
Chairman

Johnston & Associates, LLC and
Johnston Development Co. LLC
Former United States Senator

General Charles C. Krulak, 2007 (4)
Former Commandant,

United States Marine Corps

Retired Executive Vice Chairman and
Chief Administration Officer, MBNA Corp.

Bobby Lee Lackey, 1995 (2, 4)
Consultant

Jen €. Madonna, zo07 (1)
Retired Chairman and
Chief Executive Officer, KPMG LLP

Dustan E, McCoy, 2007 (4)
Chairman and Chief Executive Officer,
Brunswick Corporation

Gabrielle K. McDonald, 1995 (4}

Judge, Iran-United States Claims Tribunal
Special Counsel on Human Rights to
Freeport-McMoRan Copper & Gold Inc.

B. M. Rankin, Jr., 1995 (4)

Vice Chairman of the Board
Freeport-McMoRan Copper & Gold Inc.
Private Investor

]. Stapleton Roy, 2001 (4)

Vice Chairman

Kissinger Associates, Inc.

Former United States Ambassador
to Indonesia

Stephen H. Siegele, 2006 (1, 4)
Private Investor

Dr. J. Taylor Wharton, 1995 (4)
Retired Special Assistant to the
President for Patient Affairs
Professor, Gynecologic Oncology
The University of Texas

M.D. Anderson Cancer Center

Director Emeritus

Dr. Henry A. Kissinger
Chairman

Kissinger Associates, Inc,

BOARD COMMITTEES: The Board has established the following committees to provide for effective direction and management of the Company’s business:

1) The Audit Committee assists the Board in fulfilling the Board's oversight responsibilities by monitoring (a) the Company’s continuing development and performance of its system of financial
reporting, auditing, internal controls and legal and regulatory compliance, (b) the aperation and integrity of the system, () perfermance and qualifications of the Company’s independent
external and internal auditors and (d) the independence of the Company’s independent auditors.

2) The Corporate Personnel Committee sets the compensation of the chairman of the board, the chief executive officer and senior management, and administers the Company's annual

incentive, long-term incentive and stock incentive plans.

3} The Nominating and Corporate Governance Committee recommends individuals 1o the Board for nomination as directors for election by stockhotders as well as monitors and makes
recommendatiens to the Beard concerning corporate governance matters.,

4) The Public Policy Committee oversees the Company’s (a) governmental and community relations and information programs, (b} compliance programs relating to the Company’s social,
employment, and human rights policies, (¢} safety and environmental programs and (d) charitable and philanthropic contributions,

flanagement

James R. Moffett
Chairman of the Board

Richard C. Adkerson
President and Chief Executive Officer

Michael ). Arnold
Executive Vice President and
Chief Administrative Officer

Kathleen L. Quirk
Executive Vice President,
Chief Financial Officer and Treasurer

24 Board of Directors & Management

Operations

Harry M. “Red” Conger
President - Freeport-McMoRan Americas

Mark ). Jobnson
Chief Operating Officer — Indonesia

Armando Mahler
President Director — PT Freeport Indonesia

John 0. Marsden
President — Freepart-McMoRan Mining
Company

Philtip 5. Brumit
President — Freeport-McMoRan Africa

David H. Thoraton
President — Climax Molybdenum Co.

Marketing

Javier Targhetta
President - Atlantic Copper, S.A.
Senior Vice President — FCX Concentrates

Stephen T, Higgins
President — Freeport-McMoRan Sales Co.
Vice President — FCX Cathode and Rod

Finance and Administration

L. Richards McMillan, 1l
Senior Vice President and
General Counsel

C. Donald Whitmire, Jr.
Vice President and
Controller - Financial Reporting

Internal Auditors
Deloitte & Touche LLP
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Selected Financial and Operating Data

Years Encled December 31, 2007% 2006 2005 . 2004 2003
{in Miftions, Except Per Share Amounts)

FCX CONSOLIDATED FINANCIAL DATA

Revenues $16,939> § 579 $4,179 $2,372 $2,212
Operating income 6,5550¢ 2,869 2177 704¢ 823
Income from continuing operations (appticable to common stock} before

cumulative effect of accounting changes 2,734 1,396 935 157 170
Income from discontinued operations, net of taxes 35 - - - -
Cumulative effect of accounting changes, net - - - - (18"
Net income applicable to common stock 2,76abc0f 1 306R4 9354 15708t 154¢
Basic net income per share of common stock:

Continuing operations $ 8.02 $ 732 $ 518 $ 0.86 $ 099

Discontinued operations 0.10 - - - —

Basic net income per share of common stock $ 812 $ 7.32 $ 518 $ 0.86 $ 099
Diluted net income per share of common stock:

Continuing operations . $ 741 $§ 6.63 $ 467 $ 085 $ 097

Discontinued operations 0.09 - - - -
Diluted net income per share of common stock $ 75000 § 66308 § 467 $ 0.85%0f $ 0.97°0
Basic average shares ouistanding ’ 341 191 180 182 156
Diluted average shares outstanding ' 397 221 220 185 159
Dividends declared per common share $ 1.375 $5.0625 $ 2.50 $ 1.10 $ 027
At December 31;
Cash and cash equivalents $ 1,626 $ 907 $ 764 $ 552 3 499
Property, plant, equipment and development costs, net 25,715 3,009 3,089 3,199 3,262
Goodwill 6,105 - - - -
Total assets 40,661 5,3909 5,550 5,087 4718
Long-term debt, including current portion and short-term borcowings 7,211 680 1,256 1,952 2228
Total stockholders’ equity 18,234 2,4450 1,843 1,164 776

The selected consofidated financial data shown above Js derfved from our audited consolidated financial statements. These historical resuits are not necassarily indicative
of results that you can expect for any future perlod. You should read this data in conjunction with Management's Discussion and Analysis of Financial Condition and Results of
Operations and our full consolidated financial statements and notes thereto contained in this annual report.

4. Incluges the results of Phelps Dodge Corporation (Phelps Cedpe) beginning March 26, 2007,

b. Includes charges to revenues for mark-lo-market accounting adjustments on the 2007 copper price protection program assumed in the acquisttion of Phetps Dodgs totating $175 miflion ($106 million to net income of $0.27
per share).

¢. Includes purchase accounting impacts of $1.3 billion ($793 million to net income or $2,00 per share) related to the acquisition of Phelps Dodge.

d. includes a $95 million {$49 milion to ret income or $0.26 per share) gain on insurance setllement related to the fourth-guarter 2003 slippage and debis flow events at the Grasberg open pit and a $12 milben {12 milion to
net income or $0.06 per share) charge Jelated o Allantic Copper’s woridorce reduction plan.

@ Includes net losses on early extinguishment of debt totaling $132 million (80.33 per share) in 2007, $30 milion (30.14 per share) in 2006, $40 milion ($0.38 per share} in 2005, $7 million ($0.04 per share} in 2004 and
$32 million ($0.20 per sharg) in 2003.

1. Includes gatns of $52 million {$0.13 per share) in 2007 retated o sales of marketable securities, $30 million ¢50.33 per share) in 2006 related o the cisposition of land and certain royaity rights at Atiartic Copper, $5 million
(0.0 per share) in 2005 and $20 million ($0.11 per share} in 2004 from the Sale of land In Arizona held by an FCX joim venture, and an additional $7 miffion ($0.04 per share) in 2004 &om Atantic Coppes's sale of its wire
rod and wira assets.

q. Effective January 1, 2006, we adopted Emerging lssues Task Force lssue No. 04-6, *Accounting for Stripping Costs lncurred during Production in the Mining industry” (EITF 04-6), and recorded our deferred mining costs asset
(5285 million) as of December 31, 2005, net of taxes, minority interest share and inventory effects ($136 million), as a cumulative effect adjustment to reduce beginning retainec eamings. As a resul of adopting EITF 04-6,
income from continuing oparations before Income taxes and minority interests was $35 milfion lower and net income was $19 million (50,06 per share) lower than if we had not adopted ETF 04-6. Effective Jamsary 1, 2006,
we also adopted Statement of Financial Accounting Standards (5FAS) No. 123 (revised 2004}, *Share-Based Payment” (SFAS No. 123A). As a result of adopting SFAS No. 123R, income from continuing operations belore
income taxes and minority interests was $28 million lower and net income was $16 million (30.07 per share) lower than if we had not adopted SFAS No. 123R. Results for prior years have not been restated.

h. Effective January 1, 2003, we adopted SFAS No. 143, “Accounting lor Asset Retirement Obigations,” and recorded a $3 million (30.06 per share} cumulative effect gain. Efective July 1, 2003, we adopted SFAS No. 150,
*Accounting for Certain Financial Instruments with Characteristics of both Liabiities and Equity,” and recorded a $25 million (80.16 per share) cumutative eftect chasge.
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Selected Financial and Operating Data

Years Ended December 31, 2007° 2006? 20052 20042 2003

FCX PRO FORMA CONSOLIDATED OPERATING DATA, Net of Jaint Venture Interests

Copper (recoverable)
Production {millions of pounds) 3,884 3,639 3,012 3518 3,748
Production {thousands of metric tons) 1,762 1,651 1,774 1,586 1,701
Sates {millions of pounds) 3,862 3,630 3,933 3,530 3,775
Sales (thousands of metric tons} 1,752 1,647 1,784 1,601 1,712
Average realized price per pound, excluding hedging $ 328 ¢$ 306 $§ 176 $ 133 § 082
Average realized price per pound, including hedging $ 32® § 279" $§ 167 $ 133 § 082
Gold (recoverable)
Proguction (thousands of ounces) 2,329 1,863 2,923 1,591 2,592
Sales (thousands of ounces) 2,320 1,866 2,925 1,577 2,604
Average realized price per ounce $ 681.80 $ 566.11° $ 45380 § 41085 $ 364.40
Molybdenum (recoverable)
Production (mitlions of pounds) 70 68 62 57 52
Sales (millions of pounds} 69 69 60 63 54
Average realized price per pound $ 26587 § 2187 § 2589 $ 1271 % 578
CONSOLIDATED NORTH AMERICAN MINING OPERATING DATA, Net of Joint Venture Interest (Pro Forma)
Copper {recoverable)
Production {millions of pounds) 1,320 1,305 1,365 1,384 1,296
Production {thousands of metric tons) 589 592 619 628 588
Sales (millions of pounds) 1,332 1,303 1,383 1,393 1,316
Sales (thousands of metric tons) 604 53 627 632 597
Average realized price per pound, excluding hedging $ 326 $ 303 § 167 % 129 $ 082
Average realized price per pound, including hedging $ 312 5 226" § 149" § 129 § 082
Molybdenum {recoverable)
Preduction (millions of pounds) 69 68 62 57 52
Sales (millions of pounds) 69 69 60 63 54
Average realized price per poundg $ 2587 § 2187 $ 2589 $ 1271 $ 578
CONSOLEIDATED SOUTH AMERICAN MINING OPERATING DATA (Pro Forma)
Copper {recoverable)
Production {millions of pounds) 1,413 1,133 1,091 1,137 1,181
Production {thousands of metric tons) 641 514 435 516 b27
Sales {millions of pounds) 1,399 1,126 1,093 1,145 1,163
Sales {thousands of metric tons) 635 511 496 519 527
Average realized price per pound, excluding hedging $ 325 $ 303 $ 175 % 133 §$ 083
Average realized price per pound, including hedging $ 325 $ 303 § 163 $ 133 $ 083
Gold (recoverable) '
Production {thousands of ounces) 116 112 17 122 127
Sales {thousands of ounces) 114 111 17 122 127
Average realized price per ounce $ 70081  $ 55170 § 42532 § 40914  $ 34812
Molybdenum {recoverable)
Production (millions of pounds) 1 - - - -
CONSOLIDATED INDONESIAN MINING OPERATING DATA, Net of Rio Tinta's Joint Venture Interest
Copper {recoverable)
Production {millions of pounds) 1,151 1,201 1,456 ag7 1,292
Production {thousands af metric tons) 522 545 660 452 586
Sales {millions of pounds) 1,131 1,201 1,457 992 1,296
Sales {thousands of metric tons) 513 545 661 450 588
Average realized price per pound $ 332 ¢$ 313 & 18 % 137 $ 082
Gold {recoverable)
Production {thousands of ounces) 2,198 1,732 2,789 1,456 2,463
Sales ({thousands of ounces) 2,185 1,736 2,790 1,443 2,470
Average realized price per ounce § 68074 5 566.51° § 45627 § 41232  $ 366.60

[

. Includes Phelps Dodge's pre-acquisition results for comparative purposes only.
b. Includes the impact of hedging losses related o copper price protection programs.
¢ Amount was approximately $G06 per ounce before a koss resulting from the redemplion of FCX's Gotd-Denominated Preferred Stock, Series 1.
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Selected Financial and Operating Data

Years Ended December 31, 20072 20067 2005° 2004 2003?
100% NORTH AMERICAN MINING OPERATING DATA, Including Joint Venture Interest
Solution extraction/electrowinning (SX/EW) operations
Leach ore placed in stockpiles (metric tons per day) 798,200 801,200 778,500 742,800 624,100
Average copper ore grade (percent) 0.23 0.30 0.26 0.27 0.31
Copper production (millions of recoverable pounds) 940 1,013 1,066 1,134 1,139
Mill operations '
Ore milled (metric tons per day) 223,200 199,300 194,800 166,400 131,100
Average ore grade (percent):
Copper 0.35 0.33 0.33 0.36 0.36
Malybdenum 0.02 0.02 0.03 0.03 .04
Production (miliions of recoverable pounds):
Copper 501 414 419 375 3
Molybdenum (by-product) 30 31 30 30 30
Molybdenum operations (Henderson)
Qre mifled {metric tons per day) 24,000 22,200 20,300 16,800 12,600
Average molybdenum ore grade (percent) 0.23 0.23 0.22 0.23 0.26
Molybdenum production {millicns of recoverable pounds) 39 37 32 27 22
100% SOUTH AMERICAN MINING QOPERATING DATA
SX/EW operations
Leach ore placed in stockptles {metric tons per day) 289,100 257,400 264,600 233,600 252,600
Average copper ore grade (percent) 0.43 0.45 0.46 0.51 0.51
Copper production (milliens of recoverable pounds) 569 695 670 676 692
Mill operations
Ore milled (metric tons per day) 167,900 68,500 68,700 69,700 65,600
Average copper ore grade (percent) 0.74 0.87 0.84 0.91 0.87
Production {miltions of recoverable pounds)
Copper 844 438 421 462 469
Molybdenum 1 - - - -
100% INDONESIAN MINING OPERATING DATA, Including Rio Tinto’s Joint Venture Interest
Qre milled {metric tons per day) 212,600 229,400 216,200 185,100 203,000
Average ore grade
Copper (percent 0.82 0.85 113 0.87 1.09
Gold (grams per metric ton) 1.24 0.85 1.65 0.58 1,54
Recovery rates {percent)
Copper 90.5 86.1 89.2 88.6 89.0
Gold 86.2 80.9 83. 818 87.3
Production (recoverable)
Copper {millions of pounds) 1,21 1,300 1,689 1,099 1,923
Gold {thousands of ounces} 2.608 1,624 3,440 1,537 3,164

a. Includes Phelps Dodge’s pre-acquisition results for comparative purposes only.
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OVERVIEW
In Management's Discussion and Analysis of Financial Condition and
Results of Operations, "we,” “us” and “our” refer to Freeport-McMoRan
Copper & Gold Inc. (FCX) and its consolidated subsidiaries, including,

) except as otherwise stated, Phelps Dodge Corporation (Phelps Dodge} and
its subsidiaries, which we acquired on March 19, 2007. The results of

operations reported and summarized below are not necessarily indicative

of fulure operating results. In particular, the financial results for 2007
include the operations of Phelps Dodge from March 20, 2007, through
December 31, 2007, because of the accounting treatment for the
acquisition. References fo “Notes™ refer to the “Notes to Consofidated
Financial Statements.” Throughout Management's Discussion and
Analysis of Financial Condition and Resulls of Operations all dollar
amounts included in tables are in miflions (except per share amounts) and
all references to earnings or losses per share are on a diluted basis,
unless otherwise noted.

Through our wholly owned subsidiary, Phelps Dodge, and our majority-
owned subsidiary, PT Freeport Indonesia, we are one of the world's
largest copper, gold and molybdenum mining companies in terms of
reserves and producticn. The Grasberg minerals district contains the
largest single recoverable copper reserve and the largest single gold
reserve of any mine in the world based on the latest available reserve
data provided by third-party industry consultants.

On March 19, 2007, we acquired Phelps Dodge, a fully integrated
producer of copper and molybdenum, with mines in North and South
America and processing capabilities for other by-praduct minerals, such
as gold, silver and rhenium, and severa! development projects,
including Tenke Fungurume in the Democratic Republic of Congo (DRC),

In North America, we have six operating copper mines — Morenci,
Bagdad, Sierrita and Safford in Arizona and Chino and Tyrone in New
Mexico, as well as one operating molybdenum mine — Henderson in
Colorado. In addition, we have announced plans to restart the Miami
copper mine in Arizona, and the Climax molybdenum mine in Colorado.
All of these mining operations are wholly owned, except for Morenci.

We record our 85 percent interest in Morenci, an unincorporated joint
venture, using the proportionate consolidation method. The North
American mining operations are operated in an integrated fashion and
have long-lived reserves with additional development potential.

In South America, we have four operating copper mines - Cetro Verde
in Peru, and Candelaria, Ojos del Salado and EI Abra in Chile. We own a
53.56 percent interest in Cerro Verde, an 80 percent interest in both
Candelaria and Qjos del Salado and a 51 percent interest in El Abra. We
consolidate the results of these operations and report the minority interests.

We own 90.64 percent of PT Freeport Indonesia, including 9.36 percent
owned through our wholly owned subsidiary, PT Indocopper Investama.
The Government of Indonesia owns the remaining 9.36 percent of PT
Freeport indonesia. PT Freeport Indonesia operates under an agreement,
called a Contract of Work, with the Government of Indonesia. The Contract
of Work allows us to conduct exploration, mining and production activities

in a 24,700-acre area called Block A located in Papua, Indonesia. Under
the Contract of Work, PT Freeport Indenesia also conducts exploration
activities (which had been suspended, but resumed in 2007} in an
approximate 500,000-acre area called Block B in Papua. All of PT Freeport
Indonesia's proven and probable mineral reserves and current mining
operations are located in Block A.

We also operate Atlantic Copper S.A. (Atlantic Copper), a wholly owned
subsidiary, located in Spain. Atlantic Copper's operations involve the
smelting and refining of copper concentrates and the marketing of refined
copper and precious metals in slimes. Additionally, PT Freepor! Indonesia
owns a 29 percent interest in PT Smelting, an Indonesian company, which
operates a copper smelter and refinery in Gresik, Indonesia.

Phelps Dodge also had an international manufacturing division, Phelps
Dodge International Corporation (PDIC), which manufactured engineered
wire and cable products principatly for the global energy sector. On
October 31, 2007, FCX completed the sale of PDIC. As a result of the sale,
the operating results of PDIC have been removed from continuing
operations and reported as discontinued operations in the consolidated
statements of income for the year ended December 31, 2007. Refer to
Note 4 for further discussion of discontinued operations.

ACQUISITION OF PHELPS DODGE

Phetps Dodge became our wholly owned subsidiary on March 19, 2007,
In the acquisition, each share of Phelps Dodge common stock was
exchanged for 0.67 of a share of FCX common stock and $88.00 in cash.
As a result, we issued 136.9 miltion shares and paid $18.0 billion in cash
1o Phelps Dodge shareholders for total consideration of approximately
$26 billion. The estimated fair vatue of assets acquired and liabilities
assumed and the resufts of Phelps Dodge’s operations are inctuded in our
consolidated financial staternents beginning March 20, 2007,

At December 31, 2007, the carrying value of goodwill, which is
assaciated with our acquisition of Phelps Dodge, totaled $6.1 billion.
Goodwil! represents the excess of the purchase price over the fair
value of net tangible and identified intangible assets and is atiributable
to potential strategic and financial benefits that are expected to be
realized. Refer to Note 2 for further discussion of these potential benefits.

Accounting for the Acquisition of Phelps Dodge. The acquisition
of Phelps Dodge is being accounted for under the purchase method as
required by Statement of Financial Accounting Standards (SFAS)

No. 141, “Business Combinations,” with FCX as the accounting acquirer.
Refer to Note 2 for a summary of the approximate $26 billion purchase
price, which was funded through a combination of common shares
issued, borrowings under an $11.5 billion senior credit facility, proceeds
from the offering of $6.0 bilfion of senior notes and available cash
resources (including cash acquired from Phelps Dodge).

In accordance with the purchase method of accounting, the purchase
price paid was determined at the date of the public announcement
of the transactfon and has been allocated to the assets acquired and
liabilities assumed based upon their estimated fair values on the
acquisition date of March 19, 2007. Adjustments to the estimated fair
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values, which were initially recorded based on preliminary estimates,
may occur until such values are finalized in first-quarter 2008. In
valuing acquired assets and assumed liabilities, fair values were based
on, but were not limited to: quoted market prices, where available;

our intent with respect to whether the assets purchased were to be held,
sold or abandoned; expected future cash flows; current replacement
cost for similar capacity for certain fixed assets; market rate
assumptions for contractual obligations; and appropriate discount rates
and growth rates. The excess of the purchase price over the estimated
fair value of the net assets acquired has been recorded as goodwill. At
the acquisition date, price projections used to value the assets acquired
ranged from near-term prices of $2.98 per pound of copper and
$26.20 per pound of molybdenum to long-term average prices of $1.20
per pound of copper and $8.00 per pound of molybdenum.

The following table summarizes the impacts of purchase accounting
fair value adjustments in 2007 and the projected 2008 impacts on
production and delivery costs and depreciation, depletion and amortization
expense associated with the increases in the carrying values of Phelps
Dodge's metal inventories (including mifl and leach stockpiles) and
property, plant and equipment, and also includes the impact associated
with the amortization of intangible assets and liabilities resulting from the
acquisition. These net charges do not affect cash flows and are subject
to change as FCX finalizes the purchase price allocation in first-quarter
2008 (refer to Note 2 for a summary of the preliminary purchase price
allocation). Additionally, inventories (including mill and leach stockpiles) are
subject to lower of cost or market assessments, and declines in metals
prices could result in future impairment charges.

{Projected)
2007 2008
Production and defivery costs $ 737 & 860
Depreciation, depletion and amortization 595 940
Amortization of intangibles and other {76) 75

Reduction of operating income

Reduction of income from continuing operations $ 785 § 670

a. The estimated reduction in operating income for 2008 is expected to decline, compared with 2007,
primarily because of 8 decreased impact on production and defivery costs from inventory valuations as
the most significant increases in inventory values were realized in 2007, partiy offset by increases in
{1) depreciation, depletion and amortization reflecting a full year impact for 2008 and higher values for
acquired property, piant and equipment resutting from revised valuations completed in fourth-quarter
2007 and (i) amortization cf net intangible assets in 2008, compared with the amortization of net
intangible liabilities in 2007, which included the amortization of unfavorable sales contracts (refer to
Hote 7).

COPPER, GOLD AND MOLYBDENUM MARKETS

The graphs below are intended to illustrate the movements in metals
prices during the periods presented. World metal prices for copper have
fluctuated significantly from 1992 through January 2008, with the
London Metal Exchange (LME) spot copper price varying from a low of
approximately $0.60 per pound in 2001 to a high of approximately $4.00
per pound in May 2006. World gold prices have also fluctuated widely
from 1998 through January 2008 from a low of approximately $250 per
ounce in 1999 to a high of over $920 per ounce at the end of January
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2008. During the period from 1998 through January 2008, Metals Week
Malybdenum Dealer Oxide prices have ranged from a low of $2.00 per
pound in 1998 to a high of $40.00 per pound in June 2005. Copper, gold
and molybdenum prices are affected by numerous factors beyond our
contro! as described further in our “Risk Factors® contained in Part ), ltem
1A of our Form 10-K for the year ended December 31, 2007.

Historical LME Spot Gopper Price
Through January 31, 2008
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The graph above presents LME spot copper prices and reported stocks
of copper at the LME and New York Commuodity Exchange (COMEX)
through January 31, 2008, From 2003 through 2005, global demand
exceeded supply, evidenced by the decline in exchange warehouse
inventaries. LME and COMEX inventories have risen from the 2005
lows, but combined stocks of approximately 211,000 metric tons

at December 31, 2007, remain at historically low levels, representing
approximately four days of global consumption. Disruptions associated
with strikes, unrest and other operational issues resulted in low levels
of inventory throughout 2006 and 2007. In 2007, copper prices
remained strong, but volatile, with LME copper prices ranging from
$2.37 per pound to $3.77 per pound during the year, and averaging
$3.23 per pound. Future copper prices may continue to be volatile and
are expected to be influenced by demand from China, economic
activity in the United States (U.S.) and other industrialized countries, the
timing of the development of new supplies of copper, production levels
of mines and copper smelters and the level of direct participation by
investors. We consider the current underlying supply and demand
conditions in the global copper markets to be positive for our company
and continue to pursue opportunities to expand production. The LME
spot price closed at $3.77 per pound on February 22, 2008.
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London Gold Prices
Through January 31, 2008

Gold prices averaged approximately $695 per ounce in 2007, with prices
ranging from approximately $608 per ounce to a high of approximately
$842 per ounce. On February 22, 2008, London gold prices closed at
approximately $945 per ounce. Gold prices continued to be supported by
increased investment demand for gold, ongoing geopolitical tensions, a
weak U.S. dollar, inflationary pressures and reduced mine supply.

Metals Week Molybdenum Dealer Oxide Prices
Through January 31, 2008
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Molybdenum markets have been strong in recent years as demand has
exceeded available supplies. During 2007, the molybdenum market
was generally balanced with prices ranging from $24.30 per pound to
$34.25 per pound and averaging $30.23 per pound. The Metals Week
Molybdenum Dealer Oxide price closed at $33.25 per pound on
February 18, 2008.

CRITICAL AGCOUNTING ESTIMATES

Management's Discussion and Analysis of Financial Condition and Results
of Operations is based on our consolidated financial statements, which
have been prepared in conformity with generally accepted accounting
principles {GAAP) in the U.5. The preparation of these statements requires
that we make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenues and expenses. We base these
estimates on historical experience and on assumptions that we consider
reasonable under the circumstances; however, reported results could
differ from those based on the current estimates under different
assumptions or conditions. The areas requiring the use of management's
estimates are discussed further in Note 1 under the subheading “Use of
Estimates.” Management has reviewed the following discussion of its
development and selection of critical accounting estimates with the Audit
Committee of our Board of Directors.

Mineral Reserves and Depreciation, Depletion and Amortization.
As discussed in Note 1, we depreciate our life-of-mine mining and milling
assets and values assigned to proven and probable reserves using the
unit-of-production method based on our estimated recoverable proven
and probable copper reserves (for our copper mines) and estimated
recoverable proven and probable molybdenum reserves {for our
molybdenum mines). We have other assets that we depreciate on a
straight-line basis over their estimated useful lives. Our estimates
of recoverable proven and probable copper and motybdenum reserves
and the useful lives of our straight-line assets impact our depreciation,
depletion and amortization expense. These estimates affect the results
of operations of our operating segments.

Accounting for depreciation, depletion and amortization represents a
critical accounting estimate because the determination of reserves
involves uncertainties with respect to the uttimate geology of our reserves
and the assumptions used in determining the economic feasibility of
mining those reserves, including estimated copper, gold and molybdenum
prices and costs of conducting future mining activities. Additionally,
changes in estimated recoverable proven and probable reserves and useful
asset lives can have a material impact on net income, We perform annual
assessments of our existing assets, including a review of asset costs and
depreciable lives, in connection with the review of mine operating and
development plans. When we determine that assigned asset lives do not
reflect the expected remaining period of benefit, we make prospective
changes to those depreciable lives.

There are a number of uncertainties inherent in estimating quantities of
reserves, including many factors beyond our control. Ore reserve estimates
are based upon engineering evaluations of samplings of drill holes, tunnels
and other underground workings. Our estimates of recoverable proven and
probable reserves arg prepared by our employees, and a majority of these
estimates are reviewed and verified by independent axperts in mining,
geology and reserve determination. At December 31, 2007, consolidated
recoverable reserves include 93.2 billion pounds of copper, 41.0 million
ounces of gold and 2.0 biltion pounds of malybdenum. Refer to “Proven and
Probable Reserves” and Note 19 for further details of estimated recoverable
reserves. These estimates involve assumptions regarding future copper,
gold and malybdenum prices, the geology of our mines, the mining methods
we use and the related costs we incur to develop and mine our reserves.
Changes in these assumptions could result in material adjustments to our
reserve estimates, which could resuft in changes to depreciation, depletion
and amortization expense in future periods, with corresponding adjustments
to net income. f estimated copper reserves at our mings were 10 percent
higher at December 31, 2007, based on our current sales projections for
2008, we estimate that our annual depreciation, depletion and amortization
expense for 2008 would decrease by $98 million ($51 to net income),
and a 10 percent decrease would increase depreciation, depletion and
amortization expense for 2008 by $118 million ($62 million to net income).

As discussed in Note 1, we review and evaluate our long-lived assets
for impairment when events or changes in economic circumstances
indicate that the refated carrying amount of such assets may not be
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recoverable. Our long-lived assets include amounts assigned to proven and
probable reserves totaling $13.8 billion at December 31, 2007. Changes

to our estimates of recoverable proven and probable reserves could have
an impact on our assessment of asset impairment. Revisions to our estimates
of recoverable proven and probable copper, gold and molybdenum
reserves could give rise 10 an impairment of our assets.

Recoverable Copper. We record, as inventory, applicable costs for
copper contained in mill and leach stockpiles that are expected to be
processed in the future based on proven processing technologies. Mill and
leach stockpiles are evaluated periodically to ensure that they are stated
at the lower of cost or market. Accounting for recoverable copper from
mill and leach stockpiles represents a critical accounting estimate
because (j) it is generally impracticable to determine copper contained in
mill and leach stockpiles by physical count, and therefore, requires
management to employ reasonable estimation methods and (i} recovery
rates from leach stockpiles can vary significantly. The quantity of material
delivered o mill and leach stockpiles is based on surveyed volumes of
mined material and daily production records. Sampling and assaying of
biasthole cuttings determine the estimated copper grade contained in
the material delivered to the mill and leach stockpiles.

Expected copper recovery rates for mill stockpiles are determined
by metallurgical testing. The recoverable copper in mill stockpiles, once
entered into the production process, can be extracted inio copper
concentrate almost immediately.

Expected copper recovery rates for leach stockpiles are determinad
using small-scale laboratory tests, small- to large-scale column testing
{which simulates the production-scale process), historical trends and
other factors, including mineralogy of the ore and rock type. Ultimate
recovery of copper contained in leach stockpiles can vary significantly
from a low percentage to more than 90 percent depending on several
variables, including type of copper recovery, mineralogy and particle size
of the rock. For newly placed material on active stockpiles, as much as 70
percent of the copper ultimately recoverable may be extracted during the
first year, and the remaining copper may be recovered over many years.

Processes and recovery rates are monitored continuously, and
recovery rate estimates are adjusted periodically as additional information
becomes available and as related technology changes.

At December 31, 2007, estimated recoverable copper was 2.6 billion
pounds in leach stockpiles {with a carrying vatue of $1.6 billion) and 0.9
billion pounds in mill stockpiles (with a carrying value of $254 million).

Carrying Value of Goodwill. At December 31, 2007, the carrying value
of goodwill totaled $6.1 biflion, which is associated with our acquisition
of Phelps Dodge. In accordance with accounting rules, goodwill resulting
from a business combination is assigned to the acquiring entity’s
reporting units that are expected to benefit from the business
combination. Adjustments to the recorded values of the assets acquired
and liabilities assumed in the acquisition of Phelps Dodge will occur until
such values are finalized. Accordingly, the allocation of goodwill to
reporting units, which we have determined will include our individual mines,
will be completed when we finalize our purchase price aliocation in
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first-quarter 2008. Our approach to allocating goodwill includes the
identification of the reporting units we believe have contributed to the
excess purchase price and also includes consideration of the reporting
unit's potential for future growth.

Goodwill is required to be evaluated on at least an annual basis and at
any other time if events or circumstances indicate that such carrying
amount may no longer be recoverable. if we determine that the carrying
value of a reporting unit exceeds its fair vatue at the time of the evaluation
the shortfall would be charged to eamings. Our evaluations are based on
business plans developed using near-term price forecasts reflective of the
current price environment and management’s projections for long-term
average metal prices.

FCX will perform annual impairment tests of goodwill during the fourth
quarter of each year, and upon the occurrence of events or circumstances
in an interim period that may indicate impairment. Although the allocation
of goodwill to reporting units has not yet been finalized, we performed
an initial impairment evaluation in fourth-guarter 2007 basedon a
preliminary allocation and conctuded that there was no impairment of
goodwill as of December 31, 20067.

Projected copper prices represent the most significant assumption
used in the discounted cash flows analyses to evaluate goodwill for
impairment. At the date of acquisition of Phelps Dodge, copper price
projections used to value the assets acquired ranged from a near-term
price of $2.98 per pound to a long-term average price of $1.20 per
pound. At year-end 2007, the copper price projections used to test goodwill
for impairment ranged from a near-term price of $3.03 per pound to a
iong-term average price of $1.50 per pound. The LME spot price for the
past three years averaged $2.65 per pound of copper. If our estimates
of future copper prices decrease, it is likely that we would record goodwill
impairment charges in the future,

We believe that other events that could indicate impairment of goodwill
assigned to reporting units include, but are not limited to (i) a decrease in
estimated recoverable proven and probable reserves, (i} a significant
reduction in the estimated fair value of mine site exploration potential and
{iii) any event that might otherwise have 2 material adverse affect on
mine site production levels or costs. Additionally, as our mines represent
depleting assets with definite lives, absent reserve additions in excess
of production or increases in pricing, the amount of goodwill we allocate
to individual reporting units will be impaired at a future date.

Reclamation and Closure Gosts. Reclamation is an ongoing activity
that occurs throughout the life of a mine. In accordance with SFAS
o. 143, "Accounting for Asset Retirement Obligations,” we record the fair
value of our estimated asset retirement obligations (AROs) associated
with tangible long-lived assets in the period incurred. Fair value is
measured as the present value of cash flow estimates after considering
inflation and then applying a market risk premium. Qur cost estimates are
reflected on a third-party cost basis and comply with our legal obligation
to retire tangible, long-lived assets as defined by SFAS No. 143. These
cost estimates may differ from financial assurance cost estimates for
reclamation activities because of a variety of factors, including obtaining
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updated cost estimates for reclamation activities, the timing of
reclamation activities, changes in scope and the exclusion of certain costs
not accounted for under SFAS No. 143. Refer to Note 1 for further
discusston of our accounting policy for reclamation and closure costs.

Generally, AR activities are specified by regulations or in permits
issued by the relevant governing authority, and management judgment is
required to estimate the extent and timing of expenditures based
on life-of-mine planning. Accounting for reclamation and closure costs
represents a critical accounting estimate because (i) we will not incur
most of these costs for a number of years, requiring us to make estimates
over a long period, (ii) reclamation and closure laws and regulations
could change in the future and/or circumstances affecting our operations
could change, either of which could result in significant changes to our
current plans, {ili) calculating the fair value of our AROs in accordance
with SFAS No. 143 requires management to estimate projected cash
flows, make long-term assumptions about inflation rates, determine our
credit-adjusted, risk-free interest rates and determine market risk
premiums that are appropriate for our operations and (iv) given the
magnitude of our estimated reclamation and closure costs, changes in any
or all of these estimates could have a significant impact on net income.

At teast annually, we review our ARO estimates for changes in the
projected timing of certain reclamation costs, changes in cost estimates,
and additional ARQs incurred during the period. An analysis of AROs,
calculated under SFAS No. 143, follows:

Years Ended December 31,
2007 2006 2005
Balance at beginning of year $ 30 %27 %23
Liabilities assumed in ihe acquisition of
Phelps Dodge 5312 - -
Liabilities incurred 1 - 2
Revisions to cash flow estimates 17ge - i
Accrelion expense 27 3 3
Spending {40 - —
Balance at end of year $728 $30 $27

a. The fair value of ARDS assumed in the acquisition of Phelps Dodge was estimated based on
projected cash fiows, an estimated leng-term annual inflation rate of 2.4 percent, a discount rate
based on FCX's estimated credit-adjusted, risk-free interest rate of 7.8 percent and a markel risk
premium of 10 percent to reflect what a third-party might require to assume these AROs,

b. The most significant revisions to cash flow estimates in 2007 were refated to changes at Chino,
Tyrone and PT Freepovt Indonesia. During 2007, Chino and Tyrone each submitted updated third-
party chosure cost estimates i the state of New Mexico as part of the permit renewal process. As a
result, we revised our cash flow estimates and increased our ARQ by $95 million tor Ghino and
$45 million for Tyrone, Additional adjustments ray be required based upon the state's review of the
updated closure plans and any permit conditions imposed by the state of New Mexico, Adddionally,
PT Freeport Indonesia updated its cost estimates primarily for changes to its plans for the treatment
of acidic water, resuliing in an increase of $33 million,

During 2008, we plan to begin discussions with the state of Arizona
regarding future reclamation and closure activities at our operating and
non-operating sites, which are likely to result in additional adjustments
to our ARQ liabilities.

Environmental Obligations. Qur mining, exploration, production and
historical operating activities are subject to stringent laws and regulations
governing the protection of the environment, and compliance with those

laws requires significant expenditures. Environmental expenditures for
closed facilities and closed portions of operating facilities are expensed or
capitalized depending upon their future economic benefits. The general
guidance provided by U.S. GAAP requires that liabilities for contingencies
be recorded when it is probable that a liability has been incurred and the
amount can be reasonably estimated. Refer to Note 1 for further
discussion of our accounting policy for environmental expenditures.

Accounting for environmental obligations represents a critical accounting
estimate because changes to environmental laws and regulations
and/or circumstances affecting our operations could result in significant
changes to our estimates, which could have a significant impact on net
income. As management judgment and estimates are required to comply
with applicable U.S. GAAP guidance, on a quarterly basis, we review
changes in facts and circumstances associated with the environmental
obligations. Judgments and estimates are based upon available facts,
existing technology, presently enacted laws and regulations, remediation
experience, whether or not we are a potentially responsible party {PRP),
the ability of other PRPs to pay their allocated portions and take into
consideration reasonably possible outcomes. Our estimates can change
substantially as additional information becomes available regarding the
nature or extent of site contamination, required remediation methads and
actions by or against governmental agencies or private parties.

At December 31, 2007, environmental reserves recorded in our
consolidated balance sheets totaled approximately $1.3 billion, which
reflect the estimated fair value of the Phelps Dodge abligations for
environmental liabilities attributed to the Comprehensive Environmental
Response, Compensation, and Liability Act (CERCLA) or anatogous state
programs and for estimated future costs associated with environmental
matters at closed facilities and closed portions of certain operating facilities.

A summary of changes in our estimated environmentat obligations
for the year ended December 31, 2007, follows:

Balance at beginning of year $ -
Liabilities assumed in the acquisition of Phelps Dodge 1,334
Additions 6
Reductions {1
Spending (1)
Balance at end of year $1,268

At the acquisition date, Phelps Dodge's historical envirgnmental
obligations of $385 million were based on accounting guidance provided
by SFAS No. 5, "Accounting for Contingencies,” and American Institute

of Certified Public Accountants Statement of Position (SOP) 96-1,
“Envirenmental Remediation Liabilities,” which require that an estimated
loss be recorded for a loss contingency if, prior to the issuance of the
financial statements, it is probable that a liability had been incurred and
the amount of loss can be reasonably estimated. Amounts recorded under
this guidance are generally not considered fair value, FCX has an
environmental and legal group dedicated to the ongoing review and
monitoring of environmental remediation sites. At the acquisition date, the
largest environmental remediation sites assumed were undergoing
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studies to evaluate the extent of the environmental damage and the
avaifable remedies. Advancement of these studies and consideration of
alternative remedies and cost sharing arrangements resulted in our
calculation of the estimated fair values being approximately $300 million
greater than the historical Phelps Dodge estimates. In accordance with
the purchase method of accounting FCX has recorded the assumed
environmental obligations at their estimated fair values of approximately
$1.3 billion. After the allecation of the purchase price associated with the
Phelps Dodge acquisition is finalized in first-quarter 2008, future
estimates of environmental obligations will be recorded in accordance
with SFAS No. 5 and SOP 96-1. Significant adjustments to these reserves
could occur in the future.

Deferred Taxes. In preparing our annua! consolidated financial
statements, we estimate the actual amount of taxes currently payable or
receivable as well as deferred tax assets and liabilities atiributable to
temporary differences between the financial statement carrying amounts
of existing assets and liabilities and their respective tax bases. Oeferred
income tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which these temporary
differences are expected to be recovered or settled. The effect on
deferred tax assets and liabilities of a change in tax rates and laws is
recognized in income in the period in which such changes are enacted.

A valuation allowance is provided for those deferred tax assets
for which it is more likely than not that the related benefits will not be
realized. In determining the amount of the valuation allowance, we
consider estimated future taxable income as well as feasible tax planning
strategies in each jurisdiction. If we determine that we will not realize
all or a portion of our deferred tax assets, we will increase our valuation
allowance with a charge to income tax expense. Conversely, if we
determine that we will ultimately be able to realize all or a portion of the
related benefits for which a valuation allowance has been provided,
all or a portion of the related valuation allowance will be reduced with a
credit to income tax expense.

At December 31, 2007, our valuation allowances totaled $1.2 billion
and covered all of our U.S. foreign tax credit carryforwards, a portion of
our foreign net operating toss carryforwards and a portion of our U.S.
state net operating loss carryforwards. During 2007, our valuation
allowances increased by $240 million primarily because of additional
valuation allowances recorded against U.S. foreign tax credit
carryforwards.

OUTLOOK

Sales in 2007 totated 3.4 billion pounds of copper, 2.3 million ounces of
gold and 52 million pounds of melybdenum, compared with 1.2 billion
pounds of copper and 1.7 millicn ounces of gold in 2006. Sales for 2007
included sales from the Phelps Dodge mines from March 20, 2007,
through December 31, 2007, totaling 2.2 billion pounds of copper, 0.1
miltion ounces of gold and 52 million pounds of molybdenum. At the
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Grasberg open-pit mine, the sequencing in mining areas with varying ore
grades causes fluctuations in the timing of ore production resulting in
varying quarterly and annual sales of copper and gold. PT Freeport
Indonesta’s 2007 sales volumes were fower than 2006 sales volumes
because of mining in a refatively low-grade section of the Grasberg open
pit during the second half of 2007, partly offset by mining higher are
grade material during the first haff of 2007 and higher recovery rates. The
increase in gold sales for 2007, compared to 2006, is refated to higher
grades and recovery rates. ‘

Current projected consolidated sales volumes for 2008 and projected
average annual consolidated sales volumes aver the three-year period
from 2008 through 2010 follow:

Projected Congolidated Sales

Average Annual

2008 2008 — 2010
Copper (illions of recoverable pounds} 43 45
Gold {millions of recoverable ounces) 1.3 1.9

Malybdenum {millions of recoverable pounds) 75 85

Because of mine sequencing at Grasberg and the ramp-up of production
at the Safford mine, second-half 2008 preduction is expected to be
higher than the first half of 2008. Approximately 56 percent of projected
2008 copper sales and 72 percent of projected 2008 gold sales are
expected in the second half of the year. The achievement of these sales
estimates will depend on the achievement of targeted mining rates

and expansion plans, the successful operation of production facllities, the
impact of weather conditions and other factors. Additionally, sales
volumes may vary from these estimates depending on the areas being
mined within the Grasberg open pit, with quarterly sales volumes
expected to vary significantly.

Consolidated revenues and net income vary significantly with
fluctuations in the market prices of copper, gold and molybdenum, sales
volumes and other factors. Based on projected consolidated sales
volumes (excluding purchased copper and molybdenum) for the next two
years and assuming an average price of $3.00 per pound of copper,
$800 per ounce of gold and $25 per pound of molybdenum, the impact on
our annual cash flow would approximate $575 mitlion for each $0.20
per pound change in copper prices, $50 million for each $50 per ounce
change in gold prices and $100 million for each $2 per pound change
in molybdenum prices. Additionally, the impact on our annual et income
would approximate $490 million for each $0.20 per pound change in
copper prices, $45 million for each $50 per ounce change in gold prices .
and $100 million for each $2 per pound change in molybdenum prices.
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CONSOLIDATED RESULYS

Years Ended December 31, 2007 - 2006 2005
Revenues $16,939° $ 5791 $ 4,179
Operating income : ’ B,555" 2,869° 2177
Income from continuing operations applicable ta common stock? 2,734b2 1,3968 9359
Net income applicable to common stock? 2,769 1,3065! 9359
Diluted net income per share of common stock:

Continuing operations $ 7.4 $ 6.63 § 467

Discontinued operations 0.09 -

Dituted net income per share of common stock $ 7500 g 6.63% § 467
Sales from Mines, excluding sales of purchased metal
Copper

Consolidated share {millions of recoverable pounds) 3,357 1,201 1,457

Average realized price per pound § 328 $ 313 $ 185
Gold

Consolidaied share {thousands ot recoverable ounces) 2,298 1,736 2,790

Average realized price per ounce $682.20 $566.51° $456.27
Molybdenum

Congolidated share (millions of recoverable pounds) 52 N/A WA

Average realized price per pound $ 26.81 N/A N/A
4. Inchdes the operations of Phelps Dodge beginning March 20, 2007. A summary of the key components contributing (o the consoscated restits for the year ended December 31, 2007, folows:

Income from
Operating Continuing
Revenues Income: Qperations

FCX, excluding Phelps Dodge $ 6,034 $ 3055 5 B4
Pneips Dodge results 10,785 4,756 2,503
Purchase accounting impacts:

Inventories (including mill and leach stockpiles} - 737 (464)

Property, plant and equipment - (6595} (375)

Intangible assetsiabilities 120 76 54
Consolidated $ 16939 $ 6555 § 2,942

b, Includes charges to revenues for mark-to-market accounting adjustments on the 2007 copper price protection program totaling $175 million (§106 million 1o net income or $0.27 per share) and a reduction in

average realized copper prices of $0.05 per pound.

. Includes losses on redemption of our Gold-Denominated Preferred Stock, Series I, and Silver-Denominatec Preferred Stock totaking $82 million (344 million to net income or $0.20 per share). The loss on the

redemption of our Gold-Denominated Preferred Stock, Series 1), also resulted in a reduction in averags realized gold prices of $39.85 per ounce.
d. After dividends on preferred stock,

g Includes net losses on early extinguishmant of debt totating $173 million ($132 million to net incoms or $0.33 per share) primarily related to premiums paid and the accelerated recognition of deferred financing costs

associated with prepayments of debt.

f. Includes losses on early extinguishment and conversion cf debt totaling $32 million {$30 million to net income or $0.14 per share) primarily refated to the completion of a lender offer and privately negotiated

transactions 1o induce conversion of our 7% Convertible Senior Notes into FCX common stock and open-market purchases of our 10 /8% Senior Notes.

g Includes losses on early extinguishment and converson of debt totaling $52 million ($40 million to net income or $0.18 per share) primarlly refated to open-market purchases of our 10 /5% Senior Notes and privatety

negotlated transactions 1o Induce conversion of our 7% Convertibla Senlor Notes Inte FCX common stock.

h.  On March 19, 2007, we issued 136.9 million common shares to acquire Phetps Dodge. On March 28, 2007, we sold an additional 47.15 milkon common shares. Common shares umswdlng at December 31, 2007,

totaled 382 miflion shares. Assuming conversion of all our convertible Instruments, total potential common shares outstanding would be 445 milfion shares at Decernber 31, 2007.

Revenues occeurred primarily because PT Fregport Indonesia mined lower-grade ore
Consolidated revenues include PT Freeport indonesia’s sale of copper during the second half of 2007 (refer to “Indonesian Mining” for further
concentrates, which also contain significant quantities of gold and silver, discussion of PT Freeport Indonesia sales volumes).

the sale by Atlantic Copper of copper anodes, copper cathodes, and gold Consolidated revenues of $5.8 billion for 2006 were approximately
in anpdes and slimes, and, beginning March 20, 2007, the sales of copper, 39 percent higher than consolidated revenues for 2005 reflecting

gold, molybdenum and other metals and metal-related products by substantially higher copper and gold prices in 2006, partly offset by lower
Phelps Dodge. Excluding additional revenues associated with Phelps Dodge’s PT Freeport indonesia sales volumes. PT Freeport Indonesia mined
operations ($10.9 billign), revenues for 2007 were approximately four lower-grade ore and reported lower production and sales volumes in

percent higher than 2006 reflecting higher copper and gold prices, partly 20086, compared with 2005 (refer to “Indonesian Mining” for further

offset by lower copper sales volumes in 2007. Lower sales volumes discussion of PT Freeport Indonesia sales volumes).
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Approximately two-thirds of our copper is seld in concentrate and
cathodes and the remaining one-third is sold primarily as rod (principally
from our North Amarica operations). Substantially all of our concentrate
sales contracts and some of our cathode sales contracts provide final
copper pricing in a specified future pericd {generally one to four months
from the shipment date) based on quoted LME or COMEX prices. We
ultimately receive market prices based on prices in the specified future
period; however, the accounting rules applied to these sales result in
changes recorded to ravenues until the specified future period. We record
revenues and invoice customers at the time of shipment based on then-
current LME or COMEX prices, which results in an embedded derivative
on our provisional priced concentrate and cathode sales that is adjusted
to fair value through earnings each period until the date of final pricing.
To the extent final prices are higher or lower than what was recorded on a
provisional basis, an increase or decrease to revenues is recorded each
reporting period until the date of final pricing. Accordingly, in times of
rising copper prices, our revenues during a quarter benefit from higher
prices received for contracts priced at current market rates and also from
an increase related to the final pricing of provisionally priced contracts
entered into in prior perieds; in times of falfing copper prices, the opposite
occurs. Consolidated revenues for 2007 include net additions for
adjustments to the fair value of embedded copper derivatives in concentrate
and cathode sales contracts of $115 million (net of an adjustment of
$43 million related to the final pricing of sales entered inta in the prior year),
compared with net additions of $158 million in 2006 (including an
adjustment of $132 million refated to the final pricing of sales entered into
in the prior year) and $176 million in 2005 (including an adjustment of
$10 million related to the final pricing of sales entered into in the prior year).

At December 31, 2007, our copper sales included 402 million pounds
of copper (net of minority interests) priced at an average of $3.02 per
pound and subject to final pricing over the next several months. We
estimate that each $0.05 change in the price realized from the December
31, 2007, price would impact our 2008 consolidated revenues by $27
million ($14 million to net income).

On limited past occasions, in response to market conditions, we have
entered into copper and gold price protection contracts for a portion of our
expected future ming production to mitigate the risk of adverse price
fluctuations. Also, in connection with the acquisition of Phelps Dodge, FCX
assumed the 2007 copper price protection program, which resulted in
charges to revenues totaling $175 million {3106 million to net income or
$0.27 per share) from March 20, 2007, through December 31, 2007. in
January 2008, we paid $598 million to settle the 2007 copper price
protection program, which matured on December 31, 2007. FCX does not
currently intend to enter inte similar hedging programs in the future. Refer
to “Hedging Activities” and Note 17 for further discussion of the 2007
copper price protection program.

In February 2006, we redeemed our Gold-Denominated Preferred
Stock, Series II, which resulted in a charge to revenues of $69 mitlion
{$37 million to net income or $0.17 per share); and in August 2006, the
final scheduled redemption of our Silver-Denominated Preferred Stock
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resulted in a charge to revenues of $13 million {$7 million to net income
or $0.03 per share).

Production and Delivery Costs

Excluding amounts associated with the Phelps Dodge operations ($6.0
billien, which included $781 million related to purchase accounting
impacts for higher values of metal inventories and stockpiles and also the
amortization of intangible assets acquired in the acquisition), production
and delivery costs for 2007 increased by $21 million compared with
2008. This increase primarily reflects higher production costs at PT
Freeport indonesia resulting from higher energy costs and costs of other
consumables. Also impacting production and delivery costs in 2007
were higher costs of concentrate purchases at Atlantic Copper reflecting
higher copper and gold prices.

Production and delivery costs for 2006 were $887 milion higher than
2005 primarily because of higher costs of concentrate purchases at
Attantic Copper caused by rising metals prices and partly because of
higher production costs at PT Freeport Indonesia primarily resulting from
higher energy and other input costs. Additignally, the adoption of
Emerging Issues Task Force Issue No. 04-6, "Accounting for Stripping
Costs Incurred during Production in the Mining Industry” (EITF 04-6)
also resulted in higher 2006 costs (refer to Note 1 for further discussion
of EITF 04-6).

Energy Costs. Energy, including electricity, diese! fuel, coal and natural
gas, is a significant portion of our production costs, representing
approximately 20 percent of production costs for our North American,
South Amerigan and Indonesian mining operations in 2007. Because
energy is a significant portion of our production costs, we couid be
negatively impacted by future energy availability issues and/or increases
in energy prices.

In addition, we own a one-third interest in the Luna Energy Facility
(Luna) located near Deming, New Mexico, which became operational in
April 2006. Public Service Company of New Mexico (PNM), a subsidiary
of PNM Resources, and Tucson Electric Power, a subsidiary of Unisource
Energy Corporation, partnered in the purchase of Luna, each owning
a one-third interest and each responsible for one-third of the costs and
expenses. PNM is the operating pariner of the plant. Approximately 190
megawatts, or one-third of the plant’s electricity, is available to satisfy
a significant portion of the electricity demands of our New Mexico and
Arizona operations. Electricity in excess of our demand is sold on the
wholesale market. Our interest in this efficient, low-cost plant is expected
to continue to stabilize our southwest North American mining operations’
energy costs and increase the reliability of our energy supply.

Cost Structure. We continue to experience increases in our worldwide
copper production costs. Costs have been affected by the prices of
commodity input costs, equipment consumed or used in our operations
and labor costs. Our cost structure in certain of our North American
operations is highaer than that of some mines located outside the U.S.
primarity because of lower ore grades, higher labor costs and, in some
cases, siricter regulatory reguirements.
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Additionally, we are developing large-scale underground operations in
Indonesia that are more sensitive to labor costs than cur large-scale open
pit and process operations. increasing labor costs without corresponding
productivity gains will adversely impact our current and future
underground development and operations,

Depreciation, Depletion and Amortization

Excluding amounts associated with the Phelps Dodge operations ($1.0 billion,
which included $595 million related to purchase accounting impacts

for the increase in the carrying value of acquired property, plant and
equipment), depreciation, depletion and amortization expense for 2007
increased $17 million compared with 2006 primarily because of higher
unit-of-production rates for the Grasberg open-pit mine resulting from
changes in reserve estimates.

Bepreciation, depletion and amortization expense for 2006 was $23
milfion lower than 2005 primarily because of lower copper safes volumes
at PT Freeport Indonesia during 2006, which resulted in lower expense
under the unit-of-production method.

Projected depreciation, depletion and amortization expense for 2008,
including the impacts of purchase accounting fair value adjustments, is
expected to approximate $1.9 billion, compared with $1.2 billion for 2007,
primarily because of higher projected copper sales volumes for 2008,
as well as the incremental amounts associated with a full year of expense
for the acquired Phelps Dodge operations.

Exploration and Research Expenses

Consolidated exploration and research expenses totaled $145 milfion for
2007, $12 million for 2006 and $ million for 2005. The increase in
expenditures for 2007 primarily reflects $127 million of exploration and
research expenses associated with our acquired operations, including
$94 million for exploration efforts in North America, South American and
Africa. Refer to “Exploration Activities” for further discussion.

Selling, General and Administrative Expenses

Consolidated selling, general and administrative expenses totaled $466
million for 2007, $157 million for 2006 and $104 million for 2005. The
increase of $309 million in 2007, compared with 2006, primarily reflects
the additional amounts associated with Pheips Dodge {$272 mitlion)

and higher stock-based compensation costs ($39 million) primarily related
to second-quarter 2007 stock option grants.

The increase of $53 miilion in 2006, compared with 2005, primarily
reflected higher incentive compensation costs associated with stronger
financial performance, higher stock-based compensation following
adoption of SFAS No. 123 (revised 2004), “Share-Based Payment” {SFAS
123R) on January 1, 2006 (refer to Note 1 for further discussion), and
higher legal fees.

interest Expense, Net

Total consolidated interest expense (before capitalization) totated $660
million in 2007, $87 million in 2006 and $136 million in 2005. The $573
miliion increase in interest expense in 2007, compared with 2006,
primarily relates to the debt incurred in connection with the acquisition of

Phelps Dodge. Refer to Note 11 and “Capital Resources and Liquidity —
Financing Activities” for further discussion of the debt incurred in
connection with the acquisition.

The $49 million decrease in interest expense in 2006, compared with
2005, is primarily because of significant debt reductions during 2005 and
2006, including redemptions of mandatorily redeemable preferred stock.

Capitalized interest totaled $147 million in 2007, $11 million in
2006 and $4 million in 2005. The significant increase in capitalized
interest in 2007 primarily refates to the development projects at Safford
and Tenke Fungurume.

Losses on Early Extinguishment and Conversion of Debt, Net
During 2007, we recorded net charges totaling $173 million ($132 million
to net income or $0.33 per share) for early extinguishment of debt
primarily related to the accelerated recognition of deferred financing costs
associated with early repayment of amounts under the $11.5 billion
senior credit facility, Also included is $17 million {310 million to net
income or $0.02 per share) related to premiums paid and the accelerated
recognition of deferred financing costs associated with the May 2007
redemption of our 10 /8% Senior Notes.

During 2006, we recorded net charges totaling $32 miilion ($30
million to net income or $0.14 per share) for early extinguishment and
conversion of debt primarily associated with the completion of a
tender offer and privately negotiated transactions to induce conversion
of our 7% Convertible Senior Notes into FCX comman stock, and
also included charges associated with open-market purchases of our
10 /a% Senior Notes.

During 2005, net losses on early extinguishment and conversion of
debt totaled $52 million ($40 million to net income or $0.18 per sharg)
primarily related to open-market purchases of our 10 /8% Senior Notes
and privately negotiated transactions to induce conversion of our 7%
Convertible Senigr Notes into FCX common stock.

Gains on Sales of Assets

Gains on sales of assets totaled $85 million ($52 million to net income

or $0.13 per sharg) in 2007 primarily associated with sales of marketable
securities. During 2006, gains on sales of assets totaled $30 million

($31 million to net income or $0.13 per share} primarily associated with
the disposition of land and certain royalty rights at Attantic Copper. During
2005, gains on sales of assets totaled $7 million ($5 million to net
income or $0.02 per share) refated to the sale of land held by a joint
venture in which we own a 50 percent interest.

Other Income, Net

Other income, net, totaled $157 million in 2007, compared with $28
million in 2006 and 2005. The $129 million increase in 2007, compared
with 2006, primarily relates to higher interest income totaling $141 million
in 2007, $31 million in 2006 and $17 million in 2005. The increases in
interest income primarily relate to higher cash balances and interest rates.
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Provision for Income Taxes
Qur 2007 income tax provision from continuing operations resulted from
taxes on international operations ($2.2 billion) and U.S. taxes ($215
million). The difference between FCX's consolidated effective income tax
rate of approximately 39 percent for 2007 and the U.S. federal statutory
rate of 35 percent primarily was attributable to (i) withholding taxes
related to eamings from Indonesian and South American mining
operations, (i) a U.S. foreign tax credit limitation and {ii) an adjustment
associated with the reversal of the Phelps Dodge APB Opinion No. 23,
“Accounting for Income Taxes — Special Areas,” indefinite reinvestment
assertion on certain eamings in South America, partly offset by a U.S.
benefit for percentage depletion and an international tax rate differential.
For 2008, we expect a consolidated effective tax rate of approximately
34 percent. The lower projected consolidated effective tax rate for 2008
primarily relates to the expected geecgraphic sources of pre-tax income.
A summary of the approximate amounts in the calculation of our

consolidated provision for income taxes for 2007 follows:

Effective  Provision
Tax  for Income

income?  Rate Tax

North America

Ingome before taxes and minority interests $1875 30% § 568

Purchase accounting adjustments (895} 39% (353}

Subtotal 980 215
South America

Income before taxes and minority interests 2,623 33% 868

Purchase accounting adjustments (369) 34% {126)

Subtotal 2,254 742
Indonesia

Income before taxes and minority interests 2878 46% 1,326
Other

Income before taxes and minority interests 21 29% 6

Adjustment® NIA - NIA 111

Consolidated totals $6,133 39% $2,400

. Represents income from continuing operations.

. Represents an adjustment for 2 pna-time charge associated with the: reversal of the Phelps Dodge
APE Opindon Mo. 23 indefinite retnvestment assertion on certain eamings in South America, This
adiustment was fully offset by a reduction in minorily interests” share of fet income.

[= ]

FCX's income tax provision for 2006 ($1.2 billion) and for 2005
($915 million) primarily reflected taxes on PT Freeport Indonesia’s
earnings. The difference between FCX's effective income tax rate
of approximately 43 percent for 2006 and 45 percent for 2005 and
PT Freeport Indonesia’s Contract of Work rate of 35 percent primarily
was attributable to withholding taxes related to earnings from
Indonesian mining operations and income taxes incurred by PT
Indocopper Investama.

A summary of the approximate amounts in the calculation of our
consolidated provision for income taxes for 2006 and 2005 follows:

38 Financial & Operating Information

Years Enged December 31, 2006 2005
Indonesian mining operating income? $2.809 $2321
Indonesian mining interest expense, net (20) (22}
Intercompany operating profit recognized (deferred) 32 {145}
Income before taxes 2,821 2,154
Indonesian mining Contract of Work rate 35% 35%
Indonesian mining income taxes 987 754
indonesian mining net income 1,834 1,400
Withholding tax on FCX's equity share 9.064% 9.064%
Withholding taxes 166 127
PT Indocepper Investama corporate income taxes 48 ¥
Other, net - 3
FCX consolidated provision for income taxes $1.200 § 915
FCX consolidated effective tax rate 43% 45%

a. Excludes charges for the in-the- monay vafue of FCX stock opticn exercises, which are eliminated in
consolidation, totaling $88 million in 2006 and $64 miflion in 2005.

Refer to Note 14 for further discussion of income taxes.

Minority Interests in Net Income of Consolidated Subsidiaries
Minarity interests in net income of consolidated subsidiaries totaled $791
million in 2007, $168 mitlion in 2006 and $127 million in 2005, The
increase of $623 million in 2007, compared with 2008, was attributable to
amounts associated with our South American mining operations ($603
million) and an increase related to higher eamings at PT Freeport indonesia
($20 millien). The increase of $41 million in 2008, compared with 2005,
primarily was because of higher earmings at PT Freeport Indongsia,

RESULTS OF OPERATIONS

Following the acquisition of Phelps Dodge, our business consists of three
primary operating divisions — North American mining, South American
mining and Indonesian mining. Refer to “Mining Operations™ for further
discussion of the operations associated with these divisions. A summary
of revenues by division for 2007, 2006 and 2005, follows:

Years Ended December 31, 20072 2006 2005
North American mining™

Unaffiliated customers $86a¢ § - & -
Intersegment 9 - -
8,650 - -
South American mining®:
Unaffiliated customers 2,265 - -
Intersegment 1,580 — —
3,845 - -
Indonesian mining:
Unaffiliated customers 3640 3543 2810
Intersegment 1,168 852 758

4,808 4395 3568

Atlantic Copper smelting & refining:
Unaffiliated customers ) 2,388 2,242 1,363
2,388 2,242 1,383

Carporate, other & eliminations:

Unaffiliated customers 5 6 B

Intersegment (2,757) (852) (758)
(2,752} (B46) (752)
Consolidated revenues $16,939 $5791 $4179
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. Includes the results of Phelps Dodge beginning March 20, 2007.
. Includes our operating mines at Morenci, Bagdad, Sierita, Safford, Chine and Tyrone, and also
includes our Rod and Refining and Molybdenum operations (refer to Note 18).
¢. Includes charges for mark-to-market accounting adjustments on the 2007 copper price protection
program totaling $175 million.
. Inchudes our operating mines at Cemm Verde, Candelaria, {jos del Salado and E) Abra {refer to Note 18).

[~

Intersegment sales by the Indonesian and South American mines are
based on similar arms-length transactions with third parties at the time of
the sale. Intersegment sales of any individual mine may not be reflective
of the actual prices ultimately realized because of a variety of factors,
including additional processing, timing of sales to unaffiliated customers
and transportation premiums. _

A summary of operating income {loss) by operating division, which
inctudes the results of Phelps Dodge beginning March 20, 2007, follows:

Years Ended December 31, 2007 2006 2005

North American mining 17y 8 - 8 -
South American mining 2,190 - -
Indonesian mining 3,033 2,7 2,257
Atlantic Copper smelting & refining 3 74 35
Corporate, other & eliminations (388) 74 {115)

$6,555* $2.869

a. Operating income Includes purchase accounting adjustments totating $1.3 billion in 2007, which
primarily relate to the Impacts of increases in the carrying values of acquired metal inventories
{inchuding milt and leach stockptles) and property, plant and equipment.

Consolidated operating income $2.177

MINING OPERATIONS

North American Mining

Our North American mining operations include copper operations from
mining through rod production, molybdenum operations from mining
through conversion to chemical and metallurgical products, and the
marketing and sale of both product lines. We have six opérating copper
mines in North America — Morenci, Bagdad, Sierrita, Safford, Chino and
Tyrone, and one operating molybdenum mine — Henderson.

The North American mining division includes one reportable copper
ming (Morenci), and alse includes Rod and Refining operations and
Molybdenum operations as reportable segments. Following is further
discussion of these reportable segments, as well as other operations
included in the North American mining division.

Morenci. The Morenci open-pit mine, located in southeastem Arizona,
primarily produces copper cathodes and copper concentrates. In addition
to copper, Morenci produces molybdenum concentrates as a by-product.
We own an 85 percent undivided interest in Morenct, The remaining
15 percent 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 production.

The concentrate-ieach, direct-electrowinning facility at Morenci is
ramping up production following commissioning in third-quarter 2007,
This project uses FCX's proprietary medium-temperature, pressure-
ieaching and direct-electrowinning technology, which will enhance cost
savings by processing concentrates on-site instead of shipping
concentrates to smelters for treatment and by providing acid for leaching

operations. The project also included the restart of 2 mill. Mill throughput
adds 115 million pounds of copper per year and is aperating near
capacity of 49,000 metric tons per day. The overall project required a total
capital investment of approximately $250 miilion. :

Rod and Refining. The Rod and Refining segment consists of copper
conversion facilities, including a refinery, rod mills and a speciaity copper
products facility. This segment processes copper produced at our North
American mines and purchased copper into copper anode, cathode, rod
and custom copper shapes. At times this segment refines copper and
produces copper rod and shapes for customers on a toll basis. Toli
arrangements require the tolling customer to deliver. appropriate copper-
bearing material to our facilities for processing into a product that is
returned to the customer, who pays us for processing their material into
the specified products.

Molybdenum. The Molybdenum segment includes our wholly owned
Henderson and Climax molybdenum mines in Colorado, related

- conversion facilities and a technology center. This segment is an integrated

producer of molybdenum, with mining, roasting and processing facilities
that produce high-purity, molybdenum-based chemicals, molybdenum
metal powder and metallurgical products, which are sold to customers
around the world. The Molybdenum segment also includes a sales
company that purchases molybdenum from our Henderson mine and our
North American and South American copper mines and sells it to third
parties. In addition, at times this segment roasts and/or processes
material on a toll basis. Toll arrangements require the tolling customer to
deliver appropriate molybdenum-bearing material to our facilities for
processing into a product that is returned to the customer, who pays us
for processing their material inte the specified products. This segment
also includes a technology center whose primary activity is developing
new engineered products and applications.

The Henderson underground mine produces high-purity, chemical-
grade molybdenum concentrates, which are further processed into
value-added molybdenum chemical products.

in December 2007, our Board of Directors approved the restart of the
Climax molybdenum mine near Leadville, Colorado, which has been
on careg-and-maintenance status since 1995, Climax is believed to be
the largest, highest-grade and lowest-cost undeveloped molybdenum
ore body in the world. The initial project involves the restart of open-pit
mining and the construction of new milling facilities. Annual production
is expected to appraximate 30 million pounds of molybdenum beginning
in 2010 at estimated cash costs approximating $3.50 per pound.

Capital cost estimates for the initial project are expected to
approximate $500 million. Orders for cerain long-lead time items have
been placed, and work on the project commenced in fourth-quarter
2007. Major construction activities are expected to begin in second-
quarter 2608. The project is designed to enable the consideration of
a further large-scale expansion of the Climax mine. We plan to evaluate
a second phase of the Climax project, which could potentially double
future annual molybdenum production to approximately 60 million pounds,
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We also plan to increase our annual molybdenum processing
capacity by 20 million pounds through the conversion of our copper
concentrate leach facility at Bagdad, Arizona, to a molybdenum
concentrate leach facility by 2010.

Other North American mining operations. Other North American
mining operations include our other southwestern U.S. copper mines —
Bagdad, Slerrita, Safford, Chino, Tyrone, Miami, Cobre, Bisbee and Tohono.
In addition to copper, the Bagdad, Sierrita and Chino mines produce
molybdenum, gold and silver, and the Sierrita mine also produces
rhenium. Other North American mining operations also include the Miami
smelter (which is the most significant source of sulfuric acid for the
various North American leaching operations), a sales company (which
functions as an agent to purchase and sell copper from the North
American mines and from the Rod and Refining segment and aiso sells
any copper not seld by our Seuth American mines to third parties) and
other ancillary operations.

The Safford copper mine, which began preduction in December 2007,
will produce ore from two open-pit mines located in southeastern
Arizona and includes a solution extraction/electrowinning (SX/EW)
facility. The Safford mine is expected to ramp up to full production of
approximately 240 million pounds per year in the first half of 2008, The
tota| capitat investment for this project is approximately $675 million,
with over 85 percent incurred as of December 31, 2007 (including
amounts incurred prior to the acquisition of Phelps Dodge).

During January 2008, we announced plans to restart the Miami copper
mine in Arizona for an approximate five-year period. We expect full rates
of production of approximately 100 million pounds of copper per year by
2010. The capital investment for this project is expected to total
approximately $100 million, brimarily for mining equipment.

North American mining added $8.7 billion in revenues and $1.7 billien
of operating income to our results for the period March 20, 2007, through
December 31, 2007, net of charges to revenues for mark-to-market
accounting adjustments on the 2007 copper price protection program
totaling $175 million. Refer to “Hedging Activities" and Note 17 for further
discussion of the 2007 copper price protection program.

The following discussion of eur North American mining operations
covers the full twelve month periods ended December 31, 2007, 2006
and 2005, including periods prior to our acquisition of these operations:
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North American Mining Operating Results (Pro Forma)

Years Ended December 31, 2007 2006 2005

Consolidated Operating Data, Net of Joint Venture Interest
Copper {millions of recoverable pounds)

Production 1,320 1,305 1,365
Sales® 1,332 1,303 1,383
Average realized price per pound,
excluding hedging $ 326 $ 303 §187
Average realized price per pound,
including hedging® $ 3.12 $22% § 149
Molybdenum
(millions of recoverable pounds)
Production 69 68 62
Sales 69 69 60
Average realized price per pound $25.87 $21.87  $25.89
100% Operating Data, Including Joint Venture Interest
SX/EW operations
Leach ore placed in stockpiles
(metric tons per day) 798,200 801,200 778,500
Average copper ore grade (percent) 0.23 0.30 0.26
Copper prodection
(millions of recoverable pounds) 940 1,013 1,066
Milt operations
Ore milled (metric tons per day) 223800 199,300 194,800
Average ore grade (percent)
Copper (.35 0.33 0.33
Molybdenum 0.02 0.02 0.03
Production
(millions of recoverable pounds)
Copper 501 414 419
Molybdenum (by-product) 30 K 30
Molybdenum eperations (Henderson)
Ore milled {metric tons per day) 24,000 22,200 20,300
Average molybdenum ore grade
(percent) 0.23 0.23 0.22
Moiybdenum production
(millions of recoverable pounds} 39 .37 32

[

. Excludes sales of purchased copper,
b. includes the impact of hedging losses related to copper price protection programs.

2007 Compared with 2006 (Pro Forma). During 2007, average realized
copper prices, excluding hedging impacts, for the North American mining
operations improved by $0.23 per pound to an average of $3.26 per
pound, compared with $3.03 per pound in 2006. Additionally, average
realized molybdenum prices improved by $4.00 per pound to an average
of $25.87 per pound in 2007, compared with $21.87 per pound in 2006.
Consolidated copper sales from North American operations totaled
approximately 1.3 billion pounds in both 2007 and 2006. The slight
increase in North American copper sales volumes for 2007 primarily
related to higher production from mill operations resulting from higher ore
grades and the incremental production from the Morenci mill because of
a full year of concentrator activity. These increases were partly offset by
lower production from SX/EW operations resulting from lower ore grades.
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Consolidated copper sales volumes from our North American mining
operations are expected to increase to approximately 1.6 billion pounds
in 2008 primarily reflecting additional copper production from the
Safford mine,

Consolidated molybdenum sales volumes totated 69 million pounds
in both 2007 and 2006. Molybdenum ore grades for 2007 were
similar to 2006. Consolidated molybdenum sales volumes are expected
to approximate 75 million pounds in 2008. The increase in projected
malybdenum sates for 2008 primarily reflects additional production
expected from the expanded Cerro Verde mill operations. Approximately
85 percent of our expected 2008 molybdenum production is committed
for sate throughout the world pursuant to annual or guarterly agreements
based primarily on prevailing market prices one month prior to the time
of sale.

The molybdenum sates company functions as an agent to purchase
and self molybdenum from the Henderson mine as weli as our North
American and Sputh American copper mines that produce molybdenum
as a by-product. We defer recognizing profits on intercompany
molybdenum sales from these operations to the molybdenum sales
company until the final sales to third parties occur. Changes in these net
deferrals resulted in reductions to operating income totaling $360 million
($220 million to net income or $0.55 per share} in 2007. Assuming
average molybdenum prices of $30 per pound for 2008, we estimate
that the net change in the deferred profits will not have a material impact
on first-quarter 2008 net income. The actuai change in deferred
intercompany profits may differ substantially from this estimate because
of changes in molybdenum prices.

2006 Compared with 2005 (Pro Forma). During 2006, average
realized copper prices, excluding hedging impacts, for the North
American mining operaticns improved by $1.36 per pound to an average
of $3.03 per pound, compared with $1.67 per pound in 2005. Average
realized molybdenum prices decreased by $4.02 per pound to an
average of $21.87 per pound in 2006 from $25,89 per pound in 2005.

Consolidated copper sales from North American operations totaled
approximately 1.3 billion pounds in 20086, compared with 1.4 billion
pounds in 2005. The reduction in sales volumes in 2006, compared with
2005, primarily refated to lower production at Bagdad because of lower
ore grades and at Chino and Tyrone because of reductions in leached ore.

Consolidated molybdenum sales volumes totated 69 million
pounds in 2006 and 60 million pounds in 2005. Higher molybdenum sales
volumes in 2006, compared with 2005, were primarily because of
higher process rates.

Unit Net Cash Costs (Pro Forma), Unit net cash costs per pound of
copper and molybdenum are measures intended to provide investors
with information about the cash-generating capacity of our mining
operations expressed on a basis relating to the primary metal product for
our respective operations. We use this measure for the same purpose
and for monitoring operating performance by our mining operations. This
information ditfers from measures of performance determined in
accordance with U.S. GAAP and should not be considered in isolation or

as a substitute for measures of performance determined in accordance
with 1.5, GAAP. This measure is presented by other mining companies,
although our measures may not be comparable to simitarly titled
measures reported by other companies.

The following tables summarize the pro forma unit net cash costs at
the North American copper mines for the full tweive-month periods
ended December 31, 2007, 2006 and 2005. Henderson, a molybdenum
ming, is not included in these tables — see “Henderson Unit Net Cash
Costs.” For a reconciliation of pro forma unit net cash costs per pound to
production and delivery costs applicable to sales reported in FCX's
pro forma consolidated financial results, refer to “Product Revenues and
Production Costs.”

Gross Profit per Pound of Copper and Molybdenum (Pro Forma)

By-Product 00 Product Metiod

Year Ended December 31, 2007 Method Copper  Molybdesum®
Revenues, after adjustments shown below $322 §$ 322 §$29.31
Site production and delivery, before net noncash

and nonrecurring costs shown below 1.43 1.22 10.58
By-product credits? {0.66} - -
Treatment charges 0.09 (.09 -

Unit net cash costs 0.86 1.31 10.58
Depreciation, depletion and amortization 0.15 0.12 0.87
Noncash and nonrecurring costs, net 0.02 0.02 0.03

Total unit costs 1.03 1.45 11.48
Revenue adjusiments, primarlly for pricing on

prior period open sales and hedging {0.1G) (0.70) -
Idte facility and other non-inventoriable costs {0.05) {0.05) (0.02)

Gross profit
Consolidated sales (millions of recoverable pounds)

$204 $ 162 81781

Copper 1,316 + 1,316
Molybdenum 30
By-Product Co-Product Method

Year Ended December 31, 2006 Method Copper  Molybdanum?
Revenues, after adjustments shown befow $319 3319 $2485
Site production and delivery, before net noncash

and nonrecurring costs shown below 1.14 0.93 9.37
By-product credits® (0.60) - -
Treatment charges 0.07 0.06 —

Unit net cash costs 0.61 0.99 8937
Depreciation, deptetion and amortization 0.1 0.09 0.77
Noncash and nonrecurring costs, net 0.02 0.02 0.03

Total unit costs 0.74 1.10 10.17
Revenue adjustments, primarily for pricing on

prior period open sales and hedging {0.93) {0.93) -
Idle facility and other non-inventoriable costs 0.03)  {0.03) —

Gross profit $149 $ 113 5146
Consolidated sales (millions of recoverable pounds)

Copper 1,292 1,292

Maolybdenum 31

a. Mohbdenum by-product credits reflect volumes produced at market-based pricing, and also inclisde
tolling revenues at Siemta.
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By-Produet  _Co-Product ethod
—

vear Ended December 31, 2005 Method Copper  Motybdenum®
Revenues, after adjustments shown below $163 $ 163 $32.47
Site production and delivery, before net noncash

and nonregurring costs shown below 097 0.77 9.72
By-product credits® {0.70) - -
Treatment charges 0.07 0.07 -

Unit net cash costs 0.34 0.84 9.72
Depseciation, depletion and amortization 0.10 0.08 1.00
Noncash and nonrecurring costs, net 0.01 0.01 0.03

Total unit costs 0.45 093 1075
Revenue adjustments, primarily for pricing on

prior period open sales and hedging {014) (0,14 -
fdle {acility and other non-inventoriable costs {0.02)  (0.02) -

Gross profit $102 $ 054 $2.72
Censolidated sales (millions of recoverable pounds)

Copper 1,378 1378 .

Molybdenum 30

a. Molybdenum by-product credits reflect volumes produced at market-based pricing, and also include
tolling revenues at Slemita.

2007 Compared with 2006 (Pra Forma}. The North American mining
operations have experienced production cost increases in recent years
primarily as a result of higher energy costs and costs of other
consumables, higher mining costs and milling rates, labor costs and other
factors. Higher unit site production and delivery costs in 2007, compared
with 2006, primarily reflected higher labor, maintenance, operating
supplies and energy costs, and also included higher costs assaciated with
the ramp up of the Morenci mill operations.

Molybdenum credits were higher in 2007, compared with 2006,
reflecting higher average molybdenum prices during 2007.

Assuming average prices of $3.00 per pound of copper and $30 per
pound of molybdenum for 2008 and achievement of current 2008 sales
estimates, we estimate that the 2008 average unit net cash costs for our
North American mines, including molybdenum credits, would approximate
$1.00 per pound of copper.

2008 Compared with 2005 (Pro Forma). North American mining’s
unit net cash costs for 2006 were higher than in 2005 primarily
because of higher labor, maintenance, operating supplies and other input
costs mostty from the restart of Morenci's milt operations and because
of lower molybdenum credits resulting from lower average realized
molybdenum prices.

Henderson Unit Net Cash Costs (Pro Forma). The following table
summarizes the pro forma unit net cash costs at the Henderson mine
for the full twelve-month periods ended December 31, 2007, 2006 and
2005. For a reconciliation of pro forma unit net cash costs per pound
to production and delivery costs applicable to sales reported in FCX’s
pro forma consolidated financiat results, refer to “Product Revenues and
Production Costs.” '
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Henderson Gross Profit per Pound of Molybdenum (Pro Forma)

Years Endeg December 31, 2007 2006 2005
Revenues $26.10 $22.14 $27.63
Site production and delivery, before net .
noncash and nonrecurring costs shown below  4.32 3.71 3.69
Unit net cash costs 4,32 n 3.65
Depreciation and amortization .00 0.89 0.88
Noncash and nonrecurring costs, net 0.02 (.02 0.01
Total unit costs 5.34 4.62 4,54
Gross profit® $2076 $17.52 $23.09
Consolidated molybdenum sales
{millions of recoverable pounds) 39 37 32

a. Grass profit reflects sales of Henderson products based on volumes produced at market-based
pricing. On a consolidated basis, the Motybdenum segment Inciudes profits on sales as they are
rade to third parties and realizations based on actual contract terms.

2007 Compared with 2006 (Pro Forma). Henderson's higher unit net
cash costs per pound of molybdenum for 2007, compared with 2006,
primarily were associated with higher input costs, including labor, supplies
and service costs, and higher taxes. These higher costs were partly offset
by lower energy costs resutting from energy credits received in 2007.

Assuming an average price of $30 per pound of molybdenum for 2008
and achievement of current 2008 sales estimates, we estimate that the
2008 average unit net cash costs for Henderson would approximate
$4.50 per pound of molybdenum.

2006 Compared with 2005 (Pro Forma). Henderson's higher unit net
cash costs per pound of molybdenum for 2006, compared with 2005,
primarily reflected higher input costs, including labor, supplies and service
costs and higher taxes.

South American Mining

We have four operating copper mines in South America - Cerro Verde in
Peru, and Candelaria, Ojos del Salado and El Abra in Chile. These operations
include open-pit and underground mining, sulfide ore concentrating,
leaching and SX/EW.

Our South American mining operations have labor agreements
covering certain employees; the agreements at our Cerro Verde and El
Abra operations expire and will be renegotiated during 2008.

The Scuth American mining division includes one reportable segment
(Cervo Verde). Following is further discussion of this reportable segment, as
well as other operations included in the South American mining division.

Cerro Verde. The Cerro Verde open-pit mine, located near Arequipa,
Peru, produces copper cathodes and copper concentrates. In addition to
copper, the Cerro Verde mine produces molybdenum and silver. We own a
53.56 percent interest in Cerro Verde. The remaining 46.44 percent is
held by SMM Cerro Verde Netherlands B.V., Compaiiia de Minas
Bugnaventura S.A.A. and other shareholders, certain of whose shares are
publicly traded on the Lima Stock Exchange.

In mid-2007, the recently expanded mill at Cerro Verde reached design
capacity of 108,000 metric tons of ore per day and averaged 105,500
metric tuns per day during the second half of 2007. The expansion enables
Cerro Verde to produce approximately 650 million pounds of copper per
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year (approximately 348 million pounds per year for our share) and
approximately 8 million pounds of molybdenum per year (approximately
4 million pounds per year for our share) for the next several years.

Other South American Mining Operations. Other South American
mining operations include our other South American copper mines -
Candelaria, Ojos del Salado and El Abra — which include open-pit and
underground mining, sulfide ore concentrating, leaching, and SX/EW
operations, In addition to copper, the Candelaria and Ojos del Salado mines
produce gold and silver. We own an 80 percent interest in both the Candelaria
and Ojos del Salado mines, and own a 51 percent interest in the El Abra mine.

At the end of 2006, a feasibifity study was completed to evaluate the
development of a large sulfide deposit at €1 Abra. This project would extend
the mine life by over 10 years. Initial production from the sulfides is
expected to begin in 2010, and is expected to average approximately 325
million pounds of copper per year beginning in 2012. The existing facilities
at E) Abra will be used to process the additional reserves, minimizing capita!
spending reguirements. We estimate tota! capital for this project to
approximate $450 million, the majority of which will be spent between 2008
and 2011. We are currently working with Chilean autharities on finalizing an
environmental impact study associated with this project,

South American mining added $3.8 billion in revenues and $2.2 billion
of operating income to our results for the period March 20, 2007, through
December 31, 2007.

The following discussion of our South American mining operations
covers the full twelve-month periods ended December 31, 2007, 2008
and 2005, including periods prior to our acquisition of these operations:

South American Mining Operating Results (Pro Forma)

Years Ended December 31, 2007 2006 2005
Capper (millions of recoverable pounds)
Production 1,413 1,133 1,081
Sales 1,399 1,126 1,093
Average realized price per pound,
exciuding hedging $ 325 § 303 % 175

Average realized price per pound,

including hedging? $ 325 §$ 303 $ 163
Gold (thousands of recoverable ounces)
Production 116 12 17
Sales 114 11 17
Average realized price per ounce $70081  $551.70 $425.32
Molybdenum {millions of recoverable pounds)
Production 1 - -
SX/EW operations
Leach ore placed in stockpiles
(metric tons per day) 289,100 257,400 264,600
Average copper ore grade (percent) 0.43 0.45 0.46
Copper production
(millions of recoverable pounds) 569 695 670
Mill operations
Ore milled (metric tons per day) 167,900 68,500 68,700
Average copper ore grade (percent) 0.74 0.87 0.84
Production (miflions of recoverable pounds)
Copper 844 438 421
Molybdenum 1 - -

a. Includes the impact of hedging ksses related to El Abea's 2005 copper price protection program.

2007 Gompared with 2006 {Pro Forma}. During 2007, average realized
copper prices for the South American mining operations improved by $0.22
per pound to an average of $3.25 per pound, compared with $3.03 per
pound in 2006.

Consolidated copper sales fram South American operations increased
to approximatety 1.4 billion pounds in 2007, compared with 1.1 billion
pounds in 2006, primarily reflecting higher production from Cerro Verde
resulting from the new concentrator, which reached design capacity in
mid-2007. This increase was partly offset by lower production at El Abra
resulting from lower ore grades.

Consolidated copper sales volumes from our South American mining
operations are expected to increase to approximately 1.5 billion pounds
in 2008 reflecting additional production from the new concentrator at
Cerro Verde.

2006 Compared with 2005 (Pro Farma). During 2006, average
realized copper prices for the South American mining operations improved
by $1.28 per pound to an average of $3.03 per pound, compared with
$1.75 per pound in 2005, which excluded the hedging impact related to
El Abra's 2005 copper price protection program.

Consolidated copper sales from South American operations totaled
approximately 1.1 billion pounds in both 2006 and 2005. The slight
increase in sales for 2006 primarily refiected an increase in production at
El Abra and expanded production from the new concentrator at Cerro
Verde, which began processing sulfide ore in fourth-quarter 20086.

Unit Net Cash Costs (Pro Forma). Unit net cash costs per pound of
copper, calculated under the by-product method, is a measure intended to
provide investors with information about the cash-generating capacity
of our mining operations expressed on a basis relating to the primary
metal product for our respective operations. We use this measure for the
same purpose and for monitoring operating performance by our mining
operations. This information differs from measures of performance
determined in accordance with U.S. GAAP and should not be considered
in isolation or as a substitute for measures of performance determined in
accordance with U.S. GAAP. This measure is presented by other mining
companies, although our measures may not be comparable to similarly
titled measures reported by other companies.

The following tables summarize the pro forma unit net cash costs at
the South American copper mines for the fulf twelve-month periods ended
December 31, 2007, 2006 and 2005. The below tables reflect pro forma
unit net cash costs per pound of copper under the by-product and
co-product methods as the South American mines also had small amounts
of gold and silver sales. For a reconciliation of pro forma unit net cash
costs per pound to production and delivery costs applicable to sales
reported in FCX’s pro forma consolidated financial results, refer to “Product
Revenues and Production Costs.”
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Gross Profit per Pound of Copper (Pro Forma)

By-Product Co-Product

Year Ended December 31, 2007 Method Method
Revenues, after adjustments shown below $325 $325
Site production and delivery, before net noncash

and nonrecurring costs shown befow 0.91 0.87
By-product credits {0.09% -
Treatment charges 0.20 0.20

Unit net cash costs 1.02 1.07
Depreciation, depletion and amortization 0.14 0.14
Noncash and nonrecurring costs, net - -

Tota! unit costs 1.16 1.21
Revenue adjustments, primarily fer pricing en

prior period open sales and hedging 0.01 0.01
Other non-inventoriable costs {0.02) {0.02)
Gross profit $208 $203
Consolidated sales

Copper {millions of recoverable pounds) 1,399 1,399

By-Proguct  Co-Product

Year Ended December 31, 2006 Method Method
Revenues, after adjustments shown below $314 5314
Site production and delivery, before net noncash

and nonrecursing costs shawn below 0.82 0.79
By-product credits {0.08} -
Treatment charges 0.17 0.17

Unit net cash costs 0 0.96
Depreciation, depletion and amortization 017 0.17
Noncash and nonrecuering costs, net — -

Totat unit costs 1.08 1.13
Revenue adjustments, primarily for pricing on

prior period open sales and hedging {0.02) 0.01)
Other non-inventoriable costs {0.02) 0.02
Gross profit $202 $198
Consolidated sales

Copper {mitlions of recoverable pounds) 1,126 1,126

By-Product  Co-Product

Year Ended December 31, 2005 Method Method
Revenues, after adjustments shown below £1.70 $1.70
Site production and delivery, before net noncash .

and nonrecurring costs shown below 0.68 0.65
By-product credits {0.06) -
Treatment charges 0.10 0.09

Unit net cash costs n72 0.74
Depreciation, depletion and amortization 0.17 017
Noncash and nonrecutring costs, aet - -

Total unit ¢costs 0.89 0.91
Revenue adjustments, primarily for pricing on prior

period cpen sales and hedging {0.09) {0.09)
Other non-inventoriable ¢osts {0.01) {0.01)
Gross profit $071 $069
Consolidated sales

Copper {millions of recoverable pounds) 1,093 1,093
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2007 Compared with 2006. Because of the fixed nature of a large
portion of our South American mining costs, unit costs vary significantly
from period to period depending on volumes of copper sold during the
period. The South American mining operations have also experienced
production cost increases in recent years primarily as a result of higher
energy costs and costs of other consumables, higher mining costs and
milling rates, labor costs and other factors. Higher unit site production and
delivery costs in 2007, compared with 2006, primarily reflected higher
costs at El Abra because of lower copper sales. In addition, higher unit net
cash costs reflected the impact of Cerro Verde's voiuntary contribution
programs, including the liability associated with local mining fund
contributions (refer to “Other Mining Matters” for further discussion of the
Cerro Verde local mining fund contributions). These higher costs were
partially offset by fower overall costs at Cerro Verde associated with
significantly higher production resulting from the new concentrator.
Agsuming average prices of $3.00 per pound of copper and
achievement of current 2008 sales estimates, we estimate that 2008
average unit net cash costs for our South American mines, including gold
and molybdenum credits, would approximate $1.05 per pound of copper.
2006 Compared with 2005 (Pro Forma). South American unit net
cash costs for 2006 were higher than in 2005 primarily because of higher
operating costs at Candelaria and El Abra associated with maintenance,
labor and other input costs. Additionally, higher unit net cash costs in
2006 reflected higher smelting and refining costs at Candelaria and higher
costs at Cerro Verde associated with voluntary contribution programs.

Indonesian Mining

PT Freeport indonesia operates under an agreement, called a Contract of
Work, with the Government of Indonesia. The Contract of Work allows us
to conduct exploration, mining and production activities in a 24,700-acre
area, referred to as Block A, located in Papua, Indonesia. Under the
Contract of Work, PT Freeport Indonesia also conducts exploration activities
{which had been suspended, but resumed in 2007) in an approximate
500,000-acre area, referred to as Block B, in Papua. Al of PT Freeport
Indonesia’s proven and probable mineral reserves and current mining
operations are located in Block A.

We own 90.64 percent of PT Freeport indonesia, including 9.36 percent
through our wholly owned subsidiary, PT Indocopper Investama, and the
Government of Indonesia owns the remaining 9.36 percent. In July 2004,
we received a request from the Indonesian Department of Energy and
Mineral Resources that we offer to seli shares in PT Indocopper Investama
to Indonesian nationals at fair market vatue. In response to this request
and in view of the potential benefits of having additional Indonesian
ownership in our operations, we agreed, at that time, to consider a potential
sale of an interest in PT Indocopper Investama at fair market value.
Neither our Contract of Work nor Indonesian law requires us to divest any
portion of our ownership interest in PT Freeport Indonesia or PT
Indocopper Investama.
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PT Freeport Indonesia has a labor agreement covering its hourly paid
indonesian employees, the key provisions of which are renegoliated
biannually. In July 2007, PT Freeport indonesia and its workers agreed to
terms for a new two-year labor agreement, which expires in September
2009, The estimated annual increase in wages under the new fabor
agreement totals approximately $40 million. PT Freeport Indonesia's
relations with the workers' union generally have been satisfactory.

Joint Ventures with Rio Tinto plc (Rio Tinto). In 1996, we
established joint ventures with Rio Tinto, an international mining company
with headquarters in London, England. One joint venture covers PT
Freeport Indonesia’s mining operations in Block A and gives Rio Tinto,
through 2021, a 40 percent interest in certain assets and future
production exceeding specified annual amounts of copper, gold and silver
in Block A, and, after 2021, a 40 percent interest in all production from
Block A.

Operating, nonexpansion capital and administrative costs are shared
proportionately between PT Freeport Indonesia and Rio Tinto based on the
ratio of (a) the incremental revenues from production from our expansion
completed in 1998 to (b) total revenues from Block A, including production
from PT Freeport Indonesia’s previously existing reserves. PT Freeport
Indonesia receives 100 percent of the cash flow from specified annual
amounts of copper, gold and silver through 2021, calculated by reference
to its proven and probable reserves as of December 31, 1994, and 60
percent of all remaining cash flow. PT Freeport Indenesia records its joint
venture interest using the proportionate consolidation method.

The joint venture agreement provides for adjustments to the specified
annual metal sharing amounts upon the occurrence of certain events
that cause an extended interruption in production to occur, including
events such as the fourth-quarter 2003 Grasberg open-pit slippage and
debris flow. As a result of the Grasberg slippage and debris flow events,
the 2004 specified amounts attributable 100 percent to PT Freeport
Indonesia were reduced by 172 million recoverable pounds of copper and
272,000 recoverable ounces of gold. Pursuant to the agreements
in 2005 and early 2006 with Rio Tinto, these reductions were offset by
increases in the specified amounts attributable 100 percent to T Freeport
Indonesia totaling 62 million recoverable pounds of copper and 170,000
recoverable ounces of gold in 2005, and 110 million recoverable pounds
of copper and 102,000 recoverable ounces of gold in 2021.

The following discussion of our Indenesian mining operations covers
the years ended December 31, 2007, 2006 and 2005.

Indonesian Mining Operating Results

Years Ended December 31, 2007 2006 2005

Consolidated Operating Data, Net of Rio Tinto's Joint Venture Interest
Copper (millions of recoverable pounds)

Production 1,151 1,201 1,456

Sales 113 1,201 1,457

Average realized price per pound $ 332 $ 2313 § 185
Gold (thousands of recoverable ounces)

Production 2,198 1,732 2,789

Sales 2,185 1,736 2,790

Average realized price per ounce $680.74 $566.517 $456.27
100% Operating Data, Including Rio Tinto’s Joint Venture Interest
Ore milled {metric tons per day}

Grasberg open pit? 159,100 184,200 174,200

Deep Ore Zone (DOZ) underground ming® 53,500 45,200 42,000

Total 212,600 229,400 216,200

Average ore grade

Copper (percent) 0.82 0.85 113

Gold {grams per metric ton) 1.24 0.85 1.65
Recovery rates {percent)

Copper 90.5 86.1 89.2

Gold 86.2 80.9 831
Production (recoverable)

Copper (millions of pounds) 121 1,300 1,689

Gold {thousands of ounces) 2,608 1,824 3,440

a. Amount was approximately $606 per ounce before a loss resulting from redemption of FCX's Gotd-
Denomirated Preferred Stock, Series II.

b.  Amounits represent the approximate average daily throughput processed at PT Freeport Indonesia’s
mifl faclities from each producing mine.

Indonesian Mining Revenues. A summary of changes in PT freeport
Indonesia’s revenues follows:

2007 2006 20056

PT Freeport Indonesia revenugs — prior year $4,395 $3568 $1,747
Price realizations:
Copper 219 1,931 706
Gold 250 191 123
Sales volumes:
Copper {220) (473) 636
Gold 254 (481) 585
Adjustments, primarily for copper pricing
on prior year open sales (173) 195 0]
Treatment charges, royaities and other 83 {i36) {198}
PT Freeport Indonesia revenues — current year  $4,808  $4,395  $3,568

2007 Compared with 2006, During 2007, realized copper prices at PT
Freeport Indonesia improved by $0.19 per pound to an average of $3.32
per pound, compared with $3.13 per pound in 2006. Additionally, realized
gold prices improved by $114.23 per ounce in 2007 to an average of
$680.74 per cunce, compared with $566.51 per ounce in 2006, which
included a reduction of $39.85 per ounce for revenug adjustments
associated with the first-quarter 2006 redemption of our Gold-Denominated
Preferred Stock, Series .
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PT Freeport indonesia’s share of sales totaled 1.1 billion pounds of
copper and 2.2 million ounces of gold for 2007, compared with 1.2 billion
pounds of copper and 1.7 mitlion ounces of gold for 2006. At the Grasberg
mine, the sequencing in mining areas with varying ore grades causes
fluctuations in the timing of ore production, resulting in varying guarterly
and annual sales of copper and gold. Copper sales volumes for 2007
decreased, compared to 2006, primarily because of mining in a relatively
low-grade section of the Grasberg open pit during the second half of
2007, partly offset by mining higher ore grades during the first half of
2007 and higher recovery rates. The increase in gold sales for 2007,
compared to 2006, was related to higher ore grades and recovery rates.

Consolidated sales from PT Freeport Indonesia are expected to
approximate 1.2 billion pounds of copper and 1.2 million ounces of gold
in 2008. PT Freeport Indonesia expects to continue mining in a relatively
low-grade section of the Grasberg apen pit in the first half of 2008
and a higher-grade section in the second half of 2008. Approximately
65 percent of projected 2008 copper saieg and 75 percent of
projected gold sales for PT Freeport Indonesia are expected in the
second half of the year.

Treatment charges vary with the volume of metals sold and the price
of copper, and royalties vary with the volume of metals sold and the
prices of copper and gold. Royalties in 2007 increased to $133 miilion,
compared with $126 million in 2006, primarily reflecting higher metal
prices; partly offset by lower copper sales volumes. Assuming average
prices of $3.00 per pound of copper and $800 per ounce of gold and
achievement of current 2008 sales estimates for PT Freeport Indonesia,
royalty costs would total approximately $120 million ($0.10 per pound of
copper} in 2008.

PT Freeport Indonesia provides approximately 60 percent of Atlantic
Copper's copper concentrate requirements at market prices and nearty all
of PT Smelting's copper concentrate reguirements. Under the PT Smelting
contract, for the first 15 years of PT Smelting's operations beginning
December 1998, the treatment and refining charges on the majority of the
concentrate PT Freeport Indonesia provides witl not fall below specified
minimum rates, subject to renegotiation in 2008. The rate was $0.23 per
pound during the period from the commencement of PT Smelting's
operations in 1998 until April 2004, when it declined to a minimum of
$0.21 per pound. PT Smelting’s rate for 2007 was $0.38 per pound and Is
atso expected to exceed the minimum rate of $0.21 per pound in 2008.

2006 Gompared with 2005. During 2006, realized copper prices at
PT Freeport Indonesia improved by $1.28 per pound to an average of
$3.13 per pound, compared with $1.85 per pound in 2005. Additionally,
realized gold prices at PT Freeport Indonesia improved by $110.24 per
ounce in 2006 to an average of $566.51 per ounce {(which included a
reduction of $39.85 per ounce for revenue adjustments associated with
the redemption of our Gold-Denominated Preferred Stock, Series II),
compared with $456.27 per ounce in 2005.

PT Freeport Indonesia’s share of sales decreased to 1.2 billion pounds
of copper and 1.7 million ounces of gold for 2006, compared with 1.5
billion pounds of copper and 2.8 million ounces of gold for 2005 primarily
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because of mining lower ore grades in 2006 compared to the higher-
grade material mined in 2005,

Royalties in 2006 increased to $126 million, compared with $104
million in 2005, primarily reflecting higher metal prices partly offset by
lower sales volumes.

Indonesian Development Projects. During second-quarter 2007, PT
Freeport Indonesia completed the expansion of the capacity of the DOZ
underground operation to allow a sustained rate of 50,000 metric tons per
day. Total cost for this expansion was $64 million, with PT Freeport
Indonesia’s 60 percent share totaling $38 million. PT Freeport tndonesia’s
further expansion of the DOZ mine to 80,000 metric tons of are per day
is under way with completion targeted by 2010. The capital cost for this
further expansion is expected to approximate $100 million, with PT
Freeport Indonesia's 60 percent share totaling approximately $60 million.
Management believes that the success of the development of the DOZ
mine, one of the world's largest underground mines, provides confidence
in the future development of PT Freeport Indonesia’s large-scale
undeveloped underground ore bodies,

In 2004, PT Freeport Indonesia commenced its “Common
Infrastructure” project, which will provide access to its large undeveloped
underground ore bodies located in the Grasberg minerals district through
a tunnel system located approximately 400 meters deeper than its
existing underground tunne! system. In addition to providing access to our
underground ore bodies, the tunnel system will enable PT Freeport
Indonesia to conduct future exploration in prospective areas associated
with currently identified ore bodies. The Common Infrastructure project is
progressing according to plan. PT Freeport Indonesia also has advanced
development of the Grasberg spur and, as of December 31, 2007, has
completed more than 96 percent of the tunneling required to reach the
Grasberg underground ore body. PT Freeport Indonesia expects to initiate
multi-year mine development activities in the first half of 2008. To date,
approximately $76 million ($56 million for PT Freeport Indonesia’s share)
has been incurred for the Common Infrastructure project. In addition,

PT Freeport Indonesia’s share of capital expenditures totaled $58 million
in 2007 for infrastructure required for development of the underground
Grasherg ore body.

The Big Gossan underground mine is a high-grade deposit located near
the existing milling complex. The Big Gossan mine is being developed as an
open-stope mine with backfill consisting of mill tailings and cement, an
established mining methodology expected to be higher-cost than the block-
cave method used at the DOZ mine. Production is expected to ramp up
to full roduction of 7,000 metric tons per day in late 2010 (average annual
aggregaté incrementa! production of 125 million pounds of copper and
65,000 cunces of gold, with PT Freeport Indonesia receiving 60 percent of
these amounts). As a result of higher costs and scoping changes associated
with this project, we have updated our capital cost estimate to approximately
$480 million, Capital expenditures incurred to date on this project total $184
million ($168 million for PT Freeport Indonesia’s share). Recent increases
in tabor costs, currency exchange rates and other construction costs, along
with changes in scope, have resulted in spending above previous estimates.



Management’s Discussion and Analysis

Unit Net Cash Costs. Unit net cash costs per pound of copper is a
measure intended to provide investors with information about the cash-
generating capacity of our mining operations expressed on a basis
relating to the primary metal product for our respective operations. We
use this measure for the same purpose and for monitoring operating
performance by eur mining operations. This information differs from
measures of performance determined in accordance with U.S. GAAP and
should not be considered in isolation or as a substitute for measures of
performance determined in accordance with U.S. GAAP. This measure is

Gross Profit per Pound of Copper/per Ounce of Gold and Silver

presented by other mining companies, although our measures may not
be comparable to similarly titted measures reported by other companies.

The following tables summarize the unit net cash costs at our

Indonesian mining operations for the years ended December 31, 2007,
2006 and 2005. For a reconciliation of unit net cash costs per pound to

production and delivery costs applicable to sales reported in FCX's

consolidated financial statements, refer to “Production Revenues and

Production Costs.”

By-Product Co-Product Method

Year Ended December 31, 2007 Method Copper Gold Sitver
Revenues, after adjustments shown below $ 332 $ 332 $680.74 $13.31
Site production and defivery, before net noncash and nonrecurring costs shown below 119 0.85 172.23 3.37
Gold and silver credits 1.36) - - -
Treatment charges 0.34 0.24 49.45 0.97
Royalty on metals 0.12 0.08 17.05 0,33

Unit net cash costs 0.29 - 117 238.73 4.67
Depreciation and amortization 017 0.12 25.54 0.50
Noncash and nonrecwiring costs, net 0.04 0.03 5.90 0.12

Totat unit costs 0.50 1.32 27017 529
Revenue adjustments, primarily for pricing on prior period open sales 0.03 0.03 1.07 0.03
PT Smelting intercompany profit recognized 0.1 0.1 1.71 0.03
Gross profit $ 286 $ 2.04 $413.35 $ 8.08
Congofidated sales

Capper (millions of recoverable pounds) 1,131 1,131

Gold (thousands of recoverable ounces) 2,185

Silver (thousands of recoverable ounces) 3.593

By-Product Co-Product Method

Year Ended December 31, 2006 Method Copper Gold Siver
Revenues, after adjustments shown below $ 3.13 $ 3.13 $566.51° § 859
Site production and defivery, before net noncash and nonrecurring costs shown below 1.03 0.79 156.24 an
Gold and silver credits (0.93) - - -
Treatment charges 0.40 0.31 60.41 1.20
Royalty on metals 0.10 0.08 15.94 0.32

Unit net cash costs 0.60 1.18 232.59 463
Depreciation and amortization 0.15 0.12 23.25 0.46
Noncash and nonrecurring costs, net 0.04 0.03 5.60 0.11

Tota! unit costs 0.79 1.33 261.44 520
Revenue adjustments,